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“You are never 
going to have rules 
that capture every 
form of behavior” 

p40

“This is not Ocean’s Eleven. 

They’re not crawling under 

laser beams or anything. 

They’re using sledge-

hammers and crowbars” 

p60

“There’s obviously 
some stuff that
you can’t build
into software”

p32

“Soul-crushing acoustic 

ceilings, and crappy 

gray carpets, and drain-

ing  environments with 

 fluorescent lights—like, 

no one wants to work 

that way anymore”
p48
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①  
“Cover is on WeWork.”

“What’s that?” 
 

“They rent office space from  
buildings and then sublease it  

to freelancers.”

“This sounds like the  
perfect story to bore me to tears.” 

 
“Well, they offer their customers free 

beer and social events to foster 
networking, they have an interior 

design that resembles a Portland hotel,  
and they’re already valued at $5 billion 

in the short time they’ve existed.” 
 

“You had me at free beer. I assume 
their CEO hasn’t agreed to a  

shoot, and we have to spend the  
next three days coming up with 

dozens of terrible conceptual and  
illustration ideas.” 

 
“He agreed to a shoot.” 

 
“I love WeWork!”

How the cover gets made

Cover
Trail
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Hedge funds aren’t popular, 
but they’re perceived  
in some circles as the last, 
best hope for the island

Bring ice skates on your next trip to 
Puerto Rico. There’s a sweet public rink in 
Aguadilla that claims to be the only place 
to skate year-round in the Caribbean. 
“This is a great way to spend some time,” 
one tourism website says, “especially if it 
is raining, or it is too hot, or you are too 
sunburned to go to the beach.” It takes a 
lot of energy to maintain a skating rink in 
the tropics, but that’s not a problem: The 
city of Aguadilla isn’t paying for its elec-
tricity. The Puerto Rico Electric Power 
Authority provides power to Aguadilla 
and other municipalities in lieu of paying 
taxes. It bills them when the value of the 
electricity exceeds what it owes in lieu 
of taxes, as has happened for the past 
several years. But the towns aren’t paying. 
Starved for revenue, Prepa is at risk of 
default on $9 billion in debt.

Unpaid power bills are only one reason 
to be pessimistic about the future of 
Puerto Rico. The self-governing U.S. ter-
ritory is poorer than the poorest state, 
Mississippi. It’s bleeding population and 
running budget deficits. Its economy has 
been shrinking almost continuously since 
2006, when a key U.S. tax break called 
Section 936 expired. Labor force participa-
tion is low. The government’s general obli-
gation bonds have been downgraded to 
CCC+ (narrowly beating Prepa’s CCC–). And 
the population remains deeply split over 
the pivotal question of U.S. statehood, with 
its nonvoting representative in Congress 
crusading for it and the governor arguing 
for the status quo. At $72 billion, the debt 
of the island and its agencies exceeds 
that of every state except California and 
New York. A $630 million debt payment is 
due July 1. Friends are nowhere in sight. 
The rectangular island has been aban-
doned by most of the municipal bond 
funds that used to eat up its debt. Cut off 
from access to the debt market by its bad 
credit ratings, Puerto Rico seems about to 
founder on the high C’s.

But guess who sees potential in Puerto 
Rico? Los buitres, the vultures: American 
hedge funds that bought Puerto Rican 
bonds after the price fell and are agitat-
ing for changes to increase the value of 
their bonds and sell out for a profit. In 
some countries—Argentina, for example—
hedge funds are seen as the worst of the 
worst. But in Puerto Rico, at least to 
date, they are perceived in some circles 
as the last, best hope. The mainlanders 
are offering their restructuring expertise 
and potentially billions of dollars on the 
expectation that a serious investment of 
time and money will pay off in a health-
ier Puerto Rico that’s able to pay every-
thing it owes (and make them richer).

“The ideal is that we don’t let it degen-
erate into the kind of tense relationship 

where everybody’s yelling at each other. 
We’re taking every effort to avoid that,” 
says Stephen Spencer, a managing direc-
tor in the financial restructuring group 
of investment bank Houlihan Lokey, 
which represents both hedge funds and 
big bond funds that owned Prepa bonds 
before prices fell. “In any restructuring 
that works well, you have creditors and 
debtors rowing in the same direction.”

It’s not remarkable that creditors 
would say something like that. What is 
remarkable is that some Puerto Ricans 
agree. Ramón Luis Nieves, a member 
of the Puerto Rican Senate, was inter-
viewed on May 15, the day after a 10-hour 
meeting of members of the majority 
Popular Democratic Party in the House 
and Senate, who reached agreement 
with Governor Alejandro García Padilla, 
who is of the same party, on a plan for 
 spending cuts and a sales tax increase to 
stave off default.

“I have had very positive experi-
ences” talking to the hedge funds, Nieves 
said. “They’re really here. The ordinary 
sources of financing that the common-
wealth had are gone. I hope in the future 
we can reach agreement with them in a 
way that they see themselves not as enti-
ties that try to make a quick buck from 
Puerto Rico because we are in distress, 
but that we can become partners, they 
can contribute to our economic recovery.”

The Puerto Ricans don’t have a lot of 
choice in dance partners. They can’t go to 
the International Monetary Fund, which 
aids only sovereign nations. They can’t 
make like Greece and threaten to pull out 
of the common currency or cozy up to 
the Russians. Unlike Detroit, Puerto Rico 
isn’t eligible to seek protection from cred-
itors in U.S. Bankruptcy Court. Because it 
uses the dollar, it can’t lighten its foreign 
debts by inflating its currency. And 
Treasury Secretary Jacob Lew has made 
clear that the feds won’t sweep in with 
big bucks even though there’s nothing 
that says they couldn’t—except Congress. 
That leaves the hedge funds, along with 
die-hard bond-fund  managers, including 
Prepa investors OppenheimerFunds and 
Franklin Resources.

Puerto Ricans have had a compli-
cated relationship with the mainland 
since 1898, when the U.S. liberated 
Puerto Rico and Cuba from Spain. The 
U.S. annexed Puerto Rico but not Cuba. 
Of the two, Puerto Rico was the good son. 
Under the Jones Act of 1917, its people 
became citizens of the U.S. just in time 
to join the mainland’s armed forces and 
fight in World War I. Puerto Ricans have 
fought for the U.S. in every war since. 
Cuba was the prodigal son, especially 
after 1959, when Fidel and Raúl Castro  

Vultures 
To the 
Rescue 
In Puerto 
Rico  
By Peter Coy
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Puerto Ricans, who have been dutiful 
 citizens for a century.

This history casts a shadow over debt 
negotiations. Understandably touchy 
about being treated as second-class citi-
zens, a lot of Puerto Ricans aren’t happy 
about the appearance of New York sharp-
ies demanding payment. “The debt is 
by and large unpayable. This debt has 
to be renegotiated,” Rafael Bernabe, 
the 2012 gubernatorial candidate of the 
small Working People’s Party, said in 

overthrew the dictator Fulgencio Batista 
and established a Communist state 
90 miles from Key West, Fla., at the 
height of the Cold War.

Puerto Rico outperformed Cuba eco-
nomically, making the transition from 
sugar cane plantations to manufactur-
ing of pharmaceuticals and other high-
tech products with the help of federal 
tax incentives. Puerto Ricans never got 
all the way up to mainland living stan-
dards, though. They were never fully 

integrated into the U.S. English remains 
very much a second language. And they 
never got the vote. A Puerto Rican can be 
elected  president but can’t cast a ballot 
for herself on Election Day.

Now Cuba, the prodigal son, seems to 
be returning to the fold. The Minnesota 
Orchestra just played Havana, and 
Raúl Castro told Pope Francis he might 
return to Catholicism. As in the Biblical 
parable, this is causing much rejoicing in 
Washington and a bit of jealousy among 
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an interview. Bernabe, a literature 
 professor at the University of Puerto Rico, 
has a bachelor’s degree in history from 
Princeton and a master’s and doctorate 
degree in sociology from Binghamton 
University. “The basic, fundamental 
problem of the Puerto Rican economy is 
that you have an economy that generates 
a significant amount of wealth,” he says, 
“but most of it is taken out of the island.”

Last year, Puerto Rico passed a debt-
restructuring law that Bernabe liked: It 
would have made it easier for Prepa and 
other public corporations to shed debt. 
Prepa investors worried that Puerto Rico 
was getting ready to stiff them. Those fears 
drove Puerto Rico’s borrowing costs even 
higher, essentially cutting off the island’s 
access to fresh credit. This February a 
federal judge declared the law unconsti-
tutional. An appeal is pending in Boston.

The reason this disagreement hasn’t 
degenerated into greater recrimination 
is that key people on both sides under-
stand that Puerto Rico is eminently sal-
vageable. The tax burden is fairly light 
because Puerto Ricans don’t pay federal 
taxes and compliance with domestic 
taxation is low, meaning there’s plenty 
of room to raise more tax revenue to 
cover budget deficits and payments on 
the debt, says Daniel Irvin, chief execu-
tive officer of Capital Security Advisors 
in Boston. “I’ve seen distressed sover-
eigns, and this is the most stress for the 
least fundamental reasons,” Charles 
Blitzer, principal at BlitzerConsulting, 
told Bloomberg. Blitzer is a former offi-
cial of the IMF and the World Bank.

What’s more, the island economy 
has a lot of unrealized potential. The 
World Economic Forum’s 2014-15 Global 

Competitiveness Report ranked it 32nd 
out of 144 countries and territories, with 
high scores for business sophistication, 
innovation, and financial market develop-
ment. It finished higher than any country 
in Latin America, edging out Chile. (The 
U.S. overall finished third.)

Puerto Rico probably put too many of 
its eggs in the basket of manufacturing, 
which accounts for almost half of gross 
domestic product. Tourism, in contrast, 
is a grossly underexploited opportunity. 
In addition to movie-set beaches and 
historic Old San Juan, there are attrac-
tions such as El Yunque, the only tropi-
cal forest in the National Forest System, 
and bioluminescent bays, which glow 
at night. Yet only 9 percent of Puerto 
Rican employment is in leisure and hos-
pitality, vs. 11 percent for the U.S. as a 
whole, according to Bureau of Labor 
Statistics data.

Logistics are another natural for 
Puerto Rico. It sits on the Mona Passage, 
which ships traverse en route from the 
Atlantic Ocean to the Caribbean Sea and 
the Panama Canal. A deep-water port in 
Ponce can handle the big ships that will 
begin moving through the expanded 
Panama Canal next year; a Singaporean 
company has been hired to manage it. 
The aspiration is to make Puerto Rico 
an international shipping hub. Hedge 
fund manager John Paulson predicts 
that Puerto Rico will “develop into the 
Singapore of the Caribbean.”

So there’s hope—but only if Puerto 
Rico can get past its current financial 
squeeze. Investors are in no mood to 
buy new bonds without evidence that 
Puerto Rico is on a path to balancing 
its budget, which has a $191 million gap 
for the fiscal year ending June 30. The 
Government Development Bank for 
Puerto Rico, which lends to the govern-
ment as well as the private sector, says it 
may run out of cash by Sept. 30 unless it 
can sell $2.9 billion of bonds secured by 
(unpopular) oil taxes.

This is where the hedge funds come 

in. Last year hedge funds,  including 
Paulson’s, bought almost all of a 
$3.5 billion bond issue that has kept 
Puerto Rico afloat. They’ve also been 
active buyers of tax revenue anticipa-
tion notes, which are IOUs backed by 
future tax receipts. An ad hoc commit-
tee of Prepa bondholders has offered 
to provide $2 billion in financing for a 
new generating plant fueled by natural 
gas instead of oil based on the logic that 
it would lower electricity costs on the 
island while enabling the utility to pay 
interest and principal on its debt.

The mainlanders’ money comes with 
strings attached. Prepa bond holders 
want the electric utility to start collect-
ing on municipalities’ bills. The power 
authority’s chief restructuring officer has 
criticized the investors’ $2 billion power 
plant offer, arguing that it doesn’t entail 
any sacrifice by investors and wouldn’t 
comply with environmental rules.

The creditors aren’t just tussling with 
the islanders. They don’t even agree 
with each other in some cases. Hedge 
funds holding general-obligation and tax 
 revenue bonds want Congress to permit 
arms of the government such as Prepa to 
seek protection from creditors in bank-
ruptcy court. Prepa bondholders under-
standably disagree. They want debtors 
to follow the procedures specified in the 
convenants of the bond issues. 

Even as Puerto Rico’s credit ratings 
have sunk, its bond prices have recovered 
from their 2014 lows. Thomas Wagner, 
co-founder of Knighthead Capital 
Management, a Prepa bondholder, 
remains confident that a win-win is pos-
sible: “Sometimes hedge funds with their 
money and their ideas help the public 
good,” he says. “Sometimes we can look 
out for our interests and improve the 
state of a public entity.” Then again, 
sometimes they don’t. Puerto Ricans 
have little choice but to bet that this is 
one of the good times. �
—With Michelle Kaske, Taylor Riggs, and 
Alex Nussbaum

Investors are in no mood to  
buy new bonds without 
evidence that Puerto Rico 
will balance its budget

A lagging job market

Puerto Rico U.S.

Jobs in state 

and local 

government

24% 14%11.8%

Jobless rate

5.5% $13.23

Average 

hourly wage

$22.71

A slowing economy

Puerto Rico Economic Activity Index 
January 1980 = 100
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A shrinking population

April 1, 2010, to July 1, 2013

 Born +129.9k

 Died −96.2k

 Emigrated −144.4k

110.7kPopulation 
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The U.S. and European nations have been urging Thailand to 
combat human trafficking for some time, and it’s working: Thai 
authorities recently made several arrests in cases against crim-
inal gangs that smuggle migrants from Myanmar. In response, 
however, many of those smugglers are abandoning their cargoes, 
setting adrift would-be migrants without food, fuel, or water. 
Regional navies have vowed to turn the vessels away. Malaysia, 
Indonesia, and Thailand should heed United Nations pleas to 
allow the refugees to land. But this is also the moment to address 
the trafficking problem at its source.

Many if not most of the migrants are Rohingya Muslims from 
Myanmar’s Rakhine state. More than 120,000 have fled Rakhine 
since 2012, and the pace nearly doubled in the first quarter of 
2015. Long considered interlopers imported by the British during 
colonial times from what is now Bangladesh, the 1 million-plus 
Rohingya community suffers virulent discrimination. Denied full 
citizenship, they also face restrictions on their freedom to move, 
marry, and worship; earlier this year, they lost the right to vote.

Conditions have deteriorated steadily since anti-Muslim riots 
swept Rakhine in 2012. As many as 150,000 Rohingya remain 
trapped in displacement camps that lack sanitation, sufficient 
food, and proper medical care. It’s little wonder so many are 
willing to place their fates in the hands of smugglers, who have 
held some for ransom and sold others into virtual slavery.

The Burmese government has to do much more to reverse 
this outflow. The easiest place to start, relatively speaking, is by 
improving conditions in Rakhine’s refugee camps. Authorities 
also need to reach out to tens of thousands of Rohingya living 
in apartheid-like conditions in isolated villages. More broadly, 
the government needs to find a way to integrate the Rohingya 
into society as full citizens. The most crucial task will be chang-
ing hearts and minds across the country. Anti-Rohingya preju-
dice unites the majority Buddhist population and all political 
parties. At the least, the instigators of the 2012 riots should face 
trial so the Rohingya can see that the law protects them, too. �

Robots vs.  
The Middle Class

Thailand’s Crisis, 
Myanmar’s Shame

What to do when the next revolution 

in automation is coming for your job

The Thai go after human smugglers, 

but the source is next door

Among the vexing challenges facing the middle class is one that 
will probably go unmentioned in the next presidential campaign: 
What happens when the robots come for their jobs?

Don’t dismiss that possibility entirely. About half of U.S. jobs 
are at high risk of being automated, according to a University of 
Oxford study, with the middle class disproportionately squeezed. 
Lower-income jobs like gardening or day care don’t appeal to 
robots. But many middle-class occupations—trucking, financial 
advice, optometry, software engineering—have aroused their 
 interest, or soon will. (The rich own the robots, so they’ll be fine.) 

This isn’t to be alarmist. Optimists point out that technolog-
ical upheaval has benefited workers in the past. The Industrial 
Revolution didn’t go so well for the Luddites whose jobs were 
displaced by mechanized looms, but it eventually raised living 
standards and created more jobs than it destroyed. Likewise, 
automation should eventually boost productivity, stimulate 
demand by driving down prices, and free workers from drudg-
ery. But in the medium term, middle-class workers may need 
a lot of help adjusting.

The first step, as Erik Brynjolfsson and Andrew McAfee argue 
in The Second Machine Age, should be rethinking education and 
job training. Curriculums—from grammar school to college— 
should evolve to focus less on memorizing facts and more on 
creativity and complex communication. Vocational schools 
should do a better job of fostering problem-solving skills and 
helping students work alongside robots. Online education can 
supplement the traditional kind. It could make extra training 
and i nstruction affordable. Professionals trying to acquire new 
skills will be able to do so without going into debt.

The challenge of coping with automation underlines the need 
for the U.S. to revive its fading business dynamism: Starting new 
companies must be made easier. In previous eras of technolog-
ical flux, entrepreneurs smoothed the transition by dreaming 
up ways to combine labor and machines. The best uses of 3D 
printers and virtual reality haven’t been invented yet. The U.S. 
needs the new companies that will invent them.

Finally, because automation threatens to widen the gap 
between capital income and labor income, taxes and the safety 
net will have to be rethought. Adding an equity component 
to Social Security, for instance, would be one way to spread 
the ownership of capital. Taxes on low-wage labor need to be 
cut, and wage subsidies such as the earned income tax credit 
should be expanded: This would boost incomes, encourage 
work, reward companies for job creation, and reduce inequality.

Technology will improve society in ways big and small over 
the next few years, yet this will be little comfort to those who 
find their lives and careers upended by automation. Destroying 
the machines that are coming for our jobs would be nuts. But 
policies to help workers adapt will be indispensable.

To read Peter R. Orszag 

on China’s highways 

and Sam Tanenhaus 

on commencement 

speeches, go to 

 

Bloombergview.com
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May 25 — May 31, 2015

 �Argentina wants its own creditors to ease up, but it won’t let up on Cuba

 �“The island is on the Argentine central bank’s blacklist”



Argentina’s left-leaning leaders have 
spent a decade vilifying investors who 
have refused to accept massive losses on 
government bonds that are in default. 
At the same time, the government has 
refused to forgive the debt of a long-
time socialist ally: Cuba. That may mean 
Argentine companies will have trouble 
getting in on the expected foreign invest-
ment boom in Cuba if the half-century-
old U.S. embargo is lifted.

In 1973 the Cuban government of 
Fidel Castro borrowed $1.2 billion 
from Argentina. Strapped for funds, 
the island nation almost immediately 
stopped paying down the debt, used to 
finance purchases of Argentine-made 
Fiats. The unpaid interest continued 
to build, and Cuba borrowed more 
from 1984 to 1989. By 2006, Cuba, 
deprived of Russian subsidies since 
the fall of the Soviet Union, asked 
Argentine President Néstor Kirchner 
to slash the debt.

The amount Cuba owed by then 
had more than quadrupled, says Jorge 
Taiana, who was then foreign minister 
of Argentina. He says the Cuban gov-
ernment asked for a 75 percent reduc-
tion in the debt and wanted “to pay us 
back with pills and other medicine.” 
Taiana, today a Buenos Aires state leg-
islator, was in favor. “Unfortunately the 
offer was rejected,” he says. Kirchner 
drew up a bill that would have wiped 
away three-quarters of the debt, but 
he never put it to a vote in Argentina’s 
Congress. Taiana says the president 
doubted he had the support needed to 
carry it through.

Since 2006 the debt has likely risen 
to more than $11 billion, accord-
ing to Orlando Ferreres of Orlando 
J. Ferreres & Asociados, a Buenos 
Aires investment consulting firm. 
Last July, Russian President Vladimir 
Putin agreed to write off 90 percent 
of Cuba’s  Soviet-era debt—almost 
$32 billion. Argentine President 
Cristina Fernández de Kirchner, 
Néstor’s widow and  successor, pub-

licly praised the gesture 
and said it was one 
“worth imitating.” She 
urged Argentina’s biggest 
investor, billionaire Paul 
Singer, to show the same 
forbearance. Singer leads 
a group of investors who 

have refused Argentina’s offer to repay 
25 percent of its $95 billion in debt 
from a 2001 default. Fernández has 
labeled Singer a “vulture” who preys 
on Argentina.

Roberto Mori, a former foreign min-
istry official, says that the only sub-
stantial debt Argentina recently wiped 
away for another nation was in 1989. 
Argentina forgave Bolivia 90 percent 
of what it had lent the Andean state. 
For Argentina, it was a good deal. 
In return, it accepted shipments of 
Bolivian natural gas, which it used to 
supplement a hydroelectric power grid 
hobbled by drought.

A spokesman for the office of 
Fernández and a spokeswoman for 
the economy ministry didn’t reply to 
requests for comment. Cuba’s embassy 
in Buenos Aires didn’t respond, either.

The records of Cuba’s debts to 
Argentina haven’t been made public. 
Mori thinks the sum Cuba owes is closer 
to $8 billion. Ferreres has tried and 
failed to get the figures from the central 
bank. Demanding repayment instead 
of forgiving the debt, he says, harms 
Argentina as Cuba becomes a focus 
of investment. Taiana agrees, saying, 
“Businessmen dealing with Cuba can’t 
get credit lines because the island is on 
the Argentine central bank’s blacklist of 
borrowers in default.”

Fernández hasn’t shown any interest 
in forgiving Cuba’s debt and hasn’t sent 
lawmakers a bill for its cancellation. 
Legislators are reluctant to forgive 
so much debt at a time when  many 
Argentines are mired in poverty.

Argentina is also demanding 

A Borrower and a Lender Be

DATA: CENTRAL INTELLIGENCE AGENCY
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Food

China Does an  
About-Face on GMOs

 � It sees bioengineered seeds as vital 

to a modern farming system

 � China must “dominate the high 

points of GMO techniques” 

The Chinese have long been wary of 
genetically modified organisms, grown 
from seeds designed to yield plants more 
resistant to drought, bugs, and other 
hazards. While imports of GMO-derived 
soybeans and corn are used as livestock 
feed, human consumption of GMO-
based food is banned except for cooking 
oil and papayas. 

China’s top officials are gearing up to 

Federal Spending Five Blueprints 
Federal debt will explode in coming decades unless the government raises taxes, cuts spending, or both. 
The Peter G. Peterson Foundation asked five think tanks, from liberal to conservative, to devise 25-year 
plans to stabilize the nation’s debt. The surprise: Their answers weren’t radically different. On taxes, there 
was a range of only 2.3 percentage points in how much revenue they thought the government should raise 
as a share of gross domestic product. Here are their ideas on where spending should end up. —Peter Coy

American
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turn their country into a GMO power. In 
a speech released last fall, President Xi 
Jinping said China must “boldly research 
and innovate, [and] dominate the high 
points of GMO techniques.” An agricul-
tural policy paper issued early this year 
calls for more GMO research. A pro-GMO 
ad campaign from the agriculture min-
istry began in September 2014. Beijing-
based Origin Agritech has already 
developed GMO corn seeds, while other 
Chinese companies are working on new 
rice varieties. “Biotechnology is our 
investment for the future,” says Origin 

Chairman Han Gengchen. He 
expects the government to allow 

planting of GMO corn within three years.
China needs a sharp boost in farm 

productivity, which has been hurt by 
damaged soil, contaminated water, and 
overuse of fertilizer and pesticides. The 
official Xinhua News Agency on Feb. 4, 
wrote, “GMO technology has long been 
considered an effective way to increase 
yields on marginal lands.” 

China is the destination of more 
than 60 percent of global soybean 
exports, almost all genetically engi-
neered. This dependence on foreign-
ers concerns China’s leaders, who 
have seen  self-sufficiency in grain as a 
strategic imperative.

The production and development of 
GMO seeds by foreign multinationals 
remain banned inside China. Companies 

such as DuPont Pioneer have joint 
ventures in China that develop and sell 
non-GMO seeds there. DuPont hopes 
someday to win Beijing’s permission 
to do GMO work in China, says Firoz 
Amijee, DuPont Pioneer’s director of 
global registration and regulatory affairs 
for Asia, China, Europe, and Africa.

China subjects new GMO varieties 
from abroad to an approval process that 
can take up to seven years, much longer 
than in countries such as Brazil, which 
synchronizes its approval of new seeds 
with the U.S. Approvals from China have 
become even more difficult of late, says 
Matt O’Mara, acting executive vice pres-
ident at the Biotechnology Industry 
Organization, whose members include 
Monsanto, DuPont Pioneer, and Dow 
AgroSciences. For a smooth global 
rollout of new seeds “you need a process 
that runs on time and is predictable. 
China hasn’t been either of those,” he 
says, adding that 24 GMO products are 
waiting for China’s authorization. 

China’s enormous clout as a food 
importer makes the global seed com-
panies increasingly hesitant to release 
new products in other markets until 
the Chinese approve them. The conse-
quences of accidently sending Chinese 
customers grains grown from nonap-
proved seeds can be dire. In November 
2013, Chinese inspectors discovered 
corn grown from a nonapproved GMO 

$18 billion from its neighbor 
Paraguay for a $6 billion loan in 1983 
to build a hydroelectric dam. The 
demand prompted Paraguay’s ABC 
Color newspaper to say Argentina was 
“acting like a vulture.” 
—Pablo Gonzalez and Michael Smith
The bottom line While Argentina is seeking 
to pay its creditors 25 percent of its debt, the 
country hasn’t forgiven what Cuba owes. 

No one proposed to 

significantly cut Social 

Security’s share of GDP—

or increase it, despite a 

fast-aging population

The American Action 

Forum would repeal 

Obamacare and 

gradually convert 

Medicare into subsidies 

for private health 

insurance

Interest payments differ 

because of variations 

in the size of the debt in 

the five projections

The Economic Policy 

Institute would boost 

spending on income-

support programs, 

extended unemployment 

benefits, and child 

nutrition
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Energy

Shale Exploration  
Stalls in Europe

 � Red tape and other obstacles have 

hurt shale’s chances there

 � “Here it will never be the game 

changer it was in the U.S.”

When oil and gas company Cuadrilla 
Resources opened an office in Poland 
in 2009, a shale boom was transform-
ing the U.S. into the world’s largest 
producer of natural gas. Cuadrilla 
and bigger oil and gas companies 
were aiming for the same results in 
Europe. With one of the biggest shale 
gas reserves on the continent, Poland 
looked like the next Texas.

But six years later, U.K.-based 
Cuadrilla has yet to drill a single Polish 
well. Chevron, ExxonMobil, and 
Royal Dutch Shell have abandoned 
shale projects in Europe, despite 
efforts to reduce a reliance on Russian 
gas. “The costs of drilling in Europe 
are much, much higher than in the 
U.S., and there are so many  regulations 
every step of the way,” says Marek 
Madeja, Cuadrilla’s director of well 
 services in Poland.

Difficult geological conditions, fierce 
environmental opposition, and a war 
in Ukraine have conspired to quash 
investors’ enthusiasm. In Poland, the 
European country most committed to 
shale drilling, government bureaucracy 
has slowed the process. The collapse of 

oil prices to less than $50 a 
barrel in March has also 
been a blow to energy com-
panies, because the cost 
of much of Europe’s gas, 
including Russian imports, 
is linked to crude.

“The problem in Europe is that you 
never got a critical mass of wells for the 
synergies and cost efficiencies to kick 
in,” says Michael Barron, London-based 
director for global energy and natural 
resources at political-risk consulting 
firm Eurasia Group. “It’s clear that here 
it will never be the game changer it was 
in the U.S.”

That’s bad news for Ukraine, which 
has considerable shale  deposits and is 
desperate to reduce its dependence on 
energy imports from Russia. Shell aban-
doned its operations there last year after 
a bloody conflict broke out between the 
Ukrainian army and Russia-backed sep-
aratists in the eastern Donetsk region. 
Chevron gave up on a field in western 
Ukraine at the end of 2014.

Smaller oil and gas producers that 
have remained in Europe are battling 
arcane tax laws and local authorities 
who don’t want drilling in their back-
yards. Few wells in Poland and the U.K. 
have yielded enough to make them 
commercially viable. Poland requires 
explorers to provide a detailed five-
year operational plan before break-
ing ground. Every change to the plan 
necessitates that companies file a new 
request, which can take the government 
months, or even years, to approve, says 
Cuadrilla’s Madeja. 

In the U.K., hydraulic fracturing 
is backed by Prime Minister David 
Cameron’s government but faces 
strong opposition from communities 
fearful of pollution and earthquakes. 
Only about a dozen wells are in devel-
opment. Europe’s estimated reserves, 
equal to more than three-quarters of 
those in the U.S., are sizable. But most 
countries have either banned fracking 
or imposed a moratorium until its envi-
ronmental effects are better known. 
“Europe is much more densely popu-
lated, so people are living much closer 
to the activity than in the U.S.,” Barron 
says. “There is still a lot of popular 
concern to be overcome.”

France is firmly opposed to  fracking. 
A total ban in place since 2011 will 
remain at least until the 2017 presi-
dential election. Spain, which also has 
big reserves, has extended licenses to 
small, independent explorers but hasn’t 

yet granted environmental approvals 
and other required permits.

There is some enthusiasm for shale 
gas exploration in Denmark, where 
Total won two concessions from the 
government and may drill this year. But 
shale gas will always be a supplemen-
tary energy source in Europe, where 
conventional gas, whether supplied by 
Russia or others, such as Norway and 
Algeria, remains the cheapest option, 
says Bloomberg Intelligence analyst 
Philipp Chladek. “Fracking as a path 
to independence was a dream that’s 
just not going to come true,” he says. 
“I wouldn’t say shale gas in Europe is 
dead, but it’s much more difficult than 
people thought.” —Ladka Bauerova
The bottom line Many oil and gas producers, 
especially the large ones, have given up on 
most shale opportunities in Europe.

“The costs of 

drilling in Europe 

are much, much 

higher than in the 

U.S., and there 

are so many 

regulations every 

step of the way.”  
—Marek Madeja, 
Cuadrilla

Buried Power

DATA: ADVANCED RESOURCES INTERNATIONAL

Quadrillions of cubic feet of technically recoverable 
shale natural gas

51% 
in U.S.seed in a shipment, bringing to 

a halt all U.S. corn imports for 
more than a year. This risk of 
crossing China now even slows 
the sale of new seeds to U.S. 
farmers, Amijee says. Monsanto 
and Dow declined comment. The 
agricultural ministry did not respond to 
faxed questions.

The Chinese government has dis-
bursed at least $3 billion to institutes 
and local companies to develop bioen-
gineered seeds. “[We] cannot let foreign 
companies dominate the GMO market,” 
Xi said in his speech released last year. 
—Dexter Roberts and Alan Bjerga
The bottom line China’s leaders want to build a 
domestic GMO industry because they need to 
boost productivity in agriculture.
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Labor 

Iceland’s Unions  
Want a Big Raise 

 � Strikes erupt on the island, and 

more are threatened

 � “Companies will experience 

downward pressure on … margins” 

Iceland, one of the first countries to 
fall victim to the global financial crisis, 
faces labor strife springing from the 
turmoil that enveloped the economy 
seven years ago.

About one-third of Iceland’s P
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Strategy

Vietnam’s Military Wants 
To Buy American

 � Boeing, Lockheed Martin, and 

Honeywell pay a visit to Hanoi

 � “There are no permanent friends or 

enemies, only permanent interests”

Only eight days before the 40th anni-
versary of Vietnam’s victory over the 
U.S., Hanoi received an unusual group 
of visitors: U.S. defense contractors 
eager to sell a limited but lucrative part 
of their military catalog—gear including 

workforce of 190,000 is demand-
ing pay raises as high as 50 percent. 
If the wage hikes go through, they 
could cripple the island’s recovery 
just as policymakers move closer to 
removing capital controls, which were 
imposed after Iceland’s biggest banks 
collapsed. The capital controls kept 
about $7 billion in foreign funds from 
fleeing Iceland, an outflow that would 
have had disastrous consequences for 
its currency.

Iceland’s unions want monthly wages 
for their  lowest-paid members to be 
raised from 200,000 kronur ($1,500) to 
about 300,000 kronur, according to the 
SGS union, an umbrella labor group. 
Iceland’s 50-plus unions count 106,000 
members including fishermen, waiters, 
civil servants, veterinarians, midwives, 
lawyers, and musicians.

Orri Hauksson, the chief executive 
officer of Siminn, Iceland’s biggest 

telecommunica-
tions company, is 
alarmed at the size 
of the demands. 
He says the island 
enjoys a “ficti-
tious” stability only 
because of cur-
rency restrictions. 
Given the possibil-
ity of “huge wage 
increases, you’ll 
find that compa-
nies will experi-
ence downward 
pressure on their 
profit margins,” 
he says.

The state medi-
ator’s office has to 
settle more than 
36 labor disputes, 
most of them involv-
ing demand for pay 
hikes. Its failure 

so far to reach any accord in these dis-
putes has already led to several strikes 
across the country by radiologists, hospi-
tal researchers, and central government 
employees, to name a few. Icelanders 
are running out of meat, because union-
ized veterinarians overseeing health and 
safety in slaughterhouses have refused to 
work. A strike by the union of local gov-
ernment lawyers who handle family law 
means couples embroiled in divorce and 
 child-custody cases have been unable to 
reach settlements since April 9. Despite 
these problems, almost 92 percent of 
Icelanders surveyed by Gallup in late 

April supported the unions’ bid for 
a higher wage for members who are 
paid the least.

Many of the unions have threatened 
to lead all their members out on strike 
if the wage disputes aren’t resolved by 
June 6. Icelanders work longer hours 
than their Nordic counterparts, yet pay 
growth in Iceland has barely kept pace 
with inflation. Icelanders saw real wages 
rise little more than 3 percent in the six 
years through 2014, the national statis-
tics office shows. Inflation has risen an 
average of 6 percent a year since 2008, 
when the krona crashed, driving up 
the cost of imports and undermining 
workers’ standard of living. 

As the unions press for better pay, 
the government is struggling to unwind 
capital controls that have strictly reg-
ulated the flow of foreign and domes-
tic capital into and out of the country. 
The central bank on May 13 warned that 
steep wage increases could jeopardize 
the process, which requires stability in 
the economy to work.

“Prices can’t be easily raised in the 
short term,” says Siminn’s Hauksson, 
to compensate for a surge in employee 
pay or if a mass exit of capital after 
controls are lifted drives down the 

exchange rate and boosts inflation. 
Although he remains optimistic on 
Iceland’s economic outlook, he says, 
“One can also envisage a negative sce-
nario in which the stability that we’ve 
had [recently] is derailed.” 
—Omar R. Valdimarsson
The bottom line A showdown in Iceland is 
coming between labor and management over 
workers’ demands for higher wages. 
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surveillance systems, night vision 
technology, and aircraft. The April 22 
meeting was held at a People’s Army of 
Vietnam hotel, next to the Ministry of 
National Defense and within walking 
distance of the prime minister’s resi-
dence. The military’s top officers were 
not present: Hobnobbing with U.S. 
defense company executives so close 
to the anniversary seemed somehow 
inappropriate, says Vu Tu Thanh, chief 
Vietnam representative of the U.S.-
Asean Business Council.

Nevertheless, the session—the first 
such meeting arranged by the American 
Embassy in Vietnam to showcase U.S. 
 defense products—shows that the coun-
try’s leaders are looking past ideology 
to practical realities. “There are no per-
manent friends or enemies, only per-
manent interests,” says Alexander 
Vuving, an analyst at the Asia-Pacific 
Center for Security Studies in Hawaii, 
echoing the infamous quote by Henry 
Kissinger about America’s alliances. 
In this case, the common interest of 
Vietnam and the U.S. is curbing China’s 
power in Southeast Asia, especially in 
the resource-rich South China Sea.

Squeezed by slower U.S. military 
spending, American defense companies 

are looking to Southeast Asian 
nations for new markets. According 
to the Stockholm International Peace 
Research Institute, the region saw a 
45 percent increase in defense spending 
from 2005 to 2014, to $35.9 billion. The 
April roadshow follows Washington’s 
easing of curbs on sales to Vietnam of 
nonlethal military equipment, such as 
vehicles and spare parts, last October. 
Sales of U.S.-made weapons to Vietnam 
are banned until the regime improves 
its human-rights record.

Vietnam’s military is eager to buy 
spare parts for U.S. military aircraft 
(including UH-1 Huey helicopters) 
left behind after the war, says Tuong 
Vu, an associate professor of political 
science at the University of Oregon. At 
the daylong session, companies used 
PowerPoint and slides to pitch heli-
copters, boats, and communication 
systems, says Thanh, who was present.

More than a dozen defense compa-
nies, including Boeing, BAE Systems’ 
U.S. division, Lockheed Martin, 
and Honeywell International, were 
invited to the event, according to the 
agenda for the meeting.

“Any defense-related sales to 
Vietnam will follow development of 
U.S. govern ment policy on Vietnam,” 
Boeing spokesman Jay Krishnan wrote 
in an e-mail. “We believe Boeing has 
capabilities that may meet Vietnam’s 
modernization needs.”

“New markets only occasionally open 
up. There was obvious interest from 

both the U.S. and 
Vietnamese side,” 
Karen Adams, 
director of business 
development at 
Exelis, which sells 
night vision tech-
nology, wrote in 
an e-mail. 

Vietnam’s mili-
tary spending has 
risen 128 percent 

since 2005, reflecting the mount-
ing tensions with China, according 
to an April report by the Stockholm 
International Peace Research Institute. 
Vietnam’s defense budget jumped 
9.6 percent in 2014, to $4.3 billion, the 
institute reports. That pace will con-
tinue, according to Siemon Wezeman, a 
senior Stockholm Institute researcher: 
“Its economy is not in a crisis, and 
there are security issues.”

Vietnam has long relied on Russia 
for major weaponry such as warplanes 
and submarines, and that’s unlikely 
to change, says Collin Koh, an associ-
ate research fellow at the S. Rajaratnam 
School of International Studies in 
Singapore. What the U.S. brings to the 
table is technology such as advanced 
surveillance systems that can spot and 
identify approaching ships and planes 
from a long way off.

The Hanoi sales conference ended in 
one-on-one huddles between company 
representatives and officials from 
the defense ministry. No deals were 
announced, but, says the Business 
Council’s Thanh, “the Americans were 
excited.” —John Boudreau
The bottom line Vietnam’s defense spending 
more than doubled in the past decade. It is 
likely to rise more as China flexes its muscles.

“New markets 

only occasionally open up. 

There was obvious interest 

from both the U.S. and 

Vietnamese side.”

$4.3b

Vietnam’s 

defense budget 

in 2014
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When Steve Easterbrook became 
chief executive officer of McDonald’s 
in March, there was little doubt that 
he’d face a tough fight with the likes of 
Burger King, Shake Shack, and even 
Chipotle Mexican Grill, in which 
McDonald’s once had a big investment. 
Yet it’s becoming clear he has other 
foes who may be difficult to quell: his 
own franchisees.

The fast-food chain is at odds with 
some of the estimated 3,000 men and 
women who operate most of its 14,350 
restaurants in the U.S. A recent survey 
by Mark Kalinowski, an analyst at 
Janney Capital Markets, found that acri-
mony between the restaurant opera-
tors and McDonald’s corporate leaders 
is as high as it’s been in the 12 years the 
firm has polled franchise owners. Stung 
by falling profits, franchisees grouse 
that McDonald’s headquarters is out of 
touch with the realities of running res-
taurants in today’s fiercely competitive 
market. They also accuse the company 
of ignoring their concerns on every-
thing from bloated menus to ever-more-
costly kitchen equipment to wages for 
counter workers.

The discord compounds the chal-
lenges facing Easterbrook, who has 
vowed to reverse McDonald’s six- 
quarter U.S. sales slump and transform 
it into a “modern, progressive” burger 
chain. Since local franchisees are the 
ones who actually interact with the cus-
tomers, analysts say Easterbrook will 
need to repair relations with opera-
tors before he tries a new recipe for 
the chain. “They don’t work for him, 
and he can’t order them around,” says 
Richard Adams, a former franchisee 
who now advises operators. “For him 
to get anything done, he needs franchi-
see cooperation.” McDonald’s didn’t 
respond to requests for comment for 
this story.

As part of his turnaround plan, 
Easterbrook is boosting the share of res-
taurants operated worldwide by fran-
chisees to 90 percent, from today’s 
81 percent. That will please Wall Street 
by reducing corporate investment in the 
restaurants, but whether it will speed 
sales growth is uncertain. Franchisees 
are struggling with slow service times, 
an issue created in large part by the 
expansion of McDonald’s menu over 
the years. That’s affected the industrial 
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 �In a long slump, McDonald’s needs franchisee help. Good luck 

 �“People are happy when sales are good”

McGrumpy

22



Briefs: Kering sues 

Alibaba; Uber ups its 

take from drivers 26

The real king of beers 

is brewed in China 24

A superjumbo traffic 

jam in Dubai 24

The rivals in Takata’s 

rearview mirror 25

efficiency that marked 
the chain’s early years, 
and the longer waits 
have driven away some 
customers. The chain 
recently cut seven sand-
wiches from its menu but still has 
about 40 more items than it did in 2007. 

“If more of the corporate people 
would take their lunch hour and work 
the line and in the kitchen, we wouldn’t 
be in the position we’re in today,” says 
Don Boodel, who owned restaurants in 
Colorado for 56 years before recently 
selling his last two. “They kept repeat-
ing themselves in expanding the menu; 
we knew this was only making the 
problem worse.”

Many franchisees also complain that 
Easterbrook, after not mentioning his 
plans for wages at what the company 
called a Turnaround Summit in March, 
blindsided them by announcing in 
April that it would pay about 90,000 
workers at 1,400 company-owned 
stores in the U.S. at least $1 more than 
the minimum wage in their locali-
ties. Almost immediately franchisee 
Boodel’s employees began asking when 
they could expect a raise, as well. “It 
was wrong,” Boodel says. “They can do 
what they want with their restaurants, 
but this was something that should 
have been discussed openly.”

Not all franchisees are so despair-
ing. Terry Smith, who owns three res-
taurants in southern New Jersey, says he 
thinks his fellow operators are willing 
to give Easterbrook a chance to turn 
McDonald’s around. Smith likes what 
he’s heard so far from the new CEO and 
thinks Easterbrook can gain the trust 
of operators. “People are happy when 
sales are good,” says Smith. He adds 
that the tension between franchisees 
and corporate management during lean 
times, including the current slump, also 
spurs dialogue that can move the chain 
forward. “The answers come from both 
sides of the fence,” he says.

Despite some operators’ complaints, 
McDonald’s franchises are still more 
valuable than those of Burger King and 
Wendy’s based on the prices they sell 
for, according to consultant Restaurant 
Research. And McDonald’s average 
sales per U.S. outlet is 66 percent above 
Wendy’s and double Burger King’s.

From the beginning, McDonald’s has 

exerted more control than its rivals 
over franchisees. While Burger King 
and Wendy’s sold rights for entire 
markets, McDonald’s typically doled 
out franchises one store at a time. 
On average its owner- operators 

have four or five restaurants. This 
helped the chain expand in an orderly 
fashion, but critics say it also left fran-
chisees with less power to push back 
against headquarters.

It was individual franchisees who 
suggested some of McDonald’s biggest 
 products—the Big Mac in 1967, for 
example, and the Egg McMuffin in 
1971. But veteran operators say such 
 bottom-up experimentation has 
ended. The chain increased control 
as it became massive, and even small 
tweaks had huge consequences. When 
McDonald’s added apple slices to its 
menu, for instance, it became the 
largest U.S.  restaurant buyer of the fruit.

Nowadays, most innovation comes 
from the top, including an attempt 
at Chipotle-style burger customiza-
tion called “Create Your Taste,” now 
being tested in a handful of stores. If 
McDonald’s rolls it out nationally, fran-
chisees could be asked to spend more 
than $100,000 on equipment upgrades 
such as touchscreens, says Adams.

“Create Your Taste” reminds former 
franchisee Ed Carter of the chain’s push 
into premium coffee. One day, Carter 
came to his Serramonte (Calif.) res-
taurant to find a contractor he’d never 
seen before taking measurements. 
Soon after, corporate asked Carter to 
install a McCafé machine, which cost 
about $75,000, next to a door in the 
kitchen. That wasn’t going to work 
because the door was being used to 

“They don’t work 

for him and he 

can’t order them 

around. For him to 

get anything done, 

he needs 

franchisee 

cooperation.” 

—Richard Adams, 
former franchisee

Beverages

Nestlé’s Peace Offering 
In California’s Water War

 � The big bottled-water maker rolls 

out a plant that uses almost none

 � “It doesn’t make economic sense 

to do this, obviously”

Most companies that upgrade old 
plants do so in hopes of saving cash. 
But Nestlé will spend millions adding 
money- losing sustainability features 
to a factory in Northern California in 
part to save something totally differ-
ent: its image. Facing protests over its 
operation of bottled-water facilities in 
the drought-stricken state, the food 
giant will install new filtration systems 
at a plant in Modesto, 90 miles east of 
San Francisco, so it can reuse waste 
left over from making Carnation con-
densed milk rather than pour it down 
the drain. The treated liquid will be 
used for cleaning and cooling, replac-
ing local fresh water.

“We’re not going to greenwash you,” 
says Executive Vice President José 
Lopez, Nestlé’s global head of opera-
tions. “It doesn’t make economic sense 
to do this, obviously. The drought this 
year is teaching us you have to think of 
ways to adapt. What seems today not 
fully advisable from an economic stand-
point will become a necessity.”

The move bolsters Nestlé against 
growing criticism, as California 
endures a fourth year of drought. 

serve overflow drive-through customers.
Though he didn’t support the 

change, Carter found a place for the 
equipment anyway. Making waves can 
affect a franchisee’s ability to renew a 
franchise or open new stores, opera-
tors say. “You question them at your 
own risk,” says Carter, who sold his last 
store in March and is now trying to get 
franchisee-rights legislation passed in 
California. “You really don’t have any 
power.” —Craig Giammona
The bottom line Steve Easterbrook must win 
over McDonald’s 3,000 restaurant operators 
before making big changes at the chain.  

INCLUDES STORES OPERATED BY AFFILIATES  
DATA: COMPILED BY BLOOMBERG

Splitting the bill

72%

77%

2006 2014

82%

Percentage of McDonald’s locations franchised 
at yearend

29,544
stores that offer higher 
margins for McDonald’s 
investors than the  
ones the company 
operates itself 
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About two dozen protesters with 
plastic pitchforks blocked the entrance 
to Nestlé’s water-bottling facil-
ity in Sacramento for half a day in 
March, causing the company to stop 
sending trucks in and out. More than 
86,000 people have signed an online 
petition asking Nestlé to stop bottling 
from a spring in Southern California.

The company is likely going ahead 
with the recycling effort because con-
tinuing negative publicity “would 

have a significant business impact on 
Nestlé,” says Michel Gabriel, manag-

ing director of consultant Interbrand in 
Switzerland. “Digital and social media 
have changed our world and  customers’ 
behavior. Hence, complaints are no 
longer local issues if NGOs use social 
media to amplify their messages to a 
broader audience.”

The Carnation factory’s $7 million 
revamp will reduce water usage by 
71 percent when the first phase is com-
pleted next year, Lopez says. The plant 
will save about 63 million gallons a year, 
the equivalent of 9 percent of the water 
Nestlé uses in the state to produce the 
Arrowhead and Pure Life 
 bottled-water brands. 
Nestlé will also reduce 
water usage at ice cream 
plants in Bakersfield 
and Tulare by 12 percent 
by using bacteria to 
digest wastewater to 
make it fit for use in refrigeration. The 
efforts are part of the company’s plan 
to reduce the water it uses globally by 
40 percent per ton of product made in 
the 10 years through 2015.

Nestlé’s bottled-water operation 
has made the company a frequent 
target. “It’s the worst drought we’ve 
seen in a long time, and it’s irresponsi-
ble of the state to allow Nestlé to bottle 
water that’s supposed to be a public 
resource,” says Adam Scow, California 
director at Food & Water Watch. “We’re 
calling for a moratorium on bottling 
water for private profit.”

Some critics don’t stop there, 
however. “We shouldn’t be bottling 
water, and we should look at the other 
uses of water as well, like soda and 
certain crops, or the crazy amount 
of water that goes into watering golf 
courses,” says Eddie Kurtz, Oakland-

based executive 
director at Courage 

Campaign, an advocacy 
group.

Starbucks said on 

Airports

Dubai Tries to Squeeze 
Its A380s Into Formation

 � The busy airport looks for ways to 

handle more superjumbo flights 

 � “We’ve got to understand more 

about the wake vortex”

Dubai International Airport has a 
problem every international airfield 
wishes it had. Thanks largely to the 
success of Emirates, the state-owned 
airline, and its strategy of using a pair of 
runways in the desert as a massive trans-
fer hub for long-haul flights, Dubai has 

May 7 that it would stop sourcing its 
Ethos bottled water from California and 
shift production to Pennsylvania, but 

Nestlé has rejected 
calls to stop bot-
tling in the Golden 
State. The company 
uses 4 million cubic 
meters of water 
in the state each 
year, or less than 
0.008 percent of 
California’s total 
use. Improvements 
this year at its water 

plants in the state will cut usage by 
almost 8 percent a year, Nestlé says.

Lopez says California’s agriculture 
interests have more potential to save 
water than Nestlé. One kilogram of 
meat requires thousands of liters of 
water, and better irrigation practices 
represent the biggest potential savings, 
he says. “Bottled water is the easy one 
to see,” Lopez says. “It’s nearby you. It 
has a brand. Water is very emotional.”

Yet the amount of water Nestlé 
uses isn’t the point for some critics. 
“Eliminating bottled water won’t 
solve the drought problem,” concedes 
Peter Gleick, president of the Pacific 
Institute, a sustainable resources advo-
cate. “But bottled water is a luxury, 
not a necessity, and during a drought, 
luxury uses of water should take a 
back seat to meeting basic human 
and environmental water needs.” 
—Thomas Mulier and Corinne Gretler
The bottom line Nestlé says it accounts for less 
than one-hundredth of 1 percent of California’s 
water usage. Critics still blast its consumption.

Chef David Chang is 

now a spokesman

Drinks The World’s 
Top 10 Beers
The global beerscape has changed 
dramatically over the past decade, as 
growth in China benefited mainland 
brands. —Mark Glassman

1. 
11.

The world’s top- 

selling beer  probably 

isn’t sold in your 

local supermarket

Only Molson Coors 

brand in the top 40

Snow 5.4%

Sales volume up 573% since 2005

2015 rank  
2005 rank Market share

Tsingtao 2.8%

Yep, the world’s top two are Chinese

Bud Light 2.5%

Sales volume down 7% since 2009

Budweiser 2.3%

The dethroned “King of Beers”

Skol 2.2%

InBev’s top beer before the merger with AB

Yanjing 1.9%

Billed as “the state beer of China”

Heineken 1.5%

Oldest brand in the top 10 (142 years)

Harbin 1.5%

Chinese brand owned by AB InBev

Brahma 1.5%

Brazilian beer also in AB InBev family

Coors Light 1.3%

Outsold Coors by almost 13 to 1
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quickly become the world’s busiest inter-
national airport. Key to that success has 
been Emirates’ embrace of the 525-seat 
double-decker Airbus A380, the world’s 
largest commercial aircraft. The airline, 
the biggest operator of the superjumbo, 
already flies 60 of the planes and intends 
to increase its fleet to 140.

But that’s left the airport and its two 
runways bursting at the seams. The 
Gulf emirate plans to shift to a new air-
field within a decade, but until then it’s 
looking for ways to squeeze more traffic 
through its existing facility. Dubai is 
opening a new airport concourse that 
will increase passenger capacity by 
25 percent, to 90 million a year. That’s 
still 10 million passengers short of the 
passenger traffic the airport is forecast 
to reach by 2020. Dubai is also trying to 
improve its scheduling to operate more 
jumbos. Emirates said in an e-mailed 
statement that it would “welcome any 
capacity or operational enhancements” 
the airport can provide.

That’s easier said than done, because 
the same A380s that are behind Dubai’s 
success also place constraints on how 
many additional flights its airport can 
handle each day. The planes are so big 
and their four engines so powerful that 
they leave potentially dangerous turbu-
lence in their wake. So A380s need to 
land at least seven nautical miles ahead 
of smaller jets following behind.

The A380 is basically a flying weather 
system, with its 261-foot wings throw-
ing off hurricane-strength winds. Under 
current international guidelines, even 
a Boeing 747 must maintain a six-nau-
tical-mile gap with Airbus’s 560-ton 
colossus on takeoff and landing. Smaller 
craft, such as the Boeing 737, need a 
seven-mile gap.

Some congested U.S. airports that 
handle mostly smaller jets can space 
planes as little as 2.5 miles apart—letting 
them handle lots more flights daily. 
“We’ve got to understand more 

about the wake vortex,” says Dubai 
Airports Chief Executive Officer Paul 
Griffiths. “It’s a critical goal for us.”

At best, flying into a vortex will result 
in a bumpy landing for aircraft trail-
ing A380s. At worst, it could contrib-
ute to an accident. The most notorious 
wake-related incident took place in the 
pre-A380 era: An American Airlines 
Airbus A300 widebody crashed in 2001 
when the pilot made critical errors 
after encountering gusts from a prop-
erly spaced Japan Airlines Boeing 747 
on take off from John F. Kennedy 
International Airport. All 260 people 
aboard and five on the ground died.

Emirates clusters flights of its A380s 
and 143 Boeing 777 widebodies into 
three daily waves at Dubai, allowing 
the airport to keep as many smaller 
jets as possible from following larger 
ones. Even then the A380 requires a 
12 percent increase in plane separations 
when operating between two 777s vs. 
the necessary distance between aircraft 
in a string of the smaller widebody jets. 
While that translates into lost flights per 
day at crowded Dubai Airport, neither 
airport authorities nor Emirates will say 
how many. Airbus says its analysis con-
cludes that each A380 carries so many 
more passengers than other jets that 
airports still come out ahead in the total 
number of travelers they can shuttle 
through in a 24-hour period.

In Europe, where crowded airports 
are also looking for ways to cram in more 
landings, aviation authorities recently 
authorized reducing separations from 
seven to six miles for all planes follow-
ing an A380. So far only Paris’s Charles 
de Gaulle Airport has adopted the tighter 
spacing. Dubai is conducting its own 
studies to see how it can reduce sepa-
rations safely, but continues to follow 
existing International Civil Aviation 
Organization standards.

For now, Dubai is making the most 
of current rules. “We’re doing all the 

sensible and clever things you ought to 
do to get these aircraft away in the right 
sequence,” says Chris Garton, executive 
vice president for airport operations at 
Dubai Airports. “We put the little one in 
front and the heavy one behind it. It’s a 
no-brainer.” —Deena Kamel Yousef
The bottom line Dubai’s airport, which will see 
100 million travelers a year by 2020, is trying to 
cram more A380s in daily.

Autos

Takata Could Use  
An Air Bag of Its Own

 � After a big recall, rivals are ramping 

up to grab some of its business

 � “I just don’t see how Takata can 

survive this” 

Unlike industries in which companies 
have been quick to drop offending sup-
pliers to protect their brands, auto-
makers have largely stood behind air 
bag component maker Takata, taking 
the hit to their own reputations from a 
series of recalls related to the Japanese 
company’s products that began in 2008. 
One reason: The tight supply of air bag 
parts amid the post- recession rebound 
has left them little choice. Takata com-
mands almost a quarter of the market 
for air bag  inflators—a critical part in a 
modern vehicle.

That loyalty is about to be put to the 
test. On May 19, after months of pressure 
from U.S. regulators, Takata admitted its 
products are defective and launched a 
national recall of 34 million vehicles—the 
largest recall ever of any U.S. product. 
More important for carmakers, Takata’s 
rivals are finally ready to boost produc-
tion of their own inflator products.

The 34 million cars in the U.S. that 
the National Highway Traffic Safety 
Administration says need air bags 
replaced tops the 31 million bottles 
of Tylenol that Johnson & Johnson 
recalled in 1982. And the number 
could grow larger because of continu-
ing investigations, Takata spokesman 
Hideyuki Matsumoto says. In a state-
ment, Chairman Shigehisa Takada 
said the company is on a clear path to 
“restoring the trust of automakers and 
the driving public.”

Others aren’t so sure, given the wide-
spread reports that Takata’s inflators 

15% 
Increase in daily pas-

senger capacity using 

an A380 in Dubai vs. the 

smaller 777, even after 

the extended spacing 

between flights

The strong wake created by the giant  

Airbus A380 requires bigger gaps between 

planes landing next in line

70%.

Rise in passenger traffic 

at Dubai International 

Airport in the past five 

years

The  

Vortex

Companies/Industries

25



$180 

$120 

$60 

5/23/14

Price per 100 pounds

5/19/15

○ ○ Kering, the luxury empire that includes Gu-

cci and Yves Saint Laurent, sued Alibaba in a U.S. 

court for allegedly listing counterfeits of its goods. 

In  response, the Chinese e-commerce platform said 

it has a strong track record of protecting brands. Ali-

baba founder Jack Ma called the lawsuit “regretta-

ble.” ○q○ Uber Technologies raised its cut of fares 

from new drivers in San Diego and San Francisco 

to 30 percent, from 20 percent and 25 percent. 

Commissions will  decrease as drivers complete more trips per 

week. ○H○ The Federal Trade Commission has accused 

four  purported cancer charities of fraud. The agency alleges 

that groups tied to the Cancer Fund of America spent less than 

3 percent of donations on cancer patients, with the remainder 

bankrolling more fundraising efforts, personal vacations, and 

subscriptions to dating websites, among other things. Two of the 

four agreed to settle the charges with the FTC and to cease op-

erations. A message posted 

online by one of the remaining 

two says the “vast majority” of 

money raised has been spent 

on breast cancer research.  

○e○ The Federal Aviation 

Administration created a panel to investigate ways to 

screen pilots for mental illness after the 

suicide crash of a Germanwings jet 

on March 24. U.S.  pilots answer mental 

health questions on a form only once or 

twice a year. ○v○ Spotify users can now earn 

credits in Starbucks’s rewards program, thanks 

to a deal struck by the two companies. Spotify 

will pay Starbucks an unspecified sum for the 

privilege; the music service says the deal will 

help it add subscribers. Starbucks plans simi-

lar agreements with other brands.
Edited by James E. Ellis  

Bloomberg.com
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By Kyle Stock

CEO 
Wisdom

“We’re not going to lose 

customers on price. … 

All we can do is run our 

own airline and 

compete against those 

that chose to grow.”

Doug Parker, CEO, 
American Airlines

have ruptured during deployment, 
spewing shrapnel at car occupants, 
killing six and injuring more than 
100. “It’s a complete nightmare,” says 
Jochen Siebert, managing director at JSC 
Automotive Consulting. “I just don’t see 
how Takata can survive this.”

Years of supplier consolidation 
encouraged by the big auto-
makers has reduced parts 
supply to a handful of players. 
Takata and three rivals together 
control about 80 percent of the 
global air bag inflator market, 
estimates Valient Automotive 
Market Research.

Sweden’s Autoliv, which has 
25 percent of the market, and 
Japan’s Daicel, with 16 percent, 
had been too stretched with 
capacity constraints to snag busi-
ness from embattled Takata. But 
now both are within months of 

cranking up production. Autoliv says it 
will be able to make 25 million replace-
ment inflators between now and the end 
of 2016; Daicel is ramping up a plant in 
Japan and will begin output in early 2016 
at a factory it’s building in Arizona.

Even before it doubled the number of 
U.S. vehicles recalled, Takata was asking 
carmakers to let it pay in installments 
for its share of the cost of replacing 
defective bags. Chief Financial Officer 
Yoichiro Nomura told analysts in May 
that Takata was meeting bankers almost 
daily to ensure it has enough cash flow to 
weather the crisis. The company is also a 
major supplier of seat belts and steering 
wheel systems. 

Takata may need to come up with 
about 300 billion yen ($2.5 billion) for 
the air bag recalls, says Yusuke Ueda, a 
credit analyst at Bank of America Merrill 
Lynch in Tokyo. That doesn’t include 
costs to resolve class-action suits con-
cerning the defective parts, which began 
to be filed last year. The extent of that lia-
bility won’t be known for months. “It’s 
huge,” Ueda says of Takata’s future costs. 
“But if banks can provide additional 
loans and auto makers are supportive, 
they can still survive this. The problem 
might be solved over time, because their 
cash flow from the other businesses is 
still stable.” —Craig Trudell, with Jeff 
Plungis and Jeff Green
The bottom line Takata expanded its recall 
of defective air bags to 34 million vehicles. 
Analysts say that could cost it $2.5 billion.

Number of square feet 
at Hennes & Mauritz’s 

newest and largest- 
ever retail store, in 
Manhattan’s Herald 
Square. The fast-
fashion retailer will  
add 400 H&M stores 
this year.

63k

Pork bellies—better 
known as bacon—are 
wallowing near 
four-year lows. The 
swoon is fattening 
profits at the 
68 percent of U.S. 
restaurants now 
serving the stuff. 
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 �Environmentalists are fighting some solar projects

 �“There’s going to be trade-offs”

Six Flags Great Adventure, the biggest 
amusement park in New Jersey, wants 
to go green. In February it won approval 
from the state’s public  utilities board 
to build a solar farm that will generate 
21.9 megawatts of electricity, enough to 
cover as much as 98 percent of the park’s 
needs. The only catch: 19,000 trees 
will have to be cut down to make space 
for the array. That’s drawn  objections 
from New Jersey’s  environmental pro-
tection agency, which says solar panels 
shouldn’t be installed on virgin terrain 
but rather on land once used by  industry 
or atop warehouses and parking lots. 
Conservation groups filed suit in state 
court on May 4 to stop the project, which 
they say will damage habitat for nesting 
bald eagles and the northern pine snake, 
as well as affect the conditions of the 
wetlands that feed the Barnegat Bay,  
a fragile estuary. 

Six Flags is just one of several large-
scale solar projects running into resis-
tance from environmental groups and 
residents who don’t want to give over 
land to rows of solar panels, even in the 
name of clean energy. “Whether it’s in 
a forest that’s clear-cut, or in a desert or 
on a prairie, if we’re doing it in a habitat 
that has any ecological value, it doesn’t 
make any sense,” says Janine Blaeloch, 
founder of Western Lands Project, a 
Seattle-based  nonprofit opposed to 
building solar fields on public property.

In California, where Democratic 
Governor Jerry Brown has said he 
wants the state to draw a third of all 
 electricity from renewable sources by 
2020, the nonprofit Western Watersheds 
Project sued the U.S. Bureau of Land 
Management and BrightSource Energy 
to block construction in the Mojave 
Desert of the Ivanpah Solar Generating 
System, the largest solar field of its kind 
in the world. The group, which objects to 
installing power- generation equipment 
on wildland, claimed the project would 
disrupt a habitat for desert  tortoises and 
wild birds. In early May the group lost its 
case before the U.S. Court of Appeals for 
the Ninth Circuit. Ivanpah’s owners have 
spent about $22 million on tortoise care 
and say the panels’ effects on migrat-
ing birds is low, according to Jennifer 
Rigney, a BrightSource spokeswoman.

Supervisors in rural Inyo and 
Kern counties have complained to 
the California Energy Commission 

A Rough Ride for 
Renewable Energy
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March 19, 2015
Obama signs Executive 
Order 13693, “Planning for Federal 
Sustainability in the Next Decade” 

Reduce per-mile greenhouse gas 
emissions from federal fleets by

30%
from 2014 levels by 2025, and 
increase the percentage of zero-
emission and plug-in hybrid 
vehicles in federal fleets.

2016 candidates 

practice the art of the 

slow reveal 31

Filling city coffers by 

selling risky bets 30

that large-scale installations under 
 consideration could damage agricultural 
land, as well as tribal and  recreation 
areas. “We urge the state to include 
small-scale solar (such as rooftop), 
 geothermal, wind, and other small-
scale renewable energy development 
in calculating its progress in meeting its 
targets,” Matt Kingsley, chairman of the 
Inyo County  supervisors, wrote to the 
commission in February.

In April, officials in Amherst, Mass., 
abandoned four years of planning for a 
solar field on a 53-acre landfill after res-
idents filed a lawsuit claiming that the 
site, which is covered with clay, is better 
suited to recreation. The project would 
have generated enough  electricity to 
power the town’s public buildings, 
schools, and streetlights, according to 
municipal officials. 

The Six Flags project would be 
installed on adjacent land that’s heavily 
wooded. The  environmental organi-
zations that are suing, led by the New 
Jersey chapter of the national Clean 
Water Action nonprofit, claim the 
project runs counter to  municipal land-
use law and “will require the whole-
sale destruction and clearing of the 
existing forest.” The complaint, which 
names the council and planning 
board of Jackson Township, where the 
park is located, as well as Six Flags 
Entertainment and KDC Solar, based 

in Bedminster, N.J., seeks to have local 
government decisions voided. Jackson 
Mayor Michael Reina didn’t respond to 
a telephone message left at his office. 

“This is an awful precedent,” 
says Doug O’Malley, director of 
Environment New Jersey, a lobbying 
group that joined the suit after it was 
filed. “Suddenly, every forest is going 
to be a potential solar installation.”

In an interview before the suit was 
filed, John Fitzgerald, president of Six 
Flags Great Adventure, said the company 
“looks upon itself as being a good cus-
todian of the environment.” Its safari 
exhibit, he said, is home to endangered 
and threatened species, and the solar 
plan won’t affect the nesting eagles. “The 
single  greatest threat to the environment 
is the changes in the environment due 
to carbon emissions,” said Fitzgerald. 
“There’s going to be trade-offs.”

Alternative plans, including suspend-
ing the solar array over parking lots, 
were rejected because they would have 
reduced space for cars, concerts, and 
charity events, Fitzgerald said. He didn’t 
respond to a message left after the envi-
ronmentalists filed their legal  challenge. 
The park plans to have a forester super-
vise the planting of 26,000 trees to 
replace those that will be cut down. 

That hasn’t satisfied  environmental 
regulators, who have come to a  different 
conclusion than the state utilities 

In six years the federal 

government has 

purchased 358,078 

vehicles. Only

7%
were hybrid or electric.

After signing the order, 

Obama spoke at the 

Department of Energy, 

where solar panels are 

installed on the roof. 

“We thought it was 

important for us to lead 

by example.”

“The government can 

lead by example. That 

creates 

a market.”

Energy Green Cars in the Slow Lane

In 2011, President Obama promised the government would buy nothing but clean-fuel cars by 
2015. Since then, oil prices have tanked while battery technology hasn’t advanced sufficiently to 
power the trucks and vans the government needs. Now, Obama has set more modest goals for 
the next president. —Jeff Green, Angela Greiling Keane, and Jeff Plungis 

board. “We’re stating  emphatically 
that we don’t think this is the right 
way to produce solar,” says Larry 
Hajna, a spokesman for the New 
Jersey Department of Environmental 
Protection, “and we’re still hoping they 
see the light.” —Elise Young
The bottom line Plans to install large-scale 
solar power farms have run into resistance 
from environmental groups.

Health Care

Mental Health Suffers 
Under Obamacare

 � Help is harder to get as fewer 

doctors take tough cases 

 � “I think it is one of the greatest 

public-health crises we are facing”

In early 2014, Derek Ward checked into 
a Long Island psychiatric hospital. He’d 
been hearing voices and having delu-
sions about being watched by the CIA. 
He spent a month in treatment. After 
his release, Ward enrolled in an outpa-
tient psychiatric program, but he was 
kicked out after he stopped attend-
ing  substance-abuse support group 
meetings. Ward’s mother, Pat, spent 

449

8,139

6,467

2,645

1,801

1,958

2008

2009

2010

2011

2012

2013

2014 3,806

April 1, 2011
Obama speaks at a United Parcel 
Service facility in Landover, Md.

“I’m directing our departments 
and our agencies to make sure 
100 percent of the vehicles they  
buy are fuel-efficient or clean-
energy cars and trucks  
by 2015. Not 50 percent,  
not 75 percent—

100%
of our vehicles.”

Federal 

purchases 

of hybrid 

vehicles

      
      

       
        

         
           

               
                                                                               Four years later
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Municipal Bonds

Another Way to Get Rich 
Quick in Florida

 � Cities and their advisers rake in 

fees issuing tax-exempt bonds

 � “I didn’t get paid if we didn’t  

have success”

Ed Gray, the former mayor of the beach-
front city of Gulf Breeze, in Florida’s 
Panhandle, presides over a munici-
pal money machine called the Capital 
Trust Agency. One of a special class of 
bond issuers referred to as a conduit, the 
agency has issued more than $1.5 billion 
in tax-exempt bonds for apartment 
complexes and assisted- living facil-
ities around Florida, for private jet 
hangars in Texas and Mississippi, and 
for Hard Rock-branded hotels at casinos 
on Seminole tribal land in Hollywood 
and Tampa. Gulf Breeze has earned 
$11 million in fees since 2002, which has 
paid for  recreation centers and padded 
the city’s rainy day fund. The business 
also has benefited Gray, who’s been paid 
at least $3.8 million since 2002 in con-
sulting fees for his role in brokering 
the deals.

Citing low  reimbursement rates 
from insurers, including those selling 
plans on Obamacare exchanges, a 
growing number of psychiatrists are 
only taking patients who pay cash. 
From 2005 to 2010 the number of psy-
chiatrists taking private insurance or 
Medicare dropped almost 20 percent, 
to 55 percent,  according to a study pub-
lished in December 2013 by the Journal 

of the American 
Medical Association. 
That compares 
with 93 percent of 
doctors in all other 
specialties who take 
private insurance 
and 86 percent who 
accept Medicare. 
In Maryland, only 
14 percent of psy-
chiatrists listed 

as in-network for plans sold on the 
state’s Obamacare exchange could offer 
appointments within 45 days, says a 
study by the Mental Health Association 
of Maryland. 

States cut mental health funding by 
$4.35 billion from 2009 to 2012, includ-
ing money that supports community 
clinics, which are supposed to serve 
patients who can’t afford other care. 
Public spending on mental health is 
still below pre-recession levels. That’s 
led to long waits—including at Central 
Nassau Guidance & Counseling Services, 
a  publicly funded mental health clinic 
near where the Wards lived. 

The American Psychiatric Association 
has been appealing to patients to com-
plain to their insurer or employer if they 
feel insurers are requiring  excessive 
preauthorizations for treatment or if 
they can’t find an in-network provider. 
State regulators have also taken action. 
In New York, Attorney General Eric 

Schneiderman has reached settlements 
with three companies over allegations 
that they were more likely to deny claims 
related to mental health and substance 
abuse than other medical issues. 

Mental health-care providers are 
trying to do more with the limited 
resources they have. At the nonprofit 
Carolinas HealthCare System, based in 
Charlotte, psychiatrists use telemedi-
cine, says Roger Ray, Carolinas’ chief 
physician executive. At 18 locations, its 
patients can be connected immediately 
with a psychiatrist or behavioral health 
worker via videoconference. Carolinas 
recently opened a psychiatric hospital 
that it estimates will lose $5 million to 
$7 million a year. 

The changes offer little solace to one 
friend of Pat Ward’s, Karen Coutrier: 
“How many more deaths do we have to 
have before we are going to say enough 
is enough?” —Shannon Pettypiece, with 
Anita Kumar and Michael Weiss
The bottom line Obamacare was supposed to 
improve access to mental health care, but low 
rates and state funding cuts have hurt instead.

months trying to find her son a new 
doctor. Dozens told her they either 
didn’t take insurance or couldn’t handle 
patients with Ward’s complex needs. 
She finally landed an appointment for 
Oct. 31, more than a week after Ward’s 
medication ran out. Three days before 
the appointment, Ward killed his mother 
with a kitchen knife, decapitating her 
and dragging her body outside. Then, 
according to police reports, he walked to 
railroad tracks nearby and threw himself 
in front of a commuter train. 

“My sister is dead because she 
couldn’t get Derek an appointment 
with a doctor,” says Robert Lubrano, 
Pat Ward’s brother. The Affordable Care 
Act was  supposed to expand access to 
psychiatric care by requiring individ-
ual and small-employer insurance plans 
to cover mental health services and 
by enrolling more people in Medicaid. 
Instead, many Americans are struggling 
to get help. Among people with insur-
ance purchased through the Obamacare 
exchanges, 22 percent of those seeking 
psychiatric care said they couldn’t get 
an appointment, while 21 percent of all 
privately insured Americans can’t, says 
an April report by the National Alliance 
on Mental Illness. Twenty-two percent 
of people with private insurance and 
26 percent of those with Obamacare 
plans say they can’t find therapists, 
according to the report. 

Patients with Obamacare plans, which 
often carry high deductibles or co-pays, 
also had trouble affording psychiatric 
medications: Thirty-two percent said 
they couldn’t afford to fill a prescription, 
vs. 17 percent of those with private insur-
ance. “I think it is one of the greatest 
public-health crises we are facing today,” 
says Ron Honberg, the alliance’s national 

director for policy and 
legal affairs.

$4.35b

Cuts by states in 

mental health 

funding from 2009 

to 2012

Quoted

“We can’t pretend, Oh, we’re 

going to do more with less. 

We’re past that point.”
Representative Peter DeFazio of Oregon, the House Transportation Committee’s 
top Democrat, before a May 19 vote to extend highway funding through July
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Lindsey Graham

“Get ready,” Graham 
told GOP activists on 
May 1. On May 18 he 
confirmed on CBS 

This Morning that he’s 
seeking the presidency: 
“I’m running because I 
think the world is falling 
apart.” He’ll formally 
declare in his hometown 
in South Carolina.

Rick Perry

On May 15 his wife 
tweeted an invite to a 
Dallas event for this 
date, saying she and 
Perry were “discussing 
the future of this great 
country and how our 
family can play a role.”

Bobby Jindal

Unlike others, he 
formed an exploratory 
committee, allowing 
him to raise and spend 
money without launching 
a full-fledged campaign.

Rick Santorum

He told Fox News he’d 
make an announcement 
on the date above 
about “our plans” in his 
hometown of Butler, Pa. 
He said he’ll “talk about 
what it was like growing 
up there and where 
America needs to go in 
the future.”

George Pataki

Morning Joe host 
Joe Scarborough 
asked him in a May 14 
appearance, “Are you 
running for president?” 
Pataki replied: “Well, 
I’m going to make an 
announcement May 28.”

Martin O’Malley

O’Malley called 
supporters on May 14 
to say he was “inclined” 
to run. On May 19 he 
posted a photo of 
Baltimore’s Federal 
Hill on Snapchat, then 
tweeted a photo of 
himself with the time 
and place: 10 a.m. on 
May 30.

Edited by Allison Hoffman

Bloomberg.com

Conduits like Capital Trust help local 
governments attract corporate invest-
ment with tax-free debt. They’ve been 
around for decades: The Mississippi 
city of Durant issued conduit bonds in 
1936 to help a hosiery company build a 
factory there. All 50 states have conduit 
issuers, according to the Council of 
Development Finance Agencies, a trade 
group. Florida is one of only seven that 
allow some conduits to issue bonds for 
out-of-state projects. Taxpayers benefit 
from fees collected by the conduits and 
aren’t on the hook to repay the debt.

In December, Phoenix’s Industrial 
Development Authority sold 
$107.4 million in tax-exempt bonds for 
school facilities in Guam, more than 
6,000 miles away. The Phoenix agency 
received $101,177, which will go toward 
small-business and community-lending 
programs, according to Lydia Lee, an 
administrator with the agency.

Conduit bonds make up as much 
as 30 percent of the municipal bond 
market. They account for almost 
60 percent of defaults, however, says 
Matt Fabian, a partner at Municipal 
Market Analytics in Concord, Mass. In 
2012 the U.S. Securities and Exchange 
Commission unsuccessfully pushed 
Congress to require greater financial dis-
closures from conduit borrowers. “You 
have local debt being issued without 
adequate oversight,” says Christopher 
“Kit” Taylor, former executive director 
of the Municipal Securities Rulemaking 
Board, which regulates the industry. 
“The state should never be permitting 
this sort of thing.”

The Gulf Breeze City 
Council created Capital 
Trust in 1999. The city hired 
Gray, who was elected mayor in 

of Mr. Gray’s interpretation,” the audi-
tors wrote, “we recognize there may 
be some ambiguity in the language.” 
Gray says his contracts were always 
reviewed and approved by city offi-
cials. “The  contract is incentive-
based,” Gray says. “I didn’t get paid if 
we didn’t have success.” Dannheisser, 
the mayor, declined to comment on 
whether Gray was overpaid, citing 
Florida rules  regulating attorneys. 
Dannheisser made about $627,000 
serving as counsel on Capital Trust 
deals from 1999 through 2014, accord-
ing to bond-closing documents.

In April, Gulf Breeze approved a new 
contract for Gray, lowering his pay. 
Joseph Henderson, the mayor pro tem, 
wanted Gray to refund the city with 
interest for the amount the auditor 
found he was overpaid, but he failed 
to attract votes from his fellow council 
members. “Sometimes we think there 
are individuals within this city that are 
too big to fail,” Henderson says. “And 
that’s unfortunate.” —Martin Z. Braun
The bottom line Seven states allow local 
governments to collect fees on bonds they 
issue for risky projects all over the U.S.

Gray

Campaign 2016 Very Sneaky Announcements

Six politicians hint they’d like to jump into the presidential race in the next few weeks. 
They’re playing coy in part because officially declaring imposes rules and restrictions. 

May
27

May
28

May
30

May 
18

June
1

June
4

Once they announce, 

candidates must:

i File financial 
disclosures

i Accept contribution 
limits

i Stop soliciting 
donations for allied 
super PACs

New candidates have 
15 days to register 

with the Federal 
Election Commission

Super PACs don’t 
have to abide by these 

regulations

An exploratory 

committee must:

i Accept contribution 
limits

i Keep records of 
donors1984 and served until 1992, to 

run Capital Trust out of a city-
owned  ranch house . Mayor Matt 
Dannheisser, who was then city 
attorney, was its lawyer, and the 
city manager worked as a paid 
consultant to the agency. Capital 
Trust issued bonds for air-cargo 
facilities and charter schools in 
Miami and Jacksonville. Capital 
Trust attracted borrowers by 
charging lower fees than other 
conduits and by cutting through red 
tape. The agency does its own reviews 
in-house and will expedite approvals for 
new bond issues, unlike larger conduit 
agencies. “A lot of them have a bureau-
cratic process,” Dannheisser says.

Since 2002, Capital Trust and 
another city-owned financing arm 
run by Gray, Gulf Breeze Financial 
Services—which loans money to local 
governments rather than private 
 companies—have added an average 
of $850,000 annually to city coffers. 
That’s about half the amount the 
city collects through property taxes. 
Sometimes beneficiaries of the system 
contribute in other ways. After selling 
an apartment complex originally 
financed by Capital Trust, one grate-
ful developer gave $500,000 to a 
 scholarship fund for low-income stu-
dents that Gray oversaw.

Last year, Gulf Breeze officials dis-
covered that Gray had failed to make 
some required annual payments to 
the city since 2006. Gray told the 
city council it was an oversight and 
repaid $122,250. Auditors brought in 
after the lapse was uncovered found 

that the city had overpaid Gray 
$500,000 since October 2002, a 
finding Gray disputed. “In light 
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May 25 — May 31, 2015
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 �Zenefits handles some of human resources’ main tasks: Insurance and 401(k) signups

 �“If we can be that central hub … we can make so much money on all these different spokes”
At two years old, Zenefits has 1,000 

employees. The company says that in 
January it had $20 million in annual 
revenue from clients it expects to renew 
each year, a twentyfold increase from 
the previous January, and Conrad 
says he’s shooting for $100 million in 
renewable annual revenue. Among 
 business-software startups, only messag-
ing app maker Slack Technologies comes 
close to that kind of growth, and inves-
tors have noticed. On May 6, Zenefits 
announced it had raised $500 million at 
a $4.5 billion valuation, bringing its total 
venture funding to $583.6 million. Health 
insurance is the main source of Zenefits’ 
revenue, Conrad says.

On a new worker’s first day, she can 

San Francisco startup Zenefits is 
offering smaller businesses an alterna-
tive: cloud software that simplifies the 
process of filling out forms, collects 
all the needed HR data in one inter-
face, and comes with preset rates for its 
lists of available insurers. And Zenefits 
doesn’t charge for the software. It makes 
money through fees health insurers pay 
for signups, and says they’re lower than 
most brokers’ fees but add up quickly. 
“We figured out that if we can be that 
central hub system, the central system 
of record, we can make so much money 
on all these different spokes,” says Chief 
Executive Officer Parker Conrad. “It 
makes sense to give the hub and all the 
connective tissue away.”

Human resources, that catchall term for 
an often-maddening web of health-care 
and financial services, has given rise to 
an industry of middlemen. Most busi-
nesses with fewer than 1,000 employees 
arrange for health insurance or 401(k) 
management not through the compa-
nies doing the insuring or investing but 
through local brokers who collect fees 
for making the arrangements on their 
behalf. While companies may not like 
the extra bureaucracy, it’s long been 
preferable to negotiating deals with 
benefits providers on their own, espe-
cially given all the photocopying and 
faxing required to add even a single 
employee to a health plan, dental plan, 
and vision plan.
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Innovation: An umbrella 

for road warriors on 

two wheels 35

Don’t get cocky, 

iPhone! 34

Investors include Fidelity Management & 
Research, TPG Capital, actor Jared Leto, 
Ashton Kutcher’s venture firm, A-Grade 
Investments, and Andreessen Horowitz, 
which says its largest current single 
investment is in Zenefits. (Bloomberg LP, 
which owns Bloomberg Businessweek, is 
an investor in Andreessen Horowitz.) 

In November the Utah Insurance 
Department, facing pressure from 
brokers, banned Zenefits on the 
grounds that its free software consti-
tuted an anticompetitive rebate on 
health  insurance. In April, follow-
ing a backlash from the tech industry, 
Utah Governor Gary Herbert signed a 
law lifting the ban, allowing Zenefits to 
operate in the state without changing its 
business model. “Utah is open for busi-
ness, and we work very hard to make 
sure we have a level playing field so all 
businesses have a chance to compete,” 
Herbert said in a statement.

Some traditional brokers say Zenefits’ 
growth carries drawbacks. “A lot of cus-
tomers want to get the real personalized 
experience of having a private, smaller-
scale broker,” says James Milber, who 
runs Milber Insurance Agency in San 
Francisco. He says Zenefits won’t put 
him out of business, although “we are 
going to lose some market share.” Paul 
Mifsud, CEO of insurance broker and 
benefits adviser Melita Group in Santa 
Clara, Calif., says the business is more 
local than Zenefits’ model suggests. But, 
he says, “I’m not discounting them, 
because they have $500 million.”

Zenefits, which opened a second 
office, in Phoenix, 
in November, has 
more than doubled 
its head count 
over the past six 
months; Conrad 
says he’s aiming for 
2,000 employees 
by yearend. He says 
about 10,000 com-
panies use his soft-
ware but wouldn’t 
disclose revenue 
or say if Zenefits is 
profitable. 

The pace of 
Zenefits’ growth 
may be more than 
a little unwieldy. In 
December, Conrad 

Software

Testing Workers’ Digital 
Privacy Protections

 � A lawsuit argues that employee-

monitoring apps go too far

 � “It’s important for courts to protect 

the boundaries”

Myrna Arias knew that her profes-
sional life was being monitored by her 
boss. For her sales job at Intermex, a 
wire transfer service, she had to install 
an app that used GPS to keep tabs on 
her whereabouts as she drove 
around California’s 
Central Valley. But what 
she didn’t agree to was 
being tracked even while 
off the clock, and when 
she objected, she says, 
she was fired.

In her lawsuit against 
Intermex, filed in 
state court on May 5, 
Arias alleges that her 
manager “admitted that employees 
would be monitored while off duty,” 
that he required her to leave her 
 company-issued phone on at all hours, 
and that her decision to uninstall the app 
resulted in her dismissal. In her wrong-
ful termination suit, she’s seeking more 
than $500,000 in damages for lost earn-
ings and breach of privacy. Intermex 
declined to comment for this story.

Although making employees install 
tracking apps sounds more than a little 
dystopian, it’s become common 

broke his vow never to set up an HR 
department. “I wanted to force the 
company to live off our own product 
and nothing else,” Conrad says. But as 
Zenefits neared 800 workers, he says, 
he started to worry about problems 
the cloud couldn’t solve, such as, for 
example, sexual harassment complaints: 
“There’s obviously some stuff that you 
can’t build into  software.”  
—Eric Newcomer
The bottom line Zenefits has raised almost 
$600 million for its centralized small business 
HR software.

“Employers are 

entitled, if there is 

a legitimate 

business reason, 

to track. What 

we’re saying is that 

you don’t have a 

right to track 

24 hours a day.” 

 —Gail Glick

log in to Zenefits’ website to reach a 
main screen that lets her register for 
health plans, 401(k), stock options, flex-
ible spending accounts, commuter with-
holding, and other benefits. Workers 
can enter their own info, select from 
lists of health and financial plans, and 
sign documents with a finger on any 
monitor that works as a touchscreen. 
Later, the system can be used to keep 
track of the worker’s vacation days 
and time sheets. It can also manage 
job termination. 

A onetime product manager at biotech 
giant Amgen, Conrad started the online 
investment manager SigFig with college 
roommate Mike Sha, but Sha fired him 
over personal differences, he says. 
(Sha didn’t respond to a request for 
comment.) Conrad co-founded Zenefits 
in 2012 on his last day at SigFig. He says 
it was a low point, though it probably 
wasn’t his toughest. He beat testicular 
cancer while in his 20s, and before that 
had to take a year off from college for 
flunking classes while spending all his 
time working as managing editor of the 
Harvard Crimson.

With a rudimentary version of Zenefits 
he coded, Conrad, 35, made it into 
startup accelerator Y Combinator, where 
his co-founder, Laks Srini, rebuilt the 
site. By summer of 2013, the  founders 
had six employees and about six insur-
ance sales a day. Conrad didn’t think 
much of that until Mike Huerta, a sales 
rep at brokerage BenefitMall, e-mailed 
him looking for work. Many brokers, 
Huerta wrote, would be thrilled to add 
10 clients a year. 
“I’d never had a 
way to see how we 
compared to other 
brokers,” says  
 Conrad , who made 
Huerta employee 
No. 9. “That was the 
first time.”

As Zenefits 
expands its busi-
ness model beyond 
health brokerage, it’s 
working with payroll 
managers includ-
ing ADP, Paychex, 
ZenPayroll, and 
Intuit, taking  
a 20 percent cut 
of its referrals. 
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practice in jobs where employees 
spend a lot of their working hours on 
the road. In 2014 about 54 percent of 
companies sending employees out on 
service calls were tracking their move-
ments using mobile apps, estimates 
researcher Aberdeen Group, up from 
about 37 percent two years earlier. 
The GPS data can help companies plot 
better routes to cut fuel costs, as well as 
keep workers from taking a nap while 
on the clock. “Employers are entitled, if 
there is a legitimate business reason, to 
track,” says Arias’s attorney, Gail Glick. 
“What we’re saying is that you don’t 
have a right to track 24 hours a day.”

Arias’s complaint likens her employ-
er’s alleged surveillance to ankle- 
bracelet monitoring for parolees, and 
says that even when she hadn’t turned 
on the tracking app, Xora, its GPS was 
running in the background. The app, 
a mobile time sheet manager, lets 
hourly workers clock in and out from 
the road. Xora maker ClickSoftware 
Technologies didn’t respond to a 
request for comment regarding the 
app’s tracking functions.

Courts have declared that workers 
don’t have the right to expect privacy 
on the job—that as long as your boss 
has a work-related reason, he can read 
your company e-mail. After work is a 
different story, says Lauren Teukolsky, 
a California attorney who represents 
plaintiffs in labor cases. “Employees 
absolutely have a reasonable expec-
tation of privacy in their movements 
while they’re off duty,” Teukolsky says. 
Otherwise, the fear of surveillance 
could deter them from doing things in 
their personal lives that are perfectly 
within their rights but which they might 
not want to discuss with an employer.

Forthright bosses advise workers to 
turn off their phones at night to avoid 
location reporting, but there is no rule 
that compels employers to make such 
provisions. The blurring between the 
professional and the personal can 
also make it challenging to distinguish 
between working and non working 
hours, especially for workers using per-
sonal phones as work phones. “The 
use of smartphones has eroded the 
barrier between work and home,” says 
Teukolsky. “It’s important for courts to 
protect the boundaries.” 

California has relatively strong privacy 
protections for workers. Its constitution 
includes a right to privacy that explic-
itly bars snooping by private employ-
ers as well as by the government. And 

$382m
Digits

A lower court must 

recalculate Samsung’s 

total payment to Apple

a OnePlus One last June. “State-of-
the-art at the time I bought it, and still 
quite high-end.” 

The OnePlus One is an Android 
phone that looks a bit like HTC’s simi-
larly named One M8. It’s about the size 
of the iPhone 6 Plus, with a faster pro-
cessor, a higher- resolution camera, and 
triple the memory. Without a phone 
company contract, it costs $299 for the 
16- gigabyte model or $349 for the 64 GB 
version; with the same storage capac-
ity, the iPhone 6 Plus would cost $749 
or $949, respectively. “It stacks up to 
the iPhone 6 on hardware for half the 
price,” says Dave Lyons, a bearded 
librarian, Brooklyn native, and OnePlus 
owner now living in Beijing.

During its first year of sales, OnePlus 
relied largely on endorsements from 
people like Gillmor and Lyons. While 
getting its manufacturing up to speed, 
the company maintained tight control 
of inventory by limiting orders for the 
One to an invite-only list of the tech-
savvy hipper-than-thou, each of whom 
could extend invitations to three 
friends. (You could also apply by prom-
ising to send in a video in which you 
smashed your old phone.) Those first 
buyers “were very much the techno-
geeks who tend to be early adopters of 
new technology,” says Zennon Kapron, 
founder of financial researcher 

Kapronasia in Shanghai. 
In April, OnePlus did away 
with its invite restrictions 
because of demand, but 
Chief Executive Officer Pete 
Lau says he plans to put 
a similar system in place 
when his next phone, the 
Two, comes out in the fall.

Lau founded OnePlus in 
December 2013, the same 
month he left Dongguan-
based electronics maker 
Oppo, where he was a 

according to its penal code, “No person 
or entity in this state shall use an elec-
tronic tracking device to determine the 
location or movement of a person.” 
(User consent to be tracked by, say, 
Apple or Google Maps waives this right.)

If Arias loses, however, there may be 
little to stop employers from further 
chipping away at notions of per-
sonal privacy, says Glick. “This is a 
free country,” she says. “Think of all 
the places you might go on your own 
time that you might consider private.” 
—Rebecca Greenfield
The bottom line A former sales rep is seeking 
about $500,000 after allegedly being fired for 
complaining about 24-hour mobile surveillance.

The portion of the $930 million Apple won in its patent suit against Samsung that 
was thrown out by a federal appeals court on May 18. The court ruled that certain 
iPhone design features were too basic to be trademarked. 

Mobile

A Chinese Phone  
Aimed at Hipsters

 � Startup OnePlus’s business relies 

on word of mouth abroad

 � “It stacks up to the iPhone 6 on 

hardware for half the price”

Most Chinese phonemakers, includ-
ing global No. 3 Xiaomi, started out by 
making a name for themselves at 
home. OnePlus went the other 
way. About two-thirds of the 
1 million smartphones the year-
old Shenzhen company has sold 
went to customers in the U.S., 
Europe, and elsewhere outside 
China. Strong word of mouth 
about  cutting-edge hardware 
that’s shockingly cheap has driven 
sales of the  One , the company’s 
first phone. “The performance 
is excellent,” says technology 
writer Dan Gillmor, who bought 
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Next Steps

Senz has sold only a few thousand umbrella holders since they went on sale last 
March. Hoogendoorn says he expects bike commuters to buy them in larger 
numbers once they see early adopters riding with the mount, but he doesn’t use it 
himself. “I’m very experienced at bicycling with one hand and holding my umbrella 
with the other,” he says. —Caroline Winter

Origin Hoogendoorn, 
an industrial designer, 
co-founded Senz in 
2005 after creating 
an aerodynamic 
umbrella for his 
master’s thesis at the 
Delft University of 
Technology. His team 
began working on 
the bike attachment 
in 2013.

Funding 

Hoogendoorn and 
his two co-founders 
started Senz 
with an $11,000 
grant from Delft 
University. They say 
their 25-employee 
company 
is profitable.

Availability The 
umbrellas are sold 
online by retailers 
including Amazon, 
Brookstone, and 
Neiman Marcus. U.S. 
shoppers can buy 
the mounts only on 
Senz’s site.

Sales Senz says 
it’s sold millions of 
its umbrellas, which 
cost from $80 to 
$100, depending on 
size. The company 
plans to add new 
styles each season.

Biking Bicyclists attach the 
$70 umbrella-holding tube 
to their handlebars at about 
a 20-degree angle. That 
keeps them dry, minimizes 
resistance, and prevents 
them from sailing into the  
air like Mary Poppins. 

1.

Walking The short side should 
face into the wind unless 
rain is coming from behind. 
If held loosely, the umbrella 
will swivel to find its best 
orientation.

2.

①

②

Innovator Gerwin Hoogendoorn

Age 35

Co-founder of umbrella maker Senz in Delft, 
the Netherlands

Form and function

Senz’s asymmetrical umbrella, designed to 
withstand winds of up to 70 miles per hour with-
out breaking or flipping inside out, can now be 
mounted on a bike to keep cyclists dry.

Innovation

Bike Umbrella

“I don’t like rain in 

my face.”

vice president. (In OnePlus’s early 
days, Oppo was its only institutional 
 investor; Lau says his company isn’t 
an Oppo subsidiary.) He describes 
himself as a tinkerer and design geek 
who still takes Mac PCs apart in his 
spare time. His goal with OnePlus, he 
says, is to replicate the feeling he gets 
looking at those Apple motherboards: 
“I admire the amount of attention 
paid to making the inside as beautiful 
as the outside.”

Lau says OnePlus manages “a very, 
very marginal profit,” while declining to 
provide more detailed figures. He says 
he hopes to sell 3 million to 5 million 
phones this year and is relying for now 
on funding from an unnamed Chinese 
venture firm. “With our business 
model, the price comes last,” he says. 
“We are building the phone we want 
and will sell it for just about how much 
it costs to make.”

OnePlus has about 700 employees, 
and its word-of-mouth sales model has 
helped keep costs down, says Kapron. 
Limited staffing can make it much 
tougher to address problems. Some 
early customers encountered software 
glitches with the One’s  touchscreen 
that weren’t fixed for almost six 
months—it wouldn’t detect the first few 
taps on the keyboard and occasion-
ally registered a tap as a swipe. In April 
dozens of people again began posting 
on the company’s online forums that 
they were having similar problems. 
Lau says he’s trying to add about 300 
employees this year to bolster every 
department. “OnePlus will need to 
execute perfectly to remain competi-
tive and scale,” says Kapron.

As OnePlus readies the Two, which 
is expected to sell for about $400, Lau 
is seeking venture funding in Silicon 
Valley. He’s also beginning to turn more 
attention to his home market, enlisting 
Chinese celebrity race car driver Han 
Han to pitch OnePlus phones. CK Lu, 
an analyst at researcher Gartner, says 
OnePlus could do well by position-
ing itself as a high-end bargain in India 
but will be a much harder sell in China. 
There, brand names are too impor-
tant on the high end, and when you’re 
talking bargains, $150 is the price to 
beat. —Christina Larson
The bottom line In a year, OnePlus has sold 
more than 1 million of its high-end phones, 
mostly in the U.S. and Europe, at near cost.

Technology
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May 25 — May 31, 2015

 �The SEC is paralyzed by politics and poor leadership, staffers say 

 �It “has been as unproductive as I thought it would be”

The Agency That 
Barely Moves

As the Justice Department, Federal 
Reserve, and other regulators across 
the globe prepared the final details of a 
multibillion-dollar criminal settlement 
with five Wall Street banks over cur-
rency rate rigging, all eyes were on one 
agency that had the power to throw a 
wrench into the entire deal. Though a 
bit player in the negotiations, the polit-
ically divided Securities and Exchange 
Commission had to approve waivers 
each bank needed to continue to do 
normal business.

The pressure on SEC Chair Mary Jo 
White was almost palpable, two 
people involved in the negotiations 
say, as defense lawyers and prosecu-
tors barraged her staff with inquiries 
and fellow commissioners weighed 
in with threats to vote against some 
of the waivers. Determined not to let 
the squabbling scuttle the broad set-
tlement, White called a private com-
mission meeting on May 19, when all 
the waivers were approved. The settle-
ments were announced the next day.

It was a rare victory for White, 
whose two-year tenure heading the 
 securities regulator has been marked 
largely by discord and paralysis rather 
than accomplishments.

Expectations were high for White, 
who came to the job with a reputation 
as a tough prosecutor. As U.S. Attorney 
for the Southern District of New York, 
she took on terrorists and mobsters. 
Later she became a highly sought-after 
defense attorney, representing banks 
and other defendants in government 
probes. In announcing her nomina-
tion in January 2013, President Obama 
warned the financial industry: “You 
don’t want to mess with Mary Jo.”

That reputation has been dented 
at the SEC. The pace of rulemaking 
has been so slow that some staff have 
labeled White’s office the cheese cellar: 
It’s where policy goes to age. The nick-
name has stuck as proposals and reports 
have piled up in her office, waiting for 
her careful, often line-by-line consid-
eration. White’s circumspection has 
slowed the progress of high-profile rules 
 governing executive pay, broker obliga-
tions, and swaps, the financial products 
that helped fuel the financial crisis.

White had never held a position for 
which she had to develop complex finan-
cial policy. That lack of experience, plus 
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Energy

A Tale of Two Texas 
Shale Towns

 � One thrives and the other withers 

as drillers focus on the sweet spots

 � “They were drilling the heck out of 

those wells”

The communities are separated by just 
38 miles on the remote plains of South 
Texas, really no more than a quick spin 
down old Highway 80. Yet Karnes City 
and Smiley provide  polar-opposite 
glimpses into what life in a U.S. oil 

difficulty in developing 
a consensus on nettle-
some issues, has con-
tributed to the agency’s 
troubles, say critics 
inside and outside the agency. 
“You take a commission that faces the 
most challenging regulatory agenda 
since its creation and you appoint a non-
policy person as chair,” says Barbara 
Roper, director of investor protection for 
the Consumer Federation of America. 
The SEC under White “has been as 
unproductive as I thought it would be.” 
White declined repeated requests to be 
interviewed for this story.

The agency’s problems, cited by 
more than a dozen former and current 
SEC officials who asked not to be iden-
tified discussing internal matters, 
are compounded by ideological divi-
sions on the five-member commission 
that force White, a political indepen-
dent, to try to cut deals with the two 
Democratic and two Republican com-
missioners who frequently clash on high-
stakes decisions. “No chairman of the 
SEC in recent memory has ever had to 
contend with a more parti-
san, more polarized group 
of commissioners,” says 
former SEC Chairman Arthur 
Levitt. (Levitt is a director of 
Bloomberg LP, which owns 
Bloomberg Businessweek).

Levitt and other White 
supporters say she deserves 
credit for muscling through 
critical rules from the Dodd-
Frank Act of 2010 in the face 
of such opposition. They include a ban 
on banks trading for their own profits 
and protections for investors who pur-
chase mortgage bonds.

White also wins praise from SEC 
alumni for defending the agency’s 
turf and standing up to the Financial 
Stability Oversight Council, a group of 
federal regulators headed by Treasury 
Secretary Jacob Lew. When the group 
in 2013 and 2014 considered whether 
to give some of the SEC’s authority for 
overseeing the biggest mutual fund com-
panies to the Federal Reserve, White 
resisted—and prevailed. White “has 
tackled incredibly complex issues over 
the past two years,” says Lew, “working 
tirelessly to protect investors.”

White has clashed with the Republican 

commissioners who tend to pursue an 
industry-friendly agenda, as well as the 
Democrats, who demand stricter rules 
and sanctions. In  particular, White has 
repeatedly quarreled with Democrat 

Kara Stein, who has questioned whether 
the SEC pulls punches when punish-
ing bank misconduct. In the past, Stein 
and White have dueled over waivers —
such as the ones the SEC just granted—
to allow banks to continue operating 
after settling regulatory investigations. 
White has told colleagues that Stein has 
distorted the importance of waivers 
and tied the commission in knots that 
slow progress on other issues. The 
relationship has soured so much that 
Stein banned White’s out going chief 
of staff, Lona Nallengara, from her 
office, people familiar with the situa-
tion say. “White hasn’t formed the nec-
essary coalitions or reached grounds 
for compromise and accommodation 
with her other commissioners,” says 
Andrew Vollmer, a law professor at the 
University of Virginia, who worked as 
the SEC’s deputy general counsel from 

2006 to 2009.
White may have 

an opportunity to change 
the  dynamics. In May, 
Republican Commissioner 
Daniel Gallagher submit-
ted his resignation, and the 
White House has begun 
scouting for a replacement 
for Democrat Luis Aguilar, a 
commissioner whose term 
expires in June. Although 
White doesn’t have a say 

in picking a Republican to replace 
Gallagher, she has sought a more mod-
erate replacement for Aguilar, say 
people familiar with her thinking. A 
Democrat who shares more of White’s 
views could dilute Stein’s influence.

Since White became chairman, the 
SEC has approved 15 rules, fewer than 
many of her recent predecessors during 
their first years atop the agency. Mary 
Schapiro oversaw 20 final rules from 
2009 to early 2011. Christopher Cox 
pushed through 14 new regulations in 
2006 and 2007, and William Donaldson 
finished 34 rules in 2004 and 2005. 
Comparing White’s progress with other 
chairmen is difficult because the rules 
she must write under Dodd-Frank are 
more complex than other chairmen 

faced, say people close to White.
White has said to colleagues that she 

wants to move faster and recently told 
commissioners to expect a busier pace 
in the next several months, say people 
familiar with the matter. She kept that 
promise in April and May, when the SEC 
voted to advance four new rules. She 
continues to push an ambitious agenda 
packed with dozens of rules required by 
Dodd-Frank and other projects she con-
ceived: an overhaul of corporate disclo-
sure requirements, new rules for asset 
management firms, and a wholesale 
review of the way stock exchanges work.

White’s reputation as a tough enforcer 
has also taken a hit. Although the agency 
has touted its cases against Standard & 
Poor’s and BlackRock, critics say that 
what White has called her “broken 
windows” strategy  of going after all 
infractions, no matter how small, has 
led to many minor cases, such as one 
against corporate executives who failed 
to report stock sales within the required 
two business days. “White has argu-
ably been less aggressive than I think 
many people would have expected,” 
says Mark Calabria, director of financial 
regulation studies at the Cato Institute. 
“People thought there would be a legacy 
of high-profile, high-dollar enforcement 
actions, but I think that surprisingly has 
not been the case.” —Dave Michaels and 
Robert Schmidt
The bottom line With her reputation as a 
successful prosecutor, White was expected to 
lead a more active and aggressive SEC.

White “has  

tackled incredibly 

complex issues 

over the past two 

years, working 

tirelessly to 

protect investors.”  

—Treasury 
Secretary 
Jacob Lew

Mary Jo White
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Investment Banking

A Dealmaking Drought 
Hits Southeast Asia

 � Slowing economies stifle 

companies’ urge to merge

 � “The mood on the street is 

very dismal”

It’s a tough time to be an  investment 
banker in Southeast Asia, where low 
commodity prices have slowed growth 
and made companies reluctant to 
do deals or go public. Singapore, 
the region’s biggest stock market, is 
having its driest spell in six years, with 
no initial public offering bigger than 
$25 million in 2015. Mergers involv-
ing Southeast Asian companies have 
dropped 45 percent through May 17 
this year, to $21 billion, the lowest 
level since 2009, compared with a 
38 percent rise in the broader Asia-
Pacific region. Adding to the woes, 
$43 billion in acquisitions announced 
in the past 12 months —more than a 
fifth of the total—were scrapped, data 
compiled by Bloomberg show. “The 
mood on the street is very dismal,” 
says Nicholas Teo, a strategist at CMC 
Markets in Singapore. “In Southeast 
Asia, the big companies and tycoons 
have been sitting on the sidelines.”

The dearth 
of mergers is 
taking a toll on 
bankers. Standard 
Chartered and 
Macquarie Group 
are among the 
banks that have 
eliminated about 
400 investment 
banking jobs across 
Asia since 
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in Karnes City are gushers. Smiley’s are 
not. “They were drilling the heck out 
of those wells,” says Smiley’s mayor, 
a retired oilfield worker named Ellis 
Villasana. “Now we’re at 50 percent 
what we were a year ago.”

Even that seems optimistic. The 
tapping of new wells in and around 
Smiley has come to an almost total 
halt, according to data compiled by 
Bloomberg Intelligence analyst William 
Foiles. In November the area had 
accounted for 13 percent of all new 
wells in Texas’ massive Eagle Ford 
shale patch. By March it was down to 
only 1 percent. For Karnes City, mean-
while, the figure soared to 19 percent in 
the first four months of the year, from 
13 percent in 2014.

Across the country, drillers have 
taken down 949 oil rigs, or 59 percent 
of the total in operation when the rig 
count peaked in October. Yet U.S. output 
is forecast by the government to rise for 
a seventh straight year in 2015, under-

scoring the powerful effect of 
high grading. In North Dakota’s 
Bakken region, Hess managed 
to boost its output by 6 percent, 
to 108,000 barrels a day, in the 
first quarter by ramping up drill-
ing in the best spots at the same 
time it idled five rigs in costlier 

sections. “We’ve collapsed to our core 
and said things outside the core we’ll 
save for a later day,” Hill told investors.

What makes Karnes City’s shale so 
valuable is how densely saturated with 
oil it is, says Thomas Tunstall, direc-
tor of the Center for Community and 
Business Research at the University of 
Texas at San Antonio. Fields elsewhere 
can contain bigger pockets of natural 
gas or take on a more Swiss-cheese-like 
 formation that makes pulling out the oil 
a less reliable, and much more expen-
sive, operation. “Karnes City is probably 
the last place the energy companies will 
leave and the first place they’ll reoccupy 
when they come back,” Tunstall says. 
“The shale there is probably the richest.”

Although Smiley’s shale was plenty 
attractive to drillers when crude traded 
at more than $100 a barrel last year, 
there’s little interest at today’s $60 
prices. Villasana, the mayor, holds 
court outside city hall, leaning up 
against his pickup truck as some of 
the town’s 549 residents stroll by. Next 
door the Smiley Grocery Store, home 
to the “Best Burgers Around,” is empty 
just a few minutes before noon. The 
boom years were good to the town, 

boomtown looks like in the wake of 
last year’s price collapse.

In Karnes City workers from big 
energy companies such as Marathon 
Oil, Encana, and Schlumberger pack 
into Stripes gas station by the dozens to 
load up on Doritos and Slim Jims at the 
end of their shift. Giant drilling rigs dom-
inate the horizon in all directions, and 
the roar of tanker trucks and industrial 
machinery is never-ending. Up the road 
in Smiley, there’s nothing. No workers 
in the fields, no rigs, no noise. On a 
weekday morning in May, a small herd 
of cattle lazily grazes in the shade by the 
road as an occasional truck rattles by.

The two towns show the impact of an 
industry practice called high grading, 
or “going to the core of the core,” as 
Greg Hill, Hess’s chief operating officer, 
put it during an April call with inves-
tors. Drillers, desperate to cut costs 
after the 50 percent plunge in prices, 
are abandoning fringe fields and focus-
ing their rigs on the sweet spots that 
produce the most 
crude. The oil fields 

Villasana says, so good that he’s not 
panicking yet. Rental properties are 
still mostly filled, and the new elemen-
tary school is packed after younger 
families moved into the area. But he is 
starting to get anxious. If the price of oil 
“dips a little more,” he says, “we might 
start losing ground.” —Dan Murtaugh 
and Lynn Doan
The bottom line By sticking with the best 
wells, oil companies will raise U.S. production 
this year even after taking down 949 rigs.

Karnes City

Smiley

In November, the  
Smiley area accounted  
for 13 percent of  
new wells in the Eagle 
Ford shale patch. In 
March, its share was

1%
Karnes City boasted 

19%
of new wells in the first 
four months of 2015, up 
from 13 percent in 2014

Bust and Boom

TEXAS

80

87

$1.7b

Amount raised in 

Thailand in a 

February IPO, the 

lone bright spot in 

the region
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Tim Geithner

Charlie Rose talks to …

The former Treasury Secretary discusses decisions made 

during the financial crisis and his fears for the future

Watch Charlie Rose on Bloomberg TV Weeknights at 7 p.m. and 10 p.m. ET
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You once told me you 

wouldn’t be writing a book. 

What led to Stress Test?

I wanted to give people  
a chance to sit in our shoes 
and look at the terrible  
mess of choices through our  
eyes. It may not convince 
them that we were perfect 
and did everything right. 
They might choose 
differently. But they’d have 
a better basis for how they 
think about these things.

Yet you saved AIG.

We did. In the AIG case, they had a set 
of businesses around the world that 
were generating, and were likely to do 
so for the foreseeable future, quite a lot 
of income, and we could lend against 
that legally. Our judgment was, at that 
time—because the world was so fragile—
that where we had the authority to act, 
we would err on the side of acting. The 
imperative didn’t change the scope of our 
authority. We just thought, in that case, 
that we had the 
ability to use it  
and we should.

If there had been greater emergency powers, would you have 

saved Lehman Brothers?

Let’s think of it this way: What’s the ideal? The world’s uncertain. 
You’re not sure who’s solvent. You certainly don’t want to step in 
and protect everybody. You have to do triage, trying to separate 
out who’s fundamentally strong enough to survive and who’s 
so central to the functioning of the economy that it would be 
devastating to let them fail. You have to draw a circle, a fire break 
around them, and make sure you can defend that. But there will 
be people outside that fire break. And that’s a necessary thing, 
even a desirable thing, however painful it is to say.

 “In financial crises, the things 

you have to do to protect people 

from mass unemployment 

are deeply unpopular”

Are we more prepared for the next 

crisis than we were for the last?

We’re better in some ways, but 
we’re worse in others. We’re better 
in the sense that the financial 
system that exists today, after 
these reforms, after the crisis, is 
a much more stable system. It’s a 
much more conservatively run 
system. We did the most important 
thing you can: We just forced these 
institutions to run with less risk. 
We’re worse off in other ways, 
though, in that Congress took away 
some of the emergency authorities 
that were so important in the  
crisis in preventing a second Great 
Depression. In financial crises,  
the things you have to do to protect 
people from mass unemployment 
are deeply unpopular. They look like 
you’re aiding arsonists. But if you 
go too far, just like if you were to put 
fire stations out of existence, you 
make people more vulnerable.

And you were called as a witness in the 

case that Hank Greenberg, represented by 

David Boies, brought regarding the terms 

of the rescue.

If you’d told me I’d be sitting here six years 
from the crisis and we’d be getting sued in 
court in not one but two cases for essentially 
being too tough on institutions that were  
at the center of this crisis, I would have found 
it totally implausible. I mean, really, the idea 
that we were too hard on them, you know, 
I find it hard to accept. One great thing about 
our country is that when governments take 
actions like this, you can test their merits and 
legality in court.

What concerns you now?

It’s a messy, dark, sad world that  
we live in. There’s a lot out there that 
could damage our interests. But  
the thing that really worries me is  
the challenges of politics, which  

are getting in the way of governing. The only threat to  
us that really matters over time—and that should scare 
everybody—is the capacity of our political system  
to find the will to act.

We don’t hear much about U.S. deficits 

and debt anymore. Why’s that?

Near-term deficits came down from 
10 percent of GDP to about 3 percent  
in five years. Maybe more important 
than that, changes to how people use 
and provide health care are dramatically 
slowing the growth in costs. But we 
purchased these improvements in the 
near-term deficit at the price of pretty 
damaging cuts in a set of core public 
investments, which we’re going to have  
to figure out how to repair.
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Wall Street

Secret Anxiety at 
Goldman Sachs

 � The bank frets about its Fed 

supervisor becoming a consultant

 � “It really comes down to the 

character of the individual firm”

job advising other 
 financial firms, and his 
move is raising con-
cerns within Goldman 
Sachs that some of its 
business secrets might 
not stay secret.

After learning in 
April that Auer was 
joining the financial-services 
practice of PwC, Goldman Sachs asked 
the firm whether he faced any restric-
tions on working for other banks, 
according to two people familiar with 
the discussion. Auer, Goldman Sachs 
pointed out, had insights into its oper-
ations and risk-management strategies 
that could be useful to its competitors. 
PwC, which is also Goldman Sachs’s 
auditor, has reassured the bank that its 
proprietary information will remain 
confidential, say the people, who asked 
not to be named because the discus-
sions were private.

PwC, formerly known as 
PricewaterhouseCoopers, “is commit-
ted to the highest ethical standards 
and requires that all new hires, includ-
ing those previously employed by a 
regulator, abide by the  confidentiality 
obligations arising out of their prior 
employment,” says Dan Ryan, head 
of the firm’s financial-services advi-
sory practice. Auer, who left the Fed in 
April and is scheduled to start at PwC 
in June, declined to comment, as did 
spokesmen for the Fed, the New York 
Fed, and Goldman Sachs.

The Federal Reserve’s senior 
examiners are prohibited for a year 
from having substantive business 
contacts with the Fed and its regional 
banks once they’ve left their job. They 
also face a one-year ban on working for 

a bank they supervised. 
Although there’s 

no specific 
rule barring 
supervisors 
from doing 
work for rivals 

of the banks they 
oversaw, they 
can’t ever disclose 
examination 
or supervision 

records, nonpublic 
business data, and 

strategic plans. Sharing 
such materials can be a 
federal crime.

Goldman Sachs fired two 
bankers last year after one 

On its website, 

Promontory 

Financial Group 

promotes its 

consultants’  

“deep and varied 

expertise gained 

through decades 

of experience as 

senior leaders of 

regulatory bodies”

the start of the year, according to 
Boston Consulting Group estimates. 
Goldman Sachs has reduced its invest-
ment banking team in Singapore by 
about 30 percent. “While our Southeast 
Asia strategy and client coverage model 
remains unchanged, we do expect 
activity levels to be challenged,” Tim 
Leissner, chairman for Southeast Asia 
at Goldman Sachs, said by e-mail. He 
added that Goldman Sachs sees oppor-
tunities arising from the consolidation 
of Vietnamese and Indonesian banks. 
“There was certainly a sense of opti-
mism three to four years ago, when 
both local and international banks were 
hiring aggressively,” says Nick Gardiner, 
a managing director at Boston 
Consulting Group in Hong Kong. “They 
probably didn’t see the kind of activity 
levels they were hoping for.”

Falling oil prices helped undo several 
announced deals earlier this year. CIMB 
Group Holdings in January terminated 
a $20 billion three-way merger that 
would have formed Malaysia’s biggest 
banking group, citing unfavorable eco-
nomic conditions following the oil price 
plunge. The same day, Sona Petroleum 
abandoned a proposed $281 million 
investment in Thai energy assets.

Thailand’s richest man, Charoen 
Sirivadhanabhakdi, in February 
dropped plans to buy control of 
Singapore builder United Engineers 
after failing to reach an agreement on 
price. Last month, Malaysia scrapped 
a plan to seek buyers for the $3 billion 
power arm of state investment company 
1Malaysia Development, reversing 
course just a week after saying it had 
appointed a bank to field interest in the 
assets. No reason was given. It will now 
pursue an IPO of the business.

One bright spot has been Thailand, 
where Jasmine Broadband 
Internet Infrastructure Fund 

raised $1.7 billion in a February IPO. 
That accounted for almost half the 
money raised in Southeast Asian 
IPOs this year. The only other IPO 
above $500 million in the region was 
April’s $770 million share sale from 
Malaysian power producer Malakoff, 
Bloomberg data show.

Only two companies have gone 
public in Singapore this year, raising 
a combined $33 million, down from 
$721 million a year earlier, and both 
have slumped since their offer prices. 
IPO activity in the city-state has been 
hurt by an anticipated increase in inter-
est rates. Higher rates would dim the 
appeal of property trusts, which typi-
cally account for many of the new offer-
ings there, says Kelvin Ho, Nomura 
Holdings’ head of Southeast Asia 
investment banking. The Singapore 
Exchange is trying to court mining com-
panies, develop closer ties with China, 
and attract IPO candidates from over-
seas as part of a goal to double the 
market value of companies listed on the 
exchange within five years.

There’s little hope for deal activity to 
pick up this year, says Alan Richardson, 
a Hong Kong-based money manager 
at Samsung Asset Management. “The 
growth outlook in Southeast Asia is 
weakening, and there’s uncertainty 
over the global economy,” he says. 
—Joyce Koh and Jonathan Burgos
The bottom line Merger activity in Southeast 
Asia dropped 45 percent this year through 
May 17 to the lowest level since 2009.
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Sudden Slowdown

Number of mergers involving 
Southeast Asian companies
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As the Federal Reserve Bank of 
New York’s examiner in charge 
of supervising Goldman 
Sachs,  Lance Auer  
was stationed 
inside Goldman’s 
Manhattan head-
quarters. Now 
he’s leaving 
to take a 
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Bid/Ask By Kyle Stock

Edited by Eric Gelman

Bloomberg.com

$9.1b

$8.1b

$2.6b

$680m

$519m

$392m

$485k

Altice acquires a controlling stake in Suddenlink. The 
deal for 70 percent of the company gives the European 
telecommunications giant a link to the U.S. cable market.

Endo International purchases Par Pharmaceutical. 

Having relocated to Ireland last year to cut its tax bill, 
Endo plans to keep growing via acquisitions.

SL Green Realty buys Manhattan’s 11 Madison Avenue. 
It’s the second-highest price paid for a U.S. office building. 
The property last sold in 2003 for $675 million.

Continental goes long on automated driving. The 
German auto-parts company bought the automotive 
software side of Finland’s Elektrobit.

Royal Dutch Shell offloads its French liquefied 

petroleum gas unit. DCC Energy, the buyer,  
has snapped up similar facilities from BP and Statoil.

Oceana Group hooks Daybrook Fisheries. The deal 
gives South Africa’s largest fishing company a sizable 
operation, turning Gulf of Mexico menhaden into fish meal.

A George Harrison guitar sings at auction. Harrison 
played the borrowed instrument at 12 concerts while 
another one of his guitars was being repaired.

Ascena Retail Group wraps up Ann Taylor.  Ascena, owner 

of Lane Bryant and Dressbarn, is buying Ann Inc., which had been 

under pressure from some investors to seek new ownership. It gains 

Ann Taylor, a go-to label for women’s workwear, and the Loft line. After 

the transaction closes, Ascena will have 4,900 stores with combined 

annual sales of $7.3 billion.
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of them allegedly shared  confidential 
 documents from the New York Fed 
within the bank. The New York Fed 
also terminated the employee it sus-
pected of leaking the information. 
Drawing the line between general 
knowledge of the industry and busi-
ness details picked up as a supervisor 
is often difficult, say former regula-
tors and others who study banking. 
“You are never going to have rules that 
capture every form of behavior,” says 
Edward Kane, a professor of finance at 
Boston College. “It really comes down 
to the character of the individual firm 
and the character of the person.”

The 2010 Dodd-Frank Act and the 
Fed’s annual stress tests to determine 
the health of big banks have helped 
fuel a boom in the financial consult-
ing business. Bank executives have 
complained that the stress tests are 
opaque, making Fed supervisors 
with knowledge of the process a valu-
able commodity. Many consulting 
firms have a stable of former govern-
ment officials and market themselves 
as having vital insight into the regula-
tory process. Promontory Financial 
Group has snapped up at least two 
dozen former Fed employees since its 
founding in 2001. On its website it pro-
motes its consultants’ “deep and varied 
expertise gained through decades 
of experience as senior leaders of 
 regulatory bodies.”

Along with Auer, PwC recently hired 
Michael Alix, an ex-New York Fed 
senior vice president. In an October 
press release, the firm touted his 
“senior leadership positions” at the 
regional bank, including “oversight of 
supervisory stress testing and capital 
plan assessments.” And Auer wasn’t 
shy about detailing his knowledge of 
Goldman Sachs, according to a copy of 
his résumé posted online. “Lead the 
supervisory team responsible for ana-
lyzing and overseeing key business 
developments and changes to Goldman 
Sachs’s risk profile,” he wrote. “Engage 
in regular communication with C suite 
executives and Goldman Sachs’s board 
of directors to ensure that the Federal 
Reserve’s supervisory priorities are 
being addressed.” —Robert Schmidt 
and Ian Katz
The bottom line A bank examiner’s move to 
the private sector raises concerns at Goldman 
Sachs about trade secrets being shared.

$2.2b
41

Markets/Finance

41

Markets/Finance





May 25 — May 31, 2015

With Splice, music 

becomes even more 

universal 44

These ATMs are dumb 

as rocks, but they don’t 

run out of cash 45

Siemens wants to park 

your car 46

Tracing the Fish on Your 
Plate Back to the Sea

 �A San Francisco startup’s tracking system for seafood is helping Chilean fishermen earn more

 �“People like food that comes with a story”
the menu. There are even photos of him 
making the catch—a detail calculated to 
appeal to those obsessed with the prov-
enance of their food. “The customers 
like it because it is super entertaining, 
and they find out a lot of information 
about the fish on their table—even the 
story of the cove where it was caught,” 
says Vincenzo Rulli, owner of Ocean 
Pacific’s, a restaurant in Santiago. “Even 
the foreigners tell us they’ve never seen 
anything like it.” 

Shellcatch has cultivated relation-
ships with more than 50 restaurants, 
supermarkets, and stores in Chile that 
buy seafood verified by the system. 
“People like food that comes with a 
story,” says Monica Jain, the founder of 
Fish 2.0, a competition in Carmel, Calif., 
that connects businesses dedicated to 
sustainable fishing with prospective 
investors. “It’s been going on for a while 
in farming. Recently businesses have 
been emerging to make this available 
for the seafood sector.” 

Sfeir’s ambition isn’t just to cater to 
finicky diners. What he’s really trying to 
do is fill a gap in the market. Many coun-
tries already require large commercial 
fishing boats to be equipped with vessel 
monitoring systems or human observ-
ers to certify that they aren’t straying 
into protected areas. But these systems 
are too expensive and often logisti-

cally impossible to implement 
across millions of 

tiny boats. “One 
of the big ques-

tions has been 
whether you 
can ensure 

traceability with 
small vessels,” says 

David Schorr, senior 
manager of the World Wildlife 

Fund’s Transparent Seas program, 

the seafood space can disrupt the way 
business is being done, which currently 
involves large amounts of species fraud 
and illegality,” says Shellcatch founder 
Alfredo Sfeir. “Technology allows you 
to know the people behind your fish. 
That’s how it used to be.” 

According to Barrios, he and others 
who use Shellcatch earn a 25 percent 
premium, on average, for their catch 
from upscale restaurants and super-
markets that want to know what waters 
their lenguado (sole) or chancharro 
(red snapper) came from. Barrios, who 
heads a national confederation of small 
fishermen, believes Shellcatch can help 
reverse decades of overfishing. “With 
Shellcatch, we can fish less and still 
earn the same amount,” he says.

Sfeir, a Chilean American, launched 
Shellcatch in 2011 and then recruited 
fishermen to test his technology. 
Barrios’s 30-foot fishing boat is outfitted 
with a small GPS-enabled camera that 
records what types of fish he hauls in 
and from where. On the dock, he weighs 
his catch on a video-equipped scale 
and tags it with unique Shellcatch bar 
codes and Quick Response (QR) codes. 
The data are uploaded into the cloud, 
where they can be retrieved by a diner 
at a restaurant in Santiago by waving a 

smartphone over 

For decades, José Barrios has made a 
living pulling flounder and abalone out 
of the frigid waters off Chile’s central 
coast using nothing more than nets, an 
iron hook, and his strong back. Today, 
the 56-year-old fisherman also taps into 
satellite networks and the cloud to earn 
the best possible price for his catch. 

Barrios is one of about 250 Chilean 
fishermen who have signed on with 
Shellcatch, a San Francisco startup 
seeking to profit from the growing 
demand for sustainable seafood. The 
company hopes its technology will 
combat the overfishing and fraud that 
threaten the international seafood 
trade. The Pew Charitable Trusts esti-
mates that one out of five fish taken from 
the ocean is caught illegally, depleting 
stocks of certain species to levels that 
imperil their survival. Whether it’s to 
avoid fines for fishing without permits 
or going over their quota or simply to 
boost profits, fishermen often try to pass 
off one type of fish as another. Oceana, 
a U.S. nonprofit, ran DNA tests on 1,200 
fish samples and found that one-third 
had been mislabeled, according to a 
2013 report. “We think technology in P
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adding that Shellcatch “is saying the 
answer is yes.”

The company’s hardware has gone 
through several iterations to make it suit-
able for small fishermen: The device 
is compact and waterproof and has a 
long battery life for use on boats with no 
power source. The software is constantly 
upgraded, to further automate the mon-
itoring process. Shellcatch uses video 
analytics, which can for instance detect 
whether sea turtles are being acciden-
tally caught in fishing nets. The Mexican 
government, which is facing the threat 
of U.S. trade sanctions over the rising 
death toll of endangered loggerhead sea 
turtles in the Northern Pacific, is paying 
the company to monitor 16 fishing boats 
on the Baja Peninsula. “The U.S. believes 
Mexican fishermen are catching the 
turtles in their nets and Mexico denies 
it,” says Sfeir. “The only way to know 
what’s really happening is through tech-
nology.” He says Shellcatch may soon 
begin monitoring an additional 200 
boats in Mexican waters. 

Sfeir, who has a master’s degree in 
economics and whose father was the 
Green Party candidate in Chile’s 2014 
presidential election, has financed the 
business with a combination of contri-
butions from family and friends and 
funds from environmental organiza-
tions, charitable foundations, and gov-
ernments. The grants have enabled 
Shellcatch to subsidize the service for 
Barrios and other fishermen. 

Sfeir, 40, is confident Shellcatch 
can eventually turn a profit by selling 
its services to fishermen who want to 
sell traceable fish. He says the busi-
ness could one day have a lucrative 
sideline in marketing the data it col-
lects to governments, environmental 
organizations, restaurateurs, retailers, 

and distributors. Shellcatch also could 
benefit from President Obama’s recent 
push to clean up the seafood trade by 
promoting the creation of a system that 
tracks fish from the boat to the plate.

Shellcatch is gearing up to start oper-
ations in Peru. In Chile, it recently hit 
an important milestone when some of 
the fishermen it recruited began paying 
for the service. “What we know now is 
that the technology is successful,” says 
Maryann Ramirez, who runs the Chile 
office of the Nature Conservancy, which 
has supplied $106,000 in grant support 
and training to help fishermen deploy 
Shellcatch’s gear. “The real success will 
come when the fishermen can do it on 
their own.” —Catherine Elton
The bottom line Shellcatch is working with 
fishermen in Chile and Mexico to verify the 
type and location of their catch.

Startups

Musicians  
Without Borders

 � Splice allows far-flung artists to 

collaborate on a song

 � “You can just look at any producer’s 

method to the madness”

Music producer Oladipo Omishore, 
better known as Dot Da Genius, is con-
stantly creating what he calls “vibes or 
little moments” for his artists—a melody, 
a beat drop, a riff—that he saves for later. 
It used to be that he had to wait until he 
was in the studio to share them with his 
musicians. Now he can do it from his 
living room in New Jersey using Splice, 

a cloud-based service that allows musi-
cians to collaborate even if they are 
thousands of miles apart. “We can keep 
the creative momentum going,” says 
Omishore, who has worked with rapper 
Kid Cudi and singer Jhené Aiko.

More than 100,000 artists are using 
Splice’s technology to privately store 
audio tracks on the cloud so they or 
other designated users can retrieve 
them later. The service, which launched 
to the public in September after a year-
long trial, is compatible with popular 
music editing software, such as Ableton 
Live, FL Studio, or Apple’s Logic Pro X 
and GarageBand. Each saved track is 
given a unique number, so a Splice user 
can call up an earlier version or keep 
tabs on how a collaborator has tweaked 
it. “Music has been democratized,” says 
Splice co-founder Steve Martocci. “You 
can, with a laptop, create incredible 
things anywhere.”  

Before starting Splice, Martocci had 
a hand in creating GroupMe, a mobile 
messaging app that was acquired by 
Skype in 2011 for $85 million. His partner 
at Splice is Matt Aimonetti, who for-
merly worked at Sony and LivingSocial. 
The New York-based company has raised 
$7.25 million in funding from Union 
Square Ventures and True Ventures 
and music industry notables including 
Steve Angello of the band Swedish House 
Mafia, record label owner Scooter Braun, 
and AM Only, a booking agency that 
represents electronic dance music artists 
Tiësto and Skrillex. 

Splice is designed for the new 
 generation of world-roving music 
artists—someone who may be remix-
ing a song while traveling on a plane 
between shows. “Sometimes people 
have those inspired moments where 
they riff on something, but if you lose 

� Fishing boats are 
outfitted with a 
combination GPS and 
camera to record the haul

� The system monitors 
the location and type of 
fish caught and uploads 
the data to the cloud

� The information can be 
retrieved by diners via a 
QR code on a menu 

Go Fish 
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compared with your typical bank ATM, 
it’s as dumb as a rock. 

Released by NCR in April, the Cx110 
doesn’t have much of a brain and instead 
relies on software and computing power 
sitting on remote servers. Machines such 
as the Cx110 will enable banks to roll out 
new services to consumers faster while 
sharply lowering operating costs, says 
Richard Crone, chief executive officer of 
Crone Consulting, which advises com-
panies on payment systems. “It’s revolu-
tionary for ATM deployers,” he says. 

Most of the about 3 million ATMs 
installed worldwide contain comput-
ers that complete most tasks inde-
pendently instead of getting their 
commands from a data center. Their 
owners have to dispatch a technician 
every time they want to make a major 
change to the operating system or 
add a new feature. Only 15 percent to 
20 percent of the world’s leading banks 
have begun connecting their ATMs 
to the cloud, according to Wincor 
Nixdorf, a German ATM manufacturer.

NCR’s sales pitch to banks is that 
its Cx110 and companion Kalpana 
cloud management software can slash 
the costs of running an ATM by up 
to 40 percent. A company with 100 
ATMs could see savings of as much 
as $800,000 a year, NCR estimates. 
Because cloud-connected machines 
can be monitored more closely, it will 
be easier for banks to manage their 
networks. Says Robert Johnston, mar-
keting director for ATM software at 
NCR: “There’s less of a chance an ATM 
will run out of cash.”

Cardtronics, a Houston-based 
company that operates 110,000 ATMs 
worldwide, has signed up to try out the 
Cx110 at a handful of shopping malls 
in Texas this summer.  “It’s going to be 
a tremendous facilitator for us to test 
new services,” says David Dove, pres-
ident of the North American Business 
Group at Cardtronics. For example, 
more banks could start offering their 
customers the option of making a 
cash withdrawal from an ATM using 
their smartphone, which is faster and 
more secure than keying in a PIN and 
other information on a teller machine. 
Wintrust Financial already does that 
in the Chicago area. 

The move to the cloud may also  
help combat ATM robberies where 
thieves physically break into the 
machine and plug into its USB slot to 
take control of the internal computer— 
ordering the machine’s safe to 

Banking

Brainless ATMs Are  
The Way of the Future

 � Moving to the cloud can cut costs, 

but progress will be slow

 � “There’s less of a chance an ATM 

will run out of cash”

Shoppers at a mall in the Dallas-Fort 
Worth area this summer may encoun-
ter an unusual-looking automated 
teller machine: a tablet with no key-
board. It can dispense cash and display 
checking account balances—but 

it, you never get it back,” says Martocci.
Artists can also publicly post works 

in progress and finished tracks, giving 
the rest of the Splice community a peek 
into how a song came together. The 
site’s interface displays all the instru-
ments played on a track, and the artist 
can make annotations to explain the 
creative process. “You would’ve had 
to have been in a session to see exactly 
how they got the drum to sound like 
that,” says Omishore. With Splice, “you 
can just look at any producer’s method 
to the madness.”

Tiësto, a Grammy-winning  musician 
and a Splice financial backer, recently 
posted a 30-second snippet from his 
song Secrets that reveals that 37 different 
sounds were layered together, from the 
bass snare to an on-beat clap to a “crazy 
scream” that D.J. KSHMR, a collaborator 
on the track, says adds “a human energy 
I can’t describe.” Not only can users tap 
into tracks posted online using their PCs 
or mobile phones, they can download 
(or splice, in the site’s parlance) their 
own copy to remix or pick apart. 

Splice doesn’t charge for storage 
because Martocci says he doesn’t want 
to fight with the likes of Dropbox to 
get artists in the door with their files. 
The startup makes money from its 
plug-in store, where artists can down-
load add-ons for music editing software 
that imitate instruments or manipulate 

sounds, like the $39 “DubStation,” 
which mimics a type of sound delay 
popular with guitarists in the 1970s. 
There are also plans for a premium tier 
of services to help artists manage their 
sounds and workflow. The next step 
for Splice is coming up with a system 
so that musicians can get paid when 
others remix or reuse their sounds. 
Says Martocci: “We think we can find 
the win-win.” —Alex Barinka
The bottom line Splice, a cloud-based service 
for musicians, has lined up Tiësto and other 
industry talents as backers.

Artists can leave 

comments on individual 

tracks, including 

information on which 

software plug-ins are 

needed to edit a song

Splice’s cloud platform 

allows musicians to 

collaborate on projects 

by syncing all of their 

songs and samples

Tiësto

Musicians can connect 

with fans by sharing 

annotated sessions 

from their studio

Fans can “Splice” a 

song to save it on their 

own computers and 

tinker with it

DJ 
Dashboard
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Bloomberg.com

A pilot project by Germany’s Siemens could slash the time it 

takes to find a parking spot in city centers. The system uses 

radar scanners that detect empty parking spots and feed the 

 information to the cloud. Drivers can download an app for their 

phone or GPS device that taps into that data to guide them to a 

free space. —Elisabeth Behrmann

Future

Siemens is in talks with the Dubai government for another 
test and has been in contact with other cities interested in 
buying the technology. The company says it needs about 
50 devices per mile of street, and that radar can compete 
with systems that use sensors embedded in the pavement, 
such as one San Francisco tested from 2011 to 2013.

Why you’ll love it—and hate it

Before you leave home, software running on cloud 
computers can parse historical data on vacancies to 
predict how likely you are to find a space in front of your 
favorite restaurant. But beware: Siemens is telling cities 
that those same computers can help cops quickly find 
illegally parked cars.

Form

Scanners are mounted on light poles or buildings. Each 
device is about the size of a hardback book and can 
track a half-dozen parking spots. A test system will be 
installed this summer on a 200-meter stretch of a street 
in central Berlin. 

dispense the cash. “It’s safe to 
assume [NCR’s approach] is way 
more secure and prevents these kinds 
of attacks,” says Tillmann Werner, 
director of  technical analysis at 
CrowdStrike, a security company that 
helped investigate one such break-in. 
JPMorgan Chase, Bank of America, 
Citigroup, and Wells Fargo, the 
largest retail banks in the U.S., 
declined to comment for this story.

All of the major ATM manufacturers 
report an increase 
in interest in cloud 
software and ser-
vices from their 
customers. Michael 
Engel, director 
of the software 
product line for 
banking at Wincor, 
says his company 
has doubled the 
number of ATMs it’s con-
nected to the cloud in the last 18 
months, to about 100,000. Diebold 
recently bought Phoenix Interactive 
Design, a provider of software and 
 services, for an undisclosed sum to 
bolster its remote ATM management 
capabilities with features that let banks 
put as much brainpower on an ATM or 
the data center as they want, shifting 
the balance at will. “What we’ve seen is 
a lot of customers being very interested 
in being able to centralize administra-
tion of their fleet,” says Devon Watson, 
vice president for software research 
and strategy at Diebold.

A typical ATM lasts 8 to 12 years, 
so the transition to the cloud will be 
gradual, says Dominic Hirsch, manag-
ing director at Retail Banking Research 
in London. Some banks also may drag 
their feet because there are upfront 
costs. “You need to invest in server 
technology,” says Hirsch.

One smaller lender that hasn’t 
rushed to upgrade is KeyPoint Credit 
Union in California, which operates 
just 35 ATMs. “Someday undoubtedly 
we will move to the cloud,” says Chief 
Operating Officer Samuel Tuohey, 
adding that two important criteria 
are cost and ease of implementation. 
“We are not there yet,” he says.  
—Olga Kharif
The bottom line Fewer than 20 percent of 
large banks worldwide are connecting their 
ATMs to the cloud.

Parking Radar

No More Circling the Block

① Sensors 
communicate with 
a control center to 
monitor available 
parking spaces.

② A driver’s GPS can 
find the spot closest 
to her destination. The 
technology could allow 
cities to do away with 
parking meters and 
bill drivers directly for 
parking fees.

③ The system is 
intended to reduce 
traffic congestion and 
pollution. In German 
cities, it takes about 
10 minutes and an 
extra 3 miles of driving 
to find a parking spot, 
according to a recent 
study by garage owner 
Apcoa Parking.

“What we’ve seen  

is a lot of 

customers being 

very interested in 

being able to 

centralize 

administration  

of their fleet.” 

—Devon Watson

③

②

①

The 

Essentials
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THE FUTURE 

IS FREE

A crushing flood of data across organizations 

has forced IT managers to rethink storage 

strategies. Businesses can no longer accept 

siloed solutions, vendor lock-in or outdated 

storage infrastructure. The future requires the 

freedom to migrate, recover and optimize data 

seamlessly across environments. The future 

requires continuity and predictable pricing. 

The future is now. The future is FreeStor.

INTRODUCING

  FREESTOR.NET   |   POWERED BY FALCONSTOR

THE 
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TO 
#BEFREE

Modernize Data Storage With A Single, Unified Software-Defined Platform 

                 That Provides Control Across Legacy, Modern & Virtual Environments.



THE 
$5 BILLIO
SUBLET
Is WeWork a real estate company  

with a tech-bubble valuation,  

or a brilliant new office space?  

Let’s discuss over by the keg

BY ANDREW RICE

PHOTOGRAPHS BY CHRISTOPHER GREGORY

WEWORK’S BRYANT PARK OFFICE IN NEW YORK
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ON  
tion on Varick Street in Manhattan. By the next day, I’m 
tapping away on my laptop in the facility’s second-floor 
common area. In this WeWork, as in others I later visited, 
tiny, glassed-in offices line the perimeter. Many have techy 
names on the doors—Blipit, Znaptag—but there are also 
lawyers, nonprofits, movie producers,  political consul-
tants, and a beef jerky brand. One office is filled with beau-
tiful leather shoes. My work area is lit like a gastropub, with 
dark wood and leather armchairs, a bar with trompe l’oeil 
liquor- bottle wallpaper, and microbrews on tap. One after-
noon, after a tax-week call with my accountant, I emerge 
from a phone booth, hidden behind lascivious-looking red 
velvet curtains, to find a happy hour sponsored by a tequila 
brand. Soon I’m chatting over grapefruit margaritas with 
a video game designer who has just joined WeWork, too.

Adam Neumann, WeWork’s Israeli-born co-founder, 
has called the company a “physical social network,” and 
it makes every effort to lubricate connections. “We gave 
90,000 glasses of beer last month,” he said in a recent onstage 
interview at TechCrunch Disrupt NY 2015, “which is a number 
we’re proud of.” Here are some other enviable numbers 
for WeWork: It currently has 23,000 customers working in 
32 locations, about half of them concentrated in New York, 
where WeWork is the fastest-growing consumer of office 
space. Flush with $355 million in venture capital from its 
latest funding round, the company is now expanding inter-
nationally, moving into what Neumann calls “high IQ” cities. 
There are already WeWorks in locales such as San Francisco, 
Austin, London, and Tel Aviv. Portland, Ore., Toronto, and 
Berlin are on the horizon. WeWork plans to open three to 
five new locations a month.

Many traditional real estate investors are  perplexed 

A “COMMONS” MEMBERSHIP IS FIRST-COME, FIRST-SEATED
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Workers of a certain age may recall that long ago, people 
once divided their waking hours into two parts: work and life. 
At quitting time, Fred Flintstone would slide down the tail 
of his dinosaur with a “Yabba dabba doo!” That was before 
technology put the office on vibrate inside everyone’s pocket, 
and before economic upheaval decoupled work from the 
security of a full-time job. Today, an estimated one-third of 
the labor market is made up of “contingent” workers—free-
lancers, contractors, and the self-employed. When the job is 
no longer 9-to-5, it’s hard to keep a work-life balance. Now, 
though, there’s a place where the age-old divide can seem 
irrelevant, where toil and fun blend together beneath neon 
signs that say things such as “Embrace the Hustle.” Where 
there’s always a free keg of beer at the self-serve bar, with a 
tap that says: WeWork.

At a basic level, WeWork is a company that sublets office 
space, taking care of many of the time-consuming hassles 
involved in self- employment. That’s not the factor, though, 
that has captured the fancy of venture capital investors, who 
have pushed the five-year-old company’s valuation to a giddy 
$5 billion. WeWork has cast itself as a new kind of workplace 
for the post-recession labor force and a generation that has 
never known a cubicle. It aspires to make your job a place 
you never want to quit.

As a freelancer for more than a decade, I was intrigued 
by this proposition, and in April decided to give WeWork a 
try. After perusing the options, which start at $45 a month 
for pay-as-you-go access and run into the thousands for a 
small office, I sign up for a $350 “unlimited commons” mem-
bership. This allows me to use WeWork locations around the 
world, so long as I can find a seat at the bar. I download the 
company’s iPhone app and book a spot at a WeWork loca-



by  WeWork’s $5 billion valuation. With that kind of money, you 
could build the world’s most expensive skyscraper—One World 
Trade Center, which at 3 million square feet has roughly the 
same cumulative amount of office space as WeWork—and still 
have $1 billion left over. And its business model—leasing space 
wholesale from landlords and then subletting it at a margin 
in small blocks—is a familiar and fairly risky one. Publicly 
traded Regus, which dwarfs WeWork with its 2,500 locations 
in 110 countries, is worth $1.3 billion less by market capitaliza-
tion. Neumann says doubters don’t grasp the scope of his plans 
for the workplace. “We are not competing with other co-work-
ing spaces,” Neumann says. “We are competing with offices. 
And that is a $15 trillion asset class in the U.S.”

Self-employment was once considered vaguely disreputable, 
something you mumbled on first dates and struggled to explain 
to your parents. “It used to be we thought of free lancers as 
working in their pj’s at home,” says Richard Greenwald, a dean 
at Brooklyn College and the author of the forthcoming book The 
Death of 9-to-5. But white-collar professionals now represent 
the fastest- growing segment of the contingent workforce, he 
says, and they have driven demand for a new, flexible place to 
do business. “They’re looking for a Starbucks solution, without 
having to be in that Starbucks,” says Sean Black, a managing 
director at real estate brokerage JLL who has handled several 
of  WeWork’s lease deals.

Neumann says his mission is to transform the workplace for 
what he calls the “We Generation,” providing his tenants—or 
rather, “members”—with all the bandwidth, printer toner, and 

(yes) beer they need, so they can concentrate on the parts of 
their jobs they enjoy. Neumann says he is not just providing 
space and office supplies, but “building a community of cre-
ators” that “inspires people to do what they love.” WeWork also 
offers valuable benefits like access to a group health insurance 
plan, and its app doubles as an online social network, where 
members post inspirational quotes, trade tips about the best bar-
becue in Austin, and seek professional help. (“Is there anyone 
who is a notary here?”) Each office location has a “community 
manager” who programs events: book clubs, Ping-Pong tour-
naments, yoga and meditation classes, technology talks, life 
coaching sessions, Easter egg hunts, wine tastings, and movie, 
salsa, and trivia nights.

That’s the intangible spirit, Neumann says, that distinguishes 
WeWork from a grubby real estate business. “I think there’s 
been a fundamental shift in expectations,” says Bruce Dunlevie, 
a founding partner of Benchmark Capital, the powerful Silicon 
Valley firm that invested early in the company. “Today’s 23-year-
old in a decade will be a 33-year-old, and I don’t think they’re 
going to want to go back to the old model. They will have derived 
utility and created a habit around a WeWork-style workplace.”

WeWork’s ambitions don’t end at the office. Later this year 
the company is expected to launch WeLive, a total-immersion 
product that combines office space and micro-apartments. A kab-
balah devotee, Neumann can get mystical when he talks about 
melding work and life for the We Generation: “When you have the 
intention of changing the world behind what you are doing,” he 
says, “when there is actual meaning behind your work, and when 

you truly love it, success will follow, money will 
follow, and happiness will be part of it.” 

Neumann is tall and lanky, with a long mane 
of jet-black hair, and at 36 still looks young 
enough to play camp counselor to his millen-
nial members. (In fact, WeWork does host an 
annual summer camp for entrepreneurs in the 
Adirondack Mountains.) His office, at WeWork’s 
 “galactic headquarters” on Broadway in lower 
Manhattan, is decorated with a selection of 
books in English and Hebrew, a skateboard, and 
a well-stocked bar cart. When I ask Neumann 
about a report that he sometimes closes meet-
ings with a round of shots, he laughs and says, 
“Only rumors.” Then he adds, apologetically, 
“I’m on a cleanse.” 

According to company lore, WeWork’s con-
vivial  approach to capitalism has its roots in 
Neumann’s childhood experience of living on 
a kibbutz. “Even though I loved the communal 
aspect of it,” Neumann says, “I didn’t connect 
to the fact that different people put in differ-
ent amounts of effort and  received the same.” 
WeWork recaptures the cooperative element of 
the kibbutz, Neumann says, while jettisoning 
the socialist part. “On the one hand, commu-
nity. On the other hand, you eat what you kill.” 

Hunting your own sustenance can be a scary 
way to live, as Neumann himself knows. He fol-
lowed his sister, a model, to the U.S. in 2001, and 
spent several years working for her while also 
trying to launch a line of baby clothes. His entre-
preneurial epiphany occurred in 2008, when 
he was running his apparel company out of an 
industrial building on the Brooklyn waterfront 
and had to cut costs by renting out a corner of 
his office on Craigslist. He and another tenant, 
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Miguel McKelvey, an architect who designed retail spaces 
for American Apparel, proposed a co- working concept to 
their building’s owner, who might charitably be described as 
an old-fashioned Brooklyn landlord. (His company’s history 
includes bruising battles with tenants and a mysterious fire.)

“He would tell me, ‘You know nothing about real estate,’” 
Neumann said. “I would tell him, ‘Well, you know nothing. 
Your building is empty.’”

They all ended up founding a company 
called Green Desk, which opened in 2008, 
just when the economy crashed. As jobs van-
ished, professionals were turning to freelanc-
ing. “The worse the economy was heading, the 
more interest we were getting,” Neumann says.  
Green Desk has since expanded to seven loca-
tions in Brooklyn and Queens, but Neumann 
and  McKelvey wanted to build their own brand. 
They sold their stake and opened the first 
WeWork in SoHo in 2010.

WeWork was just one of many co- working 
spaces cropping up at the time, but it went 
after a different demographic than the estab-
lished providers of shared office space. 
Although companies such as Regus do rent to 
tech startups, they mostly cater to more strait-
laced professions such as accounting, as well as 
large corporations that want a branch office in 
Washington, Wichita, or Shanghai. They offer 
a quiet, sober  environment, minimizing their 
own branding so the space appears to belong 
to their clients. “We don’t scream ‘Regus’ in 
your face,” says Steve Farley, Regus’s chief 
executive officer for North America. “We want your cus-
tomers to think you’re there for the long term.” WeWork, 
by contrast, proudly proclaims itself in big letters out in 
front of its spaces, which have the loft-style layout that 
appeals to young creative types.

WeWork entered the New York market at an oppor-
tune moment, when the economy was beginning to 
recover, but hiring—and thus the price of office space—

was still depressed. The 
company found favorable 
rents by seeking out small-
ish, older buildings in diffi-
cult  locations. The local real 
estate industry took notice. 
“As soon as you walked 
into the space, you felt the 
energy and  excitement and 
you  immediately understood 
what they had created,” says 
New York developer William 
Rudin. After a Wall Street 
building the Rudin family 
owns was damaged by Hur-
ricane Sandy, he leased it in 
2013 to WeWork, which is 
refurbishing it. Rudin said 
he thought “it would be an 
interesting way to generate 
excitement and buzz” for the 
entire neighborhood, where 
he owns other properties.

Around the same time, 
WeWork caught the attention 

of Benchmark, one of Silicon Valley’s top venture firms. When 
Dunlevie first heard about the company from a colleague, he 
was skeptical. “We’re not interested in the re-marketing of 
office space,” he says. But he flew to New York and took a long 
walk with Neumann, visiting four WeWorks. “We were strug-
gling for vocabulary then to describe what we would today 
call a reorganization and an atomization of the workforce,” 
 Dunlevie says. He thought about Maslow’s hierarchy of human 

needs. WeWork was providing not just shelter, 
but emotional necessities like companionship 
and motivation.

Neumann says he puts a lot of thought into 
“floor  psychology.” Everywhere you look at 
WeWork, there are slogans. “Never Settle Ever” 
is lit up in neon; flat-screen monitors flash quotes 
from Thomas Edison and Vince Lombardi. Even 
the bathroom mouthwash dispenser urges, “Pitch 
a Fresh Idea.” 

WeWork’s own offices are now bustling with 
dealmaking activity. In New York alone, it’s signed a 
dozen large leases over the past two years, accord-
ing to the commercial real estate analysis firm 
CompStak. Other deals are in the works, fueled 
by investments from backers such as  JPMorgan 
Chase, Goldman Sachs, and the  developer Mort 
Zuckerman. (Zuckerman has also placed WeWork 
in a San Francisco development.) The company 
is now leasing entire buildings. “They have been 
expanding like crazy,” says Noam Shahar, Comp-
Stak’s research director. “We can’t even keep up 
with the pace.”

WeWork’s binge has made some potential land-
lords skittish, as has Neumann’s brash, name-dropping style. 
Those with long memories recall that after the 2000 dot-com 
crash, countless startups went bust, and office space provid-
ers similar to WeWork were stuck holding long-term leases. 
The U.S. branch of Regus, which had a large footprint in Silicon 
Valley, filed for bankruptcy in 2003, though the company has 
since recovered. It takes time to lease and renovate build-
ings, which means that WeWork is assuming fixed long-term 
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 commitments based on presumptions about an inherently unpre-
dictable  customer base. “WeWork is a much harder business than 
a lot of the things we do,”  Dunlevie says.

Besides the risk of a crash, WeWork also faces the risk of a 
boom. The leases it found when it started in New York, at rents 
of about $30 or $40 a square foot, according to CompStak, would 
cost far more today. Neumann says there’s a ceiling on what 
he can pay and talks of moving to the margins: Jersey City or 
Harlem instead of downtown Manhattan. Zuckerman, however, 
suggests another potential route to securing space for the future. 
“They’ll either become a developer,” he predicts, “or partner 
with a developer.”

WeWork has toyed with that approach, but owning build-
ings runs contrary to its strategic positioning. The company’s 
valuation is based on the perception that its model is less akin 
to an office landlord than a sharing-economy startup like Uber 
or Airbnb. “Buying real estate is slow,” Neumann says. “We are 
an asset-light business.” Michael Gross, WeWork’s chief finan-
cial officer, used to work for a boutique hotel chain and says 
WeWork functions along similar lines, selling atmosphere and 
service. “We’re truly building a global network and a global 
community of entrepreneurs,” Gross says. “Space is one piece.”

WeWork may end up being priced out of creative centers 

like Manhattan and San Francisco, but it’s still a big world. 
If WeWork can repeat its New York success in top-tier cities 
in the U.S. and abroad, Dunlevie says, “I think we’d be a 
$50 billion revenue company.”

McKelvey was speaking at an event in April called the 

Brooklyn Freelancers Summit when a hand shot up. “What 
happens when we have the bubble burst?” an audience 
member asked. “Is WeWork going to dry up with that?”

McKelvey, a bearded Oregon native, harked back to 
the early Green Desk experience. “It’s a funny thing,” he 
said. “Everyone said our business wouldn’t succeed then 
because it’s a downturn, and now they’re saying it won’t 
succeed because it’s a bubble. I think that whole idea is 
 bulls---. Because as we all know sitting in this room, the 
world has changed completely. All these buildings that we 
look at, towers which are full of these soul-crushing acous-
tic ceilings, and crappy gray carpets, and draining environ-
ments with fluorescent lights—like, no one wants to work 
that way anymore. … It has nothing to with the economy. 
It has nothing to do with anything other than humanity.”

It would be easy to mock WeWork’s grandiose mission 
if the people who work in its spaces didn’t seem to so fully 

embrace it. When I walked into the Varick 
Street  location for the first time, I ran into a 
friend who recently lost her job as an editor at 
a struggling media company. She was sitting 
in an armchair with her MacBook open on her 
lap. She told me that after years of climbing 
the ladder, she was done with corporate life 
and was now working as a consultant. She 
was happy to set out on her own, and for now, 
WeWork offered just what she needed to get 
started: a place to concentrate, a daily routine.

Many of WeWork’s office tenants are start-
ups in the larval phase. “It makes us look like 
a legitimized business,” says Alex Kruger, 
a 25-year-old entrepreneur in New York. 
Kruger had tried a variety of work environ-
ments, including a group house in Austin, 
before finding his way to WeWork, first as an 
employee of SpotHero, which has an app that 
resells parking spaces, and later as the CEO of 
a new company, Attendant. Dignity is impor-
tant to Kruger, because Attendant wants to 
enter the $20 billion funeral industry, offer-
ing a service that handles administrative tasks 
such as canceling cell phone accounts and 
magazine subscriptions. Since starting the 
company four months ago, he has gone from 
working alone at a WeWork desk to managing 
employees in a small WeWork office.

On a square-footage basis, the WeWork 
experience isn’t cheap. At the location 
where I was based, a four-person office starts 
at $2,200 a month, while a dedicated desk 
in an open-plan workspace costs $400. But 
WeWork offers flexible month-to-month terms 
and supplementary services entrepreneurs 
value. It offers a good deal on health insur-
ance, through a partnership with the bene-
fits provider TriNet; payment processing via 
Chase; and a discount on hosting fees from 
Amazon Web Services. Even for individual 
freelancers, the cost of a membership may 
work out favorably in comparison with other 
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office solutions, such as renting a larger apartment or buying 
a half- dozen coffees daily at a cafe. 

“People like me, who are in transition, they need a space 
outside the home to get energized,” says D.J. McFadden, a 
Newark resident who has been commuting to a desk in Manhat-
tan since he was laid off from an  accounting job in December.  

One future challenge the company will face is retention. 
What happens if WeWork’s members hear about a better party? 
What if the economy keeps improving and they get offered 
regular jobs? WeWork could do steadier business with large 
corporations. Neumann says he is 
wary, though, of losing WeWork’s cul-
tural balance. “We hold back, try not 
to overdo it,” he says. “Because the 
right mixture of community is very 
important to us.”

Dunlevie says that WeWork needs to 
seize the corporate opportunity. “Big 
companies want to be close to inno-
vation,” he says. “The more we are 
picking and choosing, the more we 
have inserted ourselves into an editorial 
or social management function, which I 
think is somewhat dangerous, frankly.”

Corporate tenants may only appreciate one 
half of WeWork’s work hard/play hard ethos. 
Competitors say that works to their advan-
tage. “We’re not for everybody,” says Kathlene 
Buchanan, CEO of Metro Offices, a regional 
company that has 10 locations in the Washing-
ton area. “There’s going to be people who want 
shooters in the middle of the day while walking 
around in flip-flops. But if I have clients doing 
heads-down work, I have some responsibility 
to them to keep it  professional.”

Alcohol is WeWork’s signature amenity, 
the symbolic element that is meant to distin-
guish its workplaces from the drudgery of the 
office. It’s offered at all hours. After a hard 
day of coding, WeWorkers will exchange fist 
bumps and declare, “It’s beer o’clock.” On 
the morning of April 15, the loca-
tion where I was working served 
tax-day Bloody Marys. Usually, 
people seem to consume respon-
sibly, though in the commons area 
where I was working one day, a 
young woman kept wobbling back 
to the tap and loudly telling strang-
ers about a recent breakup.

More often, though, I observed 
WeWork’s informality working in 
productive—even heartening—ways. 
When someone broke the informal 
prohibition against taking phone 
calls in the commons area, a guy 
working at the bar walked up to him. 
I expected a confrontation, but instead, the guy at the bar—Spero 
Stamboulis, a film and TV producer—offered a compliment: “I 
don’t know exactly what you do, but you’re great on the phone.” 
Later,  Stamboulis told me he had accumulated about 200 busi-
ness cards in a zip-lock bag since he started going to WeWork 
a few months ago. Some of the people he’s met have become 
 potential collaborators. “In the real world, if you do it, people 
look at it as if you’re hitting on them or invading their space,” 
Stamboulis says. “WeWork has created a comfortable forum.”

It’s difficult to make personal connections when working 
in isolation, which is why so many people find it difficult to 
leave their familiar office environments. “We are all tribal in 
our heart,” Neumann says. 

If WeWork can offer a solution to loneliness, it could have 
broad applications. Neumann suggests that WeWork could be 
an attractive landing spot for travelers. “The hotel experience 
is an ‘I’ experience, not a ‘We’ experience,” he says. “It’s lonely 
also, especially business travel.”

To see the logical culmination of 
this line of thinking, take the Wash-
ington Metro one stop from Reagan 
National Airport to the suburb of 
Crystal City, Va., a brutalist enclave 
of office blocs and subterranean shop-
ping centers that has been hit hard by 
defense-industry downsizing. Improb-
ably enough, this is where Vornado 
Realty Trust is gut- renovating a 
12-story office building to serve as 
a testing ground for a new product, 
WeLive. Neumann maintains a coy 
degree of secrecy about the residen-

tial project, but public documents indicate 
nine lower floors will be carved into apart-
ments, mostly 300-square-foot studios, with 
the top of the building occupied by office 
space. Competitors find the dormitory-style 
concept laughable. “I graduated college a 
long time ago,” says Regus’s Farley. “I’m not 
going back.” 

When I describe WeLive to Kruger, the 
young funeral industry entrepreneur, his 
response is immediate. “I love it,” he says. 
“When’s it opening?” (In New York, WeWork 
is doing a residential conversion at the Rudin 
building on Wall Street, scheduled to open 
in the fall.) It may be that WeWork’s future 
lies not in serving the broadest market, but 
in deepening its  offerings to a core  clientele. 

Kruger enthusiastically tells me 
about his experience last summer 
at WeWork’s camp in the Adiron-
dacks, where he listened to TED-
style talks, learned archery, formed 
business connections, and made 
one good friend.

One recent evening, Kruger 
is finally ready to share the 
 culmination of all his labors. He 
unveils Attendant to a room full 
of We Workers at one of the Varick 
Street location’s regular Demo Day 
competitions. “I hate to be the 
bearer of bad news,” he begins, “but 
you will all die.” He projects a slide 

that reads: “Death sucks. Calling your cable company sucks. 
Dealing with both of those simultaneously is a nightmare.” 

When the event is done, the audience gobbles  complimentary 
tacos, sips beer from plastic cups, and votes on the best pitch. 
Attendant wins, but Kruger isn’t there to celebrate.  Embracing 
the hustle, he’d already left WeWork and its overflowing taps 
to attend an evening meetup sponsored by an  organization 
for the aging. When you’re your own boss, you’re never off 
the clock. �

53

A
M

E
N

IT
IE

S
 IN

C
L

U
D

E
 P

IN
G

-P
O

N
G

, B
E

E
R

, A
N

D
 S

O
C

IA
L

 E
V

E
N

T
S



Jim Balsillie, former co-CEO 

i s  l e a d i n g  a n  exc a va t i o n 

Arctic waters. Will it give 

N o r t h w e s t  P a s s a g e ? 
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im Balsillie toes the frozen 
lip of a 5-foot triangular hole 
cut through 5 feet of ice. He’s 
wearing nothing but boxer-
briefs. It’s mid-April, and it’s –5F 

outside of a tent that covers the opening. 
The water in the hole is so cold that, if left 
unstirred, the surface refreezes in minutes. 
About a dozen people, mostly officers from 
the Royal Canadian navy, are waiting to 
see if Balsillie, the former co-chief exec-
utive officer of Research In Motion, the 
company behind the BlackBerry, will actu-
ally go through with it. Someone stands 
by with a defibrillator. A couple of people 
have cameras. He jumps.

Submerging in the frigid waters of the 
Arctic is a rite of passage for visitors here 
in the Queen Maud Gulf, 69 degrees north 
latitude, in the Nunavut territory. Later, 
 Balsillie says he believes rituals are scenes 
we perform so our lives might take the 
shape we need them to take. It’s a sym-
bolic act, and symbols matter to him. 

Directly beneath the hole in the ice, 
visible on the seafloor, is the biggest 
symbol of all: the HMS Erebus, one of two 
British navy ships lost during Sir John 
Franklin’s doomed 1845 quest to find the 
Northwest Passage through the Arctic. The 
whereabouts of the Erebus  frustrated hun-
dreds of searchers for more than 150 years, 
costing several their lives. Balsillie helped 
finance and coordinate the suc-
cessful hunt for the ship, redis-
covered in September 2014. On a 
personal level, the search for the 
Erebus was a way for him to take 
more control over his life after his 
unceremonious exit from RIM, 
which left him angry, drained, 
and disoriented. But it’s much 
more than an archeological arti-
fact. It represents an opportunity 
for  Canada to take more control of 
the Arctic. 

E x p l o r i n g  t h e 
E re b u s ,  B a l s i l l i e 
hopes, will draw the 
collective attention 
of Canadians north-
ward to a neglected 
region with billions in 
potential resources. 
And by conducting a 
complex operation in 
the waters, Canadian 
military and civilian 
officials say they are 
 demonstrating their 
sovereignty over the 
Northwest Passage. 

The Queen Maud 
Gulf, where the Erebus 
sits, is part of the south-
ern branch of the 

borders the strait, considers the waters 
under its control. 

Canada wants jurisdiction over the 
waters of the Northwest Passage and, 
importantly, the ships that traverse it.  
“It’s becoming more accessible, and that 
access is changing everything,” says Robert 
Huebert, a professor in the political science 
department at the University of Calgary 
who specializes in Arctic issues. “It means 
the Arctic has a connection to the interna-
tional system that it has never had before.” 

That’s where the Erebus comes in. Never 
mind that it predates Canada as a nation. 
The ship, as well as the unsuccessful expe-
ditions to find it in the 19th century, estab-
lished England’s historical ties to Arctic 
waters, and Canada believes it inherited 
those ties when it inherited the islands 
from the British crown. 

“We think every bit of weight we can put 
behind our case for sovereignty is impor-
tant,” announced Foreign Affairs Minis-
ter John Baird in 2008. “Adding history to 
that equation can only enhance that case.”

Balsillie took that idea to heart. “The 
discovery of the Erebus wasn’t the end 
of a story,” says Balsillie. “I knew it was 
the beginning.” 

The son of an electrician, Balsillie, 

54, grew up in Peterborough, Ontario. 
When he was 12, he got his hands on a 
copy of The Canadian Establishment, a 
book that profiled Canada’s wealthiest 
business executives. The book stated that 
“no influence is more cohesive, no bond 
more lasting, than the time spent at the 
private schools.” So  Balsillie earned a spot 
into Trinity College at the University of 
Toronto. The book also said a master’s 
degree from Harvard Business School 
could bestow upon graduates “the impri-
matur they need to move into conten-
tion for Establishment consideration.” 

So he got a Harvard 
MBA. In 1992 he 
took a second mort-
gage on his house 
to invest $250,000 
in a struggling tech 
startup. That earned 
him a one-third 
stake in RIM. He was 
named chairman 
and co-CEO. 

Within a decade, 
the company was 
among the fastest- 
g row i n g  i n  t h e 
world. By 2008 a 
BlackBerry could be 
found in the hands of 
everyone from Kim 
 Kardashian to Barack 
Obama, and RIM 

Northwest Passage. The route is a fabled 
link between the Atlantic and Pacific that 
for centuries proved a dangerous magnet 
for seekers of knowledge, fortune, and 
glory. Since 2007, as a result of climate 
change, the passage has become naviga-
ble by smaller ships for a couple of months 
during most summers. An open route can 
cut thousands of miles off of trips between 
the west coast of the Americas and Europe. 
The two alternative routes are the Panama 
Canal and the Northern Sea Route, which 
runs from the Bering Strait and over the 
Russian Arctic. In 2013 the MS Nordic Orion, 
a Norwegian freighter, made the first cargo 
transit of the Northwest Passage. That 
trip, which carried coal from Vancouver 
to Norway, hasn’t been repeated. But it 
raised an unanswered question in mari-
time law: Who really controls the waters 
of the route and the rest of Canada’s Arctic 
archipelago, which consists of more than 
30,000 islands? 

That depends on whether the waters 
are considered “internal” to Canada 
or an “international strait.” The U.S. is 
among the countries that argue for the 
latter. The dispute between the U.S. and 
Canada has been simmering for decades, 
and it has as much to do with the geopoli-
tics of the Middle East as it does with the 
Arctic. The U.S. believes that if the North-
west Passage is considered a waterway of 

local control, then 
other routes might 
be subject to similar 
interpretations. Par-
ticularly of interest 
to the U.S. is the 
Strait of Hormuz, 
a slender  waterway 
that leads into the 
Persian Gulf and the 
region’s vast oil sup-
plies. Iran, which 

J

Balsillie (left) with 

other searchers 

in August

C a n a d a  wa n t s 
jurisdiction over 
t h e  w a t e r s  o f  
t h e  p a s s a g e  
and, importantly, 
t h e  s h i p s  t h a t  
traverse it 
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had become Canada’s  most-valuable 
company with a market value of 
$83.4 billion.  Balsillie’s personal 
shares were valued at an estimated 
$4.83 billion. 

That was the year he first 
visited the Arctic, falling under 
its spell. He entered this unfa-
miliar territory just as he had 
approached the business world: 
with ambitious goals. He culti-
vated Arctic experts as friends. He 
immersed himself in the region’s 
history. Each year, he returned. 

The Franklin expedition helped 
give the High Arctic a lasting reputation 
as a graveyard for dreamers, but climate 
change was altering that. For parts of Sep-
tember 2007, the Northwest Passage was 
ice-free for the first time. Oil and mining 
companies began exploratory surveys. 
Russia planted a flag at the North Pole. 
China started a two-year research 
program to eval-
uate the High Arc-
tic’s development 
potential. In 2008 
the U.S. Geological 
Survey estimated 
the areas north of 
the Arctic Circle 
held 90 billion 
barrels of undiscovered oil. 

In 2009, Balsillie traversed the North-
west Passage as part of a weeklong cruise 
with policymakers and academics. The 
group spotted a Russian icebreaker ship 
among the floes, and Balsillie suspected 
that it was dragging a sonar device—a 
“towfish”—in hopes of locating one of the 
lost Franklin ships. The following year, 
several independent amateurs, includ-
ing Microsoft co-founder Paul Allen, 
were spotted poking around the passage, 
rumored to be joining the hunt. To 
 Balsillie, it felt like a  violation—“like some-
body came into our house and was trying 
to take our girl,” he says.

When he flew back south, he promptly 
founded the Arctic Research Foundation, a 
nonprofit that aimed to reinvigorate Can-
ada’s search. He arranged meetings with 
officials from Parks Canada, the country’s 
national parks service, who told him their 
yearly expeditions hadn’t been as produc-
tive as they’d hoped because their access 
to a coast guard icebreaker, which served 
as their search platform, was limited to just 
a couple of weeks each summer. 

So Balsillie bought them a 64-foot 
fishing trawler, rigging it with sonar and 
reinforcing it for the ice. He lobbied offi-
cials in Prime Minister Stephen  Harper’s 
office for more support. In 2011 he 
invited officials from government agen-
cies,  including Canada’s space agency 

members of the search team saw a dense 
cluster of pixels on a radar screen. 

Decades before his name 

became associated with a disas-
trous shipwreck, John Franklin was 
the toast of England. As a young 
man he led an overland expedition 
to chart the north coast of main-
land Canada, and his never-say-die 

reputation earned him a knight-
hood and, then, a job as lieutenant 

governor of what is now Tasmania. 
But in 1843, two years before his final 

expedition, Franklin, then in his 50s, was 
pushed out of that job. Later, some specu-
lated that he undertook the quest for the 
passage to redeem his reputation.  

Things couldn’t have gone worse: ice-
bound ships, scurvy, frostbite, starvation, 
cannibalism, the deaths of all 129 men. 
Five search-and-rescue expeditions were 
launched in the 11 years after the disap-
pearance. A note found in a cairn on King 
William Island—the only direct communi-
cation from the ships ever found—revealed 
that 105 crew members remained alive as 
of April 1848, almost three years after the 
Erebus left England and about a year and 
a half after it got stuck in ice. Franklin, the 
note said, had died in June 1847. 

Much of Britain’s knowledge about the 
Arctic and its potential shipping routes 
came from those unsuccessful searches, 
which mapped many of the islands in the 
region. “That’s the foundation of Canada’s 
sovereignty over thousands of those islands 
in the Arctic archipelago,” says Michael 
Byers, a professor of global politics and 
international law at the University of British 
Columbia. “So the Franklin expedition was 
significant, in part, because it failed.” 

But now, with the discovery of the 
Erebus, some are speculating there’s more 
to the story. 

Back at the dive site, two divers—one 
from Parks Canada, the other from the 
Canadian navy—lower themselves into 
the hole. Braided umbilical lines attached 
to their backs lead up to the dive tent, 
 connecting them to oxygen tanks and an 
intercom system. 

Evan Beaton, the navy diver, has a 
camera attached to his head. It beams an 
image up to the tent: the port-side hull of 
the Erebus fuzzed by coral, anemones, 
and mussels. There’s an upended cannon 
muzzle. A piece of L-shaped wood, a table 
leg, is still attached to its skirt plank. The 
archeologists in the tent recognize the leg 
from an illustration of Franklin’s quarters 
that appeared in the Illustrated London 
News in 1845. 

The Erebus is largely intact. But near the 
stern, the upper, middle, and lower 
decks have collapsed.  Franklin’s 

and its hydrographic service, to 
a three-day retreat at his home to 

hammer out a strategic search plan. 
About a year later, at a gala in 
Ottawa, Balsillie made sure 
he was seated next to Navy 
Rear Admiral John Newton, 
who coordinates Canada’s 
military operations in the 
Arctic. Newton says Balsil-
lie convinced him that par-
ticipating in the search could 
improve the military’s capa-

bilities there. Before dinner was over, he 
says, he had decided the military would 
join in the hunt.

Support for the chase, however, was 
far from universal. “You could hear grum-
blings. ‘Why is the government of Canada 
involved in this? Why is it important?’ ” says 
John Geiger, CEO of the Royal Canadian 
Geographical Society and the co-author 
of a book about the Franklin expedition. 
“But I think the results of last year’s expe-
dition speak for themselves. It’s so impor-
tant to our sovereignty in the Arctic and 
to our culture.”

At the same time Balsillie began 
marshaling support for the shipwreck 
quest, RIM was in deep trouble. In 2011 
its stock price lost 75 percent of its value. 
Apple’s iPhone had significantly eroded 
its share of the smartphone market, and 
some stockholders blamed Balsillie and 
his co-CEO, Mike Lazaridis, for failing to 
recognize that threat. Under mounting 
pressure,  Balsillie resigned in early 2012 
and sold all his shares. Canada’s National 
Post said  Balsillie had fallen from “hero 
to zero.”  

For about a year, he struggled to 
process it all. “You wonder if you’ve lost it,” 
he says. “You wonder if they’re right and 
you’re wrong. … I couldn’t make sense of 
the world.” And then last September, after 
six seasons trolling around Arctic waters, 
finding no trace of the Franklin ships, 
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cabin is sandwiched somewhere in the 
middle. Marc-André Bernier, the Parks 
Canada archeologist who is monitoring the 
divers’ video feeds, considers this a bless-
ing: Many of the cabin’s artifacts might be 
better preserved than those in parts of the 
ship that are more exposed. 

The divers don’t rush into the ship’s 
interior decks. They’ll return for a longer 
dive session in August. They have years to 
explore the wreck, if necessary. 

Finding the ship’s logs, which in the 
19th century were sometimes stored in 
wax-sealed canisters, could fill in details 
about the crew’s fate. 
If the divers find cred-
ible evidence that the 
Erebus was manned 
and actively piloted to 
the spot where it sank 
(written records or, 
perhaps, a steam pro-
peller positioned for 
use), then it’s possible 
to argue that the Frank-
lin expedition “com-
pleted” the Northwest 
Passage. Of course, 
Franklin himself would 
have been dead by then.

The spot where the 
Erebus rests almost con-
nects to a point on the 
 Adelaide Peninsula of 
the mainland of Canada, which Frank-
lin had charted—and had proven was 
connected by navigable waters to the 
Pacific—during his earlier expeditions.

The area of the Erebus wreck has 
already been declared a National His-
toric Site, and many involved in the 
search believe that if they can prove 
the ship discovered the passage, Cana-
dians will be driven to embrace the 
region as part of their heritage. Prime 
Minister Harper, who visited the site 
when it was found last fall, has used 
the shipwreck to appeal to a national-
istic strain of Arctic pride. “There is a nar-
rative in Canadian history and the public 
consciousness here that he has recog-
nized,” Byers says, “and he has quite delib-
erately tapped into that.”

About 1,400 people live in Cambridge  

Bay, which is Balsillie’s Arctic home base, 
and roughly 80 percent are Inuit. In the 
back of the local library, four Inuit com-
munity elders sit at a table snacking on 
crackers and grapes. Mary Avalak, 68, 
holds a grape and gives it a sour look. “We 
don’t really care for this at all,” she says. 

The women, all of them widows, agree 
they’d rather be eating polar bear. Or 
narwhal. Or musk ox. Or any of the other 
proteins they subsisted on as kids, when 

Balsillie believes sovereignty—and the 
economic development that he hopes will 
result from it—can benefit the Inuit, if the 
projects that come are developed with 
them in mind. He talks about the promise 
of sustainable technologies. Gasification 
machines that recycle garbage into fuel 
could help them reduce their dependence 
on hard-to-get diesel, he says. Local green-
houses could help reduce the premium 
prices charged for flown-in produce. 

But the projects Balsillie has in mind 
aren’t limited to the hyperlocal and 
uncontroversial. The day after the 

community dinner, he flies 
to Baffin Island, near the 
eastern entry to the North-
west Passage. There he and 
Newton tour the Baffinland 
iron mine, the most ambi-
tious commercial undertak-
ing to date in the Canadian 
Arctic. Back in 2011, when 
global iron ore prices surged 
amid a Chinese building 
boom,  Luxembourg-based 
ArcelorMittal, the world’s 
largest steelmaking company, 
announced it would spend 
more than $4 billion on the 
mine. Local officials esti-
mated the project would 
add $5 billion in tax revenue 
to the region and triple its 

annual gross domestic product growth.
Balsillie points to the mine, which 

became operational last year, as an 
example of the kind of development that 
his brand of nation building can encour-
age. But it also represents some of the 
ways history can work against it. Tom 
Paddon, the president and CEO of the 
mine, told Balsillie he hopes to increase 
production from 3.5 million tons a year to 
more than 20 million tons. To do that, Baf-
finland would need to use icebreaker ships 
to haul loads out of its port for 10 months 
of the year, not just during the ice-free 
summer months. The Nunavut Planning 
Commission, made up of members of the 
Inuit-majority local communities, rejected 
that proposal in early April. The same jus-
tification the Canadian government had 
given to the relocated Inuit in the 1950s 
was thrown back at the mine: The request 
was denied to preserve traditions threat-
ened by development. 

Balsillie thinks there’s still room for 
compromise. “I’m just bringing people 
together,” he says. “Then they can work 
things out among themselves.” That was 
the philosophy he followed when he 
brought all the different agencies together 
for the Erebus search, he says. Maybe 
someday the approach will pay off on a 
larger scale across the Arctic. �

they lived out “on the land.” But time has 
marched on. Too many people have moved 
to town, they say. There’s too much drink-
ing, too many drugs. The hunting and 
fishing aren’t what they used to be. The 
groceries are too expensive. Good jobs are 
hard to find. 

A commonly prescribed remedy for 
these ills is a return to Inuit traditions, 
and the day after his plunge into the ice, 
 Balsillie throws Cambridge Bay a free 
dinner celebrating the local culture. 
All four widows, plus about 
200 more people, dig into 

a traditional buffet 
of Arctic char and 
musk ox. Local per-
formers demon-
strate throat-singing 
and dancing. In the 
background, pho-
tographs from the 
Erebus dive site 
flash across a big 
screen. Balsillie 
and Rear Admiral 
N e w t o n ,  w h o 
 accompanies him 

on this trip, mingle and talk about Cana-
dian sovereignty. They say the Franklin 
discovery is already strengthening the gov-
ernment’s presence in the Arctic. 

Canadian sovereignty, economic devel-
opment, and Inuit culture are a volatile 
mix. In the 1950s the government relocated 
hundreds of Inuit to the northern Arctic 
to establish the continent’s most north-
erly permanent settlements. The relocated 
families struggled to survive. The govern-
ment justified the move by saying it was 
done to protect Inuit traditions. In a lawsuit 
filed against the government, the Inuit 
described the relocation as an attempt by 
Canada, at the height of the Cold War, “to 
assert its sovereignty over the Arctic islands 
and surrounding area.”

“ I  t h i n k  t h e 
results of last 
year’s expedi-
tion speak for 
themselves. It’s 
so important to 
our sovereignty 
in the Arctic”

Divers from Parks Canada 

and the navy at the site of 

the Erebus wreck









n the early morning hours last 
Christmas Day, the wine cellar 

door at Thomas Keller’s French 
Laundry was pried 

open with a crowbar. 
The Napa Valley restau-
rant has three Michelin 
stars, a wine list with 

bottles that cost more 
than most people’s cars, 
and an  extensive  security 
system that had been con-
veniently disabled. Even 
more conveniently, the res-
taurant had just closed for 
 remodeling and wouldn’t 
reopen for months,  allowing for a  leisurely 
perusal of the cellar’s offerings. Not that 
the intruders— investigators would deter-
mine there were probably more than one—
needed much time. They knew exactly 
what they wanted: 76 bottles of wine worth 
a collective $300,000. They took a little 
Dom  Pérignon, some cabernet sauvignon 
from the Napa Valley estate Screaming 
Eagle, and 63 bottles of Domaine de la 
Romanée-Conti, one of the most coveted—
and  expensive—French pinot noirs being 
made today. DRC, as collectors like to call 
it, runs as much as $25,000 a bottle. The 
thieves left without touching anything else. 
The French Laundry didn’t realize what 
happened until an  employee stopped by 
the following day.

That night, an hour south, someone 
also tried, for the second night in a row, 
to break into Prima, a restaurant and wine 
store in Walnut Creek, a bedroom commu-
nity for Oakland and San  Francisco com-
muters. Prima had been targeted twice 
before. In February 2013, thieves entered 
its storage room through a skylight and 
relieved the restaurant of tens of thou-
sands of dollars’ worth of rare Bordeaux 
and  Burgundy wines. They  returned a few 
months later for the restaurant’s DRC, but 
by then Prima had  installed a better 
alarm system. They dropped 
through a skylight, set off a motion 
detector, and ran away, leaving a 
ladder behind. On Christmas, they 
failed again—Prima’s alarm went off 
before they even got in the door.

At first, says Prima co-owner John 
Rittmaster,  “I didn’t know this was a 
regular thing. I thought it was only 
happening to us.” But after the second 
break-in, he started asking around. 
The Plumed Horse, a Michelin-starred 
restaurant in  Saratoga, one hour south, 
had also been robbed of tens of thou-
sands of dollars in old  Bordeaux and 
 Burgundy. It was a theft so  specific 
that only a wine collector could 
 appreciate it. Redd, an elegant  California 
restaurant just half a mile down the road 
from the French Laundry, had 24 bottles 
pilfered from its cellar in January 2014. At 

Redd, someone had smashed a window 
and walked right in. “This is not Ocean’s 
Eleven,” Rittmaster says. “They’re not 

crawling under laser beams 
or anything. They’re using 
sledgehammers and crow-
bars. But they know what wine 
they want. This is wine stolen 
to order.”

The FBI thinks so, too. The 
agency’s San Francisco bureau 
has been tracking the crimes for 
similarities. The thefts usually 
occur over a holiday, when the 
 targeted restaurant is closed. Only 
certain types of wine are taken—

usually French or Californian, priced at 
thousands of dollars a bottle. The most 
 commonly stolen wine is DRC. Part of 
the allure is its  scarcity; the French estate 
makes only a few thousand cases a year 
and sells them to the U.S. through one 
 importer, Wilson Daniels, which in turn 
sells only to restaurants and retailers that 
it considers worthy of the grapes. 

The other part of DRC’s allure is that it 
really is that good. It’s a subtler,  velvetier, 
richer wine than its California counter-
parts, with a bouquet that unfolds like 
a flower as it oxidizes. People become 
overwhelmed when they drink it. One 
critic compared it to listening to classical 
music; another once mused that if Ebola 
ever became airborne and he felt the 
end was nigh, the last thing he wanted 
to  experience was a bottle of DRC. “It’s 
poetry. Art. Music. Am I going over the 
top?” says Kevin Zraly, founder of the 
Windows on the World Wine School in 
New York. “I don’t think there’s any 
wine in the world that can beat it.”

Melissa Vanek, the FBI investi-
gator working the case, declined to 
be  interviewed for this article; it’s 

against FBI policy to discuss open inves-
tigations. And this case is still open. 

A wine theft is notoriously hard to 
 investigate. It’s often compared to an art 
heist, because once a bottle is stolen it 
usually makes its way through a series of 
black market dealers before winding up 
in somebody’s private collection, where it 
remains unseen for years. But unlike art, 
if stolen wine does resurface, it’s difficult 
to prove what it is or where it came from. 

“Diamonds are easier to trace than 
wine,” says Jason Hernandez, a former U.S. 
attorney who prosecuted one of the largest 
wine counterfeiting cases in 2013. “Even 
if you’re looking at something like a 1982 
Château Lafite,” he says, referring to what 
oenophiles consider one of the best wines 
in the world from one of the best years, 
“they made 20,000 cases of that wine. How 
do you tell one bottle from the next?”

The answer is: 
You call Maureen Downey.

A few weeks after the French Laundry’s 
wine went missing, Downey got a call from 

Vanek asking if she knew where 
it could be. Downey 
knew about the break-

in, of course—unlike the 
other restaurants, the French 

Laundry’s heist had been covered 
by the national news—and the first 
thing she told Vanek was that given 
the amount of attention Keller’s 

name had brought to the case, the 
wine wouldn’t be easy to sell unless a 

buyer had been lined up ahead of time. 
Downey was used to talking to the 

FBI. The agency called whenever it had a 
wine-related case, usually for  information 
on the industry’s inner workings. She’d 
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helped Vanek on a number of cases over 
the years, including one a few months 
earlier against the owner of an online wine 
auction company who was found guilty 
of  embezzling $500,000 from his clients. 
“I thought it was going to be an informa-
tional interview, them picking my brain,” 
she says, “but the more we talked about 
the French Laundry, it became  apparent 
that it might be connected to this series of 
other thefts.”

Downey trained as a  sommelier 
before becoming a part-time wine fraud 
investigator. For the past 10 years she 
has been on a  one-woman crusade to 
rid the wine industry of counterfeit and 
stolen wine. And there’s a lot of it out 
there. The French newspaper Sud Ouest 
 estimates that 20 percent of wine sold in 
the world is either fake or stolen; Wine 
Spectator puts it at around 5 percent. 
“How rampant is it? I don’t think anyone 
knows for sure,” says wine critic Robert 
Parker. “But it’s pretty easy to make a 
good fake label and put it on a bottle of 
really cheap wine. Unless someone like 
Maureen comes along and identifies it.”

Wine detective is not a full-time job. 
Downey has served as the expert in 
several civil trials, including one brought 
by William Koch, brother to David and 
Charles, against Silicon Valley entrepre-
neur Eric Greenberg who’d sold Koch 
counterfeit bottles. Greenberg claims 
he thought the wine was legit; Koch won 
$711,000 in damages. For this, Downey 
charges $500 per hour. Mostly, though, 
she keeps busy with her boutique wine 
collecting service, Chai Consulting. She 
 appraises collections and lots for sale, 
 authenticates the  provenance of wines, 
and helps novices start a first-rate cellar.

Downey, 43, grew up in Silicon Valley 
and didn’t discover wine until college, 
thanks to a French boyfriend and a tour 
through Champagne and  Burgundy. 
After graduating from Boston Univer-
sity, she ditched the boyfriend and 
studied to be a master sommelier, but a 
sprained ankle kept her from complet-
ing the service portion of the final exam. 
Even so, she moved to New York to be 
a manager at Tavern on the Green in 
1996. It was a swift rise for such a young 
woman, but Downey was blessed with a 
quick memory and an  unusually sensi-
tive palate that made it possible for her to 
discern subtleties that other people just 
didn’t notice. She worked at Lespinasse 
and Lidia  Bastianich’s Felidia, then aban-
doned restaurants for retail wine in 2000, 
when she started managing auctions at 
the New York wine shop Morrell. Her job 
was to research, catalog, and authenticate 
all the wine that Morrell bought or sold. 

“Maureen came to us right in the 
 beginning, when people were starting to 
talk about fraud,” says Roberta Morrell, 

president of Morrell. “She’s tough, she’s 
smart. There aren’t many women in this 
industry, but I’m not surprised she’s the 
one at the top.”

Downey has a round face and blond 
hair that falls in waves around her shoul-
ders. Her husky voice and a propensity 
to swear gives her that easygoing, one-
of-the-guys  attitude exuded by women 
who’ve grown up with a lot of brothers, 
(she has two). But ask her about one of 
her fraud cases, and she’ll lean forward, 
narrow her eyes, and talk with the urgency 
of someone who feels she’s been wronged. 
“She’s unflinchingly honest,” Morrell says. 
With Downey, you get the sense that she’s 
not solving crimes out of some desire to 
protect wealthy collectors, but from a 
deep-seated indignation that someone is 
cheating and getting away with it.

“One day this fax came in about some 
wine we were selling at Morrell, this 
Château Gruaud-Larose 1945,” she says. 
“This guy was asking all these questions 
about the wine, like, ‘On the top right 
corner of the label, are there any mark-
ings?’ Then he wanted pictures.” Downey 
was photographing bottles and making her 
 observations when her boss asked what 
she was doing. “I said I was taking pic-
tures for a potential buyer, a man named 
Hardy Rodenstock. He said, ‘Oh. You know 
they say he’s a  counterfeiter.’ ” She’d never 
heard of wine counterfeiting before.

A German wine collector, Rodenstock 
made a name for himself in the 1980s 
by lucking into an astonishing discov-
ery of 18th century wine that he claimed 
had been owned by Thomas Jefferson. 
That is, until the wine in one of Jeffer-
son’s bottles was carbon dated to 1962 
or later. Bill Koch had bought four Jef-
ferson bottles for $500,000; he won 
$622,000 in damages from Rodenstock in 
2010 in a default judgment (when Roden-
stock failed to appear in court). In 1992 a 
German court also found him liable for 
selling mislabeled wine. Rodenstock, 
who has never admitted to any charges 
against him, is the subject of the book 
The Billionaire’s Vinegar, which Matthew 
McConaughey plans to turn into a movie. 
“I can kind of credit Hardy Rodenstock 
for teaching me how to have the eye for 
fakes,” says Downey. “I started looking 
at bottles a little differently after that.” 

When she did, she noticed inconsis-
tencies. Labels would be printed differ-
ently. Bottles would be the wrong color of 
glass. One day she held a bottle of Petrus, 
a high-priced Bordeaux, only to find it 
lighter, and its glass thinner, than other 
Petrus bottles she’d  inspected before. 
“I didn’t find stuff like that every day. 
But it happened more often than you’d 
think,” she says. 

Downey developed a knack for nitpicky 
details found in the information printed 

on the bottles. French wine is subject 
to all sorts of laws; bottle sizes must be 
 engraved on the glass, not just printed 
on the labels, and once a château’s owner 
dies, the  company’s structure changes. 
“It’s the equivalent of a company going 
from a sole proprietorship to an LLC,” 
Downey says. “I started keeping a little 
binder of what was made when, when laws 
changed, when châteaus changed, and I’d 
know—they weren’t yet an LLC.”

She focused on wine fraud as coun-
terfeits flooded the market. Prices were 
soaring—from 2002 to 2011 the global wine 
auction market more than quadrupled, 
driven largely by newly rich wine novices 
in the U.S. and Asia. “Before wine took off, 
I used to be able to buy a bottle of Lafite 
Rothschild for $20,” says Zraly of Windows 
on the World. “Now you can’t get it for 
under $2,000.” The image of a crusty oeno-
phile in a smoking jacket swirling a glass of 
Bordeaux had been  replaced by Wall Street 
types who favored flashy cars and suits and 
the priciest wine they could find. “With 
money comes fraud,” says Zraly. “There’s 
always going to be someone who thinks 
they can beat the system.”

By 2002, Downey was working at 
Zachys Wine & Liquor, one of the largest 
wine auction houses in the world, authen-
ticating bottles at auction. She worked 
 directly with clients—or potential clients—
including an Indonesia-born wine collec-
tor named Rudy Kurniawan. That year, 
Kurniawan asked Downey to sell a collec-
tion of 1940s and ’50s vintage wines from 
Pomerol, a small wine-growing region 
east of Bordeaux, but he couldn’t explain 
where the wine had come from. Downey 
told him she couldn’t sell it. 

Instead, Kurniawan used other auction 
houses, most often Acker Merrall & Condit 
in New York. In 2006 he sold $35 million 
worth of wine at two Acker auctions. Mean-
while, Downey became increasingly sus-
picious of his wine and told  everyone she 
could that Kurniawan couldn’t be trusted. 
“She kept saying fraud was rampant,” 
says wine critic Parker. “The problem 
was that these buyers were very success-
ful people, and they didn’t like the idea 
that they’d been duped.” Last year, Acker 
sold $62 million in wine at auction. Acker 
Chief Executive Officer John Kapon didn’t 
respond to repeated interview  requests.

In 2005, Downey, who by then had 
moved to San Francisco, started Chai Con-
sulting. Today she has six employees and 
about 40 clients, ranging from the owner 
of the largest U.S. wholesale grocer to an 
original Twitter  engineer. The company 
brings in about $90,000 a month. 

Downey was several years into her work 
at Chai when Kurniawan was caught selling 
counterfeit wine at a 2008 Acker auction. 
The U.S. Department of Justice started 
investigating him for fraud and turned 
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to Downey for help. “I needed someone 
who could tell me the features of what I 
was looking for with wine,” says Hernan-
dez, the former U.S.  attorney who worked 
the case. “Maureen knows what she’s 
doing.” When the FBI raided  Kurniawan’s 
house they found empty bottles, corks, and 
fake wine labels in varying stages of cre-
ation. Downey helped  Hernandez make 
sense of what they’d found. “How did this 
water stain get on a rounded wine label?” 
she asks. “You can’t cause water to pool on 
a cylindrical surface. It would have to have 
happened when the label was flat … when 
you were trying to make it look aged.” She 
taught him what a Cheval Blanc label looks 
like, when France’s appellation laws were 
enacted, and how to tell a properly aged 
bottle from a fake one.

In 2013, Kurniawan was found guilty 
of counterfeiting wine and sentenced 
to 10 years in prison. Downey provided 
expert testimony during the sentencing 
phase. Before his arrest,  Kurniawan sold 
an estimated $130 million worth of wine, 
and his bottles, sold and resold, are dis-
persed all over the world. 

“He really cast doubt on the whole 
fine wine industry,” says Bartholomew 
Broadbent, son of Michael Broadbent, 
who spent decades as director of Chris-
tie’s wine auctions and had sold several 
of Kurniawan’s so-called Thomas Jefferson 
bottles. “People stopped trusting auction 
houses.” In the years after his arrest, the 
global auction market shrank as much as 
20 percent. But the Kurniawan case might 
help the FBI figure out who’s stealing San 
Francisco’s wine. 

In mid-January, less than a month after 
the French Laundry’s wine went missing, 
Brian Walker, a lawyer in Greensboro, N.C., 
called the Napa County Sheriff’s office and 
told them he had an anonymous client who 
knew where to find it. According to Walker, 
his client had purchased the wine from 
a broker he’d worked with before, only 
to find out from news articles that it had 
been stolen from the French Laundry. “I 
do know how they came to possess the 
wine,” Walker says. “But I can’t say what 
that is.” Four deputies flew from Napa 
to North Carolina and found all but four 
bottles of the French Laundry’s wine 
sitting in Walker’s law office. Walker says 
he doesn’t know what happened to the 
other four; his client never had them and 
assumes they’ve already been drunk.

The Napa detectives knew it was French 
Laundry wine because the restaurant gave 
them a list of the serial numbers by which 
each bottle could be identified. In the mid-
2000s, as Rodenstock’s trials were under 
way and people in the wine  industry grew 
suspicious of Kurniawan, some high-end 
wineries began printing serial numbers and 
adding other  traceable  features on their 

bottles so customers could tell the real stuff 
from the fake.

Screaming Eagle, for example, uses 
something called Bubble Tag, or a cus-
tomized seal that contains a pattern 
of air bubbles—each one as unique as 
a  fingerprint—that verifies a bottle’s 
 authenticity. DRC goes one step further 
and requires anyone who sells its wine to 
track exactly where it goes. “You have to 
write down the numbers of all the DRC 
bottles and who bought them,” explains 
Rob  Renteria, the former wine director 
of Redd, one of the restaurants that was 
broken into. Other restaurants’ missing 
wine hasn’t been quite so easily traceable. 
Prima’s Bordeaux and Burgundy bottles 
were still packed in cases when they were 
stolen; even if they’d had serial numbers, 
no one at the restaurant would have both-
ered to write them down. But the French 
Laundry loot could be  identified.

Still, San Francisco’s wine mystery is 
far from solved. Downey says investiga-
tors are starting to look beyond the Bay 
Area to other West Coast thefts done in a 
similar style (over a holiday, with crude 
materials). She’s become particularly 
 interested in something that happened 
more than a year ago in Seattle.

On Thanksgiving Day 2013, two men 
broke into a Seattle wine warehouse, dis-
abled the motion  detectors,  spray-painted 
over its  security cameras, and made off 
with $650,000 worth of wine, more than 
twice what was taken from the French 
Laundry. Before they left, one of the men 
purposefully cut a gas line in hopes of 
causing an explosion. Thanks to security 
footage from a camera they hadn’t noticed, 
the thieves were caught and are serving 
a collective 14 years in prison. The men 
weren’t  experienced wine sellers. Downey 
remains focused on who’d agreed to pur-
chase their haul—maybe they’ll be able to 
explain what’s happening in San Francisco.

In Greensboro, Walker says he has yet 
to be contacted by the FBI, and until threat-
ened with a lawsuit or criminal charge, 
his client will remain anonymous. He also 
 declines to say why his client  forfeited the 
wine. “This isn’t a large town. When you 
come up with a list of people who have a 
keen interest in wine and then narrow it 
down to those with enough money to buy 
this, only a few names come up,” says Greg 
Brooks, a Greensboro private investigator 
who’s quietly been trying to figure out the 
identity of Walker’s client. Brooks says he 
doesn’t have a client, and that the word 
around town is that the entire $300,000 
lot of stolen wine sold for about $80,000. 
Downey, meanwhile, is trying to figure out 
who sold it to the North Carolinian. “So 
much of this wine has been sold through 
otherwise reputable sources, and none of 
them have gotten in trouble,” she says. 
“But one day that will change.” �

Tasting notes for bottles  
taken from the French Laundry

2006 Domaine de la 

Romanée-Conti St. Vivant 
“Sexy, highly perfumed 
nose offers red fruits, 
cocoa powder, and earth. 
Dense and sappy, showing 
more energy and cut 
today than the Grands-
Echezeaux.” 
—Steve Tanzer’s 
International Wine Cellar

2004 Moët & Chandon 

Champagne Brut  

“Dom Pérignon”   

For those who found the 
2003 “too exuberant,” 
these $150 bottles of 
bub “will remain relatively 
bright and linear” until 
2029, offering a “chiseled 
saline note [to] support 
the crystalline finish.” 
—Antonio Galloni, 

Vinous Media

2010 Screaming Eagle  

Cabernet Sauvignon

“Crushed rocks, graphite, 
menthol, plums, black 
cherries and mint all jump 
from the glass. … Rain 
in spring caused a poor 
set, which lowered yields 
dramatically, intensifying 
all of the sensations in the 
glass.”  
—Robert Parker, quoted 

on Cultwine.com

2005 Domaine de la 

Romanée-Conti  

“La Tâche” 

“Finishes with 
wonderfully broad, 
ripe tannins … all the 
elements are in place 
to make a monumental 
bottle.”
—Tanzer

2001 Domaine de 

la Romanée-Conti 

Romanée-Conti 

This bottle, which fetches 
$18,500 or more, is 
“seamless. ...  It is as it were 
a perfect sphere with a 
haunting finish that I could 
taste hours later.”  
—Allen Meadows, 

Burghound

64





Did you know that each person needs 

20-50 liters
of fresh water a day to meet their basic needs  

for drinking, cooking and cleaning?  *  

NATURE 

HYDR ATES

By preserving and restoring essential lands upstream, we help strengthen 
the natural flow, filtration and regulation of watersheds that supply 
drinking water to people across Latin America, North America and Africa.
 
How can you help meet nature’s needs? Learn by visiting nature.org. 

* World Water Assessment Programme (WWAP)



The Jingle Punks make millions writing 

music for commercials, reality TV, and 

“literally anything” that needs a tune 

Photographs 
by Adam Kremer

By Claire 

Suddath
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I
n a beige soundproof room not much bigger than a closet, 
Gabriel Kirshoff sits in front of a keyboard, plinking out 
a pop-rock tune. It’s cheerful and swelling, with benign 
radio appeal that makes it sound familiar, if a bit boring, 
like something from Fall Out Boy. That’s what Kirshoff is 
going for. He’s not trying to write a hit, just something 

that will make people buy laundry detergent. Or eat a hamburger. 
Or upgrade their cell phone plan. “I don’t know who’ll end up 
using this song,” he says.

Kirshoff, 23, is a songwriter for the commercial music company 
Jingle Punks. He sits in the windowless booth in New York for eight 
hours a day—“It’s OK, I have a sunlamp,” he says with a shrug— 
composing tunes in genres includ-
ing electronic dance music (EDM) 
and classical symphony for ads, 
films, and TV shows. Two of Jingle 
Punks’ other songwriters record 
in identical cubbies next to him. 
Sometimes they write tunes for 
a specific client, but they usually 
just feed their work into Jingle 
Punks’ library of prerecorded 
tracks that anyone can license.

The songs are approved by 
Jingle Punks’ co-founder Jared 
Gutstadt, 37, a former televi-
sion editor at MTV. Then they’re 
uploaded into the Jingle Player, 
a searchable music database 
created by Dan Demole, 36, 
a former software engineer 
who’s the other  co-founder. 
Their part-Spotify, part-Tin Pan 
Alley approach has turned the 
seven-year-old company into 
the world’s top commercial 
music publishing organization. 
With more than 60 employ-
ees (including 17 in-house song-
writers), hundreds of freelance 
composers, and offices in Los 
Angeles, Nashville, New York, 
and Toronto, Jingle Punks grew 
from $5 million in revenue in 2011 
to more than $18 million last year. 

In April, Gutstadt and Demole sold Jingle 
Punks for an undisclosed amount to Ole, a 
Canadian company that handles international 
publishing rights to $400 million worth of 
music, including much of the Sony Pictures 
Entertainment catalog. Ole’s tracks were all 
added to the database, too, which now has 
more than 500,000 songs. Whether you need 
a string quartet for your Father’s Day commer-
cial or a hip-hop beat to sell a sneaker, Jingle 
Punks has you covered.

Fees can start at $500 for a company’s internal office video 
and reach $100,000 for a national Wal-Mart Stores commercial. 
Jingle Punks splits royalty payments evenly with individual song-
writers. Most musicians don’t get the big Wal-Mart checks, but if 
they record enough tracks and get them placed in enough spots, 
the royalties add up. “It’s not usually enough to live on, but it’s 
a nice chunk of change,” says Lukas Kaiser, a creative director 

at Viacom who made $26,000 in royalties last year off songs he 
wrote in 2008.

For much higher fees, the company does custom commis-
sions. In 2011, Meow Mix conducted a survey and found more 
people knew the tune to its 1970s jingle than the national anthem, 
even though it hadn’t used the song in commercials since 1996. 
Last year it hired Jingle Punks to record pop, country, EDM, and 
acoustic versions of the song to air online. “We thought it was 
the perfect time to bring the iconic jingle back,” says Miranda Lo, 
Meow Mix’s senior brand manager.

“I really think there’s an opportunity to do jingles again,” says 
Linda Kaplan Thaler, chairman of the advertising agency Publicis 

Kaplan Thaler. “All it takes is a few 
brave souls to say, ‘We’re going 
to sell soda—or whatever—with a 
tune that has the name of the soda 
in it.’ ” Thaler would know: She 
wrote “I don’t wanna grow up/I’m 
a Toys ‘R’ Us kid.” So would Jingle 
Punks. Along with Meow Mix, the 
company has had many requests 
for original songs. In 2013 it per-
suaded B-list rapper Chiddy Bang 
to record rhymes about Nabisco’s 
Oreo (sample lyric: “It’s just a 
little sandwich cookie, and it’s 
wonder-filled”).

Since the dawn of radio broad-
casting in the 1920s, companies 
have advertised their products 
with catchy ditties designed to 
burrow into the subconscious. But 
when MTV put music on televi-
sion in the ’80s, those sounded 
dated and lame compared with 
contemporary hits. “Then Michael 
Jackson did a commercial for 
PepsiCo, and that’s all companies 
wanted—real celebrities, popular 
music,” says Timothy Taylor, pro-
fessor of ethnomusicology at the 
University of California at Los 
Angeles, who studies how music 
is used to sell products. 

By the mid-’90s, the jingle was 
all but dead, replaced with licensed songs 
by big-name artists. The Rolling Stones 
shilled for Windows 95; U2 sold iPods. Then 
came songs that just sounded like hits but 
weren’t. “You could pay $50,000 to license 
a famous rock band’s song, or you could get 
someone to copy them for $5,000,” Taylor 
says. “The rock band is cool, but the sound-
alike is cheaper.” (As long as the song isn’t 
a direct copy, it’s perfectly legal.)

This mimic trend gave Gutstadt the idea for Jingle Punks. In 
2007 he was working on a Howard Stern special when a producer 
asked him for music that “sounded like a Quentin Tarantino 
film.” Gutstadt knew what the guy meant—retro, with just a 
hint of malice—but he didn’t know how to find it, so he made 
something himself. A year later, Gutstadt met Demole at a Black 
Keys concert and, after several drinks, persuaded him to build 
a streaming database.

Etc. Advertising
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Demole, and Jesse 

Korwin, a Jingle Punks 

vice president
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Etc.

The next day, hung over and not sure what they’d agreed 
to, the two men hashed out a business plan. There would be 
a directory where you could type in cultural phrases—Pulp 
Fiction, say, or Prince—and sample dozens of tunes that evoke 
the motif. Jingle Punks started out of Gutstadt’s studio apart-
ment in 2008 with a few dozen tracks written by musicians he 
knew. “We were recording songs in front of everyone,” says 
Jeff Peters, 28, one of the first songwriters. “It’d be like, ‘OK, 
be quiet everyone, I have to do a tambourine solo!’ ” Their 
first client was Bravo’s The Real Housewives of Atlanta, only 
because Gutstadt knew one of the show’s producers from his 
days in television. 

Today the company is headquartered in a Tribeca loft 
crowded with midcentury coffee tables and bar carts stocked 
with bourbon. There’s a sign outside Gutstadt’s office: “You 
are now entering the Imagination Dojo,” which he explains 
“is literally just there because it’s funny.” He’d also “literally 
just gotten divorced” when he met his current wife, was “lit-
erally delusional” about how to start a company, and prom-
ises to make music “for literally anything.” He’s long-haired, 
prone to wearing ridiculous hats, and despite his love affair 
with “literally,” has the charisma of a  fast-wheeling salesman.

Thanks to Gutstadt’s MTV connections, Jingle Punks racked 
up television clients right away. Most major networks now 
pay a blanket fee starting at $40,000 a year for access to the 
Jingle Player. They use the stock melodies as intro music or 
background filler for shows ranging from the serious (FX’s The 
Americans) to the silly (the entire Real Housewives franchise). 

Madison Avenue proved harder to woo. “Ad agencies 
wouldn’t take meetings with us, so we were like, ‘How about 
if we give you an orchestral concert at lunch?’ ” Gutstadt says. In 
2010 he and a few songwriters went from agency to agency, per-
forming classical versions of grunge and indie rock songs under 
the name Jingle Punks Hipster Orchestra. “Then we passed 
out cards afterwards.” It worked: BMW, Fandango, Smirnoff, 
and Vaseline have since used Jingle Punks in their commer-
cials. (Bloomberg LP, the owner of Bloomberg Businessweek, 
has also been a client.)

By letting companies browse for their own music, the team 
gets insight into changing tastes. The most popular search 
terms are appallingly conventional. Coldplay, Katy Perry, and 
U2 are tops right now. “You’d think they’d be better at trend 
spotting, but it’s literally kind of vanilla,” Gutstadt says. “Black 
Eyed Peas gets searched about 150 times a month. When was 
the last time they released an album?”

After the sale to Ole, Jingle Punks’ clients now have gained 
access to thousands more songs, all by signed recording artists. 
Gutstadt hopes he can get some pro musicians to work on 
custom  commissions, too, after persuading Lynyrd Skynyrd 
to record the theme for Pawn Stars two years ago. Demole 
recently had to upgrade the security software because Ole 
controls Taylor Swift’s music, so they’re always fending off 
hackers looking to leak her tracks. 

The record label connection has also given Jingle Punks an 
opportunity to try its hand at popular music. This summer the 
company will release an album by Jelly Roll, a  country-rap star 
from Nashville whose first brush with commercial music came 
after Waffle House sued him for naming an album after the 
 restaurant chain. Jingle Punks’ musicians are doubling as Jelly 
Roll’s backing band on tour, and, of course, there’s ad poten-
tial. He’s already licensed a song called Sunday Morning to the 
NFL Network. “It literally has ‘Sunday’ in the title,” Gutstadt 
says. “What could be a more perfect NFL song than that?” �

In 2014, Chicago ad agency FCB hired Jingle Punks 

to record four songs in different genres for its 

Meow Mix campaign. Below, Gutstadt annotates  

the lyrics for the country version.

The goal: make fun of “bro country”

The online-only video features a man singing 

romantically to his cat

Generic statement No. 1 

about a blue-collar man

“We wanted it to feel like a truck commercial”

A composer 

wrote twangy 

music, then 

songwriters 

matched up 

lyrics

Memphis musician J.R. Moore recorded it at home

The team spent a lot of 

time in Nashville, so “it was 

easy to write something 

this stupid”

In the video, the cat-loving man 

bales hay and leads a horse

YouTube fans 

have asked 

them to put 

the song on 

Spotify
“We were going for that ridiculous 

Florida Georgia Line vibe”

 Fortunately, Meow Mix has a sense of humor

Mandatory: name-drop 

the product

“I’m pretty proud of 

this part”

All the new jingles 

have the “meow 

meow meow meow” 

at some point
The original Meow Mix theme was written in 1970

“We get to the iconic jingle and bring it all back home”

“We wanted to give pop country 

its Spinal Tap moment”

Generic statement No. 2 about a blue-collar man

The cat is introduced here

He’s a hard working man with a lot  

on his plate

Driving long hours back and forth  

on the highway

But when he gets home in the late 

afternoon

He knows just what he wants to do

 

After a long day being on his feet

There’s only one thing that makes  

him feel happy

Going home to feed his cat 

Cause you know that’s where the party’s at

       

A quiet night at home, a dinner for two

The phone keeps ringing but we’re  

not moving 

Here, kitty kitty. Yeah, that’s right

We’re going to Meow Mix it up tonight

 

Meow meow meow meow

Meow meow meow meow

Meow meow meow meow

Meow meow meow meow 



SPRING-CLEAN YOUR SHOES

The Mailman  

as Shoe 

Repairman

It’s about time for a postwinter polish up. Here’s how to find a great cobbler, restore leather 
yourself, keep sneakers pristine, and choose the tools you’ll need. By Jason Chen

Damaged leather
The worn-away area was 

filled with gray varnish. It’s 
still slightly noticeable.

A creased vamp 
Lines like these are hard 

to remove. Shoe trees 
could’ve prevented them 

from setting in.

Worn-in soles
They added a fresh 

leather outsole, which 
felt too slippery at first 
but was much-needed.

Dirt and gunk 
A few coats of neutral 
polish burnished the 

toe while giving it a nice 
patina. Not too shiny.

Getting shoes fixed is never convenient. You 
gotta lug them to work, run out at lunch, find 
a place, then wait around. Cobbler Concierge, 
a new online service, has a better way. The 
company sends you a box (holding up to 
five per order) with return postage for easy 
shipping. You scribble some notes about 
problem areas, and the shoes all get renovated 
at a Queens, N.Y., workshop before landing 
back on your doorstep a few days later. This 
works surprisingly great, though the flat rates 
aren’t cheap: Women’s are $40, and men’s are 
$80. So it’s best if they’re truly messed 
up, like the two we tested here. 
cobblerconcierge.com

 

Broken heels
Gashes at the heel were 
excellently eliminated. 
The repairer also put a 
rubber grip pad under 

the front.

Scuffed suede
The black material 
looks much better 
but not quite good 

as new.
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Etc.Maintenance

Make Your Pairs Last for Decades

In Praise of 

Rubber Soles

Can’t I Fix Them Myself?

Keep Those 

Sneakers White

Container Store cedar shoe trees
A lifesaver, actually: They help men’s and 

women’s styles retain their shape as the wood 
absorbs unwanted moisture and odor. 

$20; containerstore.com

Brooks Brothers shoehorn
An extra-long, premium model allows you to easily  

slip into and preserve the heel of your oxfords 
without pulling a muscle. $68; brooksbrothers.com

Meltonian water/ 
stain repellent

It doesn’t completely 
stainproof, but two 

applications will provide 
an invisible layer  

of defense against most 
marks. $9; amazon.com

Why do you mostly 
make rubber-
soled men’s and 
women’s shoes?
It started because I was 
looking for the perfect 
white buck and couldn’t 
find one I wanted, with 
a rubber sole that’s 
super lightweight and 
wears in nicely. I just 
decided to create my 
own, and it took off.

What makes a rubber 
sole better than 
leather for spring? 
Leather soles can be 

slippery when wet, 
but rubber doesn’t 
have that problem. 
Plus, many of them 
look like leather from 
the side. Rubber also 
breaks in much faster 
and is comfortable 
right from the get-go.

How do you take care 
of them?
You shouldn’t be 
wearing the same shoes 
every day. You need to 
have a few in rotation—
whether you’re a man 
in brogues and loafers 

or a woman in heels 
and flats—so you’re 
not wearing them 
more than, say, twice 
a week. The rubber 
soles are meant to 
wear down, though. 

And once they get 
misshapen? 
You just have to go to 
a repair shop. Most 
good ones have rubber. 
You can add it to any 
shoe you already own.

Ask for the menu. A good one offers resoling, 
reheeling, polishing, and cleaning. The truly 
capable can stretch shoes, recolor damaged 
leather, and create longer straps. The more 

services offered, the more skilled he is.

Test him. Say you want to get rid of a stain. Ask 
what he thinks. Make sure he gives you a realistic 

appraisal. If he barely looks at your heels but 
promises they’ll be like new, move on.

Look behind the counter. Notice how he 
handles the products. Is he storing shoes in boxes? 

Wrapping them when they’re done? Keeping his 
hands clean? All are key.

Saphir shoe polish 
Apply with an old T-shirt 
or rag, then buff with a 

horsehair brush to clean 
leather. The natural shade 

works best for all but 
black shoes.

$11; amazon.com

Sneaker fanatics don’t clean their Yeezys with 
soap and water. They go see Jason Markk in Los 

Angeles. He offers a roster of services that include 
washing the upper, the laces, the undersole, even 
the sweat-stained inside. Not on the West Coast? 

Markk sells all his products online, including 
the signature cleaning fluid ($18), which is made 

of nondamaging, biodegradable ingredients. 
jasonmarkk.com

 

Seven necessities to build an at-home tool kit

Shoe designer Mark McNairy on 
nabbing the most comfortable pairs

A co-ed guide from David Mesquita, vice president for 
New York’s Leather Spa

A culty L.A. emporium sells 
its products worldwide

Water & Stain 
Protector

SAPHIR

MEDAILLE  D’OR  1925 
PARIS

How to Find 
the Best Cobbler

Allen Edmonds

Alle
n Edmonds

Allen Edmonds  
shoe bags

Keep shoes in felt 
or cotton when you 

travel to protect them 
from damage. One per 

bag, unless they’re 
dainty high heels. 

$10; allenedmonds.com

J.Crew no-show socks
Good for your kicks. These grippy  

invisible socks keep insoles dry and never 
come off at the heel. $16.50; jcrew.com

Woodlore eraser and brush 
Suede and nubuck require an eraser, which 

removes grime that’s stuck in the hide. Rub from 
the center outward, then sweep with the brush 

to restore the texture. $8; amazon.com

Dull insoles: 
Freshen leather 

easily with a 
damp cloth and 

mild soap.

Stubborn stains: 
Winter salt comes off 

with white vinegar 
diluted with water. Ink 
or blood? Take them in.

Rain warping: After 
a downpour, stuff 
with newspaper to 

remove moisture and 
prevent sagging.

Structural damage: You’re out of 
luck. If they wear down unevenly, or 
the rubber on a stiletto falls off, see 

the cobbler immediately.
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O
ffice art—actual art—is 
 annoying to find, frame, 
and protect. It’s only become 
worse as more artists create 
videos, GIFs, and other 
ephemeral digital media. 
Depict, a platform born out 
of the Massachusetts Institute 

of Technology’s MBA program, wants 
to make that process less opaque.

You start by buying a 50-inch 
maple frame; technically, it’s a high-
quality matte screen that pivots 
vertically or horizontally and turns 
on with one discreet button. To fill it, 
you download Depict’s iPhone app and 
browse hundreds of options, starting at 
$8, to display indefinitely. It’s curated 
by Amanda Schneider, previously of 
the Brooklyn Museum and New York’s 
Lehmann Maupin gallery. As with phys-
ical pieces, availability is limited; most 
have 250 or fewer editions. Noncommittal 
clients can get monthly subscriptions 
of 10 or so works for $15. (The frame 
costs $1,800, though, so the concept is 
aimed at serious collectors and corpo-
rate accounts.) “Depict broadens the 
industry beyond the gallery,” says artist 
Chris Doyle, who makes neon-tinged 
animations. Based on that idea, the 
company raised $2.5 million from 
venture capitalists led by Bruce 
Gibney, an early Facebook investor.

If Depict takes off, fine art could 
start selling the way movies or 
music do. “There were MP3s before 
the iPod, but none of us remem-
ber having them or what they 
were called,” says Kim Gordon, a 
co-founder, who grew up going to 
auctions with her mom. Digital art 
faces many of the same copyright 
challenges as songs, and Gordon 
says preventing piracy has been 
the biggest hurdle. For now, each 
piece is encrypted with a watermark-
like code that stops it from landing 
for free online or elsewhere. That’s 
not to say you can’t offload works 
you’re not feeling anymore: Gordon 
is also building a market where cus-
tomers can sell their noncanvases at 
a higher resale rate. �

THE ITUNES OF ART
A tech company tries to mainstream digital decor. By Gloria Dawson

Design
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Chris Doyle,  
In the Labyrinth

Eric Cahan,  
Mood: Sunrise 

Horizon

These three artworks 
come with the frame; 

toggle through—or buy 
more—using the app

Universal  
Everything,  

Portrait
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Etc.The Critic

The Profit’s Marcus Lemonis is the least lame 
entrepreneur on television. By Nick Summers
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T
here’s a moment in the third season 
premiere of The Profit, a reality 
show on CNBC, when host Marcus 
Lemonis persuades a young man, 
Scott, to return to the company 
he founded with his brother Mike. 
They split acrimoniously, and the 
business is almost bankrupt. “I 

have to tell you something,” Lemonis says. 
“He feels like he lost his brother forever.”

“He should,” Scott says, his voice 
halting. “He should feel that way for what 
he did.” Much of the episode has focused 
on more mundane topics like inventory, 
so this drama is welcome. And when the 
brothers reconcile on camera, giving 
the business its only chance of success, 
the moment seems risky, painful—and true.

Given how fake CNBC’s news program-
ming can be—the hair and makeup, the 
occasional hysteria, the dispatches from 
the floor of the stock exchange, where 
virtually no trading occurs anymore—it’s 

remarkable to find these raw scenes each 
Tuesday at 10 p.m. That’s not to single out 
CNBC. The cable news medium is like a 
TSA body scanner: probing barely beneath 
the surface, probably toxic, and impossi-
ble to avoid at airports. (Bloomberg LP, 
owner of Bloomberg Businessweek, also 
operates a financial news channel.)

The Profit is a rare corrective, man-
aging to be entertaining and informa-
tive about how businesses work. In each 
episode, a ruthless and  telegenic Lemonis, 
a turnaround specialist, visits an ailing 
company. He buys an equity stake with his 
own funds, then attempts to overhaul the 
operation. The enterprises are  charming—a 
wine shop, a key lime pie store—and their 
problems are urgent. They might be 
trapped in a debt spiral, captive to middle-
men, or  unsophisticated about margins. 
The owners will go bust and employees 
will lose their jobs without intervention.

Lemonis’s prescriptions are crisp, and 

the money he puts up is real, usually in the 
low six figures for a stake of 20 percent to 
51 percent. Some of the rehabs succeed, 
and some do not, but watching each play 
out over an hour makes the enterprise 
feel exciting. You can imagine a bunch of 
MBA students watching together at home, 
holding hands in full business attire. After 
two seasons, The Profit has become some-
thing of a sleeper hit; it now averages 
796,000 viewers, according to Nielsen.

The episode with the brothers follows 
SJC Drums, a company in Dudley, Mass., 
that makes custom kits. The product is 
good enough for rock bands such as Green 
Day, but SJC is losing hundreds of thou-
sands of dollars as shipping times slip. 
Lemonis rapidly identifies what’s wrong, 
including prices that are too high for all 
but a tiny customer base and a sales work-
flow in shambles. He interviews workers 
in front of management, a squirmy feat 
that gets the whole team communicat-
ing honestly. Then he gets the estranged 
family talking again.

He offers $400,000 for a third of the 
company, enough to pay off liabilities 
and invest in new equipment. SJC devel-
ops a good-better-best product lineup 
that’s more retail-friendly, and an upbeat 
montage shows the staff moving work-
benches to optimize efficiency. Business!

Plenty of Lemonis’s overhauls fail—his 
ideas don’t work, or he and the owners 
almost come to blows. In the real world, 
he’s the chief executive officer of Camping 
World, an RV empire with $1.7 billion in 
revenue; he first appeared on TV as The  
Apprentice’s marketing expert. On 
The Profit, he’s the generic personifica-
tion of capitalism, with an immaculate 
haircut, tailored clothes, and eyes like a 
Predator drone. He risks his cash because 
he could net future earnings for a steal. 
Or he could watch it disappear.

But the point of the show isn’t to 
marvel at his infallibility. The Profit is good 
TV because Lemonis makes  small-business 
problems seem curable, with fresh eyes 
and a little capital. It’s about hope. In 
the wasteland of cable news, that’s the 
 ultimate turnaround job. �

CLOUDED  
JUDGMENT

READ, SKIM, 
SKIP

SKIMREAD SKIPThe Mercy of the Sky  
By Holly Bailey

An Oklahoma-born journalist 
revisits her hometown  

to tell the story of a killer 2013 
tornado. Part memoir, part 

storm-chasing travelogue, it’s  
a fascinating look at how  

those in the heartland contend 
with increasingly intense 

weather events.

The Ignorant Maestro  
By Itay Talgam

Talgam, a conductor famous in 
some circles for TED Talks, 
argues that playing dumb—

sorry, “ignorant”—is great for 
encouraging employee 

creativity. It’s a bit one-note, 
with too many musical 

references, so just flip around 
to get the gist of his methods.

Digital Gold  
By Nathaniel Popper

Bitcoin is an interesting topic, 
but this attempt to follow  

the “misfits and millionaires 
trying to reinvent money” 
never turns into the rush it 
should. The writing is too  

dry, making the whole thing as 
exciting as a visit to the  

ATM to get cash. Real cash.

TRUMPING 
TRUMP

Lemonis advising  
a cupcake baker in 

New York
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says. “We know they’re not going away.”
The spicy sauce trend dovetails with 

changing American palates. “We’ve 
seen a pretty dramatic shift in the flavor 

landscape,” says Jared Koerten, 
Euromonitor’s senior food 
analyst. “People are looking for 
more complex combinations. 

Ethnic foods are a big interest right 

now, too.” 
Chang, who has 
become one of the 
most famous contemporary chefs, 
is both the catalyst and benefi-
ciary of this shift. Since opening 
his first New York restaurant, 
Momofuku Noodle Bar, in 2004, he’s 
pushed diners to be adventurous, offer-
ing novelties such as Sichuan sausage and 
cashew ramen, deep-fried pig tails, and 
chocolate chip cookies that have coffee 
grounds and potato chips in them. In the 

past 10 years, as he’s expanded to 
Australia and Toronto, his diners 

have matured with him. “When I worked 
for Tom Colicchio, we had to sell pork 
belly as ‘fresh bacon’ on the menu, 
because it was such an offensive term 
to people,” Chang says, laughing. “They 
thought they were eating actual stomach.”

When the recession hit, people started 
cooking for themselves to save money, 
and that risk-taking spirit found its way to 
the home kitchen. Unusual cuts of meats 
like pork belly can be hard to find—and 
difficult to cook correctly as an amateur. 
Condiments, on the other hand, are both 
widely available and easy to use.

Chang says he’s been getting retail 
requests for his sauces for years. He 

already sells hozon and bonji sauces 
(made from fermented legumes 

and rye, respectively) to other 
restaurants, which tout their 

trendy Momofuku prov-
enance on the menu. But 
those require a long fermen-
tation process and aren’t 
sufficiently stable to be 
sold in stores. “That’s why 
we’re doing a hot sauce—it 
doesn’t have to be aged,” 
Chang says. His Momofuku 

Culinary Lab started working 
on Ssäm sauce about five years 

ago, trying to create something 
that could be bottled but still 

tasted similar to the restaurant 
version. Like other small purvey-
ors before him, he’s working with 
Whole Foods to figure out how 

to manufacture on a national 
scale, though he also plans 
to sell it at other super-
markets. “I want everyone 

to realize there’s more to life 
than just ketchup,” he says.

It’s worth noting that Ssäm 
sauce is delicious. It’s hot, 
but there’s a sweetness that 

staves off any eye-watering or 
nose- running side effects. It has as 

much kick as a good buffalo sauce and 
a similar consistency, making it great 
for basting meats or dipping vegetables 
into. Hell, try it on your pizza! Chang says 
it can be poured on top of ice cream, 
too, but be cautious: That’s the oldest 
 condiment-selling trick in the book. �

SPICE RACKET
The making of David Chang’s hot new hot sauce. By Claire Suddath

Food
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$7.50; momofuku 
.com (there may be 

a waitlist)

A
t his restaurants, David Chang 
uses Ssäm sauce, a Korean chili-
based condiment that’s like hot 
sauce but more savory, as if it 
were ketchup—on pork buns, 
Brussels sprouts, even roasted 
meat. Now he wants you to do 
the same at home. On May 4 he 

started selling a bottled version of Ssäm 
sauce online at momofuku.com and at 
Whole Foods Markets in New York City. 
Chang won’t say how many bottles his 
company produced in its industrial 
Brooklyn kitchen—“it wasn’t a small 
number,” he hints—but all sold in 
24 hours. “We already have to 
make another batch,” he says. 
“And we’re still learning how 
to distribute this stuff.” It will 
eventually land in grocery 
stores nationally.

Condiments like this 
have never been hotter. 
The leader, of course, is 
 sriracha, the peppery 
red paste that became a 
hit for California’s Huy 
Fong Foods over the past 
few years. Sales of classic 
spreads including ketchup 
and mustard are flat, accord-
ing to the consumer tracker 
Euromonitor International, 

while con-
coctions from 
smaller, craft-
driven vendors 
are booming. Spicy 
ones are selling espe-
cially well, and that 
micro category i s 
up 7 percent this 
year.  Analysts at 
IbisWorld put the 
hot sauce industry at 
more than $1 billion 

worldwide annually.
Sriracha has existed in Thailand for 

decades, so several food com panies 
are mining other Asian countries for 
inspiration. The main ingredient in 
Ssäm sauce is gochuchang, a chili-rice-
soybean mash used in Korea since the 
1700s. “We didn’t want to compete 
directly with sriracha,” Chang 



75

P
H

O
T

O
G

R
A

P
H

 B
Y

 C
H

R
IS

T
O

P
H

E
R

 L
E

A
M

A
N

 F
O

R
 B

LO
O

M
B

E
R

G
 B

U
S

IN
E

S
S

W
E

E
K

Etc.What I Wear to Work

Interview by Arianne Cohen

Are you a fashionista?
It’s almost like an  
art form, and that’s 
how I view it. Even 
though you’re handling 
your business, you 
can spice up your life 
through clothing.

Your shoes really 
make the outfit.
I love them for the  
contrast between  
the engraved flowers 
and the camel color.

What are you trying 
to accomplish when 
you get dressed?
Personal satisfaction and 
happiness. I want to  
excite myself when I look  
in the mirror.

You must have  
many closets.
My husband won’t want 
me to publicize this, but 
I have clothes in all four 
closets in our home and 
then basement storage. 
It’s mostly gowns, coats, 
and boots that will never 
go out of style.

What do you do?
I work with elected 
 officials as well as the 
 community to raise  
 awareness about Oakland 
University’s programs.

Where do you get your clothes?
I’m a huge vintage shopper.  
I travel to boutique-type thrifts, 
because I know the buyers are  
tremendous at finding unique 
items that are high-quality in  
very good condition.

NICOLE WELLS  
STALLWORTH
38, assistant vice president  

for government and community  
relations, Oakland University,  

Auburn Hills, Mich.

FROM DUBAI

IVANKA TRUMP

SKAGEN

MICHAEL KORS

You recently ran for 
office.
I tried to replace my 
husband after his term limit 
in the Michigan House of 
Representatives and fell 
short by 274 votes. I’m very 
involved in politics.

Why?
It’s meaningful when you 
create in response to the 
weather, whether it’s below 
zero or the first day of spring.

BAKERS

BADGLEY MISCHKA

MACY’S

VINTAGE

What’s your look?
Creative. Colorful. 
Statement-making.
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1. “Surround yourself with people smarter and better than you.” 2. “When assessing whether you’re in the right company, look at the compensation, work-life balan
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Etc. How Did I Get Here?
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SPENCER RASCOFF
Chief executive officer and board member, Zillow Group

1997–99 
Investment banker,  

Goldman Sachs Group

1999–2000 
Private equity investor,  

Texas Pacific Group

1999–2003 
Co-founder, Hotwire.com

 
2003–05 

Vice president for lodging,  
Expedia

 
2005–10 

Chief marketing officer, 
chief financial officer, 
chief operating officer, 

Zillow Group
 

2010– 
Present 

CEO, board member, 
Zillow Group

 
2015  

Co-author, Grand  
Central Publishing

Harvard-Westlake School,  
Studio City, Calif.,  

class of 1993

Harvard College,  
class of 1997

Education

Work 
Experience

Life Lessons

“Overachiever. 
Editor of high school 
newspaper. Student 

body president.  
Nerd and athlete.”

“The conveyor 
belt from the 

Ivy Leagues to 
Wall Street is 

frictionless, and the 
siren song of Wall 
Street is strong.”

“TPG controlled a few 
U.S. airlines and Ryanair 

in Europe.”

“9/11 set us back financially and 
emotionally: We had tens of thousands 

of customers stranded around the 
country, and we’d sold tickets to the 

hijackers. It cast a sense of guilt  
and trepidation over the company.”

“Hotwire recovered, and we sold  
to Expedia for $680 million, 

which was then the largest all-cash 
purchase of an Internet company.”

“We were surprised by how  
little innovation there was in real 

estate. It was hard to find  
listings online, and data was 
wrapped up in courthouses.” “The plan all along was that when 

the company got on a path toward 
self-sustainability and an IPO, I’d 
be the CEO. I’ve been groomed.”

“I co-wrote Zillow Talk: The New 
Rules of Real Estate. Most axioms 

are not supported by data,  
like that you should buy the 

worst house on the best street—
that’s a terrible idea.”

Almost a 
dozen Expedia 

executives came 
over to Zillow

Early Zillow, Seattle, 2005

Rascoff interviewing President Obama in 2014

In New York 
at age 5, 

1980

“My dad was a 
business manager  
and tour producer  

for rock groups:  
the Rolling Stones,  
U2, David Bowie,  

Pink Floyd.”



HEALTHIER IS HERE

Who has the biggest impact on our health? The doctor, the 

pharmacist, the health plan, public policy? To power modern 

health care, we believe the answer is all of the above and more. 

After all, the only way to treat the whole person is to engage the 

whole health system. As a health services and innovation company, 

we’re connecting every part of the system by combining data 

and analytics with technology and expertise. Because when 

it comes to making Healthier happen, we’re all in this together.

optum.com

MODERN 
HEALTH CARE WORKS BETTER

THE MORE PIECES WE 

CONNECT



Our proven investment 
process has resulted in 
a superior long-term 
track record.

That’s the
American 
Funds
Advantage

Make it yours

We manage the American Funds using a proprietary investment 

process that combines independent thinking with teamwork to 

pursue superior results for our clients. We’ve been using this 

method for decades, which means investors like you have been 

able to count on us for a proven record of success.

*Based on Class A share results for rolling periods through December 31, 2014. Periods covered are the shorter of 
the fund’s lifetime or since the comparable Lipper index inception date (except SMALLCAP World Fund, for which 
the Lipper average was used). Our fi xed-income funds have beaten their indexes 54% for 10-year periods and 57% 
for 20-year periods.
 
Investors should carefully consider investment objectives, risks, charges and expenses. This and other important 
information is contained in the fund prospectuses and summary prospectuses, which can be obtained from a 
fi nancial professional and should be read carefully before investing. In addition to the more than 40 American 
Funds, we offer the American Funds Target Date Retirement Series® (available for IRAs and tax-deferred retirement 
plans), as well as CollegeAmerica,® a 529 college savings plan sponsored by Virginia529,SM Coverdell Education 
Savings Accounts, the American Funds Insurance Series® variable annuity funds and a full line of retirement plan 
solutions. For details, please contact your fi nancial professional or visit americanfunds.com.

© 2015 American Funds Distributors, Inc. 

Call your advisor or learn more at 
americanfunds.com/advantage.

Our equity funds have beaten their Lipper peer 
indexes in  10- and 20-year periods*:

91%
of 10-year periods

96%
of 20-year periods


