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Akio Toyoda has a dream 

for his family’s car empire: 

No more gasoline
p44



About half of men over 40 have some degree of erectile dysfunction (ED).* VIAGRA (sildenafi l citrate) helps guys with ED 
get and keep an erection. And you only take it when you need it. VIAGRA usually starts to work within 30-60 minutes.

Individual results may vary. 

Ask your doctor if VIAGRA is right for you.

VIAGRA is a prescription medicine used to treat erectile dysfunction. VIAGRA is not for women or children. 

IMPORTANT SAFETY INFORMATION BELOW. 

Do not take VIAGRA if you:
•  Take any other medicines called nitrates, often prescribed for chest pain, as this may cause a sudden, unsafe drop in 

blood pressure.
• Are allergic to sildenafi l, as contained in VIAGRA and REVATIO, or any of the ingredients in VIAGRA.

Discuss your health with your doctor to ensure that you are healthy enough for sex. If you experience chest pain, dizziness, 
or nausea during sex, seek immediate medical help.

VIAGRA can cause serious side effects. Rarely reported side effects include: 
•  an erection that will not go away (priapism). If you have an erection that lasts more than 4 hours, get medical help right away. 
   If it is not treated right away, priapism can permanently damage your penis.
•  sudden vision loss in one or both eyes. Sudden vision loss in one or both eyes can be a sign of a serious eye problem called 
   non-arteritic anterior ischemic optic neuropathy (NAION). Stop taking VIAGRA and call your healthcare provider right away
   if you have any sudden vision loss.
•  sudden hearing decrease or hearing loss. Some people may also have ringing in their ears (tinnitus) or dizziness. If you have 

these symptoms, stop taking VIAGRA and contact a doctor right away. 

Before you take VIAGRA, tell your healthcare provider if you:

Tell your healthcare provider about all the medicines you take, including prescription and over-the-counter medicines, vitamins, 
and herbal supplements. 

VIAGRA may affect the way other medicines work, and other medicines may affect the way VIAGRA works, causing side effects. 
Especially tell your healthcare provider if you take any of the following: 
• medicines called nitrates
•  medicines called alpha-blockers such as Hytrin (terazosin HCl), Flomax (tamsulosin HCl), Cardura (doxazosin mesylate), 

Minipress (prazosin HCl), Uroxatral (alfuzosin HCl), Jalyn (dutasteride and tamsulosin HCl), or Rapafl o (silodosin). Alpha-
blockers are sometimes prescribed for prostate problems or high blood pressure. In some patients, the use of VIAGRA with 
alpha-blockers can lead to a drop in blood pressure or to fainting

•  medicines called HIV protease inhibitors, such as ritonavir (Norvir), indinavir sulfate (Crixivan), saquinavir (Fortovase or 
Invirase), or atazanavir sulfate (Reyataz)

• some types of oral antifungal medicines, such as ketoconazole (Nizoral) and itraconazole (Sporanox)
• some types of antibiotics, such as clarithromycin (Biaxin), telithromycin (Ketek), or erythromycin
• other medicines that treat high blood pressure
• other medicines or treatments for ED
•  VIAGRA contains sildenafi l, which is the same medicine found in another drug called REVATIO. REVATIO is used to treat a rare 

disease called pulmonary arterial hypertension (PAH). VIAGRA should not be used with REVATIO or with other PAH treatments 
containing sildenafi l or any other PDE5 inhibitors (such as Adcirca [tadalafi l]).

VIAGRA does not protect against sexually transmitted diseases, including HIV.

The most common side effects of VIAGRA: headache; fl ushing; upset stomach; abnormal vision, such as changes in color vision 
(such as having a blue color tinge) and blurred vision; stuffy or runny nose; back pain; muscle pain; nausea; dizziness; rash.

Please see Important Facts for VIAGRA on the following page or visit viagra.com for full prescribing information for VIAGRA 
(25 mg, 50 mg, 100 mg) tablets.

*Data taken from the Massachusetts Male Aging Study. Of 1,290 respondents, 52% stated they had some degree of ED.

You are encouraged to report negative side effects of prescription drugs to the FDA.
Visit www.FDA.gov/medwatch or call 1-800-FDA-1088.

For more information go to viagra.com or call 1-888-484-2472 (1-888-4VIAGRA).

anemia, multiple myeloma, or leukemia

•  have or have had heart problems such as a heart attack, 
irregular heartbeat, angina, chest pain, narrowing of the 
aortic valve, or heart failure

• have had heart surgery within the last 6 months
• have had a stroke
• have low blood pressure, or high blood pressure that 
 is not controlled
• have a deformed penis shape
• have had an erection that lasted for more than 4 hours
• have problems with your blood cells such as sickle cell 

• have retinitis pigmentosa, a rare genetic (runs in families) 
 eye disease
• have ever had severe vision loss, including an eye problem
  called NAION
• have bleeding problems
• have or have had stomach ulcers
• have liver problems
• have kidney problems or are having kidney dialysis
• have any other medical conditions



helps guys with ED

get and keep an erection.

GENTLEMEN:



IMPORTANT SAFETY INFORMATION ABOUT VIAGRA
VIAGRA can cause your blood pressure to drop suddenly to an unsafe 
level if it is taken with certain other medicines. Do not take VIAGRA if 
you take medicines called “nitrates” for chest pain (angina). A sudden drop 
in blood pressure can cause you to feel dizzy, faint, or have a heart attack 
or stroke. 

Tell all your healthcare providers that you take VIAGRA.
If you need emergency medical care for a heart problem, tell your healthcare 
provider when you last took VIAGRA.

Stop sexual activity and get medical help right away if you have chest pain, 
dizziness, or nausea during sex. 

Ask your doctor if your heart is healthy enough to handle the extra strain of 
having sex, especially if your heart is already weak from a heart attack or 
heart disease.

VIAGRA does not protect you or your partner from getting sexually 
transmitted diseases, including HIV—the virus that causes AIDS.

NEED MORE INFORMATION?
This is only a summary of important information. Ask your 
doctor or pharmacist for complete product information OR 

Go to www.viagra.com or call (888) 4-VIAGRA (484-2472).

• Other medicines or treatments for ED  
• VIAGRA contains sildenafil, which is also found in another drug called 

REVATIO. REVATIO is used to treat pulmonary arterial hypertension 
(PAH). VIAGRA should not be used with REVATIO or with other PAH 
treatments containing sildenafil or any other PDE5 inhibitors (such as 
Adcirca [tadalafil]).

WHAT IS VIAGRA?
VIAGRA is a prescription medicine used to treat erectile dysfunction (ED). 
VIAGRA helps a man with erectile dysfunction get and keep an erection 
only when he is sexually excited (stimulated).

VIAGRA is not for use in women or children under 18 years of age.

DO NOT TAKE VIAGRA IF YOU:
• Take medicines called “nitrates” (such as nitroglycerin)
• Use street drugs called “poppers” (such as amyl nitrate or nitrite, 

and butyl nitrate)
• Are allergic to sildenafil, as contained in VIAGRA and Revatio, or 

any of the ingredients in VIAGRA

HOW TO TAKE VIAGRA
• Take VIAGRA exactly as your healthcare provider tells you to take it.
• Your healthcare provider will tell you how much and when to take Viagra.
• Your healthcare provider may change your dose if needed. 
• Take VIAGRA about 1 hour before sexual activity. You may take 

VIAGRA between 30 minutes to 4 hours before sexual activity if needed.
• VIAGRA can be taken with or without food. If you take VIAGRA after 

a high fat meal (such as a cheeseburger and french fries), VIAGRA may 
take a little longer to start working.

• Do not take VIAGRA more than 1 time a day.
• If you accidentally take too much VIAGRA, call your doctor or go to the 

nearest hospital emergency room right away.

BEFORE YOU START VIAGRA

Tell your doctor if you have or ever had:
• Heart attack, abnormal heartbeats, or stroke
• Heart problems, such as heart failure, chest pain, angina, or aortic 

valve narrowing
• Heart surgery within the last 6 months
• Low or high blood pressure
• Severe vision loss, including an eye problem called non-arteritic anterior 

ischemic optic neuropathy (NAION)
• An eye condition called retinitis pigmentosa
• Kidney or liver problems
• Blood problems, such as sickle cell anemia, multiple myeloma or leukemia
• A deformed penis, Peyronie’s disease, or an erection that lasted more than 4 hours
• Stomach ulcers or any kind of bleeding problems
• Any other medical conditions

Tell your doctor about all your medicines:
Include prescription and over-the-counter medicines, vitamins, and herbal 
supplements. 

VIAGRA may affect the way other medicines work, and other medicines 
may affect the way VIAGRA works causing side effects. Especially tell your 
healthcare provider if you take any of the following:
• Medicines called nitrates (see “important safety information about 

VIAGRA”) 
• Medicines called alpha-blockers such as Hytrin (terazosin HCl), Flomax 

(tamsulosin HCl), Cardura (doxazosin mesylate), Minipress (prazosin 
HCl), Uroxatral (alfuzosin HCl), Jalyn (dutasteride and tamsulosin HCl), or 
Rapaflo (silodosin). Alpha-blockers are sometimes prescribed for prostate 
problems or high blood pressure. In some patients, the use of VIAGRA 
with alpha-blockers can lead to a drop in blood pressure or to fainting.

• Medicines called HIV protease inhibitors, such as ritonavir (Norvir), 
indinavir sulfate (Crixivan), saquinavir (Fortovase or Invirase), or 
atazanavir sulfate (Reyataz) 

• Some types of oral antifungal medicines, such as ketoconazole (Nizoral) 
and itraconazole (Sporanox)

• Some types of antibiotics, such as clarithromycin (Biaxin), telithromycin 
(Ketek), or erythromycin

• Other medicines that treat high blood pressure

POSSIBLE SIDE EFFECTS OF VIAGRA

What are the possible side effects of VIAGRA?
VIAGRA can cause serious side effects. Rarely reported side 
effects include:

• An erection that will not go away (priapism). If you have an erection 
that lasts more than 4 hours, get medical help right away. If it is not 
treated right away, priapism can permanently damage your penis. 

• Sudden vision loss in one or both eyes. Sudden vision loss in one or 
both eyes can be a sign of a serious eye problem called non-arteritic 
anterior ischemic optic neuropathy (NAION). Stop taking VIAGRA and 
call your healthcare provider right away if you have sudden vision loss in 
one or both eyes. 

• Sudden hearing decrease or hearing loss. Some people may also have 
ringing in their ears (tinnitus) or dizziness. If you have these symptoms, 
stop taking VIAGRA and contact a doctor right away.

The most common side effects of VIAGRA are:

In addition, heart attack, stroke, irregular heartbeats, and death have 
happened rarely in men taking VIAGRA. Most, but not all, of these men 
had heart problems before taking VIAGRA. It is not known if VIAGRA 
caused these problems.

Tell your healthcare provider if you have any side effect that bothers you or 
does not go away.

These are not all the possible side effects of VIAGRA. For more 
information, ask your healthcare provider or pharmacist.

Call your doctor for medical advice about side effects. You may report side 
effects to FDA at 1-800-FDA-1088.

• Headache
• Flushing
• Upset stomach
• Abnormal vision, such as 

changes in color vision (such as 
having a blue color tinge) and 
blurred vision

• Stuffy or runny nose
• Back pain
• Muscle pain
• Nausea
• Dizziness
• Rash

IMPORTANT FACTS (vi-AG-rah)
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“By the time the 
good guys zig, the 

bad guys are 
already zagging” 

p20

“When you walk into a place 
that’s been open for a month and 

everyone’s ordering $3,000 
bottle service and wearing 

sunglasses inside, it’s probably 
not going to end well”

p14

“I was kicked out of 
private school 

because I had the 
‘wrong kind of leader-

ship qualities’ ” 
p76

“If the top 10 wealthy men 
in Afghanistan—I would say 9 of them 
products of the past 10 years—came 

together, they could buy this government, 
the bank, this whole system”p54
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Opening Remarks Putin bet that Russia could withstand the costs of his adventurism. He lost 8

Bloomberg View Obama has set the stage, now Congress should end the Cuban embargo 12

Global Economics 
Houston is nervous about the falling price of oil 14

With inflation well below its 2 percent target, the Fed’s in no rush to raise rates  15

Venezuela says it will be able to pay its debts. The markets aren’t buying it 16

Indigenous groups in Chile have slowed or stopped mining and energy projects worth billions 17

What’s behind the drop in the U.S. fertility rate? 18

Companies/Industries 
Forget the gossip. The real news from the Sony hack is corporate America’s vulnerability 20

Mr. Happy International’s adventures in Doughnutland 22

Bigger isn’t turning out to be better for Airbus 23

Zara wants to sleep with you, too 24

Briefs: American Apparel fires founder Dov Charney; Puma hires pop star Rihanna 25

Politics/Policy 
Senate GOP leaders will have to control rebel Tea Partiers—or look to Democrats for help 26
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Technology 
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Using data analysis software to fight hospital-acquired infections  35
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As Prudential takes over corporate pensions, the risks are unclear 38

Jamie Dimon hasn’t lost his powers of persuasion 39
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2014: A year to forget for mutual fund managers 41
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Features
Hydrogen Man Akio Toyoda is driving the world’s biggest carmaker into the fuel-cell future 44

Never Pay Taxes Again! To learn about corporate inversions, cue this operetta 50
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The Amazing Feld Sisters and their $1 billion circus-and-Frozen-on-ice business 67

Workplace: The supply closet is beneath you. You deserve a stylish pen 70

The Critic: The Babadook, a truly terrifying film about a single mom, scares up serious buzz 71
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What I Wear to Work: Gallerist Sarah Watson goes for a classic look—she wants you looking at the art 75

How Did I Get Here? Comedian Marc Maron was a barista “before it was a thing” 76

December 22 — December 28, 2014

①  
“Cover story this week is on how 
Toyota wants to be a pioneer of 

hydrogen vehicles. The CEO’s agreed 
to a shoot.”

“Great. Though let’s hold off on 
committing to it as a cover image.  

He’s an extremely powerful Japanese 
businessman. Could possibly be a bit 
formal-feeling, even somber. Maybe 
not. I’m just not feeling 100 percent 
confident we’ll get energy, that’s all. 
I’m sure the photo will be great. Just 
concerned about energy. We’ve run 

into this in the past. We’ll just see 
what comes in.”

②  
[Three days later]

“OH, WOW!”

“OH, WOW! OH, WOW!”

“I can’t decide. I’m overwhelmed 
with emotion.” 

 
“I can help.”

How the cover gets made

Cover
Trail
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Merry  
Christmas,
Mr. 
Putin 
By Joshua Yaffa

The Russian president 
thought he could outlast 
the opprobrium of the 
easily distracted West. It’s a 
gamble he’s lost
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Even a 17 percent hike in 
the main interest rate by 
the central bank couldn’t 
reverse the ruble’s collapse

Euphoria, by definition, is short-lived. 
In the days after Russia’s annexation of 
Crimea in February, Russian President 
Vladimir Putin could be forgiven for 
thinking he’d secured himself a resound-
ing victory: He’d outmaneuvered the 
liberal West, which was more interested 
in avoiding conflict than confronting 
aggression, and aroused the  historical 
yearning of his subjects, still angry 
and resentful about the makeup of the 
post-Cold War settlement. His approval 
numbers soared to 88 percent.

Now, half a year later, euphoria has 
been replaced by panic. In the span 
of 48 hours, the ruble shed more than 
10 percent of its value to the dollar, 
 tallying a loss of 50 percent this year—
making it the world’s worst- performing 
currency. A surprise and desperate 
rate hike by the country’s central bank, 
which brought the main interest rate to 
17 percent, only accelerated the crash. 
The Russian economy is projected to con-
tract by 5 percent in 2015 if oil prices stay 
at their current low level. Putin’s gamble 
was that he could withstand the economic 
costs of his foreign policy adventurism, 
outlast the easily distracted West, and do 
just enough to placate the international 
markets. That’s a gamble he’s lost. 

In political terms, Russia’s financial 
meltdown has left Putin a shadow of his 
former swaggering self. Not long ago, a 
joke was circulating around Moscow about 
how the ruble, a barrel of oil, and Putin 
would all be just over 60 if they were to 
meet next year; as it happened, the riddle 
came true even earlier, when a 62-year-
old Putin watched as oil slid to $62 a barrel 
and the ruble was trading at well above 
65 to the dollar. Whether Putin survives 
the crisis depends in part on how ruth-
less he’s prepared to be to enforce loyalty 
among his inner circle and to snuff out 
signs of public dissent wherever it may 
appear. (A safe guess: very.) At the same 
time, there’s a chance that the threats to 
the political structure of his rule will force 
him to modify or even abandon the poli-
cies that got him here. 

Why has this contest proved far more 
costly than Putin ever imagined? He’s 
gotten unlucky with the global price of 
oil. During the past four months, the price 
for a barrel of Brent crude has dropped 
40 percent, from $115 to $65. The most par-
anoid advisers in the Kremlin see a sinister 
anti-Russian conspiracy, led by the U.S. and 
Saudi Arabia, meant to starve the Russian 
treasury and push the country toward col-
lapse. (They say this is exactly the sort of 
external plot that led to the Soviet Union’s 
demise.) The truth, most likely, is that Saudi 
Arabia and other Persian Gulf states want 
to preserve market share even at low prices 

as a way of pushing shale producers out  
of business.

A fluctuation in oil prices alone 
shouldn’t be cataclysmic for Russia; after 
all, it built up more than $400 billion in 
currency reserves over the past 15 years 
for exactly this reason. It managed to 
weather the fall in oil prices during the 
global economic crisis of 2008-09, in 
part by relying on its large pile of cash. 
What’s different this time, however, are 
sanctions. Several months after the U.S. 
and the European Union imposed sanc-
tions against individuals, companies, and 
certain economic sectors, in particular 
banks and the oil industry, the measures 
have had a much larger effect than poli-
cymakers envisioned. 

International capital markets have all 
but shut down to Russian  companies—a 
serious problem, considering the 
$700 billion in external debt they hold. 
Because of sanctions and the retreat of 
lenders, companies can’t extend or refi-
nance existing debts by borrowing. As 
debts come due, companies are paying 
them off, putting further downward pres-
sure on the ruble as borrowers sell rubles 
to get dollars to cover the debts. Similarly, 
much of Russia’s projected $125 billion of 
capital flight this year is money flowing out 
to repay those loans coming due.

The combination of falling oil prices and 
a depreciating ruble puts a drag on state 
finances at a time when budget revenues 
are already under threat. The Kremlin will 
let some companies default on their debts, 
but surely not all; this will cost the state a 
big chunk of those billions in reserves. And 
playing favorites is no way to run a sensible 
mon etary policy: The most dramatic run 
on the ruble came on Dec. 15 after Rosneft, 
the state oil company headed by longtime 
Putin adviser and confidant Igor Sechin, 
appeared to have borrowed 625 billion 
rubles ($9.2 billion) from the state and 
to have sold that cash as bonds to cover 
Rosneft’s own sizable debts. The move 
damaged the central bank’s reputation for 
independence; in crises, reputations often 
matter more than fundamentals. Sechin 
denied the company’s bond sale spurred 
the ruble’s collapse.

Putin is also deriving some  political 
benefits from the sanctions, at least in 
the short term. As foreign lenders retreat, 
Russian companies are left with only the 
state to cover their debts. They then 
become more—and not less—beholden P
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to Putin and prone to do whatever is nec-
essary to prove their loyalty. After all, who 
else is going to give them the cash they 
need to survive? And as the ruble loses 
value, companies that earn rubles (banks, 
retailers, midsize businesses) will suffer, 
while those companies that earn dollars 
(energy producers and other natural 
resource extractors) will see their positions 
strengthen. Those that survive in this new 
environment will be the large, often state-
run companies that sell Russia’s oil, gas, 
and metals abroad; private entrepreneurs 
will be weakened as an economic class and 
thus as a political voice.

The sharp devaluation of the ruble 
provides both dangers and benefits for 
Putin. As the currency falls, inflation is 
expected to reach 9 percent this year and 
will probably rise above 10 percent next 
year. Euroset, a retailer of mobile phones 
and other electronics, says prices at its 
stores may soon increase 30 percent to 
50 percent. 

Such a turn of events threatens the 
unwritten pact that defined the first decade 
of Putin’s rule, in which Russians traded 
political freedoms for unprecedented con-
sumer opportunity. Unlike during the last 
cataclysmic default in 1998, when incomes 
were small and few had reached the trap-
pings of middle-class comforts, Putin will 
have a much harder time persuading 
Russians to accept material deprivation. 
Too many have enjoyed a decade of shop-
ping and travel. 

The Russian budget gets half its revenue 
from energy sales in dollars but pays its 
obligations in rubles. Although many ana-
lysts talk of the budget becoming balanced 
when oil is higher than $100 a barrel, this 
misses the benefits to the country of the 
floating ruble, even when the currency’s 
value is declining sharply. In ruble terms, 
the Russian budget needs oil to trade at 
about 3,700 rubles a barrel. It’s now at 
3,900 rubles a barrel—in other words, still a 

loss but much smaller than in dollar terms. 
This could provide a cushion for Putin 
if inflation rates weren’t so stubbornly 
high. The government has frozen salaries 
for state workers, which in effect means 
their real salaries are decreasing. Putin 
may soon see how much of the loyalty to 
his system was effectively bought and paid 
for, and therefore how fragile it is once the 
spigot begins to slow or is shut off. 

As the ruble plummets, Putin has 
argued that its decline will help Russian 
producers by making imports less attrac-
tive. The problem is that the Russian eco-
nomic model was ailing long before oil 
prices began to fall and the West enacted 
sanctions. By the end of 2011, there was 
little spare production capacity in the 
economy, meaning that profits from oil 
and gas sales could not be so easily fun-
neled into making goods to meet growing 
rates of consumption. This puts Russia on 
possibly even more dangerous ground 
than in 1998: Then, a dramatic devalua-
tion, in which the ruble fell from 6 to 26 to 
the dollar in a matter of months, was cata-
strophic, but it allowed for rapid produc-
tion increases when oil prices rebounded 
in 1999. Spare production capacity from 
the Soviet era made for an easy and 
obvious stimulus to the economy—exactly 
what’s missing now. 

What Russia’s economic model needs 
most is new investment to boost produc-
tion capacity—which, given the terrible 
business climate, is almost impossible to 
imagine. Putin seems to have only bad 
choices from here on out: allow the ruble 
to tank in an effort to prop up growth, 
or stabilize it at the expense of a broader 
turnaround. Even this may be too late. 
The market is “simply losing confidence 
in Russia,” says Alexander Kliment of 

Eurasia Group. “That’s not 
something that a rate hike or 
even an oil recovery can sus-
tainably fix anymore.”

For now, he needs to use 
every arm of the state propa-
ganda apparatus to convince 
the Russian people that the 
source of all this economic 
woe isn’t his own policy but 
the West’s nefarious intent. In 
a high-profile policy speech 
this month, Putin declared that 
even if the events of the past 
year in Ukraine had never hap-
pened, Western capitals “would 

have come up with some other excuse to 
try to contain Russia’s growing capabili-
ties.” He compared Western leaders to 
Hitler, who “set out to destroy Russia and 
push us back beyond the Urals.” 

In the end, Putin knows that the great-
est threat to his rule comes not from the 
streets, but from within his own palace 
gates. An elite-led soft coup to replace him 
with a more palatable figurehead is more 
likely than opposition protests sweeping a 
grass-roots, anti-Kremlin leader to power. 
(Curiously, the onetime oil magnate and 
Putin adversary, Mikhail Khodorkovsky, 
has been positioning himself from his 
post-prison base in Switzerland as a kind of 
compromise, transitional figure.) Knowing 
these dangers, Putin’s instincts for para-
noia and self-preservation are likely to kick 
into overdrive. Not surprisingly, in a time 
of increasing scarcity, his closest friends 
have managed to retain their access to the 
state’s largesse: Companies linked to Putin 
allies Arkady Rotenberg and Gennady 
Timchenko have received more in state 
contracts this year than last.

Putin often likes to harken back to 
Russia’s great capacity for enduring hard-
ship and sacrifice, returning again and 
again to the heroic and ghastly human 
cost required for the Soviet Union’s 
victory in World War II. But these are 
different times, with different values and 
different tolerance for material  suffering. 
According to Lev Gudkov of the Levada 
Center, just 6 percent of Russians sur-
veyed said they were willing to see a 
decrease in their personal incomes 
because of Russia’s policy in Ukraine; 
30 percent now say they support the use 
of Russian troops in Ukraine, as opposed 
to 74 percent in late spring. 

The Kremlin may not care much about 
Western public opinion or the institu-
tions of democracy, but it does care 
about popular legitimacy of a sort, and 
poll numbers like that—combined with 
the state’s financial resources under pres-
sure—could temper Putin’s adventurism. 
He may already have sensed that he over-
stepped his abilities in Ukraine. Yet when 
Russia’s foreign minister recently spoke 
about the breakaway territories in eastern 
Ukraine remaining within Kiev’s rule, he 
also suggested that Russia might base part 
of its nuclear arsenal in annexed Crimea. 
In other words, Putin’s current economic 
difficulties are as likely to produce bellig-
erence as compromise. In his 2000 auto-
biography, Putin wrote of chasing a rat in 
his childhood apartment in St. Petersburg. 
Once he had the rat in a corner, it turned 
on him. The animal, he wrote, “lashed 
around and threw itself at me.” It was a 
lasting lesson, he concluded, of what it 
means to be cornered. �

Putin knows the greatest 
threat to his rule comes not 
from the street but from an 
elite-led soft coup
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The dictatorship will linger, but the 
Cold War wound can now heal 

Just after noon on Dec. 17, President Obama announced the 
end of the Castro era. His decision to normalize ties with Cuba 
and loosen restrictions on travel and commerce is a bold and 
overdue change in course that closes one of the last wounds of 
the Cold War. It also promises to open up new relationships and 
economic opportunities throughout Latin America.

Cuba’s release of Alan Gross, a U.S. Agency for International 
Development contractor jailed for the past five years on trumped-
up espionage charges, paved the way for the announcement, 
which officials had been working on since the spring. The U.S. 
also exchanged three imprisoned Cuban intelligence agents for 
a U.S. spy held in Cuba for more than 20 years.

Cuba is still a repressive one-party dictatorship that supports 
other abusers and tyrants. In that respect, the embargo the U.S. 
has kept in place for the last half-century cannot be said to have 
achieved its purpose. Yet Cuba is also changing: The regime 
has long been more focused on survival than exporting revolu-
tion, and its people have more economic and political freedom.

Obama’s initiatives will accelerate those changes for the 
better. They will make it easier for Americans to travel to Cuba, 
for Cuban Americans to send more money home to their  families, 

and for Cubans to build homes, start businesses, and plug in to 
the Internet (only 5 percent of the population now does).

The resumption of diplomatic ties will also let the U.S. and 
Cuba engage directly on everything from better postal service to 
fighting narcotics and cleaning up oil spills. The normalization of 
relations will suck some air out of the most fevered  denunciations 
of the U.S. by fellow leftist travelers of Cuba such as  Venezuela. 
It makes it easier for the U.S. to work with countries such as 
Brazil and helps demote the doddering Castros from symbols 
of resistance to minor diplomatic players.

Of course, as long as the U.S. embargo remains in place, the 
Castros will retain some of their revolutionary cachet, not to 
mention their grip on Cubans’ livelihoods. For that to go away 
and for Cuba to leave socialism and its 1950s Chevrolets in the 
rearview mirror, the U.S. Congress must act. Under the terms 
of the Helms-Burton Act and other laws, the embargo can’t be 
fully lifted without its concurrence.

Here’s just one example of how more capitalism can help: 
Cuba has about $500 million in foreign direct investment, most 
of it from Europe and much of it going to tourism. With nor-
malization, Cuba could soon attract as much as $17 billion—
$2 billion from the U.S. That’s a lot of healthy disruption. 
U.S. merchandise exports to Cuba could rise from about 
$500 million a year to $4.3 billion, and service exports from 
almost zero to $1.6 billion.

Like the Castros and their most die-hard Cuban American 
opponents, the embargo on Cuba is a relic that does more 
harm than good. President Obama has wisely used his execu-
tive  authority to set the stage for its demise. Now it’s Congress’s 
turn to finish the job and end the embargo once and for all. �

To read Katie Benner 
on Jawbone’s missing 
Christmas and Cass 
Sunstein on mumps in 
the NHL, go to  
 
Bloombergview.com

Obama Brings an End 
To the Castro Era
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December 22 — December 28, 2014

 �Houston’s energy industry faces layoffs and spending cuts

 �“Oil won’t be the primary driver in Houston’s economy” 

On Dec. 11 local business leaders packed 
into a ballroom at the Omni Hotel near 
downtown Houston for a yearend 
chamber of commerce luncheon. 
There was a lot to celebrate. At more 
than $500 billion, Houston’s regional 
economy is now the fourth-largest in the 
U.S. Over the past decade, Houston has 
added more jobs—628,000—than exist in 
all of New Orleans. In August, more new-
home permits were issued in Houston 
than in the entire state of California. 
Twice as much office space is being built 
there as in New York City. 

Despite the Texas-size smiles at the 
lunch, fear was in the air. A barrel of 
oil cost $45 less that day than it did in 
July, the last time prices were over $100. 
Houston is home to more oil companies 
than any other city in the world, and a 
decade of high prices has transformed 
it. Asked by the moderator at the lunch 
what they wanted for Christmas, audi-
ence members texted in their answers. 
The word-cloud projected onto a large 
screen included wishes for a new boat 
and a BMW X6. At the center in big, 
bold letters was the top wish: higher oil 

prices. By the end 
of the day, oil had 
fallen below $60 a 
barrel for the first 
time since 2009. 

Although it’s 
early days for the 
oil glut, Houston is 
starting to feel the 
pain. Energy com-
panies have begun 
announcing cuts 

to their 2015 capital budgets of as much 
as 25 percent. Rig counts are falling in 
Texas as companies shut down drilling 
operations. At $60 a barrel, by a rough 
calculation, companies producing oil 
in Texas have collectively seen their 

monthly cash flow fall from $6.4 billion 
in June to $3.6 billion.  

A lot of that money flows through 
Houston, the nerve center of the U.S. 
oil business. Its corporate headquar-
ters are filled with some of the indus-
try’s  highest-paid, white-collar talent: 
executives, accountants, traders, and 
the engineers and geologists who 
figure out how to unlock millions of 
barrels of oil from rock formations thou-
sands of feet underground. The average 
pay in 2013 for an energy job in Houston 
was $185,000, compared with an average 
wage of $64,500 for every other sector in 
the metro region. Layoffs will probably 
be delayed until after Christmas. “The 
go-go days of Houston are over,” says 
Steven Kopits, an oil analyst at Princeton 
Energy Advisors. “And they’re not 
coming back for a long time.” 

The question of how badly cheap oil 
damages Houston’s economy  ultimately 
depends on how low prices go, how 
long they stay there, and the strength of 
Houston’s considerable nonoil economy. 
For now, construction cranes still fill 
Houston’s skyline, though a couple of 
office buildings have been put on hold, 
says Scott Evans,  director of business 
development at Hoar Construction, an 
Alabama-based builder. With oil prices 
tanking and layoffs imminent, “people 
are getting extremely cautious when it 
comes to Houston,” he says.

Expensive oil, coupled with the U.S. 
shale boom, lured a wave of young 
talent to Houston to earn close to six-fig-
ure salaries right out of college. Adam 
Hoffman, an energy trader who moved 
to Houston from New York in 2013, 
recalls going to a new club when he got 
to town: “When you walk into a place 
that’s been open for a month and every-
one’s ordering $3,000 bottle service and 
wearing sunglasses inside, it’s probably 

Oil City  
Prepares for Pain
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not going to end well.” 
Houston won’t stop 

growing completely. Patrick 
Jankowski, the resident research 

economist at the Greater Houston 
Partnership, the regional chamber of 
commerce, says Houston will create 
62,900 jobs in 2015 despite losing about 
9,000 energy jobs. Bill Gilmer, an econo-
mist at the University of Houston, is less 
optimistic. He says oil-producing com-
panies could cut as many as 28,000 jobs 
in Houston next year. He adds the region 
will generate about 50,000 total jobs in 
2015, half the pace of the last three years. 

A lot of Houston’s young white- 
collar oil workers could be insulated. 
A  sustained period of low oil prices 
through the 1980s and ’90s kept the 
industry from hiring until the most 
recent surge. “After the boomers came 
through, they never trained another 
generation of workers,” says Gilmer. 

“There is still an enormous crush for 
engineering skills.” 

Houston should also get 
help from the  

broader U.S. 
economy, 

which is 

of Houston, where companies such as 
Dow Chemical and Valero Energy 
are building petrochemical and refining 
plants. Cheap oil, just like cheap natural 
gas, will be a boon to them. “Labor could 
start to migrate across town,” says the 
University of Houston’s Gilmer.

The luxury markets will still take a 
hit. At the local Aston Martin dealer-
ship, where a car can cost $300,000, 
December is typically its best month. In 
December 2007 it sold 20 new cars. As of 
Dec. 13 it had sold four. Dealer Tom Duer 
retains the typical Houston optimism. 
“The month’s only half over,” he says. 
—Matthew Philips
The bottom line If oil prices stay low, Houston 
could lose as many as 28,000 energy jobs 
next year. 

finally starting to click. Low oil prices 
and cheap gasoline will boost con-
sumer spending across the country. 
But for Houston, oil is getting dan-
gerously cheap. According to a Dec. 2 
report from Metrostudy, a local 
 market-research firm, oil prices below 
$55 a barrel suppress job growth and 
 home-buying demand in Houston. On 
Dec. 17 oil closed at $56.47 a barrel. 
“We’re entering a period where 
oil won’t be the primary driver in 
Houston’s economy,” says the Houston 
Partnership’s Jankowski.

In the ’80s the city was hit hard by 
falling oil prices. Wells dried up, banks 
failed, and Houston’s population fell. 
It took decades to fill the housing and 
office space that had been built. Back 
then, energy made up about 80 percent 
of Houston’s economy. Today it’s 
38 percent, says Jankowski. Houston’s 
port is now the biggest in the U.S. Its 
Texas Medical Center is the largest 
medical complex in the world. Growth 
in Houston has been so strong recently 
that the supply of homes is still tight. 
“We’ve been playing catch-up for five 
years,” says Paul Connor, a principal at 
McAlister Investment Real Estate, a local 
firm. “Houston is probably due for a 
cooling-off period.”

The city’s energy sector is also more 
diverse than it used to be. Much of the 
wealth created by high oil prices has 
been concentrated on the west side of 
town, known as the Energy Corridor, 
which is dotted with the headquar-
ters of some of the biggest oil com-

panies in the U.S.: BP America, 
ConocoPhillips, and Shell 

Oil. But there’s a boom 
going on in the 

eastern, indus-
trial side 

Central Banks

Janet Yellen Is in 
No Hurry to Raise Rates

 � The Fed chair sees no hike for at 
least a couple of meetings

 � Committee members are “very 
attentive to global developments”

Predicting when the Federal Reserve 
will finally raise interest rates has been 
a mug’s game for the past six years. 
Investors have repeatedly predicted 
that the short-term rate controlled by 
the Fed will go up—only to be proven 
wrong when the rate stuck to the floor 
of zero to 0.25 percent. On Dec. 17 the 
central bank once again defied expecta-
tions that a rate hike was in the offing. 
The rate- setting Federal Open Market 
Committee (FOMC) ended its pledge to 
keep its key lending rate at almost zero 
for a “considerable time” but replaced 

it with the phrase “the committee 
judges it can be patient” about 

tightening monetary policy. 
The Fed stressed that there 
was no big change in its 
outlook, saying “the com-
mittee sees this guid-
ance as consistent with 
the previous state-
ment.” Fed Chair Janet 
Yellen said in a press 
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Prices The Only Oil Worth Owning 
While crude has tumbled, another oil has been crushing it. Olive oil 
prices have surged after a drought and a fruit fly infestation leveled 
crops in Italy and Spain. “Whatever happens in Spain affects the 
entire market,” says Lucy Landesman Halperin Zaro, president of 
olive oil importer Italica Imports in Rye, N.Y. —Douglas Lavanture

  Spanish extra virgin olive oil

 Crude oil

Change in price

12/20/2013 12/15/2014

‘‘Never have we 
seen such havoc,” 
says Hans de Roos, 
owner of Can 
Solivera, an olive 
farm in Catalonia, 
Spain. “Not a 
single olive farm in 
our province 
was spared.”Share of the world’s 

olive oil produced in 
Spain in 2013

Dacus oleae

Debt

Markets Are Betting on  
a Venezuelan Default

 � The oil price drop has compromised 
the country’s ability to pay

 � Its president could “face a recall 
referendum in early 2016” 

President Nicolás Maduro says there’s 
a foreign conspiracy at work against 

Venezuela. In a Dec. 13 speech on state 
television, he lashed out at the inter-

national  credit-rating companies 
that assigned junk ratings to 
his country’s foreign currency 

conference that the committee 
didn’t anticipate raising rates “for at 
least the next couple of meetings.”

“Yellen appears to have taken control 
of the FOMC and is now firmly driving 
policy as she sees fit,” Steve Blitz, chief 
economist of ITG Investment Research, 
wrote in a client note. 

Members of the FOMC released pre-
dictions of how high they think the 
funds rate will rise. The median of 
their forecasts is 1.125 percent for 
the end of 2015, which is lower than 
their 1.375 percent median estimate in 
September. The middle of the range of 
predictions is that inflation won’t reach 
the Fed’s target of 2 percent until 2016. 

In 1977, Congress amended the 
Federal Reserve Act to require the Fed 
“to promote effectively the goals of 
maximum employment, stable prices, 
and moderate long-term interest 
rates.” The first goal is close to being 
achieved: The economy is rapidly 
approaching what many economists 
say is maximum employment, defined 
as the highest employment can get 
before the supply of workers gets so 
tight that wages are bid up and infla-
tion gets too high. But with wages still 
contained, the Fed is falling short on 
its second goal, stable prices, which 
it formally defines as an inflation 
rate of 2 percent. Since January 2012, 
when the central bank published its 
2 percent target, the price index for 
personal consumption expenditures 
has risen at an annualized rate of 
just 1.3 percent. It’s the Fed’s favored 

measure of inflation. Stripping out 
volatile food and energy prices, the 
index rose at an annualized rate of 
1.4 percent from January 2012 through 
this October.

Yellen expressed little concern about 
the negative impact of falling oil prices 
on the global economy. While saying 
that committee members are “very 
attentive to global developments,” 
she said the drop in oil prices was a 
net positive for the U.S. “It’s certainly 
good for families, for households,” she 
said. “It’s like a tax cut that boosts their 
spending power.” Asked about the 
turmoil in Russia, where the ruble has 
plunged along with the price of crude, 
Yellen said the country “accounts for 
less than 1 percent of trade volume.”

But that doesn’t mean she and her 
fellow rate setters can ignore turmoil 
outside U.S. borders. It may be a factor 
in the Fed’s caution about raising inter-
est rates, David Rosenberg, chief econ-
omist at Gluskin Sheff + Associates, an 
independent wealth management firm, 
said before the Fed decision. “These 
are not normal times,” he said. “The 
Fed has never turned a blind eye to the 
rest of the world.”

There were three dissents from the 
rate decision. Two were by hawks 
who want the Fed to move faster on 
raising rates. The other came from 
a dove, Federal Reserve Bank of 
Minneapolis President Narayana 
Kocherlakota, who, according 
to the Fed statement, said 
that the central bank’s 

decision “created undue downside 
risk to the credibility of the 2 percent 
inflation target.” 

The Fed’s statement leaves open 
when it will start to raise rates. Torsten 
Slok, Deutsche Bank Securities’ chief 
international economist, predicted in 
a note to clients before the Fed’s state-
ment that the central bank will have 
to raise rates rapidly once it begins. 
But he admitted that the long history 
of premature forecasts “makes you 
humble when it comes to the timing of 
the first rate hike.” —Peter Coy
The bottom line The Fed’s favorite measure 
of inflation has risen at an annual rate of just 
1.3 percent, well below its target of 2 percent.
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bonds, accusing them of orchestrating “a 
vulgar, immoral financial blockade.” 

The reality is more mundane. A 
40 percent plunge in oil prices this year 
is raising concerns that Venezuela is 
running out of dollars to pay its debts. 
The worries have pushed up yields for 
the country’s bonds to levels not seen 
since the 1998 Russian financial crisis 
spurred a selloff in emerging-market 
debt. Credit-default swaps—financial 
contracts that insure investors against 
nonpayment—peg the likelihood of a 
default at more than 90 percent.

Maduro’s popularity is rapidly 
eroding amid an economic crisis 
marked by widespread shortages 
and runaway inflation. Gross domes-
tic product contracted 3 percent this 
year and will shrink 1.5 percent in 2015, 
according to the median estimate of 
15 analysts surveyed by Bloomberg. The 
Central Bank of Venezuela hasn’t pub-
lished inflation data since August, when 
it reported prices were up 63 percent 
in the previous 12 months—the fastest 
pace for any country. “I just spent the 
last three hours looking for medicines,” 
says Alicia Gonzalez, a retired civil 
servant living in Caracas. “I can’t even 
begin to think about Christmas pres-
ents this year.”

In a November poll by the Caracas-
based consulting firm Datanalisis, more 
than 70 percent of respondents said 
Maduro shouldn’t be allowed to finish 
his term, which ends in 2019. “Unless 
the government is able to generate a sig-
nificant improvement in economic con-
ditions during the coming year, it could 
lose its parliamentary majority and face 
a recall referendum in early 2016,” wrote 
Bank of America economist Francisco 
Rodríguez in a note to clients.

Venezuelan crude has dropped below 
$60 a barrel, following OPEC’s deci-
sion not to rein in production to counter 
slumping prices. (Maduro’s government 
had lobbied for a reduction in output 
at the  cartel’s November meeting.) 
Venezuela needs oil to average $85 a 
barrel to keep up debt payments and 
pay for imports, even assuming it cuts 
handouts to regional allies and resched-
ules loans from China, says Siobhan 
Morden, head of Latin America strategy 
at Jefferies Group.

Prices of Venezuelan bonds fell to 
a 16-year low on Dec. 15 after Maduro 
said he had no plans to curb the domes-
tic gasoline subsidies that eat up more 
than $15 billion of the budget each year. 
A reduction in cut-rate oil exports to 

Cuba and other Caribbean nations is 
not on the table either. Maduro has 
also resisted pressure from within his 
own cabinet to devalue the currency: 
The official exchange rate ranges from 
6.3 bolívars to 50 bolívars per U.S. 
dollar, depending on the type of trans-
action. On the streets of Caracas, a 
dollar fetches 180 bolívars.

Marco Santamaria, a money manager 
at New York’s AllianceBernstein, says 
Venezuela’s creditworthiness will 
remain in doubt even if oil rebounds. 
The government had been running a 
deficit and depleting its stock of foreign 
currency when crude was at $100 per 
barrel. International currency reserves 
are at their lowest levels in a decade 
and cover only about 40 percent of the 
debt due over the next five years. The 
Ministry of Finance didn’t respond to 
requests for comment.

Maduro has declared that he has 
no intention of halting debt payments 
because it would not be consistent with 
the course charted by his predecessor 
and mentor, Hugo Chávez. “There is no 
possibility of default, unless we would 
decide to not pay anymore as part of an 
economic strategy for development,” he 
said in the Dec. 13 speech. 

Analysts at London-based Capital 
Economics think otherwise. “The 
writing is on the wall for Venezuela,” 
they wrote in a Nov. 28 report. “We con-
tinue to think that a default is more 
likely than not in the next two years.” 
—Nathan Crooks, with Andrew Rosati
The bottom line President Maduro says his 
government will make payments on its debts, 
but investors don’t believe him.

Development

In Chile, Indigenous 
Groups Push Back 

 � They’re stopping mining projects 
with consultations and lawsuits 

 � “I don’t even want to hear 
Codelco’s arguments”

Wilson Galleguillos watches the wind 
whip up dust clouds above the waste 
deposits of the Radomiro Tomic copper 
mine in northern Chile. He says the dust 
falls on the fields of Chiu Chiu, his village 
3 miles away, and that the chemicals in it 
damage the harvest. Nestled in the valley 

of Alto Loa, this indigenous community 
of 300— descendants of the Atacameños, 
who lived in the desert valleys long 
before the Spanish arrived—couldn’t 
stop construction of the mine 20 years 
ago. Since Chile’s 2008 adoption of a 
global accord on indigenous rights, state-
owned miner Codelco must consult 
with them over its planned $5.4 billion 
expansion. That means Codelco and 
other mining companies have to meet 
with indigenous communities to con-
sider the impact a big project would 
have on their rights and customs. 

It’s a messy process. Ideally, a con-
sultation allows a company to proceed 
with its plans while making adjustments 
to spare the indigenous people, their 
customs, and their livelihoods. Although 
the law doesn’t require that the indig-
enous communities consent before 
the project gets under way, indigenous 
leaders can delay development by refus-
ing to meet with the company or suing it 
for failing to consult in good faith. Says 
Galleguillos, a village leader and potter 
by trade: “I don’t even want to hear 
Codelco’s arguments. I am not going to 
compromise. I will sit and talk with them 
but only to say I want their project far 
away from here.” The consultation with 
Chiu Chiu is developing normally and 
hasn’t degenerated into a legal dispute, 
Jorge Lagos, head of Codelco’s environ-
ment and communities department, 
wrote in an e-mail.

The negotiations as well as mount-
ing environmental awareness have 
slowed or blocked more than $20 billion 
in power stations, gold and copper 
mines, and transmission lines, accord-
ing to company statements and a study 
by Matias Abogabir, head of indige-
nous affairs during former President 
Sebastián Piñera’s administration.
(Abogabir now advises companies on 

Growth slows 
for the fourth 
consecutive 

quarter, to 0.8%

Chile’s Economic Woes 
Year-over-year increase in quarterly 
gross domestic product

DATA: BANCO CENTRAL DE CHILE
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Cost of a planned 
expansion by Codelco
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A worker on Lobera’s 
farm, which she says 
has been polluted by 
toxic dust

Indigenous leader 
Galleguillos in front 
of Codelco’s toxic 
waste pool 

In Chile’s 
desert

indigenous relations.) After a decade-
long copper boom that made Chile the 
richest country in Latin America, the dis-
putes have helped slow growth. “We’ve 
reached a stalemate that has a lot of 
costs for employment, growth, and 
welfare,” says Ricardo Katz, an analyst 
at  business-sponsored research group 
Centro de Estudios Publicos.

Since the consultation rule was 
adopted, companies involved in 76 
Chilean projects have had to take 
action, Abogabir says. Discussions 
about 45 of the projects got so acrimo-
nious that they ended up in court, with 
the indigenous groups filing most of 
the suits. Usually they want the judge 
to order a new consultation or issue an 
injunction blocking a project. 

The government conducts environ-
mental impact studies on the same 
projects that the companies and indig-
enous communities are discussing. 
Both the consultations and the impact 
studies are regulated by the govern-
ment’s Environmental Evaluation 
Service. Disputes over indigenous rights 
and potential environmental damage 
have delayed investments worth about 
10 percent of gross domestic product, 
according to Bloomberg calculations. 

The delays have hit the energy sector 
the worst, because dams and power 
plants are so extensive and potentially 

disruptive. 
Neltume, a 
$781 million 
hydroelectric plant, and Mediterraneo, 
a $400 million hydro project, are bogged 
down in lawsuits filed by indigenous 
groups claiming the consultations were 
not done in good faith. The lawsuits have 
contributed to the cancellation of power 
projects, raising energy costs. Industry 
pays an average 15¢ per kilowatt hour in 
Chile; it’s 5¢ in Argentina, says the World 
Economic Forum.

Mining is energy-intensive, so higher 
electricity costs shave as much as 1 per-
centage point off GDP growth, says 
Alejandro Alarcón, an economist at the 
Universidad de Chile. “The disputes are 
having an effect on everything from the 
price of bread to large investment proj-
ects,” he says. Rolando Humire, pres-
ident of the Atacameño Council of 18 
indigenous communities, says they are 
just demanding their rights. “People are 
no longer satisfied with a pair of pickup 
trucks and soccer kits that companies 
used to buy them off with,” he says. 
“People are far better informed about 
their rights, the duties of the state, and 
the abuses of the mining companies.”

Cristina Lobera, a farmer in Chiu Chiu 
for 45 years, pulls up a beetroot, whose 
stunted growth she blames on chemi-
cals from Codelco’s tailings basin. By the 

time she’s done 
watering her fields 
and feeding her 

livestock, she says she has the taste of 
sulfur in her mouth. “If the project is 
built, it will be the death of Chiu Chiu 
and all the communities of Alto Loa,” she 
says. “Agriculture and tourism will disap-
pear. What would we possibly live off?” 
—Javiera Quiroga 
The bottom line In Chile, delays brought on 
by arguments between mining companies and 
indigenous people are affecting growth.

Demographics

What’s Behind the 
Recession’s Birth Dearth

 � Demographers want to know if the 
drop in fertility is permanent

 � “Hispanic women … often must delay 
having children” in a recession

The latest recession left the U.S. with 
its lowest fertility rate on record. 
Before the economy contracted in 
2007, the U.S. produced 69.3 babies 
per 1,000  fertile-age women, enough to 
keep the population stable. According 
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Pampa Colorada,  
an area that an 
indigenous community 
has kept pristine

Edited by Christopher Power
Businessweek.com/global-economics

to the latest data from the National 
Center for Health Statistics, in 2013 
they had just 62.5 babies, below the 
replacement rate. If this isn’t a tem-
porary blip associated with the weak 
economy, the American population 
will start to shrink. 

Kenneth Johnson, a demographer at 
the University of New Hampshire, esti-
mates that “if 2007 birth trends had 
stayed on track we’d have 2.3 million 
more babies. … It was a much higher 
number than I expected.” The recent 
baby bust is notable because it was 
mostly attributable to young Hispanic 
women who are legal U.S. residents. 
Until recently, they were largely respon-
sible for maintaining the U.S.’s pop-
ulation. In 2007, Hispanic females 
accounted for 17 percent of women age 
15 to 44, but they produced 25 percent 
of babies. Hispanic fertility plummeted 
during the recession. Their fertility rate 
fell a third, a drop that accounts for 
56 percent of the recession’s decline 
in babies. Hispanic birthrates are now 
closer to those of whites and blacks. 

Hispanic Americans were more 
adversely affected by the recession than 
other groups. They tend to be younger, 
to be less educated, and to live in states 
more affected by the housing bust. 
Gretchen Livingston, a demographer 
and sociologist at the Pew Research 

Center, says the recession can explain a 
large part of the Hispanic fertility drop. 
“Because Hispanic women have babies 
younger, they can and often must delay 
having children when there’s a bad 
economy,” she says. Other groups hurt 
by the recession, such as blacks, did not 
experience the same decline. 

Past recessions also resulted in fewer 
births. According to Johnson, fertil-
ity fell during the Depression, with 
long-term results. “About 22 percent of 
women who started their childbearing 
careers at the start of the Depression 
remained childless,” he says. Johnson 
says he thinks something similar may 
be happening today. The size of the 
population may not recover if the 
recession hastened long-term fertil-
ity trends among Hispanic women. 
Livingston says Hispanic women were 
already having fewer babies before the 
recession. This may reflect a cultural 
shift on both sides of the Mexican-U.S. 
border. According to Livingston, in 
1960 the average woman in Mexico had 
7.3 pregnancies in her lifetime. Now 
the average is 2.4. 

Hispanic Americans may be adopting 
habits such as postponing motherhood 
and having fewer children. Johnson says 
second- and  third-generation Hispanic 
Americans now account for a larger 
share of the Hispanic population in the 

U.S. The longer a family is in America, 
the more it assimilates. Before the 
recession, Cubans and Puerto Ricans, 
who are more established in the U.S., 
had fertility rates similar to whites. 
During the recession they didn’t expe-
rience the large birth declines of 
Mexicans, Central Americans, and 

South Americans.
Should the latest 

recession result 
in a permanently 
lower fertility rate, 
this trend may yield 
benefits. Most of 
the recession-era 
birth drop occurred 
in Hispanic women 
under the age of 
24. Having fewer 

children later, when families are more 
financially secure, is associated with 
more successful, productive parents 
and children across all ethnic groups. 
If the babies born in the last reces-
sion prove more productive, that might 
make up for there being fewer of them. 
—Allison Schrager 
The bottom line The fertility rate of Hispanic 
women in the U.S. will determine whether the 
American population shrinks.

56%

The share of the 
recession’s decline 

in births attributable 
to Hispanic women
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When considering the Sony Pictures 
megahack, try to focus not on producer 
Scott Rudin’s disdain for Angelina Jolie 

or studio head Amy Pascal’s racially 
offensive banter about President 

Obama’s imagined taste in 
movies. Instead, focus on the 
prescience of George Clooney, 
who on Sept. 5, 2014, typed 
into the subject line of a 
message to Pascal: “Knowing 
this e-mail is being hacked.” 
Sure enough, it was.

Discussing in salty language 
his plans to direct a film about 

the 2011 Rupert Murdoch-News of 
the World phone hacking scandal, 

Clooney alluded to the state of digital 
insecurity. His awareness of the issue 
brings to mind the IT department 
gallows humor that there are two kinds 
of corporations: those that have been 
hacked and those that don’t yet know 
they’ve been hacked.

In the past year alone, the list of 
victims includes retailers Target and 

Home Depot, giant hospital 
operator Community Health 

Systems, and JPMorgan 
Chase, the nation’s largest 

bank. On the governmen-
tal side, the White House, 
State Department, 
Postal Service, and 
National Oceanic 
and Atmospheric 
Administration have been 

hit since October. Going 
back to 2013, a slender young 

man named Edward Snowden 
did some serious damage at the 

normally  security-conscious National 
Security Agency.

Will the Sony debacle provide the 
alarm the U.S. needs to rethink com-
puter security from scratch? Alas, 

the guilty pleasures of Hollywood 
 schadenfreude—ooh, did you see 

how they dissed Adam Sandler 
and paid Jennifer Lawrence less than 
her male co-stars?—may prove too 
 distracting. Sony itself is oscillating 
between repentance and recalcitrance. 
Still, some lasting meaning can be 
found in the mayhem.

By late November, miscreants calling 
themselves Guardians of Peace pene-
trated the servers of Sony Corp.’s Culver 
City (Calif.)-based movie arm. The 

 �Forget the gossip. The Sony hack has graver consequences

 �Studio chief Pascal: It wasn’t “anyone’s fault who works here”
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intruders demanded that Sony 
cancel the Christmas release of 
The Interview, a comedy star-
ring Seth Rogen and James Franco as 
tabloid TV goofballs dispatched by the 
CIA to assassinate North Korean dic-
tator Kim Jong Un. The perpetrators 
also warned moviegoers on the website 
Pastebin.com to “keep yourself distant” 
from The Interview. “Remember the 11th 
of September.” On Dec. 17, Sony pulled 
the movie from theaters.

 Pyongyang applauded the cyber 
attack while denying involvement. 
Investigators have identified  software 
similarities between the Korean-
language malware used in the hack and 
a presumed North Korean digital assault 
on South Korean banks and broad-
casters last year. The New York Times and 
NBC News reported that U.S. officials say 
North Korea was behind the hack.

Guardians of Peace have dumped 
scores of gigabytes of data containing 
movie-star e-mails, still-secret deals, 
payroll information, released and 
unreleased films, employee medical 
records, Social Security numbers, and 
even aliases actors use when checking 
into hotels.

The lessons go well beyond Tom 
Hanks’s aka, “Johnny Madrid,” which 
he presumably has retired. Despite the 
proliferation of red-flashing warning 
signals, some companies,  including 
Sony, seem to be asking for digital 
abuse. For several years, hackers have 
repeatedly disrupted Sony’s popular 
PlayStation gaming network, with a 
reportedly Russian-based group calling 
itself Lizard Squad taking credit as 
recently as early December.

“What this shows you is that the IT 
guys tell the board and top management 
they’ve got the problem under control, 
and everybody goes back to business as 
usual,” says Adam Epstein, a corporate 

consultant with Third Creek 
Advisors in Danville, Calif. “The 
weaknesses you see at Sony 

and other companies, large and small, 
can’t be fixed by installing one more fire 
wall or some new anti virus software. By 
the time the good guys zig, the bad guys 
are already zagging.”

The malware used against Sony 
Pictures “would have gotten past 
90 percent of the net defenses out 
there today in private industry,” Joseph 
Demarest, assistant director of the FBI’s 
cyber division, told the Senate Banking 
Committee on Dec. 10. Sony nevertheless 
made itself especially vulnerable once 
the intruders got in. The website Fusion 
reported that those celebrity aliases and 
other personal data were stored in a 
folder titled “publicity bibles.” Computer 
passwords were compiled in a document 
invitingly called “passwords,” and so 
forth. (Bloomberg News reported that in 
late 2013, unidentified hackers also broke 
into the company’s network, taking 
information and covering their tracks on 
a regular schedule.)

Assuming that hostile outsiders will 
get across the moat and penetrate the 
castle walls, companies have to do 
a better job of concealing the crown 
jewels. Some of this requires technol-
ogy. When Snowden revealed that 
the NSA might be snooping on search 
engine data flows, Google and Yahoo! 
added layers of encryption to protect 
internal traffic from prying eyes. 
Equally important are strategies that 
don’t require a computer science Ph.D.

Sony’s most valuable material— 
contracts with actors, directors, and 
investors; intellectual property such 
as unreleased films and scripts—ought 
to have been isolated from central 
data-storage systems connected to 
the Internet, making it harder to find, 
Epstein says. This requires essentially 

nontechnical decisions to invest man-
power and money to transform the 
castle into more of a labyrinth.

Sony executives appear to be resist-
ing hard realities. Pascal has apologized 
repeatedly for her faux pas, but she’s 
still showing a certain obtuseness about 
culpability. “I don’t think that anybody 
thinks that this was anyone’s fault who 
works here, and I think continuity and 
support and going forward is what’s 
important now,” she said on Dec. 12.

The reality is pretty much the oppo-
site: There’s plenty of fault to be found 
within Sony, the blame ought to be 
shared at the highest levels, and what’s 
needed is not continuity but dramatic 
change. The firing of IT personnel, while 
maybe inevitable, would be only a first 
step, says Laura Martin, a media analyst 
with Needham. Target’s chief executive 
officer, Gregg Steinhafel, resigned in May 
after Target’s devastating data breach.

For the moment, Sony seems con-
sumed with damage control. The tech 
websites Re/code and Ars Technica 
reported that the studio is  distributing 
fake versions of pilfered files to try 
to frustrate potential consumers of 
the hackers’ booty. Sony also hired 
the prominent attorney David Boies 
to send stern letters to news outlets, 
 including Bloomberg News, requesting 
the destruction of the hacked material. 
In the Dec. 14 letter, Boies warned that 
if media companies failed to comply 
and continued to publish “stolen 
 information,” Sony “will have no choice 
but to hold you responsible for any 
damage or loss.”

“Does Sony have a legal leg to stand 
on? Probably not, at least as to most 
of the information that media outlets 
would want to publish,” Eugene Volokh, 
a First Amendment scholar at UCLA 
School of Law, wrote on his blog.

Liability could cut in several 

“The weaknesses 
you see at Sony 
and other 
companies, large 
and small, can’t be 
fixed by installing 
one more fire wall 
or some new 
antivirus software” 

Share of cyber espionage not 
discovered until months into a hacking
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cyber spying in 2013 62%

Compared with 
discovery within …

Seconds 0%

Minutes 0%

Hours 9%

Days 8%

Weeks 16%

Years 5%

Region of origin of cyber espionage

DATA: VERIZON 2014 DATA BREACH INVESTIGATIONS REPORT

How cyber espionage 
malware gets inside

22%
Other

78%
E-mail  

attachment

East Asia    49%

Eastern Europe   21%

Unattributed           25%

Other 5%

Most reported cyber 
espionage episodes 

target the public, 
professional, and 

manufacturing sectors

21



directions. Plaintiffs’ lawyers are 
already happily reminding Sony that 
it will have to come to grips with its 
errors. On Dec. 16 two former employ-
ees sued the company, claiming it did 
not sufficiently secure their personal 
information. Stuart Karle, a media 
lawyer in New York and former chief 
 operating officer of Reuters News, iden-
tifies several  potential legal hazards. Just 
last summer, Sony settled a consumer- 
privacy class action related to a 
PlayStation breach. In the movie studio 
episode, hackers grabbed detailed and 
identifiable health information for some 
Sony employees: names, diagnoses, 
insurance disputes, and the like. That 
Sony’s human resources department 
didn’t do a better job of disguising this 
data “seems troubling,” Karle says.

Lawyers organizing prospective 
shareholder class actions against Sony 
management have received a trove of 
documents about all manner of confi-
dential business decisions: what exec-
utives knew about the company’s 
financial condition and when they knew 
it. Normally, plaintiffs’ attorneys would 
have to fight for years in pretrial discov-
ery proceedings to get the information 
unearthed by Guardians of Peace.

Corporations view securities-fraud 
suits as legalized shakedowns. Some 
observers fear the Sony hack could be 
a prelude to a protection racket. On 
its blog, F-Secure, a Finnish consult-
ing firm, speculates that the point of 
Sony’s public “execution” might have 
been “to warn other companies that 
may already be hacked that the extor-
tionists aren’t bluffing.”

The simplest takeaway from the 
debacle pertains to e-mail hygiene. 
“Apart from the gossipy stuff, which 
won’t matter in the long run, a lot of the 
sensitive information that was hacked 
was in e-mail or attached to e-mail,” 
says Karle, who is now general counsel 
of the investment firm North Base 
Media. Employees, from the CEO on 
down, he says, have to undergo radical 
reeducation to restrict e-mail content 
to what wouldn’t be damaging if it were 
splashed around the Internet.

Sony apparently knew it was 
unwisely hoarding internal com-
munications. According to the 
website Gizmodo, Leah Weil, the 
studio’s general counsel, said in 
one message: “While undoubt-
edly there will be e-mails that need 
to be retained and/or stored elec-
tronically in a system other than 

“The cafe culture in 
Europe is quite 
pronounced, so it’s 
far more likely our 
stores will be used 
later in the day”

e-mail, many can be deleted, and I am 
informed by our IT  colleagues that 
our current use of the e-mail system 
for  virtually everything is not the best 
way to do this.”

The dangerous combination of aware-
ness dulled by apathy goes far beyond 
Sony Pictures. In a speech in October 
2012, then-Defense Secretary Leon 
Panetta predicted it would take a “cyber 
Pearl Harbor”—a power-grid collapse, 
poisoned municipal water supply, loss 
of lives—to make Americans appreci-
ate computer vulnerability. The U.S. 
isn’t there yet, but Sony moves it closer. 
—Paul M. Barrett, with Bloomberg News
The bottom line Sony has suffered hacks 
before, but the latest is huge, embarrassing, 
and a lesson in corporate cyber vulnerability.

Fast Food

Time to Make the 
Nutella-Filled Doughnuts

 � Is there a market in Europe for 
flavored coffee and fried dough?

 � “There will always be demand  
for a sugar fix”

Pity the humble kanelbullar. The 
 traditional Swedish cinnamon roll might 
soon lose favor if Victoria Rimbo’s pref-
erences are any indication. On a chilly, 
early December morning, Rimbo and 
more than 100 others waited in line for 
the opening of the first Dunkin’ Donuts 
store in Sweden, at a shopping center in 
Täby outside Stockholm. Rimbo, 18, was 
at the head of the line, hoping to win one 
of a handful of promotional giveaways: 
six free doughnuts a week for a year.

“The doughnuts are famous in the 
U.S., but I’ve never had one,” she says. 
When the metal gates lifted and she 
finally made it inside, Rimbo bought two 
doughnuts: a double caramel and some-
thing called a “Mr. Happy International,” 
adorned with the global symbol of hap-
piness, a smiley face. Rimbo left with a 

smile on her face, too.
Dunkin’ Donuts is a 

household name in the 
U.S., yet across most of 
Europe, the 64-year-old 
coffee and pastry chain 
is largely unknown. The 
business has more than 
150 European stores out 

of 11,000 worldwide, 
but that doesn’t come 
close to what company executives 
say is the great untapped poten-
tial to entice svelte Europeans to 
their flavored coffees and glazed 
breakfast treats. Europe accounts 
for only 1 percent of the compa-
ny’s $9.3 billion in sales. So Dunkin’ 
Donuts is now in major expansion 
mode, with plans to open an addi-
tional 1,150 outlets from Leeds in the 
north of England to Bulgaria and 
Georgia in Eastern Europe.

In some places, the expansion 
is a repeat effort. Dunkin’ tried to 
make a go of it in the U.K. in the 
1990s but failed because of poorly 
chosen locations and inexperi-
enced franchisees.

“We have an iconic brand name, 
and when we open our doors, 
people are excited to see us,” says 
Paul Twohig, Dunkin’s European 
president. “Then it’s up to us to do 
it right. Success is not guaranteed.”

Failure in Europe isn’t an option 
for Twohig and his boss, Dunkin’ 
Brands Chief Executive Officer Nigel 
Travis, an Englishman. Same-store 
sales growth at Dunkin’ Donuts’ 
U.S. locations, a key barometer of 
success in the restaurant business, 
fell to 2 percent in the most recent 
quarter, from 4.2 percent for the same 
period last year. The drop comes amid 
heightened competition and a  sluggish 
economic recovery. Travis said that 
meeting Dunkin’ Donuts’ full-year U.S. 
growth forecast of 2 percent to 3 percent 
will be a challenge.

The approach in Europe now is 
to tailor the menu to each country. 
Dedicated corporate teams— marketing, 
operations, and store development—are 
staffed mostly by locals, not American 
expats, who know the tastes of their cus-
tomers. In Germany, doughnut variet-
ies include plum and kirsch-banane, a 
cherry-and-banana concoction inspired 
by a traditional cherry-brandy  cocktail of 
the same name. U.K. stores sell a Nutella-
filled doughnut. In Sweden, some of the 
pastries carry the country’s flag.

If that won’t sway the locals, maybe 
the seating will. Company  executives 
are hoping to turn a cup of coffee and 
a pastry into more of a sit-down meal. 
A store in Leeds will have 100 seats 
when it opens in February, a departure 
from the grab-and-go model of most of 
Dunkin’s U.S. locations. Food—bacon 
and egg sandwiches, chicken wraps, 

Mmm …
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sausage—will be served on ceramic 
plates, and customers can stick around 
and enjoy free Wi-Fi.

“The cafe culture in Europe is quite 
pronounced, so it’s far more likely our 
stores will be used later in the day,” 
Twohig says. “We need to provide an 
environment that encourages lingering. 
That’s a learning curve for us.”

Dunkin’ is also keeping a close eye 
on costs, with fewer stores in high-rent 
city centers than when it originally 
entered Europe. A location in London’s 
Piccadilly Circus in the early 1990s 
struggled to break even. Also, dough-
nut production and distribution for 
about half of the European stores have 
been outsourced to a Spanish company 
called Europastry.

Dunkin’ has done well in one 
market—Germany. It first moved 
there in 1999, with stores in Berlin 
and its suburbs. It now has 58 shops 
in Frankfurt, Munich, and Stuttgart, 
many of them in transit hubs. One new 
location, in a Munich railway station, 
 generates more than $40,000 in sales 
per week, roughly double what the 

Aerospace

Airbus’s Big Plane Has a 
Small (Order) Problem

 � With few new buyers, the 
superjumbo’s fate is up in the air

 � “It’s an excellent plane, but it only 
works for the right destinations”

Airbus’s double-decker A380 wide-
body has generated more than its 
share of buzz. That’s understandable 
for a plane that can carry as many as 
850 passengers and be tricked out with 
shower suites (on Emirates Airline and 
Etihad Airways), personal butlers (on 
Etihad), and stand-up bars for gregari-
ous business-class passengers (on Qatar 
Airways, Korean Air Lines, Emirates, 
and Etihad). Despite these luxuries, 
sales of new A380s have been dismal. 
Not a single A380 has been ordered by 
a passenger airline so far in 2014. (The 
sole new buyer this year was Dublin-
based leasing company Amedeo, which 
has yet to line up a 
single carrier to take any 
of the 20 jets it ordered.)

The dearth of orders for 
the seven-year-old plane led 
Airbus Chief Financial Officer Harald 
Wilhelm on Dec. 10 to raise the prospect 
of discontinuing the A380 as soon as 
2018. Wilhelm’s remarks at an  investor 
meeting in London riled  customers 
who bet on the big plane. The next day, 
Airbus backtracked. Fabrice Brégier, 
who leads its airliner unit, told investors 
that upgrades to the A380—more fuel- 
efficient engines and a stretch version 

and covered in dark chocolate fondant.
“There will always be demand 

for a sugar fix,” says Simon Stenning, 
 executive director at  restaurant 
 industry researcher Allegra 
Foodservice in London. “But Dunkin’s 
not going to be mainstream. They will 
always be a challenger.”

Still, Dunkin’ has won over some 
fans. Angela Ivory, 31, a pub manager 
in St. Albans, a suburb of London, says, 
while nursing a caramel latte: “It’s coffee 
and doughnuts. What could go wrong?” 
—Matthew Boyle and Adam Ewing
The bottom line Dunkin’, which says it will go 
from 150 to 1,300 stores in Europe, is trying to 
avoid past mistakes.

150
Dunkin’ Donuts 

stores in Europe

$250k
First-week sales  
at a Munich store

20
Unique European 
doughnut flavors

average American store delivers.
The broader push comes as European 

habits have changed over the past 
decade. Interest in American-style 
doughnuts in the U.K. has taken off 
in recent years, and the convenience 
of takeout lattes has chipped away at 
tea’s dominance.

Dunkin’ isn’t the first to  capitalize on 
these trends. It faces competition from 
the likes of Krispy Kreme Doughnuts 
and Starbucks, along with U.K.-based 
chains Caffè Nero and Whitbread’s 
Costa Coffee. Costa, Britain’s largest 
coffee chain, has about 1,900 locations in 
the U.K. Starbucks’s European business, 
once a laggard, has delivered six con-
secutive quarters of comparable-store 
sales growth; it now plans to double the 
number of European stores to more than 
4,000 by the end of fiscal 2019.

Dunkin’ also faces trendier rivals such 
as London’s Dum Dum Donutterie, 
whose founder, Paul Hurley, worked for 
Dunkin’ as a teen in the 1990s. His menu 
includes a Baileys Creme Yule Log, 
a baked cronut (doughnut-croissant 
hybrid) filled with Baileys buttercream 
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stores in 88 countries, and is the 
world’s largest retailer—is extending a 
fast fashion sensibility to home goods. 
Almost 12 years after launching Zara 
Home, the company is pushing to have 
the design stores everywhere the cloth-
ing store operates.

“They are creating a market,” says 
Cruz del Barrio, head of home and 
garden research at Euromonitor. “They 
sell you a lifestyle. It’s very aspira-
tional.” The strategy is gaining momen-
tum as Zara Home’s  competitors try 
to catch up.

Zara Home opened with four stores 
in Spain in 2003 and now has 420 loca-
tions worldwide, includ-
ing new outposts in Hungary 
and South Korea. 
According to 
Inditex, 26 Zara 
Home stores 
opened in the 
nine months 
ending Oct. 31—a 
6.7 percent 
increase from 
a year earlier. 
Sales at Zara 
Home have about 
doubled since 
2009, growing at 
a faster pace than 
all of Inditex’s 
brands—which 
include Zara, 
Massimo Dutti 
clothing stores, 
and a fashion 
accessories and 
jewelry chain.

Inditex, 
founded in the 
first half of the 
1970s as a textile manufacturer, is 
building on that experience. (The 
name is a mash-up of the Spanish 
words for “textile” and “industries.”) 
Zara Home specializes in fabric prod-
ucts for every room, from the bedroom 
to the kitchen. Duvet covers are dis-
played alongside tea towels and place 
mats. The home  accessories empori-
ums, located in city centers and on 
main shopping streets, cater to urban 
dwellers and workers who can pop 
in, browse the merchandise, and buy 
something on a lunch break.

Rival H&M has followed Zara 
Home’s lead. It opened a home design 
chain in 2009. Swedish retailer Ikea, 
known more for its furniture and for 
 warehouse-size spaces on the outskirts 

capable of carrying 1,000  passengers—
will happen “one day.”

Despite such optimism, there could 
be financial turbulence ahead for the 
A380. Airbus will break even on the 
plane in 2015, 2016, and 2017, but that 
outlook doesn’t hold for 2018, forcing 
the company to either spend heavily to 
improve the economics of its engines or 
discontinue the program, Wilhelm said.

Although the four-engine A380, 
which cost $25 billion to develop, is 
popular with travelers, most carriers 
today prefer smaller twin-engine jets 
that are more fuel-efficient and can 
access more airports. Emirates is the 
standout fan, having ordered 140 of the 
planes—about 40 percent of the total—
while other airlines have either backed 
off or are struggling to fill the jumbo’s 
two decks. “It’s an excellent plane, but 
it only works for the right destinations,” 
says Air France-KLM Chief Executive 
Officer Alexandre de Juniac, who aims 
to cancel the last two of a dozen A380s 
he has on order and swap them for 
smaller models. Carriers typically equip 
A380s with about 550 seats.

Chris Buckley, Airbus’s executive 
vice president for Europe, Asia, and the 
Pacific, said the company has been “at 
fault” in its marketing of the aircraft, 
letting carriers customize the interiors in 
numerous ways rather than pushing the 
plane’s ability to carry far more passen-
gers, lowering per-seat costs.

Emirates’ president, Tim Clark, is 
urging Airbus to upgrade the A380’s 
engines. Because that would take about 
four years, “Airbus will be obliged to 
make a decision one way or the other in 
2015,” says Yan Derocles, an analyst at 
Oddo Securities in Paris. He estimates 
an engine upgrade may cost Airbus 
€2 billion ($2.5 billion) because of new 

work required on the wing.
So far, Airbus has orders for 318 of 

its mammoth jumbos—a fraction of 
the 1,200 it thought airlines would buy 
when it started promoting the A380 in 
2000. Japan and China, originally seen 
as key markets, have been disappoint-
ments, with only one Chinese airline 
taking five planes. And earlier this year 
six jets that Japan’s Skymark Airlines 
ordered were canceled as the first 
two neared delivery. “It’s a pity,” says 
Emirates’ Clark of the A380. “It’s a very 
big cash generator for us. I just open the 
doors, and the people come.”

Emirates has been successful with 
its fleet of A380s because the airline 
uses its Dubai hub as a central point to 
connect major routes around the globe 
with just one stop. The A380 is also 
popular for flights at airports such as 
London Heathrow that cap the number 
of takeoffs and landings allowed, giving 
carriers an incentive to use larger air-
craft. Smaller airfields lack the infra-
structure to accommodate the huge 
plane. And airlines are adding long-
haul service to secondary cities, where 
demand isn’t strong enough to fill an 
A380.

Richard Aboulafia, a vice president at 
aerospace researcher Teal Group, says 
smaller twin-engine wide-bodies tar-
geting such markets, including Boeing’s 
787 Dreamliner and Airbus’s own A350, 
will be the death of the A380. Says 
Aboulafia of the A380: “I don’t think it 
lasts more than a few years into the next 
decade.” —Andrea Rothman
The bottom line To dispel doubts over the 
future of its slow-selling A380 jumbo, Airbus 
says it will upgrade the plane’s engines.

DATA: AIRBUS

When Bigger Isn’t Better 
Projected airplane deliveries 2014-33

70%
Single-aisle

16%
Small twin-aisle

9%
Intermediate

twin-aisle

5%

Very large 
aircraft

Value of 
total deliveries 

$4.6t

Retail

Zara Follows Shoppers 
Into the Bedroom

 � Zara Home wants to sell bedsheets 
and towels like skirts and shoes

 � “You create needs for consumers 
that they don’t actually have”

If consumers can be persuaded to buy 
new sweaters, jackets, and pants every 
month, can’t they be persuaded to do 
the same with bedroom linens and 
bath towels? Spanish retailer Inditex—
which operates more than 2050 Zara 

Between  
the sheets
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Frayed Apparel
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Edited by James E. Ellis and Dimitra Kessenides  
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○ ○ American Apparel  fired founder Dov 

 Charney and named as its new CEO Paula 

 Schneider, who’s led a number of  fashion brands, 

including BCBG Max Azria. Thirty  American 

 Apparel executives wrote to the board, urging it 

to reconsider the decision. The  dismissal capped 

a six-month saga that began with  Charney’s 

 suspension for allegedly violating sexual harass-

ment rules and using company funds to pay 

travel expenses for family members. Charney’s  attorney has 

called the allegations “baseless.” During 

his suspension, Charney served as a paid 

consultant to the company. ○ ○ Puma 

hired pop singer  Rihanna as a brand 

 ambassador and creative director in a 

multi year deal  intended to help turn around 

its slipping sneaker sales. The company reported a 6.5  percent 

slide in  revenue in the past two quarters. Controlling share-

holder  Kering has explored a sale of the brand,  Bloomberg 

News  reported. ○e○ American  Airlines announced a  revised 

 frequent-flyer program that will soon make it one of the few 

big carriers to  continue granting rewards based on distance 

 traveled rather than on the cost of a ticket. The move could 

woo more discount flyers to its flights. Those traveling in first 

class and business class will receive bonus mileage. 

○ ○ NBC cut the cord. The network is 

 streaming broadcasts on its website as they 

air on TV for pay-TV  customers. The com-

pany plans to  expand the offer ing to mobile 

devices early next year. ○ ○  General Mills 

reported a 37  percent drop in profit for the 

 recent quarter, as U.S.  consumers increas-

ingly turned down  cereal and passed on 

baked goods. Sales fell 3.4 percent in the 

period, to $4.7 billion. One bright spot: yogurt.

About 3,100 
McDonald’s 
restaurants in Japan 
began limiting 
French fry orders as 
they grappled  
with a shortage of 
imported American 
potatoes.

CEO 
Wisdom

“It takes a lot of 
brains to  
do what we do, 
looking for  
a way to make 
some dough for 
you. Energy, 
commodity— 
we do it all. So pick 
up the phone,  
and give us a call.”

David Rubenstein, 
co-CEO of Carlyle 
Group, on a holiday 
rap video

The most recent 
valuation of WeWork 
Companies, a 
four-year-old startup 
that offers shared and 
short-term office space

of cities, opened a store this year in 
downtown Hamburg. Ikea expects 
more than half its customers to travel 
there by public transport or bike. It has 
announced plans for a similar outlet in 
Paris. “It’s about convincing you that 
if you have a green towel and a blue 
towel that now you need a red towel,” 
del Barrio says of the growth of home 
goods. “You create needs for consum-
ers that they don’t actually have.”

Zara Home offers about 10,000 prod-
ucts, including white-and-beige sheet 
sets (about $16) and wool rugs (about 
$390). Ikea, by comparison, sells from 
a catalog of 9,500 items per year, 
which includes furniture.

With sales of €451 million 
($564 million) last year, Zara Home 
has a way to go to eclipse the size of its 
sister brands at Inditex, let alone Ikea. 
The Swedish company has the largest 
portion—4.8 percent—of the home fur-
nishings market, forecast to be worth 
$695 billion in 
2018, up from 
$553.7 billion in 
2013, according to 
Euromonitor. That 
includes textiles 
and furniture. Zara 
Home has less than 
0.5 percent, but it 
 operates more stores worldwide.

Zara’s brand recognition offers the 
company an advantage in a highly 
 segmented market, according to Anne 
Critchlow, an analyst with Société 
Générale in London. The home fur-
nishing market is “fragmented across 
online, department stores, even 
in supermarkets,  hypermarkets—
all types of different retailers sell 
this kind of merchandise,” she says. 
“Fragmentation always gives you 
a chance.”

Expanding beyond clothes has 
strengthened the business by tapping 
Zara’s brand recognition, according to 
Cedric Lecasble, an analyst in Paris for 
Raymond James Financial. “There’s 
the possibility to build a segment with 
limited expenditure in terms of pro-
motion and advertising, because the 
brand is already strong in the given 
country, so it’s a natural kind of move,” 
he says. —Rodrigo Orihuela
The bottom line Building on the strength  
of the Zara brand and fast fashion, Zara Home 
has become Inditex’s fastest-growing unit.

$5b
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December 22 — December 28, 2014

 �Republicans have a Senate majority, but party leaders must rein in rebel Tea Partiers

 �“The things that have happened here in the last several days show they have some issues to resolve”

When Ted Cruz, the junior Republican 
senator from Texas, tried to blow up 
the carefully negotiated bipartisan deal 
to keep the government running, he 
skipped the courtesy of giving the head 
of his own party, soon-to-be Senate 
Majority Leader Mitch McConnell, any 
advance warning. Cruz waited to take 
the Senate floor until late on Dec. 12—a 
Friday—after reports circulated that 
McConnell had left the Capitol build-
ing, along with most of the Republican 
caucus, many of whom were headed to 
their home states for the weekend. Cruz 
then blasted his fellow Republican law-
makers for “playing Santa to K Street” 
with the $1.1 trillion spending package 
for 2015. “That is where a lot of these 
retiring members are going to go,” he 
said to a largely empty chamber, refer-
ring to lobbying firms. “A perfect way to 
start your job is to ensure that you come 
with goodies for the rich and powerful.”

Cruz said he was angling to force a 
vote on an amendment to block the 
government from following President 
Obama’s instructions to suspend depor-
tations for millions of undocumented 
immigrants. The maneuver backfired 

spectacularly. Democrats seized on 
the procedural opening Cruz created 
by keeping the floor open to vote on a 
backlog of executive appointments that 
Republicans had stalled for months, 
including the confirmation of Vivek 
Murthy as surgeon general. “I’d rather 
just look forward,” McConnell told 
reporters a few days later, on Dec. 16. 
“We are where we are.”

Republicans may have succeeded in 
taking back a majority in the Senate, 
but McConnell is dogged by the same 
problem that’s bedeviled John Boehner, 
his counterpart in the House, since 
2010, when the GOP won the major-
ity there: a rebellious Tea Party faction 
bent on preventing any compromise 
with the Obama White House, no 
matter what the political cost to the 
broader Republican cause. Senior 
party leaders—and donors—want 
McConnell to steer a centrist course 
in the Senate in preparation for the 
2016 presidential campaign. So far 
he’s promised “a responsible, right-
of-center governing majority,” pur-
suing a legislative agenda designed 
to help Republicans facing 2016 

campaigns in relatively purple states 
such as Pennsylvania, Ohio, and Florida. 

With Cruz and at least two other 
Republican senators, Marco Rubio of 
Florida and Kentucky’s Rand Paul, 
weighing presidential runs, the new 
majority leader’s success will rest on 
finding a way to quiet the free agents in 
his own party. That’s easier said than 
done. The days of an all-powerful leader 
in the mold of Lyndon Johnson who 
passes legislation by wheeling, dealing, 
and, of course, threatening, are over. As 
one Republican senator, who was reluc-
tant to critique his leader on the record, 
put it: McConnell doesn’t have the 
option of ruling with an iron fist. 

He also doesn’t have the option 
of resorting to the arsenal 
of threats and favors 
that were once critical 
to greasing the machin-
ery of Congress. In the 
past, majority leaders 
have been able to tame 
renegades by taking 
away coveted  committee 
assignments, withdraw-
ing financial support 

“You should have an 
end goal in sight if 
you’re going to do 
these types of 
things, and I don’t 
see an end goal 
other than just 
irritating a lot of 
people.”  

—Orrin Hatch
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Auctions

The $44 Billion  
Wireless Windfall

 � Bidding for mobile spectrum  
has exceeded expectations 

 � Usually “they stick to their corners. 
They don’t pop the price that high”

Tom Wheeler, the chairman of the 
Federal Communications Commission, 
doesn’t normally have much to crow 
about, but he could scarcely contain 
his glee at a press conference in mid-
December as he reported that the 
agency had unexpectedly earned 

for campaigns, or promising political 
pork through spending earmarks. The 
Republican-led House voted in 2010 to 
eliminate earmarks from the budget 
process. And following Supreme Court 
rulings that have opened up virtually 
unlimited campaign spending, commit-
tee jobs and pork seem like relatively 
quaint ways to gather influence.

A single billionaire backer can prop 
up a candidate through outside spend-
ing groups. That means an iconoclast 
like Cruz doesn’t have to worry about 
alienating his superiors on Capitol Hill, 
as long as he can find enough wealthy 
donors to agree with his positions. 
Opposition is now the fastest way to 
become a political star. The right video 
clip of a Senate floor speech can easily 
be turned into a million-dollar “money 
bomb” targeting smaller donors, a 
tactic that’s been successfully used by a 
number of candidates, including Paul. 

McConnell has tried his best to 
embrace his party’s right flank. But 
one of the greatest ironies of his polit-
ical life is that despite his new role as 
the face of Republican obstructionism, 
he’s also a master parliamentarian. It 

was McConnell who successfully struck 
deals with Senate Democrats and the 
White House to raise the debt ceiling 
in 2011, avert the fiscal cliff in 2012, 
and reopen the federal government in 
2013 after a two-week shutdown. That 
effort, also led by Cruz, sought to block 
the launch of insurance exchanges 
under the Affordable Care Act. “When 
Mitch says, ‘Joe, I have 41 votes,’ or 
‘I have 59 votes,’ it is the end of the 
 discussion. You know that’s true,” 
Vice President Joe Biden said during 
a 2011 visit to a conference center 
named for McConnell at the University 
of Louisville.  

The only real punishment Cruz suf-
fered after his one-man performance 
on Dec. 12 was a round of criticism 
from his Senate colleagues, who com-
plained to reporters about having to 
miss holiday plans with their kids to 
return to Washington. “You should have 
an end goal in sight if you’re going to 
do these types of things, and I don’t see 
an end goal other than just irritating a 
lot of people,” Senator Orrin Hatch, a 
Utah Republican, said in a press con-
ference. So far, there’s no sign that 

the public shaming has had any effect 
on Cruz. Several days after his floor 
 performance, the senator said publicly 
that he’d apologized to his colleagues 
at a private Senate lunch for upend-
ing their weekends, but he insisted he’d 
continue to push his party to oppose 
the White House on immigration. “The 
Republican leadership in both houses 
has promised publicly that they intend 
to fight,” Cruz told reporters. “I very 
much hope we follow through on those 
public commitments and promises.”

McConnell’s weakness could turn 
out to be a Democratic strength. With 
a majority of only 54 Republicans, 
McConnell needs at least six Democrats 
to pass legislation. That number grows 
with every conservative Republican 
who defects. The more Cruz, Paul, 
Rubio, and other members of the 
Republican right wing object to 
McConnell’s compromises, the more 
the majority leader will need to reach 
across the aisle. That gives Democrats 
a boost of backroom power. “Some of 
the things that have happened here in 
the last several days show they have 
some issues to resolve,” says Illinois 
Senator Dick Durbin, the Senate’s 
second-highest-ranking Democrat. 
“When the other side is not unified, it’s 
easier to  negotiate.” —Lisa Lerer, with 
Michael C. Bender
The bottom line Republican leaders will have 
to find a way to control their dissenters—or 
turn to Democrats for help.
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billions of dollars for the federal 
 government. The money comes from 
the FCC’s public auction of licenses for 
access to radio-frequency spectrum, 
the airwaves used to transmit wireless 
data to cell phones. Before the auction 
opened in November, the FCC set the 
reserve price at $10.6 billion. By Dec. 17 
the bidding had passed $44 billion. 
“I think it is pretty safe to say that the 
auction is a success,” Wheeler said. 

The bidding busted the previ-
ous $19 billion record for a spec-
trum auction, set in 2008. AT&T, 
T-Mobile US, and Verizon are among 
the 70 companies that qualified to take 
part in the current auction. Smaller 
bidders—such as the city of Ketchikan, 
Alaska, and the Southeastern Indiana 
Rural Telephone Cooperative—signed 
up, too. Bids are anonymous, and the 
FCC won’t say which companies have 
taken the lead in the bidding until the 
auction ends in the coming weeks. 
“They’re duking it out,” says Walter 
Piecyk, an analyst with BTIG, a telecom 
research firm.

Earlier in 2014, Piecyk estimated the 
auctions would bring in $12 billion to 
$14 billion. He says he was surprised 
when the bidding leapfrogged pre- 
auction estimates. Normally, the two 
largest carriers—AT&T and Verizon—
find a way to avoid bidding each other 
up. “They stick to their corners,” 
Piecyk says. “They don’t pop the price 
that high.” 

There are two reasons to bid high: 
to stop competitors or new entrants 
from getting spectrum, or to offer 
new services. In 2012, T-Mobile and 
others complained to the FCC that 
Verizon was hoarding spectrum to 
keep  competitors out of the market. 
Verizon officials replied that they’d 
been “good stewards” of spectrum. 
High auction prices also help reinforce 
the barriers to entry for smaller wire-
less companies. 

Expectations for this auction were 
low, because the spectrum being sold 
isn’t in the lower frequencies that 
can carry farther and penetrate walls 
easily. (On the low end of the spec-
trum, calls are more likely to drop in 
elevators.) But wireless coverage in 
most U.S. cities has reached a satura-
tion point. The higher- frequency spec-
trum being sold gives wireless carriers 
raw bandwidth they can use to offer 
faster data services, such as stream-
ing video to phones. In Chicago, says 
Dennis Roberson, a professor at the 
Illinois Institute of Technology, most 
available frequencies are being used. 
The auction block covering the city has 
drawn higher bids than those for any 
other part of the country. 

It’s also not clear when the gov-
ernment will hold its next spectrum 
auction. The frequencies being licensed 
in the current auction had been in use 
by the U.S. Department of Defense 
and other government agencies. The 
FCC planned to hold an auction for the 
lower- frequency spectrum now used by 
television broadcasters in 2015, but the 
sale has been delayed at least until 2016 
because of a legal challenge from the 
National Association of Broadcasters. 
The FCC has also signaled that it will 
limit the amount of spectrum large 
players such as Verizon and AT&T will 
be allowed to buy in that sale, whenever 
it proceeds. “Could be there’s one or 
two guys saying, ‘You know what, this is 
our last chance to get the spectrum we 
need,’ ” Piecyk says. 

It doesn’t matter to the FCC why 
the bidding has reached  stratospheric 
levels. Before it began auctioning 
licenses in the mid-1990s, the FCC 
assigned spectrum licenses for free 
based on its understanding of the public 
interest. Auction proceeds have allowed 
it to claim that it self-funds its own 
priorities. About $7 billion from this 
auction will go to pay for a nationwide 

emergency communications network, 
something recommended a decade ago 
by the 9/11 Commission. The rest will 
be deposited with the Treasury to help 
pay off the government’s $13 trillion in 
public debt. —Brendan Greeley
The bottom line Mobile phone carriers are 
bidding up the price of wireless spectrum, more 
than doubling the previous auction record.

At least
$44b

9/2006 3/2008 10/2009 2/20147/2011 12/2014

Making Money Out of Thin Air
Before the current sale, the government had earned 
$35 billion in spectrum auctions

Almost $10b 
more than all 

previous auctions 
combined

$14b $19b
$14m $21m

Conservation

Making a Market to Save 
A Vanishing Species

 � Environmentalists team with 
oilmen to protect the sage grouse

 � “The oil and gas industry has to ask 
itself if this makes sense”

A century ago, millions of the puffy-
chested birds known as greater sage 
grouse lived across the western U.S. The 
incursion of cattle ranchers, develop-
ers, and oil drillers into brush- covered 
mountain areas decimated the popu-
lation, which today numbers no more 
than 500,000 birds and may be less than 
half that. Now, the U.S. Fish and Wildlife 
Service is considering whether to list 
the species for protection under the 
Endangered Species Act. That would 
severely restrict oil and gas explora-
tion, as well as other commercial activ-
ities, in the birds’ habitat, which covers 
an estimated 165 million acres in Idaho, 
Montana, Nevada, Wyoming, and seven 
other states. 

Environmentalists fought a bitter 
political battle 25 years ago against the 
timber industry over the spotted owl, 
which was listed as threatened in 1990. 
Some conservationists trying to protect 
the greater sage grouse are taking a dif-
ferent approach. They’re teaming up 
with ranchers, energy companies, and 
government officials to build a system 
that would let private interests pay to 
protect sage grouse habitat in exchange 
for development rights. “We want pop-
ulations to be growing, so that a listing 
is not necessary,” says Eric Holst, 
senior director for working lands at the 
Environmental Defense Fund, which 
advocates for  market-based solutions to 
environmental problems and has taken a 
lead in establishing the programs.

The exchanges could be a model for 
dealing with the dozens of other species 5/2007 8/2008

$19m $20m
$2b

28

Politics/Policy



J
A

C
K

 M
IL

C
H

A
N

O
W

S
K

I/
C

O
R

B
IS

; D
A

T
A

: F
C

C
, U

.S
. F

IS
H

 A
N

D
 W

IL
D

L
IF

E
 S

E
R

V
IC

E
. 

federal authorities may list as  threatened 
or endangered. They borrow from cap-
and-trade markets for power plants, 
which let polluters buy credits to offset 
their carbon emissions. Oil and gas com-
panies would pay landowners to protect 
or restore habitat. In return, energy 
companies would get rights to drill in 
other places where the birds live—and, 
they hope, head off federal regulations. 
A 2014 study by Lowell Baier, a lawyer 
and pro-hunting conservationist, esti-
mated that preserving the greater sage 
grouse on federal lands alone could cost 
as much as $5.6 billion a year in foregone 
economic activity. 

Federal and state officials are review-
ing one proposed exchange near 
Jackson, Wyo., where Jonah Energy 
has 1,600 gas wells in prime sage grouse 
territory. “A listing jeopardizes a lot of 
that activity,” says Paul Ulrich, Jonah’s 
head of government relations. 

A Colorado group that includes 
state officials, ranchers, hunters, the 
Colorado Oil & Gas Association, and 
the Environmental Defense Fund is 
also developing an exchange. They’re 

trying to devise a system for valuing 
land offered for habitat, so that 
denuded areas aren’t accepted for pris-
tine terrain. “We’re in the really tough 
part of the negotiations,” says John 
Swartout, rural policy director for 
Colorado Governor John Hickenlooper, 
a Democrat. “At the end of the day, the 
oil and gas industry has to ask itself if 
this makes sense.”

Credit for a habitat acre could cost 
$500 to $1,000, depending on how 
valuable the land is to the bird and to 
developers, says Jon Kehmeier, a Denver-
based ecologist at SWCA Environmental 
Consultants, an environmental planning 
company. Land near mating areas or 
feeding grounds could be more expen-
sive than other areas in the birds’ terri-
tory. “This gives ranchers the ability to 
monetize the conservation they do on 
their land,” says T. Wright Dickinson, 
a fourth-generation Colorado rancher 
involved in the exchange talks. 

Critics of the exchanges say preserv-
ing land in one place doesn’t make 
up for disturbing sage grouse else-
where. Sagebrush, which the birds 

eat, can take decades to regrow, and 
greater sage grouse need wide swaths 
of  unadulterated habitat to thrive. 
“We don’t have the ability to create or 
even improve the sage grouse habitat,” 
says Erik Molvar, a wildlife biologist 
at WildEarth Guardians, a nonprofit 
based in Santa Fe, N.M., that’s pushing 
the federal government to declare 
the greater sage grouse endangered. 
“It makes more sense to protect the 
good habitat.”

The Obama administration has wel-
comed the exchanges. “We are recep-
tive for this kind of approach,” says 
Michael Bean, a former Environmental 
Defense Fund attorney who is now a 
Department of the Interior adviser on 
endangered species policy. 

In November, the Fish and Wildlife 
Service added the Gunnison sage 
grouse, a smaller cousin of the greater 
sage grouse, to its list of threatened 
species. Republican lawmakers added 
a provision to the 2015 federal spending 
bill, which passed the Senate on Dec. 13, 
forbidding the agency from working 
on any similar rules  covering 

500,000
Estimated population remaining 

Greater 
Sage 

Grouse

 31

Adapted from the 
Women’s Hunting  
Journal blog

Ingredients
•  2 sage grouse, deboned 

and cut into bite-size 
pieces

 •  olive oil 
 •  1 medium onion, diced 
•  1 can (12-oz.) cream of 

celery soup
•  3 Yukon gold potatoes, 

cut up
• 3 carrots, cut up
• 2 celery stalks, cut up
•  3 or 4 garlic cloves,  

finely chopped
•  2 tbsp Worcestershire 

sauce
•  2 tbsp stone-ground 

mustard
• 1 tbsp honey
•  1 or 2 cups broccoli tops, 

cut up

Directions  
Sauté grouse in olive oil 
until browned; add to 
crock. Sauté onion until 
translucent; add to crock. 
Add remaining ingredients 
except broccoli. Cover with 
water and simmer on high 
for 30 to 45 minutes, then 
set to low for 2 to 3 hours 
until meat and potatoes 
are cooked. Add broccoli 
30 minutes before serving.

 
 

The bird’s 
habitat covers 

165 million 
acres

Don’t add any 
sage seasoning—
the meat already 

tastes of the 
sagegrass the 

grouse eat

Utah

Idaho

Nev.

Wyo.

Mont.

Crock Pot 
Sage 

Grouse
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George Osborne

Charlie Rose talks to ...

Britain’s chancellor of the Exchequer defends austerity and 

discusses the Tories’ chances in the May 2015 general election

Watch Charlie Rose on Bloomberg TV Weeknights at 7 p.m. and 10 p.m. ET

What about the debate that your 
budget cuts hurt the poor most? 
Of course there’s a debate, but 
the debate is this: Who are the 
people who suffer most when your 
economy fails? Who suffers most 
when the deficit is out of control? 
It is the poorest in our society. And 
they are the least protected from 
turns in the cycle.

You’ve been out defending  
Britain’s deficit-reduction plan.   
I’m here saying to both the 
Americans and the Brits that we don’t 
have to accept, as countries, secular 
stagnation, long-term decline. Our 
best days can be ahead of us if we’ve 
got clear economic plans to get on 
top of our debts and back enterprise 
and back innovation. I’m really taking 
on the pessimists who say we had to 
spend our way out of crisis—and who 
now say we have to spend our way 
out of stagnation.

 “We, at the moment, 
are creating jobs at 
a faster rate than any 
other major economy
in the world”

Britain is planning further budget cuts. 
How will you accomplish that? 
Principally by reducing government 
spending, dealing with costly welfare 
entitlements. You’ve also got to make 
sure that wealthy people pay their taxes. 
So we are unapologetic in dealing with 
aggressive tax planning. What I don’t think 
you want to be doing is putting up taxes on 
businesses or people’s incomes that would 
hit people’s cost of living and also make 
our country uncom petitive. Britain thrives 
by being an 
open place that’s 
now attracting a 
huge amount of 
investment.

Polls currently show both Labour and 
the Conservatives unlikely to achieve 
a majority next May. What’s in store?
Actually, the Conservative Party is in 
reasonably good shape. We’re the 
incumbents, but people clearly see 
David Cameron as the best person to 
be prime minister. And when it comes 
to our economic competence, people 
see us as ahead of our opponents. 

Ultimately it’s going to be a hard-fought 
election, but I feel confident as we come into 
the Christmas period that we are well placed 
to earn the trust of the British public.

On Scottish independence, could the 
vote have gone the other way if you and 
David Cameron hadn’t fought for unity? 
It was a great exercise in democracy. We 
had incredibly high turnout, close to 9 out 
of 10 voters. All my adult life, separatism in 
Scotland had been on the rise. In the end, 
David Cameron, ourselves, the Labour 
Party—it was a cross-party effort that said 
we’re going to confront this. I think we 
emerged stronger from it.

But your deficit is still the  
highest among G-7 nations, right?  
Yes, it is. And it is, of course, half 
what it was. My message—and it’s 
going to be a message in these 
forthcoming elections—is you’ve 
got to stay the course. You’ve got 
to go on dealing with your deficit 
and bring your debt down as part 
of a program that says to the world, 
Britain has got its act together. 
This is a place to be. It’s a place 
to create your business. This is 
a place to invest. It’s a place to 
create jobs. And we, at the moment, 
are creating jobs at a faster rate 

than any 
other major 
economy in 
the world.

Britain is creating jobs 
faster than the U.S.? 
Yes. Actually, unlike in the 
U.S., the participation rate 
in the U.K. is at an almost 
record high. So we’re not 
getting people dropping out 
of the labor force. The U.S. is 
a strong beacon in the world 
economy at the moment as 
well. I think what both of us 
have managed to achieve is 
this combination of activist 
central banks and fiscal 
consolidation—although 
in the U.S. this is more 
unintentional than intentional. 
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Health Care

More Patients, Less 
Money for Doctors

 � Congress is letting higher Medicaid 
payments under Obamacare expire

 � The program for the poor “is 
marginalized”

Sandhills Pediatrics, a group  practice 
near Fayetteville, N.C., recently hired 
a child psychiatrist and a psychiatric 
nurse practitioner. It also expanded a 
satellite office in Hoke County, where 
almost a third of children live in 
poverty. About half of Sandhills’ 20,000 
patients are covered by Medicaid, the 
joint  federal-state health program for 
the poor, and the practice was able 
to add the services thanks to a boost 
in the reimbursement rates Medicaid 
pays  primary-care doctors under the 
Affordable Care Act.

The 2010 law guaranteed federal 
funding to cover the higher rates only in 
2013 and 2014. President Obama’s pro-
posed 2015 budget would have continued 
the higher payments, but that provision 
never made it into the $1.1 trillion spend-
ing bill Congress passed on Dec. 13. As 
a result, federal reimbursements will 
drop to 2012 levels starting in January. 
Sandhills expects its Medicaid revenue to 
fall 26 percent next year. “It means a tre-
mendous loss,” says Sandhills managing 
partner Christoph Diasio.

Treating Medicaid patients is usually 
a money loser for doctors, which is why 
many physicians refuse to do so. The 
Affordable Care Act, which extended 
coverage to poor Americans by widen-
ing eligibility for Medicaid, added 
9 million people to the program rolls. To 

encourage doctors to see them, Congress 
offered a carrot: Medicaid would pay 
the same rates as Medicare, the federal 
health insurance program for Americans 
older than 65. Medicare fees are gener-
ally higher than Medicaid fees.

Only half of family doctors accepted 
Medicaid in 2013, down from 65 percent 
four years earlier, according to a 15-city 
survey by physician staffing firm Merritt 
Hawkins. About half the providers listed 
by privately run Medicaid managed-care 
plans aren’t taking new patients, accord-
ing to a report published in December 
by the U.S. Department of Health and 
Human Services Office of Inspector 
General. Of those offering appointments, 
more than a quarter were booked for at 
least a month.

The bump in Medicaid reimburse-
ments cost the federal government 
$5.6 billion for the first 18 months 
of the program. The program spent 
$449 billion last year, more than half of 
that funded by Washington. Medicare 
spent $586 billion in 2013, almost all of it 
from the federal government.

With about 63 million enrollees, 
Medicaid serves more patients than 
Medicare, which has about 54 million 
beneficiaries. (Some people are eligible 
for both.) But Medicaid doesn’t have the 
same political clout. Medicare is a top 
priority for the influential AARP lobby, 
and its older beneficiaries are more 
reliable voters than generally younger 
and poorer Medicaid recipients. “The 
program is marginalized,” says Mark 
Gallant, an attorney at Cozen O’Connor 
who represents Medicaid providers.

The Centers for Medicare and 

Medicaid Services, the federal agency 
that oversees the programs, requires 
states to pay only enough to ensure 
“adequate access” for patients. It could 
set the minimum reimbursement rates 
for Medicaid without congressional 
approval if too many patients can’t find 
doctors to care for them, Gallant says.

At least 15 states plan to keep paying 
doctors at higher rates even without 
federal subsidies, according to the Urban 
Institute, a nonpartisan think tank in 
Washington. Michigan’s Republican-
led statehouse is one. Payments from 
Medicaid would have dropped by more 
than half if the state hadn’t agreed to 
make up the difference, according to the 
Urban Institute. Cheryl Gibson Fountain, 
an obstetrician-gynecologist on the 
board of the state medical society, says 
Michigan has seen the consequences 
of paltry Medicaid payments. St. John 
Detroit Riverview hospital, where she 
worked for 20 years, closed in 2007, 
partly because so many of its patients 
were on Medicaid. Detroit now has no 
ob-gyns in private practice, she adds—
they’ve moved to the suburbs in search 
of patients with better insurance, they’ve 
retired, or they’ve gone to work for hos-
pitals, because they can’t afford to stay in 
business. “If it costs you a dollar to care 
for a patient and you’re only getting paid 
60¢,” she says, “you’re actually paying to 
take care of a patient.” —John Tozzi
The bottom line A cut in funds used to pay 
physicians taking Medicaid patients may make 
it harder for enrollees to find care.

the greater sage grouse at least until 
the bill expires next October. Eric 
Washburn, a  principal at the  lobbying 
firm Bracewell & Giuliani, which has 
represented the Environmental Defense 
Fund and other groups working on 
the exchanges, says the delay creates 
a window for groups in all states with 
greater sage grouse populations to work 
out their own exchange plans.  
—Mark Drajem, with Jim Snyder
The bottom line To save the greater sage 
grouse, some environmentalists are pushing 
for market solutions rather than regulations.
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Medicaid’s Money Gap
At least 10 states and the District of Columbia are expanding 
access to Medicaid while cutting the fees they pay doctors

Increase in Medicaid  
enrollment under Obamacare

Drop in doctors’ 
Medicaid fees 
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Rhode Island’s 
program pays 
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lowest rates
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 �Amazon, Google, and IBM use Docker’s tools. Can the startup make money?

 �“The onus is on us to prove we’re not out to steal anyone’s business”

Growing Your Apps 
In Isolation

Internet software has made life easier 
for most of us, but not for the IT staff-
ers who have to keep it up and running. 
Whether an app is designed to summon 
a cab, check the weather, or search 
job postings, it has to be painstakingly 
tested and configured so it works even 
during upgrades and other potentially 
disruptive changes. Many companies 
spend more than 90 percent 
of their IT budgets on such 
thankless scut work, says 
Al Gillen, an analyst at 
researcher IDC.

That helps explain the 

rise of Docker. In less than two years the 
company’s free software has become a 
building block in app development at 
thousands of companies, and it’s sup-
ported by Amazon.com, Google, IBM, 
Microsoft, and VMware. Docker auto-
matically rearranges programmers’ code 
into virtual “containers” that are pre-
configured and standardized to work on 

most any hardware setup, 
shaving weeks or months off 
the process of sending an 
app into the world. “This is 
about the mass commoditi-
zation of the production of 

software,” says founder Solomon Hykes, 
who named the company and its soft-
ware after longshoremen. “Docker can 
have the same impact on software that 
shipping containers had on world trade.”

IBM, Google, and other companies 
had designed and used their own con-
tainer technologies for years, but Hykes 
was the first to establish an industry 
standard. He did that by creating an 
easy-to-use interface and by making 
Docker an open-source project, freeing 
other tech companies that contrib-
uted code to create software and ser-
vices they could sell to Docker users. 

The founder

The pet tortoise

The mascot
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Mobile

Backing Down Might  
Be Good for Uber

 � Government licenses for drivers 
may not be so onerous

 � “You are not using an industry-
leading background process”

As Uber struggles to address complaints 
in dozens of the more than 250 cities 
where it operates, one of the company’s 
biggest problems is its screening process 
for drivers. On Dec. 8, India’s home min-
istry advised the country’s states to ban 
unregistered car-service apps after an 
Uber passenger in Delhi accused her 
driver of rape. (Uber said it suspended 
the driver’s account and is working 
with investigators.) On Dec. 9 the dis-
trict attorneys of Los Angeles and San 
Francisco filed a joint lawsuit accusing 
Uber of misleading passengers about its 
background checks for drivers. The DAs’ 
suit asked for a ban on Uber and its main 
competitor, Lyft, although the latter 
company has already settled with pros-
ecutors without disclosing terms.

On Dec. 17, Uber said it would exper-
iment with polygraph tests and other 
ways to screen drivers outside the U.S. 
“Our responsibility is to leverage every 
smart tool at our disposal to set the 
highest standard in safety we can,” the 
company said in a blog post. “We will 
not shy away from this task.”

Uber has consistently lobbied against 
legislation that would require its 
drivers to submit to the same licens-
ing rules as taxi drivers. Some cities 
require fingerprinting and criminal 
background checks conducted by taxi 

Although Hykes and Chief Executive 
Officer Ben Golub have yet to demon-
strate that they can make money selling 
versions of the software with extra fea-
tures, they’ve raised $55 million in 
venture capital, including a $40 million 
round in September that valued the 
company at more than $400 million, 
says a person familiar with the financing 
who wasn’t authorized to discuss it pub-
licly. “There’s an awful lot of momentum 
behind Docker, because it solves a lot of 
problems the industry has had for a long 
time,” says IDC’s Gillen.

Hykes, a 30-year-old Frenchman 
with a master’s degree in computer 
science from the European Institute 
of Technology, got the idea for Docker 
while working in a string of jobs, where 
he had to spend most of his time writing 
app- launching software over and over. 
In 2007 he quit a $40,000-a-year job 
in Los Angeles and moved back to his 
mom’s basement in Paris to work on his 
pet project with friends. He and one of 
his pals landed a spot in the 2010 class of 
Y Combinator, the San Francisco startup 
accelerator. They launched a company 
called DotCloud and, after raising about 
$10 million in venture capital, decided 
to stay in the U.S. “He’s always known 
where he wanted to go,” says Docker 
board member Marc Vestraen, an Apple 
 engineering manager. The two met 
through Tay Son Vo Dao, a Vietnamese 
martial arts club, and still try to practice 
together twice a week.

DotCloud earned technical acco-
lades but struggled to find customers. In 
April 2013, Hykes announced at PyCon, 
an industry conference, that he’d con-
verted the software, now called Docker, 
into an open-source project. Within 
hours, dozens of companies began to 
experiment with Docker and contrib-

ute code to improve 
it. Programmers at 

hundreds of companies, from little-
known startups to Goldman Sachs, 
have downloaded the free code more 
than 77 million times, the company 
says. Hykes and his wife, Coralie, a 
fellow martial artist and a biotech engi-
neer who became a florist when the 
couple moved to San Francisco, have 
swapped their tiny apartment for a row 
house in the trendy NoPa (North of 
Panhandle Park) neighborhood. Hykes 
recently replaced his broken-down 2001 
Volkswagen Golf with the 2014 model.

Millions of downloads are one 
thing, commercialization another. 
Docker, which now has 70 employees 
in an office stuffed with picnic tables, 
ferns, and a pet tortoise, has less than 
$10 million in annual revenue, says 
the person familiar with its finances. 
The company’s free roots make the job 
tougher, says Luke Kanies, who created 
a popular open-source system called 
Puppet. For companies like his, Kanies 
says, “the major thing people love 
about you is that you’re free.”

For Hykes, that problem became clear 
when Docker took its first sizable step 
toward building a business on Dec. 4, 
introducing a subscription-based online 
service called Docker Hub Enterprise 
aimed at managing containers for large 
companies. On the same day, CoreOS 
CEO Alex Polvi, who built his business 
selling server software designed to work 
well with Docker, blogged that Docker’s 
business model was “fundamentally 
flawed” and that the industry should 
coalesce behind his company’s new con-
tainer software, called Rocket. Furious, 
Hykes issued a series of emotional tweets 
in response, calling Rocket “a copy-paste 
of our own explicit design roadmap” and 
accusing CoreOS of trying to manufac-
ture controversy. Hykes has since apol-
ogized. “I’d give myself an ‘F’ on that.  
I over reacted,” he says. 

The Docker founder says he’s not 
worried about rival container software 
but acknowledges that he has work to 
do to persuade other companies to con-
tinue contributing code to Docker and 
developing products for its users as the 
company starts trying to turn a profit. 
“The onus is on us,” he says, “to prove 
we’re not out to steal anyone’s busi-
ness but to create a level playing field.” 
—Peter Burrows, with Jack Clark and 
Dina Bass
The bottom line Docker has made it easier to 
run and update apps. Now the company has to 
prove it’s a business.

“Our online store in Russia 
is currently unavailable 
while we review pricing.”
Apple spokesman Alan Hely in an e-mailed statement after the 
company stopped Russian sales on Dec. 16, when the ruble lost 
as much as 19 percent of its value.

In November, with the 
ruble fluctuating, Apple 
raised iPhone 6 prices 
in Russia by 25 percent

Quoted
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commissions, physical and written 
exams, and a handful of other local 
requirements, many of which carry 
fees the driver usually pays. In San 
Francisco, applicants must provide a 
10-year driving record and demonstrate 
they have the stamina to drive for four 
hours a day. In L.A., taxi drivers must 
submit to random drug tests.

George Gascón, San Francisco’s 
DA, said at a press conference on 
Dec. 9 that the company ought to 
adopt finger print scanning and other 
standard checks in every city where 
it operates. “You are not using an 
industry- leading background process 
if you are not fingerprinting your 
drivers,” Gascón said. Uber wouldn’t 
discuss its policy on fingerprinting.

San Francisco became an early flash 
point for Uber’s driver screenings a year 
ago, when a driver who had previously 
been convicted of reckless driving struck 
and killed a 6-year-old girl on New Year’s 
Eve. The driver was arrested on Dec. 8 
and charged with vehicular manslaugh-
ter. After the accident, Uber pledged to 
improve its screening process by cross-
referencing criminal databases and the 
national sex offender registry, and more 
regularly monitoring motor vehicle 
records, among other things.

But there are limits to what Uber can 

do, because companies can only check 
workers’ fingerprints against govern-
ment databases when required to by 
state law, says Robert McCrie, a pro-
fessor at John Jay College of Criminal 
Justice. Although fingerprints aren’t 
the only way to check for open war-
rants, they’re the most reliable, he says. 
Government checks also do a better 
job of verifying a driver’s identity and 
revealing past criminal activity commit-
ted under aliases.

In the past Uber has said its own back-
ground checks go faster than those 
conducted by taxi regulators. But the 
company has had little trouble expand-
ing in New York, where every one of its 
drivers has to have a commercial driver’s 
license. Each was fingerprinted and has 
paid for the application, medical exams, 
training classes, and other fees. 

Forcing drivers to apply for licenses 
with city taxi commissions could do 
more than make Uber’s hiring pro-
cesses more secure. It would be a show 
of good faith on the part of a company 
that regularly operates in jurisdictions 
where it’s unlicensed, insulating it 
somewhat from public criticism if one 
of its drivers misbehaves. 

Uber may be able to blow past its 
recent spate of terrible publicity. 
The company, now valued at about 

Medicine

Software That Helps 
Spot Sneaky Infections 

 � Surveillance systems are now used 
in 45 percent of U.S. hospitals

 � “From the vendors’ standpoint, boy, 
there’s a lot of opportunity there”

The downside of seeking medical treat-
ment is that it can make you sick. About 
1 in 25 patients who visited a U.S. hospi-
tal in 2011 developed a  hospital-acquired 
infection,  according to the Centers for 
Disease Control and Prevention, and 
about 75,000 died as a result. Poor 

Advertising You’re So Vain 
Some of the most valuable property in Silicon Valley is about 14 feet high, 
50 feet wide, and overlooks the highway. Flush with cash, startups are 
using billboards to attract attention from the rest of the industry and 
announce their arrival on the tech scene. —Adam Satariano

$14k-$40k
Price range for billboard 

rentals, per month, in 
the Valley, according to 
Scott Blair of billboard 

broker Billups.

This ad for tech jobs 
site Dice.com, using 
a real engineer as a 

model, went up 
in November. 

$40 billion, announced on Dec. 4 that 
it had raised $1.2 billion from investors. 
And on Dec. 12 a person familiar with the 
matter who wasn’t authorized to discuss 
it said Uber can soon expect to receive 
as much as $600 million from Chinese 
search giant Baidu to expand into Asia. 
—Joshua Brustein
The bottom line Uber has a problem with 
authority, but it might benefit from letting 
governments vet drivers.

Billboards went 
for about $5,000 
a month in 1999, 

consultant Shernaz 
Daver says.

Outfront Media, 
which owns about 

40 Valley billboards 
along Route 101, 

says area sales have 
more than doubled 
since 2011, and it’s 

brought in more than 
$6 million from tech 

companies in the 
region this year.
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Francisco Giants, a jazz band welcomed 
thousands of Facebook employees and 
their guests into a large white party tent 
spanning the outfield, accented with 
giant hanging lights in the shape of base-
balls. Guests danced, played beer pong 
on Facebook-branded tables, and took 
selfies in front of a 6-foot-tall baseball-
filled Facebook logo. The World Series 
trophy and Giants mascot Lou Seal were 
on display and available for photos, and 
a live feed of the party streamed on the 
park’s jumbo tron as revelers enjoyed 
ballpark hot dogs alongside macarons 
and fancier fare. The cost of booking the 
stadium is $200,000.

The same weekend, Google took 
over the Exploratorium, an arts and 
science museum overlooking the bay. 
The party included a giant snow globe 
inside which partygoers could pose 
and, nearby, a throne sculpted from 
ice. That wasn’t all: The company also 
held a masquerade ball elsewhere in 
the city, and the New York office held a 
Great Gatsby-themed party at Wall Street 
favorite Cipriani. Dropbox hired elec-
tronic dance music duo Chromeo to 
perform at the Westin St. Francis hotel 
in San Francisco, and Airbnb had stilt 
walkers, acrobats, and body-painted 
models inside a faux circus tent within 
the Armory, a city landmark owned by 
porn site Kink.com. 

Google spokeswoman Meghan 
Casserly declined to comment beyond 
saying that the company holds multiple 
parties for different groups of employ-
ees. The other companies confirmed 
that they’d held holiday celebrations 
but declined to discuss them.

Bay Area party planners say clients 
have been trying (even if they haven’t 

hand-washing or the wrong disinfec-
tant can spread drug- resistant bacteria 
such as MRSA and C.  difficile. Surgical 
wounds are vulnerable to infection. 
Medical devices like  catheters, needles, 
and ventilators can lead to urinary tract 
infections, bloodstream infections, 
or pneumonia.

Hospitals are trying to respond 
with data analysis software. About 
45 percent of U.S. hospitals now use 
electronic surveillance systems (ESS), 
up from 25 percent in 2011, accord-
ing to Lorren Pettit, a vice president for 
market research at not-for-profit health 
IT researcher HIMSS Analytics. The soft-
ware scours electronic health records, 
lab and pharmacy reports, and other 
data to figure out whether a patient 
has developed an infection from hospi-

tal care. When a 
program identifies 
an infection, it auto-
matically sends an 
alert to staff.

If a patient’s lab 
work shows a blood 
infection, the soft-
ware can compare 
those results with 
the patient’s admis-
sion record and 

search risks such as the insertion of 
a catheter. An infection- prevention 
expert is notified electron ically. Peter 
Bornstein, an epid  emiologist with 
HealthEast Care System in St. Paul, 
Minn., says the software has helped 
staff at his hospitals find in hours or 
days “some of these sneaky infections 
that might have taken weeks or months 
to figure out.”

The surveillance software typically 
costs about $150,000, and most systems 
need to be customized for each hospital. 
Those prices have kept smaller hospitals 
from experimenting with the software, 
says Keith Woeltje, director of health-
care informatics for the BJC HealthCare 
Center for Clinical Excellence, which 
oversees patient safety for a hospital 
system in St. Louis. Obamacare penal-
izes Medicare hospitals that perform 
poorly by national standards for 
 hospital-acquired conditions, including 
certain infections. The results are pub-
licly available at  hospitalcompare 
.hhs.gov, and those hospitals that 
perform the worst have begun to face 
1 percent Medicare payment reductions.

Meditech in Westwood, Mass., leads 
the ESS market, with about a one-
seventh share, according to HIMSS 

Analytics. In a 2013 cus-
tomer survey by health IT 
analyst KLAS, other estab-
lished medical tech compa-
nies—CareFusion, Hospira, Wolters 
Kluwer, Premier—were among the top-
ranked. Pettit says analytics have played 
a role in most of the past year’s health 
IT mergers and acquisitions. In October 
medical supplier Becton Dickinson 
announced plans to buy CareFusion for 
$12.2 billion; in August, Premier acquired 
Hospira’s ESS subsidiary, TheraDoc, for 
$117 million.

Joan Hebden, a program manager 
at Wolters Kluwer, says early studies 
suggest ESS software is helping to 
reduce C. diff and urinary tract infec-
tions. “From the vendors’ standpoint, 
boy, there’s a lot of opportunity there,” 
says Pettit. According to a study pub-
lished on Dec. 4 by the U.S. Department 
of Health and Human Services, hospital-
acquired conditions declined 17 percent 
from 2010 to 2013, saving an estimated 
$12 billion. Kenrick Cato, a researcher 
at the Columbia University School of 
Nursing, says the biggest problem is 
that competing systems often can’t 
work together to share patient data 
and improve results. But if monitoring 
systems can be fully automated, he says, 
“it would revolutionize the way infec-
tion surveillance is done.”  
—Suzanne Allard Levingston
The bottom line Software has become a 
weapon against hospital-acquired infections, 
which killed 75,000 Americans in 2011.

Parties

’Tis the Season for Beer 
Pong and Body Paint

 � Tech company holiday bashes offer 
a new definition of understatement

 � “That used to be bar mitzvah 
central. Now it’s tech central”

During the economy’s slow crawl back 
from recession, many companies have 
cut out lavish holiday parties. But with 
the Nasdaq up 11 percent for the year 
and companies like Uber raising record 
amounts of investment capital at valua-
tions in the billions or tens of billions of 
dollars, the Bay Area’s tech elite is feeling 
celebratory. On Dec. 6 at AT&T Park, 
the home of the reigning champion San 

$150k

Typical cost for 
hospital 

electronic 
surveillance 

software

A tent inside 
AT&T Park featured a 
6-foot-tall logo filled 

with baseballs

Facebook’s party
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Next Steps
ThyssenKrupp is building a test tower for its elevators in the southwest German 
city of Rottweil and says testing will begin in earnest in 2016. Once ready for 
market, Multi could help skyscrapers reach record-breaking heights, says Julian 
Olley, the director for vertical transportation at engineering firm Arup. “The 
mile-high building is easily achievable,” he says. “There is absolutely no limit to 
how far you could go.” —Belinda Lanks

Origin ThyssenKrupp 
began four years 
ago to adapt the 
magnetic technology 
used in its airport 
people movers.

Cost ThyssenKrupp 
says its magnetic 
elevators will pay for 
themselves in less 
than a decade for 
buildings that stand 
1,000 feet or taller, 
but it wouldn’t name 
a price.

Size Without the 
need to stabilize a 
central cable, Multi 
elevators require half 
the typical elevator’s 
shaft space.

Supplements 
Buildings can add 
or remove cars as 
needed depending 
on occupancy and 
demand.

①

②

Innovator Patrick Bass

Age 47

Executive vice president  
for product life-cycle 
management and R&D at 
ThyssenKrupp Elevator

Form and function

By replacing steel ropes with the kind of magnetic 
levitation found on high-speed trains, Thyssen-
Krupp says its Multi elevators can move up, down, 
and sideways and carry passengers to their 
destinations much more quickly.

Innovation

The Sideways Elevator

been succeeding) to keep their events 
understated to minimize the kind of 
criticism set off in the past year by, 
among other things, the private fleets 
of cushy, Wi-Fi-equipped commuter 
buses that circle the region. “They 
are very image-conscious,” says Jon 
Retsky, co-owner of Got Light, an 
event- lighting company. The price tag 
for a swankier event is about $300,000, 
says Neil Adams, director of business 
development for Blueprint Studios, 
a San Francisco company that sup-
plies party décor. Apple took over 
the Monterey Bay Aquarium for one 
of its holiday parties on Dec. 13, plant-
ing an open bar in front of the jelly-
fish exhibit, and threw a masquerade 
ball at San Francisco’s famed Nob 
Hill Masonic Center. Online storage 
company Box rented San Francisco City 
Hall for a formal gala decked out with 
a red carpet. Adams says that requests 
from tech clients have included a beach 
theme—complete with changing stations 
and lifeguard stands—and furniture and 
other décor evoking the sci-fi subgenre 
called steampunk. At its Burlingame 
(Calif.) headquarters on Dec. 10, 
 business-software startup TellApart 
built a snow hill so revelers could go 
sledding while it was 60F outside. 

“I have never seen anything like 
this,” says Retsky, who has run Got 
Light for 10 years. Tech companies 
now account for about 40 percent of 
Got Light’s business, up from about 30 
percent last year, according to Retsky, 
who has worked with Google, Apple, 
Intel, and Pandora. He says he’s on 
pace to light more than 1,000 events for 
the year, with the most intricate setups 
costing $80,000. The favorite spots are 
City Hall and museums, including the 
Contemporary Jewish Museum. “That 
used to be bar mitzvah central,” he says. 
“Now it’s tech central.”

To find acrobats, stilt walkers, models, 
and the occasional contortionist, com-
panies including Apple and Google have 
turned to Natasha Miller, the founder 
and creative director of event- planning 
company Entire Productions. No 
matter the budget or the theme, Miller 
says, there’s one common thread: “The 
open bar is the big draw.”  
—Sarah Frier and Adam Satariano 
The bottom line At typical big-name Bay Area 
holiday parties this year, the lighting alone can 
run to $80,000.

Suspension Powerful 
magnets built into the elevator 
shaft and cars exert magnetic 
fields that suspend the cars 
and propel them from floor 
to floor using attractive and 
repulsive forces.

1.

Transit Multiple cars can 
run along a single, looping 
shaft at up to 11 miles per 
hour. Most riders can be on 
their desired floor within 
30 seconds of pushing the 
call button, says Bass.

2.

Technology
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 �Corporations turn their retirees over to the life insurer

 �“The verdict is not in on how safe these transactions are”

Big U.S. companies have found a 
way to escape the burden of balloon-
ing pension obligations: pay an insur-
ance company to take them over. Since 
2012 corporations have transferred 
$41.4 billion of U.S. pensions to insur-
ers, according to Limra, an insurance 
industry trade association. Prudential 
has dominated the dealmaking, agree-
ing to acquire more than $35 billion 
in pension obligations from compa-
nies including Bristol-Myers Squibb, 
General Motors, Motorola Solutions, 
and Verizon—meaning the nation’s 
 second-biggest life insurer now has the 
responsibility of making pension pay-
ments to almost 200,000 of those com-
panies’ retirees.

For corporate executives, the trans-
fers offer peace of mind. They no longer 
need worry about how stock market 
crashes or low bond yields will affect the 
company’s pension burdens. And they 
don’t need to estimate how long each of 
their retirees will live. For insurers, pen-
sions are familiar territory: They already 
sell annuities and are in the business of 
managing pools of money to meet long-
term obligations. Corporations have “no 
strategic rationale for wanting to hold on 
to these liabilities,” says Jonathan Novak, 
who oversees American International 
Group’s institutional life 
business. “It’s a far more 
natural fit for the skill set 
of the life insurers.”

For workers, the bene-
fits of the deals are less clear. Pensions 
lose federal government protection 
when they’re transferred to insurers, 
according to Karen Friedman, policy 
director at the Pension Rights Center, a 
nonprofit consumer organization. “The 
verdict is not in on how safe these trans-
actions are,” she says. “They happen 
very quickly. We still think the govern-
ment regulators need to act.”

Companies typically transfer plans 
covering employees who are retired or 
near retirement and are no longer accru-
ing additional benefits. At some com-
panies, retirees outnumber employees. 
Motorola Solutions, which employs 
15,000 people, had 95,000 participants 
in its pension plans before striking a 
deal with Prudential in September to 
take over payments for 30,000 of them. 
The agreements have increased in pop-
ularity in recent years as a recovering 

$25b
in assets for 111,000 

GM retireesPrudential’s pension 
acquisitions

$3.2b
in liabilities for 30,000 

Motorola Solutions 
beneficiaries

Prudential Piles On 
The Pensions
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Derivatives

Now Batting for Wall 
Street: Jamie Dimon

 � The JPMorgan chief helps win the 
fight to kill a Dodd-Frank rule

 � “I think Jamie Dimon is Teflon-
coated” 

Years of coaxing, donating, explain-
ing, and complaining hadn’t helped 
the big banks reverse a rule that would 
restrict derivatives trading. This month, 
the $1.1 trillion spending bill the U.S. 
Congress had to pass to keep the gov-
ernment open offered another chance. 
That’s when Jamie Dimon, chief execu-
tive officer of JPMorgan Chase, stepped 
up to the plate. 

Despite setbacks that would dim the 
power of most bankers, including a 
$13 billion settlement with regulators 
over mortgage bond sales last year, 
Dimon hasn’t lost his touch. He visited 
Senator Orrin Hatch (R-Utah) and 
House Financial Services Committee 
Chairman Jeb Hensarling (R-Texas), 
according to a colleague who asked 
not to be named because the meet-
ings were private. And he worked 
the phones, telling politicians the 

“We’ve looked at 
that market, and 
we cannot make 
that pricing work. I 
don’t think that 
product in that 
market is rationally 
priced in the U.S.”    

—Darryl Button, 
Aegonstock market helped bring 

pension assets back in line 
with liabilities, making the 
transfers less costly for companies. 
In a typical transaction, the insurer gets 
about $1.09 in assets for every dollar of 
pension promises it takes on, according 
to consulting firm Mercer.

The market is growing fast. About 
$100 billion to $150 billion in transac-
tions could take place in the next five 
years, says Mercer. MetLife took on 
about $279 million 
of obligations 
in the first nine 
months of the 
year, while AIG has 
acquired $65.6 million, according 
to Limra. Prudential was No. 1 with 
$604.8 million (the figures include 
only completed deals). The latest: On 
Dec. 16, MetLife said it agreed to take 
over pension benefits for about 7,000 
people from TRW Automotive in a 
$440 million deal. 

Ultimately, AIG estimates, at least 
$1 trillion in U.S. pensions could go to 
insurers. To ensure a deal is profitable, 
insurers have to make complicated cal-
culations about mortality, interest rates, 
and investment returns over periods of 
20 years or more. Small variations from 
a forecast could have a large impact on 
results. “The competitive landscape for 
large closeouts leaves little margin for 
error,” MetLife Chief Executive Officer 
Steven Kandarian warned in October. “A 
negative surprise relative to assumptions 
could impact returns for decades.”

Prudential’s success in winning the 
biggest deals could mean its pricing is 
too low. Moody’s Investors Service tried 
to figure out what would happen if death 
rates fell at about 2 percent a year faster 
than Prudential’s expectations. That’s 
the equivalent of the average 70-year-
old living 1.7 years longer than expected. 
That sort of shock, while highly unlikely, 
could lead to big losses for the insurer, 
especially if it takes on many more pen-
sions, Moody’s analysts warned. “Once 
you write a block of business, you’ve 
assumed that risk for decades,” says 
Scott Robinson, a senior vice president 
at Moody’s. “If you write a big deal, you 
don’t get a second chance.”

Aegon, the Dutch owner of 
Transamerica, says insurers need to 
take a lot of credit risk to earn enough 

to meet the obligations they’re 
taking on and generate a profit. 
“We’ve looked at that market, and 

we cannot make that pricing work,” says 
Chief Financial Officer Darryl Button. “I 
don’t think that product in that market is 
rationally priced in the U.S.”

Prudential executives have said big 
companies are choosing the insurer 
not because it’s offering the cheap-
est price, but because it’s proven it can 
smoothly manage thousands of retir-
ees at a time. Profits from pensions are 
expected to be in line with the firm’s 
goals, Stephen Pelletier, chief operating 
officer of Prudential’s U.S. business, told 
investors in November. The company 
declined to comment for this story.

It may be years before it’s clear 
whether Pelletier is right about profits, 
says Erik Bass, an analyst at Citigroup. 
He’s optimistic about the deals but says 
they’re tough to evaluate. “Until you see 
more of these transactions done and 
we get some more history about how 
they play out, it’s hard as an outsider to 
really deconstruct,” he says.

“It is clear that Pru is taking on too 
much risk,” Salil Mehta, a former offi-
cial at both the U.S. Department of the 
Treasury and the federal government’s 
Pension Benefit Guaranty Corp., said 
in an e-mail. That “doesn’t guarantee 
an existential threat to the firm at some 
point, but it does suggest that there is 
more pressure on Pru to have the eco-
nomic variables work in their favor.”

The pension guaranty agency is start-
ing to pay more attention to pension 
transfers. As a first step, it plans to 
survey companies to find out how many 
have done the transactions, says Chris 
Bone, who runs the agency’s policy, 
research, and analysis department. In 
an Oct. 22 letter to the Treasury, PBGC, 
U.S. Department of Labor, and the 
Consumer Financial Protection Bureau, 
Senators Ron Wyden (D-Ore.) and Tom 
Harkin (D-Iowa) called for “clear and 
specific rules to protect participants 
and retirees.” 

Insurers have their own backstop in 
state guaranty funds, and state rules 
require them to maintain a financial 
cushion to make sure they’re able to 
meet future obligations. Pensioners 

who move to insur-
ers “will still have 
tremendous and 

possibly greater levels of protection,” 
says Robin Lenna, head of corporate 
benefit funding at MetLife.

David Kudla, who runs investment 
adviser Mainstay Capital Management 
in Grand Blanc, Mich., often counsels 
anxious retirees who’ve found out their 
pensions are being transferred. “We talk 
about the risk of the pension staying 
with the company vs. the risk of it being 
at Prudential,” he says. While he’s con-
cerned about the amount of obligations 
Prudential is taking on, he points to its 
credit rating and says the firm is proba-
bly financially stronger than many of the 
companies offloading the pensions. “The 
case can be made, your money’s safer 
there,” he says. — Zachary Tracer, with 
Maud van Gaal
The bottom line Insurers could take over 
$100 billion to $150 billion of corporate 
pensions in the next five years.

$7.5b
in liabilities for 41,000 
Verizon beneficiaries

$1.4b
in liabilities for 8,000 
Bristol-Myers Squibb 

beneficiaries
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some yuan in savings accounts. 
“Chinese banks are hemorrhag-

ing their deposits,” says Rainy Yuan, 
an analyst at brokerage Masterlink 
Securities in Shanghai. China’s banks 
lost 950 billion yuan ($154 billion) of 
deposits in the three months through 
September, the first quarterly drop 
since 1999. In the first 11 months of the 
year, new deposits were 23 percent 
lower than in the same period last year, 
People’s Bank of China data show. 
Offering incentives to attract money is 
not the solution, Yuan says: “There is 
no fix for this. All the efforts they made 
to win savers back will only push up the 
costs, so it’s a losing battle to fight.”

Savers seeking higher returns have 
been pouring 
money into online 
money-market  
funds offered by 
the e-commerce 
companies Alibaba 
Group and Baidu. 
One fund, Yu’E 
Bao, started last 
year by Alibaba 
affiliate Alipay, 
drew 535 billion 

yuan in its first 15 months of existence 
from 149 million customers, more than 
the populations of France and the 
U.K. combined. Users simply tapped 
a few buttons on their mobile phones 
to secure an annual rate of return that 
climbed as high as 6.8 percent before 
falling to about 4 percent recently.

Savers can also earn more on their 
money by moving to high-yield prod-
ucts, the fastest-growing part of the 
so-called shadow banking system. 
Households put 12.9 trillion yuan into 
high-yield trust products as of Sept. 30. 
Trust companies pool investor capital 
to put money in real estate and con-
struction projects, or make corporate 
loans, and promise returns of more than 
10 percent. Trust companies have seen 
assets under management rise more 
than tenfold since the start of 2009.

The Shanghai Composite Index’s 
45 percent surge over the past six 
months has led people to shift money 
from banks to stocks. In the first week 
of December, Chinese investors opened 
almost 600,000 stock trading accounts, 
a 62 percent increase over the previ-
ous week, according to China Securities 
Depository & Clearing.

To stimulate the economy, China’s 
central bank on Nov. 21 announced a 
cut in benchmark interest rates for the 

23%

Decline in new 
deposits in the first 
11 months of 2014 

vs. the same period 
last year

rule—which would have barred 
trading certain derivatives in parts of 
the bank that have government back-
stops such as deposit insurance—makes 
life expensive and unduly complicated 
for banks.

When the spending bill 
passed, it killed the 
provision Wall 
Street hated—
and reaf-
firmed 
Dimon’s 
status as 
its leading 
power 
broker. 
“Even if those 
people screw 
up demon-
strably,” says 
Jared Bernstein, 
former chief 
economist to 
Vice President Joe 
Biden, “their influ-
ence doesn’t seem 
to be dented much 
at all.”

Dimon became 
Wall Street’s 
man in Washington 
after he steered his 
bank through the finan-
cial crisis without a loss. 
The past two years have 
been more complicated. 
In addition to the $13 billion 
 settlement—then the largest 
in U.S. history—the bank paid 
$2.6 billion to resolve allega-
tions that it didn’t stop Bernie 
Madoff’s Ponzi scheme and two fines 
of about $1 billion each stemming from 
currency rate manipulation and the 
London Whale trading loss. News this 
month that JPMorgan may need more 
than $20 billion in additional capital 
to satisfy new bank safety rules didn’t 
stop Dimon from helping to push 
through the derivatives rule repeal. “I 
think Jamie Dimon is Teflon-coated,” 
says former Senator Ted Kaufman, the 
Delaware Democrat who co-sponsored 

a failed amendment to cap the 
size of banks.

It helps that Dimon 
runs America’s biggest 
bank, which made 
$17.9 billion last year and 
$16.8 billion through the 
first nine months of 2014. 
JPMorgan spent more 

than any other bank on lobbying this 
year, and its employees and political 
action committees have been the biggest 
source of campaign contributions to 
Hensarling over his career. The largest 
bank in America doesn’t need to pay to 
get its calls returned, says another col-
league close to Dimon, who asked not to 
be identified discussing internal matters. 
When you’re one of the largest employ-

ers in New York, he says, it’s the 
politicians who call you. 

Still, the bank doesn’t want to be 
seen as throwing its weight around, he 
says. In October, after weeks of radi-
ation and chemotherapy for throat 
cancer at Memorial Sloan Kettering 
Cancer Center in New York, Dimon 
said in a talk called “Reflections on 
Resilient Leadership” that people are 
wrong to see Wall Street as a bunch of 
tough, greedy fighters. “We’re more like 
lovers,” he said. “We want to compro-
mise and get things done.” 

Following its success in this battle, 
Wall Street plans to attack some of 
Dodd-Frank’s hallmarks, including the 
Consumer Financial Protection Bureau 
and increased oversight of institutions 
whose failure could threaten the finan-
cial system. “The Wall Street interests— 
the big banks—they’re back,” says 
Dick Durbin of Illinois, the Senate’s 
 second-ranking Democrat. Jamie 
Dimon’s back, too. —Max Abelson,  
with Hugh Son, Cheyenne Hopkins, and 
Silla Brush
The bottom line JPMorgan’s $16.8 billion 
profit through September helps increase 
Dimon’s clout in Washington.

Saving

Chinese Banks Offer 
Goodies for Cash

 � Mercedes and iPhones lure 
customers as deposits flow out

 � “Efforts they made to win savers 
back will only push up the costs”

Banks in the U.S. once gave away toast-
ers and irons to lure depositors. Banks 
in China are upping the ante. With cus-
tomers pulling out money and putting 
it into higher-yielding investments, they 
are offering Mercedes, iPhones, and 
daily deliveries of vegetables to sidestep 
interest rate caps and get people to stash 

“We’re more like 
lovers. … We want 
to compromise 
and get things 
done.”

—Jamie Dimon

Dimon
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Deposit 10,000 yuan 
and get three weeks 
of daily eggs and 
vegetables

Deposit 10,000 yuan for 
a year and get a 
gold pendant

 7%
effective annual return  

  5%
effective annual return  

  8%
effective annual return  

Deposit 903,000 yuan 
for five years and get this 
Mercedes-Benz A180, 
worth 252,000 yuan

Deposit 38,000 yuan 
for five years and get 
this iPhone 6 Plus, a 
7,788-yuan value

Deposit 1 million yuan 
for five years and get 
258,000 yuan in cash 
upfront

100%

2004 2014

2013 change

Apple  �5.4%
 �33%

Amazon �59%
 "26%

Twitter �145%
 �45%

 �54%
 �2.7%

 �37%
 �2.1%

2014 change 

50%

0%

Portion of large-company 
growth funds that 
underperformed their 
benchmark

Investing

Another Flop for 
Mutual Fund Managers 

 � Avoiding Apple was among the 
many mistakes pros made this year

 � “Unloved companies tend to be the 
most interesting hunting ground” 

The smart money doubted Apple this 
year. Oops. The company’s shares rose 
33 percent through Dec. 16—almost five 
times the Standard & Poor’s 500-stock 
index’s 6.7 percent. “It’s been a really 
confusing year,” says Kim Forrest, an 
analyst at Fort Pitt Capital Group in 
Pittsburgh. “There have just been a 
handful of stocks that drove the market, 
and Apple was obviously one of them.” 

Shunning the iPhone maker is turning 

A Deal 
Sampler

first time in more than two years. That 
was offset by the central bank’s deci-
sion to raise the maximum interest rate 
banks can pay customers to 20 percent 
over the benchmark from 10 percent 
above it. Ping An Bank, China Citic 
Bank, and Bank of Ningbo immedi-
ately alerted customers through text 
messages that they would offer the 
highest rate allowed. 

The China Banking Regulatory 
Commission in September banned what 
it called “illicit” deposit- gathering prac-
tices, including gifts and rebates on 
deposits, without clarifying whether 
product giveaways in lieu of inter-
est payments qualify as gifts. Banks 
that flout the curbs could face punish-
ment, the regulator said. The warning 
hasn’t deterred banks. The iPhone pro-
motion, at a Beijing branch of Ping An 
Bank in October, offered a 128-gigabyte 
iPhone 6 Plus in lieu of interest pay-
ments for depositing 38,000 yuan for 
five years. For parking 903,000 yuan 
for the same period, savers could 
pick one of four Mercedes-Benz 
models. A Mercedes A180, which costs 
252,000 yuan, would give investors the 
equivalent of an annualized return of 
almost 7 percent, compared with the 
benchmark rate of 4 percent on five-
year deposits.

In northern Shanxi province, 
Industrial Bank offered a gold 
pendant for a one-year deposit of 
10,000 yuan. Also in Shanxi, Citic Bank 
promised a daily supply of eggs and 
vegetables for three weeks to elderly 
customers who deposited 10,000 yuan, 
Shanxi Daily reported in November. 
In Ningbo, Ping An Bank is giving 
cash instead of gifts. Savers can get 
258,000 yuan of interest payments 
immediately when depositing 1 million 
yuan, or receive an interest-and- 
principal payment of 1.3 million yuan 
in five years. A spokesman for Ping An 
Bank declined to comment. 

Central Bank Governor Zhou 
Xiaochuan pledged in March to dereg-
ulate interest rates fully in one or two 
years. That will increase pressure 

on bank earnings as the companies 
compete for savers’ money by offering 
higher rates, according to Liao Qiang, a 
director at Standard & Poor’s in Beijing. 
“The battle for deposits will only get 
worse as China moves ahead with 
interest rate liberalization, which will 
drive up banks’ funding costs and hurt 
profit,” he says. —Bloomberg News
The bottom line After withdrawals of 
$154 billion in the latest quarter, Chinese banks 
are trying giveaways to lure cash.

out to be one of the worst blunders in 
2014 for mutual fund managers, who 
are trailing their benchmark indexes by 
the most in almost a decade. Investors 
who clung to winners from the first 
five years of the bull market—such as 
Internet companies and small stocks—
got burned in the sixth as chipmak-
ers, utilities, and high- dividend stocks 
rallied. Last year proved a particularly 
poor blueprint for this one. Apple rose 
5.4 percent in 2013, its  second-worst 
return in a decade, while Amazon.com 
rose 59 percent and Twitter more than 
doubled after going public. Those two 
are down 26 percent and 45 percent, 
respectively, in 2014.

The Dow Jones Internet Composite 
Index, which jumped 54 percent in 2013 
and 417 percent in the first five years 
of the bull market, is down 2.7 percent 
this year. The Russell 2000 Index of 
smaller companies, up 37 percent last 
year and 236 percent since March 2009, 
has fallen in 2014. One of the best things 
you could have done this year was own 
“hated” companies—those that had the 
most investors betting they would fall 
and with the lowest rankings from ana-
lysts, according to data compiled by 
Bloomberg. That strategy would have 
steered you to such stocks as Exelon 
and Micron Technology, with average 
gains of 25 percent since January.

Intel and Microsoft are both up more 
than 20 percent in 2014. Along with 
Apple, they account for 24 percent of 
the S&P 500’s 124-point advance so far 

Winners and losers traded places … … and that fooled the pros

Dow Jones Internet 
Composite Index

Russell  
2000 Index
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$8.3b 

$7.5b 

$3.9b 

$3.6b

$1.2b

$1m

$450k

Repsol takes a gulp of Canadian oil. Calgary-based 
Talisman Energy, which drills both in shale and offshore, 
will almost double the Spanish company’s daily oil output.

Cerberus goes long on Irish real estate. The company is 
buying 5,000 commercial property loans from Royal Bank 
of Scotland.

Catlin Group fields a takeover offer. Ireland-based XL 
Group is making a play for Catlin to expand its property-
casualty coverage as the insurance industry consolidates.

Riverbed Technology finally picks a buyer. Long under 
pressure to sell, the software services company settles 
on Thoma Bravo, a private equity firm. 

Philips buys Volcano. The deal gives the Dutch industrial 
giant a broader medical imaging business as it splits in 
two to focus on health-care and consumer goods.

The Navajos recover sacred relics. The seven masks, 
auctioned in Paris, were considered “living and breathing 
beings,” according to American Indian officials.

A storied Trans Am is still smokin’. The Pontiac made 
famous in the Smokey and the Bandit movies was sold at 
auction by Burt Reynolds.

PetSmart goes private.  An $83-a-share bid from BC Partners prevailed 

over those from other private equity firms, including Apollo Global Man-

agement and KKR. PetSmart has 1,350 stores, more than half of which 

offer veterinary care. Recently the company has been threatened by 

broader pet offerings at Amazon.com, Target, and Wal-Mart Stores. The 

deal is the biggest private equity acquisition so far this year.
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this year. Most money managers were 
light on those stocks, according to data 
compiled by Goldman Sachs. Missing out 
on some of the biggest winners, almost 
80 percent of mutual funds focusing 
on large growth stocks are trailing their 
benchmark, the  second-highest pro-
portion since 2004, data compiled by 
research company Morningstar show. 
About 87 percent of funds that pur-
chase large value stocks gained less than 
their benchmark measure, as did almost 
90 percent of the midcap funds.

Most professional investors decided 
Apple euphoria was wearing thin 
after the shares trailed the market in 
2013 by the most in 13 years. As Chief 
Executive Officer Tim Cook unveiled 
plans to update products and intro-
duce a mobile payment system and 
smartwatch, its shares soared, beating 
the S&P 500 by the most for any large 
American company since Microsoft’s 
49 percent outperformance during the 
Internet boom a decade ago.

Shares of Intel and Microsoft were 
below their typical price to earnings 
ratios at the start of 2014 as concern 
grew that a consumer shift toward 
mobile devices would hurt their busi-
nesses in personal computers. When 
demand for PCs fared better than fore-
cast, the shares rallied as investors who 
had shunned the stocks piled in. 

Going against the grain now would 
lead you to buy shares in energy com-
panies—whose loss of 17 percent 
through Dec. 16 is triple the next-
worst-performing group in the 
S&P 500, phone stocks. That’s what 
Bill Nygren is doing. Nygren manages 
the Oakmark Select Fund, which has 
beaten 96 percent of similar funds 
this year with a gain of 9.1 percent, 
helped by stakes in takeover targets 
such as Forest Laboratories, TRW 
Automotive, and DirecTV. During the 
energy selloff of the past six months, 
as crude fell to $56 a barrel from $107, 
Nygren bought shares of oil producer 
Apache. “Unloved companies tend to 
be the most interesting hunting ground 
for future outperformance,” he says. 
“The reason that Intel and Microsoft 
were able to do so well is that they 
were so unpopular.” —Lu Wang and 
Oliver Renick
The bottom line Light on stocks like Apple and 
Microsoft, almost 80 percent of large growth 
mutual funds trail their benchmark in 2014. 

$8.7b
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A rollover is not your only alternative when dealing with old retirement plans. Please visit tdameritrade.com/rollover for more information on 
rollover alternatives.

All investments involve risk, and successful results are not guaranteed. Offer valid through 04/30/2015. Funding of $25,000–$99,999 receives 
$100; funding of $100,000–$249,999 receives $300; and funding of $250,000 or more receives $600. Cash bonus subject to twelve-
month funding-duration condition. See Web site for details and other restrictions/conditions. This is not an offer or solicitation in any jurisdiction  
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Get up to $600 when you roll over your old 401(k).

Call TD Ameritrade at 800-454-9272 or  

go to tdameritrade.com/rollover for details.

Nobody puts your old
401(k) in the corner.
Get step-by-step rollover assistance.

We know bringing your retirement assets together can be a 

hassle. It’s why we have rollover consultants on hand to help 

you with the paperwork and assist in transitioning from your

old provider. How easy is that? 

http://tdameritrade.com/rollover
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THE 
INTERNAL 

COMBUSTION 
ENGINE 

IS OVER. 

THE WORLD’S 
BIGGEST 

AUTO COMPANY 
IS READY

BY BRIAN BREMNER, 

CRAIG TRUDELL, AND 

YUKI HAGIWARA

PHOTOGRAPHS BY 

JEREMY LIEBMAN



he first thing you notice about the Mirai, Toyota’s new 
$62,000, four-door family sedan, is that it’s no Camry, 
an international symbol of bland conformity. First there 
are the in-your-face, angular grilles on the car’s front 
end. These deliver air to (and cool) a polymer fuel-cell 

stack under the hood. Then there’s the wavy, layered sides, meant 
to evoke a droplet of water. It looks like it was driven off the set of 
the Blade Runner sequel.

Just as the Prius has established itself as the first true mass-
market hybrid, Toyota hopes the Mirai will one day become the 
first mass-market hydrogen car. On sale in Japan on Dec. 15, it 
will be available in the U.S. and Europe in late 2015 and has a 
driving range of 300 miles, much farther than most plug-in elec-
trics can go. It also runs on the most abundant element in the 
universe and emits only heat and water—and none of the gases 
that lead to smog or contribute to global warming. “This is not 
an  alternative to a gasoline vehicle,” says Scott Samuelsen, an 
 engineer and director of the National Fuel Cell Research Center at 
the University of California at Irvine. “This is a quantum step up.”

The Mirai is hardly a speedster, though it’s quicker than a Prius. 
It can reach 100 kilometers (62 miles) per hour in 9.6 seconds. When 
you punch it, the car feels like an electric—there’s none of the vibra-
tion of a combustion engine. Driving the Mirai around a large, man-
made island in Tokyo Bay called Odaiba is a little surreal. The inte-
rior is a Zen sanctuary of silence, save for the rush of wind passing 
around the vehicle and the occasional muffled sound of the suspen-
sion doing its work. The car can double as a mobile power station: 
A socket in the trunk can electrify the typical Japanese home for 
about a week in the event of an earthquake or other emergency.

As cool as the Mirai is, selling it is a hugely risky 
move. While fuel cells are a proven technology, 
used by NASA during Apollo missions in the 1960s 

to  generate electricity and produce drinking water, a mass market 
for fuel-cell cars will require big investments in  hydrogen fueling 
stations that may not be forthcoming. And, thanks in large part 
to Toyota itself, the auto  industry has sunk serious money into 
hybrids, plug-in electrics, and  advanced batteries in the expecta-
tion that these technologies will dominate the post-gasoline era, 
whenever that may be. “Every manufacturer has multiple hybrids 
and electrics coming,” says Mike Jackson, chief executive officer 
of AutoNation, the largest U.S.  retailer of new cars, trucks, and 
SUVs. “And here you have Toyota saying, ‘We’re not going to go 
full electric. The  ultimate answer is fuel cells.’ ”

Volkswagen CEO Martin Winterkorn, Nissan Motor boss Carlos 
Ghosn, and Tesla Motors founder Elon Musk all question the eco-
nomic viability, environmental credentials, and safety of Toyota’s 
fuel cells. One could also ask why Toyota, which does well with 
its hybrids and plug-in electrics, is bothering with a commercially 
unproven technology that may undermine a core franchise. Akio 
Toyoda, Toyota Motor’s president and the scion of the automak-
er’s founding family, says there’s room for both plug-in electrics 
and hydrogen cars; he dismisses doubters. “Fifteen years ago they 
said the same thing about the Prius,” he says. “Since then, if you 
consider all [our] hybrid brands, we have sold 7 million of them.”

Toyoda leads one of the most finely tuned capitalist enterprises 
in history. The company is on course to earn a record $18.2 billion 
this year—more than the combined projected profits of Ford Motor, 
General Motors, and Honda Motor. But Toyoda doesn’t just want 
to sell cars. He wants to save the planet. “The automobile industry 
can contribute to the sustainable growth of earth itself,” he says, 
without a trace of irony. “At Toyota, we are looking out 50 years and 
even more decades into the future. I do believe that [the]  fuel-cell 
vehicle is the ultimate  environmentally friendly car. But the point 
is not just to introduce it as an eco-friendly car with good mileage. 
I wanted it to be fun to drive and interesting as a car.”

At 58, Toyoda is owlish, wears stylish, rectangular eyewear, 
and is fond of such concepts as smart mobility and sustainable 
growth. He speaks English pretty well and has a deep, raspy, and 
ready laugh. He almost always carries stickers in his suit pockets of 
Morizo, his cartoon alter ego, which he eagerly hands out. And he 
regularly suits up in tailor-made Nomex fireproof, red-and-white 
racing gear to drive souped-up Toyota rally cars at speedways 
around the world. Judging by his YouTube videos, he’s on a quest 
to achieve the perfect “Tokyo drift.” That’s a racing maneuver pio-
neered in Japan involving an interplay of gear shifts, braking, and 
oversteering to intentionally cause a car’s rear wheels to lose trac-

tion with a track’s surface in high-speed turns. 
As the grandson of founder Kiichiro Toyoda, Akio’s ele-

vation to the top job in 2009 was nothing short of the res-
toration of the Toyoda clan. The last family member to run 
the company, Tatsuro Toyoda, gave up control in 1995 after 
being waylaid by a stroke. 

The burden of the Toyoda family’s legacy in a recession-
prone Japan can be a heavy one. Despite record profits the 
last two years, Toyota faces challenges. China may be the 
fastest-growing car market in the world, but it’s a tough 
market for Japanese  automakers given the toxic  political 
climate between the two countries. Toyota and other auto-
makers have recalled millions of vehicles this year to address 
air bag problems at Japanese supplier Takata.

Nor has Toyoda had an easy time establishing his credibil-
ity in a hierarchical and consensus-driven culture in which 
corporate elders, not young mavericks, are prized. “There 
was a civil war internally,” says John Casesa, senior manag-
ing director of  investment banking at Guggenheim Partners 
and a former auto analyst. “Akio was not only not part of 
the professional management team, but he was a member 

of the family that’s a whole generation younger. He had a lot 
of the top of the institution stacked against him.” 

�HOW 
HYDROGEN 
FUEL CELLS 
WORK

T

THE ONLY 
BYPRODUCT 

IS WATER, 
WHICH EXITS 

THROUGH THE 
TAILPIPE

THE OXYGEN 
COMES FROM AIR 

SUCKED INTO THE 
STACK THROUGH 

THE FRONT GRILLE 

WHEN YOU PUT 
YOUR FOOT ON 

THE “GAS” PEDAL, 
ELECTRICITY 

FROM THE FUEL- 
CELL STACK IS 

SENT TO THE 
MOTOR

 IN THE FUEL-CELL STACK, 
HYDROGEN REACTS WITH 

OXYGEN AND A CATALYST, 
CREATING ELECTRICITY 

TO POWER THE VEHICLE

HYDROGEN GETS 
PUMPED INTO 

CARBON-FIBER  
FUEL TANKS
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�THE MIRAI’S PROFILE 
RESEMBLES A DROPLET 
OF WATER

�WE HAD 
A KIND OF 
FEELING THAT 
‘WE COULD 
DO IT WITH
THE
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Toyo d a  s ays 
he often channels 
 inspiration from 
Kiichiro in quiet 
moments before the 
family butsudan, or 
Buddhist altar, at 
his home outside 
Nagoya. “My grand-
father was 57 when 
he passed away, and 
I’m 58 right now,” 
he says. “I haven’t 
found the answer 
of what my role 
should be, so I ask 
him to please use 
my body to create 
the company that 
he wanted.” 

Ju s t  o u t s i d e 
Nagoya, in Toyota City, where company headquarters are based, 
the automaker has created a community of smart homes equipped 
with solar cells and energy storage devices that can allow plug-in 
vehicles to power the dwellings in emergencies. Residents can 
monitor their energy usage on tablet PCs and pay lower rates 
as a reward for conservation and  off-peak usage. 

Two other demonstration projects, one also in Toyota City 
and the other in Grenoble, France, suggest what the clean city 
of  tomorrow might look like: ultracompact, electric vehicles for 
inner-city commutes that are networked to an intelligent traffic 
system. The more wirelessly connected trucks, cars, and buses 
there are, the greater the ability of software algorithms to reroute 
traffic, easing congestion and improving safety. 

However gauzy and utopian these ideas might seem, there’s 
a business rationale behind them. The auto industry’s fast and 
furious expansion in recent decades may be, in many parts of the 
world, a spent force. Personal mobility is a wonderful thing, even 
crucial. Yet if you’re a commuter in Mumbai, where 12.5 million 
people are packed into about 230 square miles and six-hour traffic 
jams aren’t unheard of, driving to work is nuts. Only 14 percent 
of  commutes there are by personal car, and more than half of all 
workers take the train, according to a report by Mumbai Railway 
Vikas. China, one of the last fast-growing frontiers of auto  industry 
 expansion, is an ecological wasteland. In the vehicle-saturated, 
rich countries, Uber’s ride-booking service and car-sharing com-
panies such as Zipcar offer alternatives to car ownership for a gen-
eration of younger urban commuters turned off by the expense 
of owning a car or concerned about the environment. 

Cars, trucks, and other forms of transportation generate about 
22 percent of the world’s greenhouse gas emissions, the Interna-
tional Energy Agency estimates. Auto accidents each year take a 
huge number of lives—some 1.2 million in 2013, according to the 
World Health Organization. So what happens when the number 
of cars and vehicles on the world’s roads more than doubles, 
from 900 million now (excluding two- and three-wheelers) to 
2 billion by 2050, as the IEA forecasts?

Toyoda sees the evolution of the car as nowhere near finished. 
By the time hydrogen rivals fossil fuels, he envisions even more 
dynamic radar systems, high-resolution lasers, and predictive data 
systems reducing traffic fatalities. Above all, he sees the  fuel-cell car 
as the catalyst, as he puts it, in the “creation of a  hydrogen society.”

Toyota started its fuel-cell development in 1992, roughly the 
same time it began its work on the Prius gas-electric hybrid engine. 
By 2008, executives were keenly aware that Daimler, Honda, and 
Hyundai Motor were also quickly moving forward with hydrogen 
car projects. Toyota Chairman Takeshi Uchiyamada, the driving 

force behind the Prius, decided to move the car out of develop-
ment and into mass production that year. At the time, however, 
the cost of manufacturing a fuel-cell car was “close to $1 million per 
vehicle,” says Satoshi Ogiso, Toyota’s managing officer in charge 
of product development and chassis engineering.

The inability of fuel-cell developers to reduce costs was a big 
reason why the technology never took off in the 1990s and early 
2000s, despite best-selling books such as The Hydrogen Economy by 
futurist Jeremy Rifkin. A number of car companies began  developing 
fuel-cell vehicles, from Honda’s FCX to GM’s Sequel, but high pro-
duction costs, plus battery technology advancements, swayed 
momentum to electric vehicles. Toyota says it made the Mirai 
 economically viable by reengineering the fuel-cell stack with less 
expensive materials, reducing the amount of platinum in the cat-
alyst that separates hydrogen protons from electrons (electricity),  
and standardizing the production equipment to make the car. 
 Toyota’s earlier work with the Prius’s power electronics and batter-
ies also gave it an edge, says Ogiso: “We had a kind of feeling that 
‘We could do it with the hybrid, why not the fuel-cell vehicle?’ ” 

Toyota’s fuel-cell launch is getting plenty of government help in 
Japan, where some early adopters will be eligible for a 2.75 million 
yen ($23,754) subsidy. In the U.S., Toyota will charge $57,500 for the 
Mirai. Federal and state incentives could reduce the price as much 
as $13,000, and Toyota plans to provide free fuel to early buyers. 
Customers can also lease the car for three years, at $499 a month.

The Mirai’s hydrogen tank can be refilled in less than five 
minutes via a large hose that pumps supercooled hydrogen into 
the car’s pressurized tanks. In California there are 13 r esearch 
 hydrogen-fueling stations, 9 public stations, and an additional 18 
that have been funded and are expected to be operational in the 
next few years. Yet it will take a far bigger build-out to give the 
market for hydrogen cars a chance to develop. “Its infrastructure 
is constrained much more than electric vehicles, where you can 
charge them at home,” says Dan Sperling, director of the Institute 
of Transportation Studies at the University of California at Davis. 

One of the Mirai’s most acerbic critics is Tesla founder Musk, who 
sees the post-gasoline world dominated by pure electric  vehicles—
preferably Tesla models powered by lithium-ion battery packs. 
More than four years ago, Musk invited Toyoda to his California 
home and let him take the company’s Roadster sports car out for 
a spin. It was quite a bromance. Within weeks, Toyota agreed to 
buy a $50 million stake in Tesla and sold a shuttered California 
factory to its new partner for a mere $42 million. 

The two agreed to make an electric Toyota RAV4 and consid-
ered extending the collaboration to retrofit the Lexus RX SUV. The 
RAV4 EV flopped after Toyota slapped it with a sticker price of 
almost $50,000—almost double the gasoline version—and limited 
its availability to residents of California. The bigger issue was that 
Toyota embraced “fool cells,” as Musk dismissively calls them.

During a news conference in Tokyo following a Tesla event 
in September, Musk delivered an unforgiving takedown of 
 hydrogen cars. Currently, 95 percent of U.S. hydrogen pro-

duction is made from 
heating up natural gas, 
a process that produces 
greenhouse emissions. 
 Fuel-cell vehicles such as 
the Mirai, Musk said, are 
 “hydrocarbon-burning 
cars in disguise.” While 
EVs take hours  to 
 recharge, the fueling 
cost is a fraction of the 
roughly $45 a hydro-
gen fill-up will cost. 
Musk also noted that 
 hydrogen, while well-
suited to the rocket 
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 business, is “highly vola-
tile and can have explosive 
 consequences.” 

Easing the minds of con-
sumers familiar with the 
1937 Hindenburg disaster 
will take some effort. Toyota 
 engineered its  hydrogen 
tanks with a three-layer 
structure of carbon-fiber- 
reinforced plastic and other 
materials that can withstand 
not only the usual crash 
dummy collision tests but 
also a bullet fired at close 
range. In the event of a leak, 
special sensors can shut off 
the hydrogen flow.

Musk’s comments have drawn return fire from Toyota North 
America CEO James Lentz. “If I put myself in Elon’s shoes, I’d 
be doing the same thing. He’s got his eggs in the electric vehicle 
basket,” he says. “There are drawbacks to EVs in the market-
place. Customers have range anxiety. There’s the length of time 
it takes to recharge.”

Musk and others have a point about one thing: The environmen-
tal benefit of  fuel-cell cars won’t be fully realized if hydrogen isn’t 
eventually produced from renewable sources. Splitting water into 
hydrogen and oxygen using electricity, a process called electroly-
sis, from a renewable source such as solar is one option. Another 
is biomass conversion, the biochemical conversion of methane gas, 
say, from landfills into hydrogen. “There’s a high possibility that 
there will be many sources of hydrogen in the future, such as solar 
energy and even waste,” says Toyoda. Yet whether these methods 
will ever be cost-competitive with gasoline and diesel is unclear.

Every fall, Toyota’s top executives retreat to the towering pines 
and white stone courtyards of the Ise Grand Shrine on the Pacific 
Coast, about a four-hour train ride south of Tokyo. There, the 
company shows off its newest 
domestic models, and every-
one pays homage to the Shinto 
sun goddess Amaterasu. This 
company loves its traditions, 
one of which is never to pub-
licly criticize corporate elders.

Such restraint wasn’t 
shown in one of his first 
media  appearances as presi-
dent, where Toyoda sounded 
a little like a Greenpeace 
 activist when he said that his 
company had fallen prey to 
“the hubris of success” and 
the  “undisciplined pursuit of 
more.” That didn’t reflect well 
on his three  nonfamily imme-
diate predecessors— Hiroshi 
Okuda, Fujio Cho, and Katsuaki  
Watanabe.

That was in October 2009, 
when the industry was reeling 
from the financial crisis and 
five months after Toyota had 
 reported a 5.5 billion yen loss. 
The company also became the 
target of U.S. regulatory scru-
tiny after multiple deaths 
were  attributed to accidents 

 involving unintended  acceleration of its cars, leading to the 
eventual recall of 10 million vehicles over two years. 

When Toyoda made an emotional apology before Congress 
in February 2010, he placed partial blame for the recall crisis on 
 Toyota’s aggressive growth during the previous decade. Yet a 
quality review, ordered up by Toyota and led by American safety 
experts, concluded the problems ran deeper. The company’s slow 
response to acceleration problems dating back to 2002 owed much 
to its  insularity, even arrogance. The internal review noted that 
Toyota was slow to respond to feedback from outside, including 
customers. In March, Toyota paid a $1.2 billion penalty to settle a 
U.S. government criminal probe into safety issues at the company.

Toyoda struggled in the early stages of the crisis. “I have never 
seen Akio so sick; his face was white, and he was getting fat,” 
recalls Javier Quirós, Toyoda’s roommate at Babson College during 
the 1980s and president of Purdy Motor, a Toyota distributor in 
Costa Rica. “His grandfather and his father’s work was falling into 
a cascade, and he didn’t know what to do.” Auto industry con-
sultant and author Maryann Keller believes the recall crisis was 
transformative for Toyoda. “Those are humbling experiences for 
somebody who wasn’t previously humbled,” she says. “That was 
a pivotal time that did change him.”

After years of emphasizing faster development cycles to revamp 
its lineup with freshly redesigned models, Toyoda tacked on four 
weeks of work to shore up the reliability and safety of each new 
car. The company named chief quality officers for North America 
and other regions, all of whom have direct lines to Toyoda. It 
also became one of the first full-line vehicle makers to make an 
 advanced brake override system standard on new models. Toyoda 
has a moratorium on new assembly plants until 2016. 

He took some criticism internally when he urged executives 
to return to basics and pull back from the breakneck plant and 
product expansions of the previous decade, according to Shigeki 
Tomoyama, a managing officer in charge of business development 
and IT. Given the company’s sales-driven culture, that was kind 
of like placing Godzilla on a vegan diet. “Only Toyoda could say 
that,” says Tomoyama. “He is from the family, so he’s allowed to 
talk about the longer term.” Toyoda is open about the second- 

guessing he sometimes gets from the 
company’s old guard. “The past pres-
idents that I have spoken with say that 
I don’t  understand my responsibility,” 
he says with a smile. “I believe that I’m 
aware and that I understand.”

Toyoda’s  most  immediate 
 adversary may be prosperity. The 
 automaker’s $210 billion market 
value is greater than that of Ford, 
GM, Honda, and Nissan combined—
and eight times that of Tesla. The 
Toyota Camry is the best-selling car in 
America, and the revived Lexus brand 
and Toyota lineup finished No. 1 and 
No. 2 for the second straight year in 
the annual Consumer Reports quality 
survey of the U.S. new-vehicle market. 

Toyoda could well run the 
company for roughly another decade. 
By then the world will get a better 
sense of whether his legacy play of 
 fuel-cell vehicles and new forms of 
mobility has a realistic shot. It’s a 
world that his grandfather,  Kiichiro, 
could s carcely have imagined. Yet one 
way or another, Toyota’s hydrogen car 
embrace will probably inform how 
Akio is remembered 30 years from 
now. � —With Matthew Winkler
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H OW  U . S .  C O M PA N I E S  L E A R N E D 

TO  R E LO C AT E  T H E I R  O F F I C I A L 

A D D R E S S E S  OV E R S E A S  A N D  AVO I D 

TA X E S — I N  O N E  O P E R E T TA
BY ZACHARY R. MIDER

The only operetta ever written about 
Subpart F of the Internal Revenue Code 
made its debut on a rainy Sunday evening 
in May 1990, in a Fifth Avenue apartment 
overlooking Central Park. In bow ties and 
spring blazers, partners of the law firm of 
Davis Polk & Wardwell dined on lobster 
prepared by a Milanese chef. Then every-
one gathered around a piano, and a pair 
of professional opera singers, joined by 
the few Davis Polk men who could carry 
a tune, performed what sounded like a 

collaboration of Gilbert & Sullivan and 
Ernst & Young. 

The 13-minute operetta, Charlie’s 
Lament, told how the party’s host, John 
Carroll Jr., invented a whole category of 
corporate tax avoidance and  successfully 
defended it in a fight with the Internal 
Revenue Service. The lawyers sang: 

The Feds may be screaming, 
But we all are beaming
’Cause we’ll never pay taxes,

We’ll never pay taxes,
Never pay taxes again!

The first corporate “inversion,” as 
Carroll’s maneuver came to be known, 
was obscure then and is all but forgot-
ten now. Yet at least 45 companies have 
followed the lead of Carroll’s client, New 
 Orleans-based construction company 
McDermott International, and shifted 
their legal addresses to low-tax 
foreign nations. Total corporate 
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savings so far: at least $9.8 billion—money 
that otherwise would have gone to the 
U.S. government.

This year, inversions have received 
more attention than ever, as well-known 
companies such as Burger King and 
Pfizer announced plans to change their 
 addresses. (Pfizer didn’t follow through.) 
In July, President Obama called the prac-
tice an “unpatriotic tax loophole” and 
urged Congress to put a stop to it. In Sep-
tember, the Department of the Treasury 
tightened regulations to discourage the 
deals. “My  attitude is, I don’t care if it’s 
legal,” Obama said in July. “It’s wrong.” 

If history is any guide, the stiffer regu-
lations won’t stop the exodus. Ever since 
the McDermott deal, inversions have been 
the subject of legions of congressional 
hearings, bills, and regulations, yet com-
panies continue to find ways to circum-
vent them and escape the U.S. tax system.

John Patrick Carroll,  
 You’re the man for me.

You have a firm that is first-rate.
You have the skill to solve  

 this tax quandary
(Although you come in  

 to work very late).

Around the Manhattan offices of Davis 
Polk, Carroll was known as a wit and a 
curmudgeon. To keep fellow lawyers on 
their toes, he slipped nonsense words, 
such as “phlaminimony,” into legal 
documents. He always seemed to 
do his best work in the middle of 
the night. His office was a mess. 
He didn’t own a television 
set. If someone 
asked how he 
was doing, he’d 

reply, “They haven’t caught me yet.”
A Brooklyn native who served in 

the Marine Corps in China during 
World War II, Carroll  attended Cornell 
 University and Harvard Law School. He 
worked at the IRS before joining Davis 
Polk in 1957, when the firm still required 
its men—there were no women partners 
as yet—to wear hats. A committed liberal, 
he was one of the few members of his 
firm to oppose the war in Vietnam. He 
once considered leaving the practice 
to work for antiwar candidate George 
 McGovern’s 1972 presidential cam-
paign. “He would stop by my office and 
say, ‘Let’s go commit lunch.’ He had all 
sorts of wonderfully  fictional phrases for 
noncriminal crimes, like ‘mopery in the 
second degree,’ ” says M. Carr Ferguson, 
a colleague. “I simply adored him.”

Carroll proved to be a brilliant pioneer 
in corporate law. He helped open the 
North Sea to oil exploration and  invented 
a financial instrument known as the 
currency swap, now a $2 trillion-a-day 
market. Carroll was modest about that 
achievement. When a book credited him 
with inventing the swaps, he penned a 
tongue-in-cheek letter explaining that, 
although he attended the London brain-
storming sessions where the idea was 
hatched, he was merely “a foreigner 
who attended most meetings  principally 
for beer and free lunch.” He named five 
others who he said  deserved more credit.

Around 1980, Carroll got a call from 
a client: Charles Kraus, the tax direc-

tor at McDermott, a construction and 
 engineering giant with a thriving 

business in building offshore 
oil rigs. Through-
out the 1970s, 
high oil prices, 

he lped  by  the 
Arab oil  embargo 

and the revolution in 
Iran, had kept its tugboat 
crews and welders busy 
from  Indonesia to Saudi 
Arabia.  McDermott was the 
biggest company in Louisi-
ana’s booming  oil-services 
 industry. It occupied half 

of a downtown  skyscraper and, at its 
peak, employed more than 40,000 
people around the world.

My name’s Charlie. Here’s my problem:  
 Our subsidiary

Pays too much in bloody taxes.  
 It’s dying fiscally.

As Kraus explained to Carroll, 
 McDermott’s profits had created a big tax 
problem. Most of the income had been 
earned abroad, and the parent company 

in New Orleans couldn’t touch it without 
first paying U.S. taxes on it—at a rate of 
as much as 46 percent. The earnings 
were piling up in Treasury bonds off-
shore. When they came back, the total 
bill would be about $220 million.

John, be a hero; cut our  
 tax down to zero,

Because if your plan’s not inspired,
Next month we may all be fired!

After months of kicking around ideas, 
Kraus and Carroll hit upon an elegant 
but untested solution: Simply flip the 
company structure, so its main foreign 
subsidiary, incorporated in Panama, 
becomes the parent. Just like that, all 
those offshore profits would slip out 
from under the U.S. corporate tax system. 
Carroll nicknamed it the Panama Scoot. 
There was something screwy about the 
plan, like a daughter legally adopting her 
own mother, and the details were stag-
geringly complicated, involving share 
swaps, dividends, and debt guarantees. 
But Kraus and Carroll were convinced it 
would work.

Kraus, now 85, is a slight man who 
relishes the arcana of tax accounting. 
He once dreamt of becoming a concert 
pianist, and he used to spend his free 
time rehearsing Chopin’s polonaises on 
his baby grand piano. During an inter-
view in his pink-brick home in the Loui-
siana woods, he recalls using a different 
name for the novel deal he helped put 
together. “We called it the Flip Flop,” he 
says, laughing, his hands folded behind 
his head. “There was a loophole in the 
law, and we capitalized on it legitimately.”

Kraus’s boss, John Lynott, McDermott’s 
chief financial officer at the time, says he 
sometimes puzzled over Carroll’s motiva-
tions. “It was always an enigma to me,” 
Lynott says. “We knew this guy was a Dem-
ocrat, and yet he would take on the govern-
ment in a New York minute over a tax issue. 
There was nothing liberal about his think-
ing as far as the tax code was concerned.”

John’s really flipped this time.
He’s surely lost his mind.
If we should do it,
I know we shall rue it.
We’ll pay interest, penalties and fines.

The McDermott team knew the 
deal would face resistance. Sharehold-
ers needed to approve the transaction, 
 requiring a public announcement and a 
filing with the Securities and Exchange 
Commission, which would inevitably 
forward the papers to the IRS.

Then there was the U.S. Navy. McDer-
mott was a major supplier of nuclear fuel 
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and boilers for the fleet. 
When Admiral Hyman 
Rickover, the father of 
the nuclear Navy, caught 
wind of the plan, he was alarmed enough 
to summon Lynott and another execu-
tive to Washington. Lynott says he and 
his colleague spent half a day waiting 
outside Rickover’s office until they real-
ized the admiral was snubbing them and 
had left the building. They flew back to 
New Orleans on their private jet without 
meeting Rickover. Eventually, the Navy 
set aside its concerns about Panama, 
Lynott says. “They were reassured there 
was nothing there but a post office box,” 
he says. “We weren’t moving anything.”

McDermott disclosed the plan  publicly 
on Oct. 28, 1982. The next day, the New 
Orleans Times-Picayune quoted the com-
pany’s chairman, who assured the com-
munity that “no changes in the opera-
tions and management of the company 
are planned, and the principal executive 
offices will remain in New Orleans.” Share-
holders had no objection, and by Decem-
ber, the address change was official. Kraus 
hung a skull and crossbones in his office, 
a nod to Panama’s piratical past. 

Once the deal was announced, 
 McDermott rushed to complete it as 
quickly as possible, according to Carr 
Ferguson, who was a federal tax prose-
cutor before he joined Davis Polk. They 
were hoping to reduce the chance the 
Treasury Department would learn about 
it and ask Congress to block it. As it was, 
no one heard from the Treasury until the 
following January, when Ferguson got a 
call from a top tax official he knew there.

“Carr, you can’t do this,” Ferguson 
 remembers the official saying. 

“That was my first impression,” Fer-
guson replied, “but we worked at it 
pretty carefully, and we think we can.”

“You’re going to have to prove that in 
court to me.”

Move down to Panama!
Think of our painful chagrin: 
The Feds will be cheerful,  

 and we will be tearful
’Cause we’ll all end up in the pen!

The IRS fought the case for seven years, 
giving up in 1989 only after a federal 
appeals court upheld a U.S Tax Court 
 decision in the company’s favor.

In 1984, Congress passed a law spe-
cifically designed to prevent more 
 McDermott-type arrangements. But don’t 
bet against the imagination of tax lawyers. 
A decade later, a company in El Paso that 
made curling irons and hair dryers found a 
way to create a foreign parent in Bermuda 
without triggering the McDermott rule. 
More laws and regulations followed, in 
1994, 2004, and 2009, but the deals just 
kept coming, each permutation more com-
plicated than the last. Somewhere along the 
way, tax lawyers started calling them inver-
sions, because they turn a company’s cor-
porate structure upside down.

However helpful the Panama Scoot 
was for avoiding taxes, the new address 
couldn’t protect McDermott from getting 
clobbered by an oil slump. Lower energy 
prices and an economic downturn led 
to a series of losses during the 1980s, 
Kraus says. Later, the unit that supplied 
the Navy’s nuclear fuel was engulfed by 
asbestos claims. After Hurricane Katrina 
in 2005, McDermott moved its corpo-
rate headquarters to Houston. It closed 
its remaining office in downtown New 
Orleans last year.

In a way, Admiral Rickover’s beef with 
McDermott got a second life in 2007, 
when Congress passed a law banning 
federal contracts for inverted companies. 

 Eventually, McDermott was forced to spin 
off the unit that worked with the Navy to 
avoid losing all its contracts.

Kraus says he hasn’t thought much 
about inversions since his retirement in 
1989, nor has he followed the debate in 
Washington this year. He remains proud 
of his work. When a congressional com-
mittee in the 1980s complained that the 
 McDermott deal made a “mockery” of 
the tax code, Kraus says, he  half-jokingly 
called it “the crowning achievement of 
my career.”

“The law is an unintelligible monstros-
ity, and it’s Congress’s fault,” says Kraus, 
who still has a small Lucite trophy com-
memorating the Panama deal. He uses it 
as a paperweight.

A few months after Carroll’s victory 
over the IRS, he and his wife, Luceil, 
threw the party at their apartment. A 
video survives of the moment when, to 
his surprise, his colleagues began per-
forming Charlie’s Lament, named for 
Kraus. A musically inclined lawyer in the 
tax  department, William Weigel, wrote 
the  libretto and recruited a  professional 
tenor and soprano through his church 
choir. Carroll listened from an armchair, 
and at the finale he clapped and rose. 
Somebody called for a speech.

“I wrap myself in the American flag,” he 
said. “And I say, without the slightest fear 
of successful contradiction—blah, blah, 
blah, blah!”

Carroll retired later that year. He didn’t 
play a role in the copycat deals that even-
tually followed McDermott, nor did he 
seek any recognition. In a tax journal 
in 2007, a law professor referred to the 
 McDermott deal’s creator as “a brilliant 
tax lawyer (I don’t know who).” 

One of Carroll’s two sons, Brian, recalls 
that his father, toward the end of his 
career, reflected on his role in making the 
tax system even more convoluted. “Look, 
I did all these crazy things,” Carroll told 
him. “I would really like to see the tax code 
completely scrapped. The whole business 
of trying to define income and deductions 
is pure madness. And I’ve got no one to 
thank except myself for creating that.”

Carroll died in 2009 at the age of 84. 
Following his wishes, in lieu of a funeral 
there were parties with food and wine, 
 including one for his many friends at 
Davis Polk’s Manhattan headquarters. 
Amid the talk and laughter came the 
 familiar strains, playing over and over 
again on a TV in the next room:

The Feds may be screaming 
But we all are beaming
’Cause we’ll never pay taxes no,
Never pay taxes,
Never pay taxes again!                             �

W O U L D  S L I P 

O U T  F R O M  U N D E R 

T H E  U . S .  C O R P O R AT E 

TA X  SY S T E M .

C A R R O L L  

N I C K N A M E D  I T  T H E

53

OFFSHORE  

PROFITS

   
   

   
J

U
S

T

 L
I K E  T H AT,  A L L  T H O S E

PANAMA 
SCOOT





Afghanistan’s  
New 
Rich  

Navigate 
the  

Pullout

By Mujib Mashal

Photographs by  

Lorenzo Tugnoli



56

o you want to listen to Taliban cassette?” 
 Matiullah Matie asks as he steers his 
white Toyota Corolla along a narrow road 
 surrounded by cornfields and mud huts. He 
keeps the tapes in the car for long drives, 
Matie explains, just in case he picks up a hitch-
hiker who looks like a Talib. “They think I 
am such a pious mujahid man,” the round, 

bearded businessman laughs. “They don’t know I am screw-
ing them all.” 

We are driving to the Nawa district, just 30 minutes 
outside Lashkar Gah, the capital of Helmand province 
in the southwest corner of Afghanistan. Matie is going to 
show us how he first became a millionaire. 

Earlier that morning, photographer Lorenzo Tugnoli 
and I found Matie sprawled on his office floor. He’d spent 
the night Facebooking—until he passed out. In the corner, 
on the armrest of a brown couch, a Dell laptop flashed an 
error message. Stacks of blue posters for the cell phone company 
Salaam lay against the wall. Matie had  recently bought the local 
Salaam distribution license. It’s his latest project. 

When we drive into the bazaar at Nawa, people recognize 
Matie immediately. Many wave at him. He’s done business here 
before—and he’s already brought Salaam to the district. That’s 
the reason one man with a neatly trimmed beard approaches the 
car and leans in to chat. Matie curses his luck under his breath. 

“I have bought 100 sim cards but no one buys,” says the guy, a 
retailer representing Matie’s franchise. Matie tells him to be patient. 
It’s a new company, he explains, business will pick up. 

“Will you come back for lunch, all of you be my guests?”  
the man asks. 

“Sure,” Matie says. “Make some chicken for lunch once we 
drive back from Garmsir.” 

Matie has no intention of going to Garmsir or lunch with the 
man. “The bastard’s son still has links to the Taliban,” he says as 
we drive on. “You really can’t trust anyone.”

In a few minutes we reach the compound of the 1st Battalion 9th 
Marines—“The Walking Dead,” as a yellow logo proclaims inside 
one of its rooms. The U.S. Marines packed up a year ago, and all 
that’s left is a series of shipping-container offices that once housed 
U.S. Agency for International Development  contractors. The desks 
and furniture are locked inside; the windows are covered in dust 
and cobwebs. But when the Marines ruled Nawa—the district gov-
ernor’s office was within their compound—the Americans started 
Matie on his road to prosperity. In the U.S., wartime contracting 
is often associ ated with such names as Blackwater (now known 
as Academi), DynCorp International, Triple Canopy, and others, 
but on the ground in Afghanistan, the Pentagon depended on a 
small army of locals. And as hundreds of billions of dollars in U.S. 
taxpayer money poured into the country, it created a new class 
of wealthy,  entrepreneurial Afghans.

The October 2001 U.S.-led invasion and the subsequent allied 
military campaigns transformed the country. At the end of 2014, 
however, as the American troop presence draws down to 10,000 
from a height of 98,000, it’s  becoming clear that the U.S. dollar has 
 reshaped Afghanistan even more than the military did. In private, 
U.S. officials admit they don’t know how much they’ve spent on 
the Afghan war.  Independent  analysts estimate its cost at about 
$1.6 trillion— factoring in  inflation and long-term care for veter-
ans. The money found its way not just into the hands of ruthless 
 oligarchs, as in post-Soviet Russia, but also into those of  teachers, 
translators, restaurant owners, and drivers who tapped into the 
gusher of cash to become millionaires and multimillionaires.

In the five years that Mullah Omar and his Taliban regime 
 dominated Afghanistan, “foreign currency was rare. There 
 probably wasn’t even $2 million in the market,” says Khan 
 Mohammad Baz, the bespectacled head of the currency exchange 
union at Sarai  Shahzada, Afghanistan’s central  exchange market. 
“By 2003 there was probably $1 billion circulating.” These days, 
Baz says, about $20 million worth of business deals are made in a 
day. The central bank alone pumps about $60 million a week into 
the market to buy back the Afghan currency and keep it stable. 

About 36 percent of Afghanistan’s 30 million people live 
below the poverty line. “If you ask people on the streets 
whether we have a billionaire, they will shrug and say 
no,” says a senior Afghan economic official, who asked 

to remain anonymous because he is privy to sensitive informa-
tion. “But I can tell you with confidence we have many. If the 
top 10 wealthy men in  Afghanistan—I would say 9 of them prod-
ucts of the past 10 years—came together, they could buy this gov-
ernment, the bank, this whole system.”

Afghanistan’s megarich are not shy about their wealth. Many 
are driven around in $150,000 armored vehicles, trailed by 
convoys of cars and pickup trucks full of security guards. Several 
live in Wazir Akbar Khan, Kabul’s diplomatic enclave, but others 
have illegally carved up Sherpur, an historic hill district in the 
capital. Some have second homes in Dubai, Istanbul, or various 
European cities. Just like Russia’s oligarchs, many members of 
this wealthy class owe their fortunes to politics. Some are war-
lords who helped the U.S. topple the Taliban; others are techno-
crats who returned from abroad to work in the new government. 
Both groups enriched themselves through the country’s system of 
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the central 
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Kabul
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patronage and  influence—and by drawing on the immense sums 
of American cash flowing into it. Afghanistan runs on connec-
tions, and many of the biggest dealmakers operate with impu-
nity. A clan can have one brother in the administration, another 
in parliament, and yet another running a huge company or state 
enterprise. The family of former President Hamid Karzai was the 
object of much criticism for that reason.

Trailing behind the politically influential is a much larger—and 
younger—class of nouveaux riches, which includes Matie. Spread 
around the country, they’ve made money by getting close to the 
American military and responding to its immediate needs. Many 
were translators who saw gaps in the Pentagon’s supply chain 
and took advantage of the situation by  becoming  contractors. 

Others were simply entrepreneurs who fed off the donor money 
being doled out to every sector of the post- Taliban society.

There’s still money to be made from the American  military—
though it’s a much smaller pie, and more local contractors fight 
over it. The U.S. and its NATO allies will continue to provide 
Afghan istan with more than $5 billion annually for its  security 
forces and $5 billion to $8 billion for reconstruction. But the 
 largesse will now flow through the central government, with 
its propensity for playing favorites. From now on, ministries 
in Kabul will be in charge of dispensing the contracting cash. 

The new president, Ashraf Ghani, is promising to bring order 
to procurement and contracting, but transparency may be  difficult 
to achieve. Among Ghani’s first appointments was Hazrat Omar 
Zakhilwal, a finance minister under Karzai who was  entan gled in 
the country’s biggest banking scandal, among other controver-
sies.  Zakhilwal, who denies any wrongdoing, now has oversight 
over the entire financial portfolio of the country.

In 2009, Matie, then in his late 20s, trundled up to the Marine 
compound on a donkey, after treading slowly through a heavily 
mined field. “Out of control mines,” he recalls. The son of a reli-
gious studies teacher, he had already tried many jobs, including 
joining the Taliban, twice. He had been working as a customer- 
care representative—making a lucrative $300 a month—with one 
of the new telecom companies when he  realized he wanted to 
start his own company. He was sitting through a business develop-
ment training seminar conducted by Malaysians when he thought 
to himself, “I want to be my own boss.” He quit and got a license 
to start a construction company. He wrote up a company profile 
and fact sheet—as the Malaysians had taught him—and, two weeks 
before Ramadan, put the papers in a saddle, mounted his donkey 
and headed for the Marines in Nawa. “Hi, sir! Is there anybody to 
talk to me?” he’d shouted in his elementary English at a Marine 
manning a watchtower. They were happy to let him in.

The Marines were part of Obama’s surge to push back a Taliban 
onslaught that threatened to overwhelm the towns loyal to Kar-
zai’s government. In Nawa the surge expanded the U.S. military 
presence from 100 troops to 1,100; a contingent of that size needed 
local logistical support. When the Marines arrived, they found the 
local bazaar deserted—except for a boy selling cans of Pepsi. “You 
couldn’t find a single contractor here, they were all too afraid,” 
recalls Abdul Manaf, the aging district  governor, as he puts on his 
hearing aid. “Matiullah was the first to come.”

The Marines had cash and lots of it.  Congress has appro priated 
about $3.7 billion over the past 10 years for the Commanders Emer-
gency Response Program (CERP), a fund that officers in Afghani-
stan and Iraq could draw on for “urgent humanitarian relief and 
reconstruction  requirements in their areas of respon sibility.” In 
Helmand  province—one of the areas fiercely  contested with the 

Taliban—the U.S. military would spend $153 million on 2,164 CERP 
 projects. USAID also poured money into the area through foreign 
contractors who implemented so-called stabilization projects—
such as rebuild ing bazaars and supplying technology to district 
offices. For example, according to the Washington Post, USAID 
spent $30 million on agriculture in Nawa over the course of nine 
months in 2010. All of this created oppor tunities for enterprising 
Afghans such as Matie. 

His first project was the reconstruction of the district gover-
nor’s office. It needed new doors, windows, fresh plaster—and 
walls. When the Marine captain proposed the project to him, 
Matie calculated an estimate on the spot: $10,109. He asked for 
five days to get things going.

Only later did he realize what he’d agreed to do. The 
area between Lashkar Gah and Nawa was strictly Taliban 
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country—and Matie had to transport gravel, shovels, and barrels 
from the provincial capital to the Marine compound. So when 
Matie  recruited laborers, he didn’t tell them he was sending 
them to Nawa but rather to another, safer, district nearby. “I 
went ahead on a motorcycle,” he recalls. “When they got here, 
I said, ‘Don’t you worry. I will give you more money than you 
want. As much as you want.’ ” The workers stayed for the entire 
15 days of the project. 

To deliver supplies, he rented a Mazda dump truck for $600. He 
didn’t have funds to hire a security escort, but this time he didn’t lie. 
“We are going to Nawa,” he said to the driver. “But I am riding along-
side you, and whatever happens to you will happen to me first.” 

He found two motorcycles, one for himself and one for his 
assis tant. He dressed in Taliban style: white clothing, a large paaj 
turban on his head, his beard oiled, black shades over his eyes. 
In his pocket he had a small radio that captured Taliban  military 
signals, which he played loudly. As the motorcycles  escorted the 
truck on the bumpy road to the base, they passed several Taliban. 
“Salaam u alikum,” he’d shout—the  traditional “peace be with 
you”—with authority, and the Taliban would respond the same 
way, addressing him as Mullah sa’eb, a term of reverence.

To keep up the masquerade, Matie says he’d curse at the driver. 
“Keep going you son of a swine. You f---er, this is what you get 
for supplying infidels. Keep driving.” (“I had informed him I’d be 
cursing at him,” Matie explains. “I told him not to take it to heart.”)

By 2012, Matie’s company had more than $2 million in the bank. 
It had delivered fertilizer and seeds; it had helped repair clinics, 
schools, and government buildings; and it had graded more than 
77 kilometers of local roads, smoothing them with gravel. He also 
helped deliver USAID cash to far-flung districts as part of a jobs 
program called Cash for Work. He started other businesses as 

well, importing Iranian biscuits and shampoo from Nimroz, a large 
border province and hub for smugglers, distributing the products 
across the country. He invested his earnings abroad,  including 
putting $100,000 into a bakery in the United Arab Emirates. He 
had become rich—thanks to American spending.

Because the prosperity of Matie’s newly rich class often stems 
from loose American money, it can carry the odor of malfeasance 
and corruption. The office of the U.S. Special Inspec tor General 
for Afghanistan Reconstruction (SIGAR) is investigating several 
cases, following the money to see if American funds were misap-
propriated or even spent to support the insurgency. Double-deal-
ing is almost instinctive here, part of a survive-at-all-cost mentality 
 ingrained by decades of chaos and war. When the country emerged 

from Taliban rule at the end of 2001, “it’s like we were stuck in a 
dark well of isolation, then someone threw us a rope to pull us 
up,” says Naseem Akbar, a former economic  official in the Afghan 
government. “But we somehow got all strangled up in that rope.” 

Corruption is pervasive and visible: the flashy car  belonging 
to a tax clerk whose monthly salary is $200; the fancy bunga-
low of a precinct police chief. Money purchases status, buys 
 protection—from the law and perhaps even from God, judging 
by the number of mosques built with ill-gotten funds and the 
many hajj pilgrimages financed by dirty money. “Has corrup-
tion become what holds everything together in Afghanistan?” 
one Western official asks. “Maybe.”

Unlike some of the extremely rich—who put their profits 
into foreign bank accounts—the entrepreneurial class tends to 
keep much of it cash within the country’s borders. “There’s 
 everything-to-myself corruption,” the same official explains, 
“and then there’s this Tammany Hall kind of corruption, a sort 
of Robin Hood style, where you are generous to the community.” 

Hikmatullah Shadman doesn’t look like Robin Hood, though 
the American investigators have grave suspicions about him. He 
works in what used to be the Kabul home of Ahmad 
Zahir, a legendary entertainer known as the Afghan 
Elvis. Shadman, 29, likes flowers. His pastel- colored 
compound in Wazir Akbar Khan looks like a doll-
house, with plastic flowers strung across the ceiling and 
framing paintings, mirrors, and photographs. “Flowers 
make me happy,” Shadman says as he sits down for an 
interview about his businesses and philanthropies—
which are mainly in Kandahar, almost 300 miles to the south. 
He wears a black sports jacket over a black tunic embroidered 

in silver. On the table in front of us are platters of dried fruit and 
bottles of Gatorade, Starbucks  frappuccino, and Ocean Spray cran-
berry juice. A cleanshaven elderly man—whom Shadman refers to 
as mama or maternal uncle—is thumbing his prayer beads while 
lounging on a couch to the businessman’s right.

Shadman prefers not to talk too much about his  philanthropic 
activity—though it has earned him a degree of influence with 
the public as well as the government. The Afghan media says 
he  arranged to set up dormitories for university students in the 
eastern city of Jalalabad; that he was one of the first to send a 
convoy of aid after mudslides  devastated the northern province 
of  Badakhshan in May; that he supports more than 60 students 
on scholarships,  including 13 he sent to schools in India. Most 

 recently, Shadman launched a Mr. Facebook contest in 
Kandahar to identify and award citizens who use the social 
media site for public good. He has supplied food—through 
the government—to 180 families in a Taliban- controlled 
village in Kandahar province. “We show that Talib means 
mines and  explosions;  government means aid,” he says. 
While he still instinctively refers to the ousted Taliban 
leader reverently as Mullah sa’eb, Shadman is trying to 
create a different kind of Afghan identity and national-
ism—out from the shadows of the white-robed jihadis. In 
October he announced he would build a  mausoleum for 
Malala of Maiwand, perhaps the most famous woman 
warrior in modern Afghan history, whose  campaign 
against British invaders in 1880 led to her being  described 
as the country’s Joan of Arc. 

Shadman also traces his riches back to U.S. mil-
itary money. The son of a literature teacher in Kan-
dahar, he sold almond sweets in the bazaar after 
school. When the U.S. ousted the Taliban, he went 
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to work for a local mason rebuilding the airport. Soon, he became 
an interpreter for a U.S. Army Special Forces unit that, within six 
months, conducted more than 50 combat operations in the area. 
Accompanying the U.S. soldiers kept Shadman away from home 
for weeks at a time but allowed him to save much of his monthly 

salary. He bought a Land Rover for about $4,000 and leased it 
back to the Special Forces. “I was making two salaries after that. 
I made $800, and my vehicle made $800.”

In a couple of years, he’d purchased hundreds of vehicles, 
renting them to the U.S. military and foreign contractors who 
came to Afghanistan. He also started doing construction projects 
for  Canadian units that were part of the International  Security 
Assistance Force, as the U.S. and its allied troops were called. 
His Special Forces bosses helped him with connections that got 
him contracts to supply propane to NATO bases in the south. 
Shadman’s main line of business, however, became trucking. 
Working first as a middleman for a Hungarian firm that  provided 
the  exuberantly decorated “jingle trucks” for ferrying goods 
throughout the country, Shadman quickly built a fleet of his own 
vehicles. Profits escalated with the U.S. surge. According to court 
documents, he carried out 5,421 transport missions for the ISAF. 

Shadman is accused of defrauding the U.S. government of 
$77 million. According to court documents, SIGAR alleges that 
Shadman managed to expand his trucking empire only because 
he “bribed and paid kickbacks” to managers of the Hun garian 
 contractor, who then allegedly inflated prices for Shadman so he 
could charge the ISAF even more. In October 2012, at 4:30 a.m., 
the U.S. military raided his compound in Kandahar. He says they 
flashed a light in his eyes, blindfolded him, tied his hands, and flew 
him to the prison at the American military base at Bagram. He was 
held there for 74 days and accused of funding the enemy and sup-
plying women to the Taliban and alcohol to U.S. soldiers. In a civil 
forfeiture lawsuit, SIGAR and the U.S. Department of Justice asked 
for Shadman’s accounts in an Afghan bank to be frozen. However, 
they were quickly unfrozen by Afghan authorities and some of 
the money has made its way to Dubai, where he has three homes. 

Shadman says he is heartbroken by the way the Americans 

turned against him. “I 
grew up with them, with 
their soldiers.” He insists 
he’s not afraid of litiga-
tion, because the evidence 
against him is flimsy. “My 
only wish is to prove to the 
American public that … in 
my case your tax money 
has not been wasted.” 
Then he turns from being 
politic to blunt. “My 
money is clean. I don’t 
hide it. It’s there in the 
open, for America to see 
it, for London to see it. I 
have no fear.”

Shadman has been able, 
so far, to withstand the 
legal assault on his repu-
tation. While he no longer 
has any contracts with the 
U.S. military, he imports 
German energy drinks, 
which are extremely 
popular among young 

Afghans. He is planning to build a pomegranate juice factory 
in Kandahar. 

Matie’s trajectory, however, has shifted. He’s gone from rags 
to riches to starting all over. In 2012 he decided to use some of his 
largesse to travel to Mecca for the hajj—one of the five “pillars of 

Islam” that pious Muslims are enjoined to do. When he returned 
from the monthlong trip, his money was gone. He says his partner 
had cooked up a scheme with locals, taking advantage of his 
absence to complain that 1,450 people hadn’t received their USAID 
Cash for Work payments because Matie was out of the country. 
His partner, he says, told him the  laborers had already been paid. 
As USAID and the Marines tangled with Matie over details, the 
partner packed up and fled to Kabul. Matie says he’s appealed 
to the government for help, but so far nothing has happened to 
remedy the situation. “He will fight me by bribing the govern-
ment with my own money,” Matie complains. “I can’t do any-
thing in this government.”

He says his fortunes fell so low that he didn’t even have gas 
money when he was stuck in the countryside, his fuel tank and 
his pockets empty. “I called Marine friends, and they sent me 
fuel for my car.”

With U.S. money now being dispensed by the political elite, 
contractors such as Matie who aren’t at the top of the food chain 
have to change gears completely. That’s why he acquired the 
telecom distribution contract with some cash he saved from a 
couple of small projects for the U.S. embassy. What he makes 
now doesn’t compare to his income at the height of the surge. 
He’s philosophical about his new financial situation: “You make 
little, but it’s more sustainable.” 

He acknowledges the pain of losing so much money but says 
it’s easier on him than others who’ve also seen riches come 
and go. He never let money change his modest “nomadic” way 
of living, moving from town to town to do business and sell 
 services. “When I had money, I lived like this also,” he says. “I 
have lived because of my honesty and my parents’ prayers.” He 
adds: “Those who stole money from me, I know what kind of 
wrath God will inflict on them.” �
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hyperscale data centers, a look at what enterprise 

can expect from the ever-evolving cloud
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oday’s enterprise is more virtual and connected 

than ever. And when it comes to managing 

the resources and processes that make things 

happen, traditional models and systems no 

longer apply. 

The recession forced companies to look 

inward to survive. They cut costs, learned to do 

more with less and invested in technologies to 

streamline their operations and automate key 
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Businesses have always capitalized on technological advances. 

Client-server technology and desktop applications increased pro-
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contingent workforce management to control the highly specialized 
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“With a few clicks, companies can shop for goods and services, 
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alike. And they can engage customers across multiple channels, all 
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themselves of the new and crucial processes that can drive innova-

tion across their operations.

ANY TIME, ANY PLACE, ANY CLOUD

The past decade has seen enterprises take advantage of the 
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SOHWH�FRQWURO�RYHU�DOO�XVHUV�DQG�DSSOLFDWLRQV��DV�ZHOO�DV�IXOO�YLVLELOLW\�

into their network assets regardless of the location of the workloads. 

´&ORXG�LV�DERXW�LQVWDQW�JUDWLÀFDWLRQ��¶,�ZDQW�P\�DSSOLFDWLRQV�DQG�,�

ZDQW�WKHP�QRZ�·μ�KH�VD\V��´7KH�JRDOV�RI�RXU�6'1�VROXWLRQ�DUH�WR�

simplify network operations, increase agility and accelerate deploy-

PHQW�RI�QHZ�VHUYLFHV³DOO�ZLWKRXW�VDFULÀFLQJ�VHFXULW\�DQG�FRQWURO�μ

Freedom of choice is also a consideration. To hit the mark, the 

ULJKW�6'1�WHFKQRORJ\�PXVW�ZRUN�VHDPOHVVO\�ZLWK�DQ�RUJDQL]DWLRQ·V�

QHWZRUN�DQG�YLUWXDOL]DWLRQ�LQIUDVWUXFWXUH��DV�&,2V�DUH�LQFUHDVLQJO\�

ZDU\�RI�EHLQJ�ORFNHG�LQWR�YHQGRUV·�SURSULHWDU\�WHFKQRORJLHV�

1XDJH�1HWZRUNV·�9LUWXDOL]HG�6HUYLFHV�3ODWIRUP��963��UHFHQWO\� 

H[WHQGHG�WKH�EHQHÀWV�RI�6'1�DXWRPDWLRQ�WR�ZLGH�DUHD�QHWZRUNV�

�:$1��DQG�UHPRWH�ORFDWLRQV�ZLWK�LWV�9LUWXDOL]HG�1HWZRUN�6HUYLFHV�

�916��VROXWLRQ��VR�WKDW�EXVLQHVVHV�FDQ�FUHDWH�VHFXUH�QHWZRUN�FRQ-

QHFWLRQV�LQVWDQWO\�DQG�LQLWLDWH�WKHP�ZKHQ�DQG�ZKHUH�QHZ�EXVLQHVV�

DSSOLFDWLRQV�QHHG�WR�FRQQHFW�WR�LQ�WKH�FORXG��1XDJH�DOORZV�VXFK�

FRQQHFWLRQV�WR�EH�PDGH�RYHU�DQ\�QHWZRUN��ZKHWKHU�D�SULYDWH�931�RU�

RYHU�WKH�,QWHUQHW��XVLQJ�FRPPHUFLDO��RII�WKH�VKHOI�,QWHO�[���SODWIRUPV�

6'1�DOVR�FRPHV�ZLWK�WKH�SURPLVH�RI�FRVW�VDYLQJV��´:H·YH�GHP-

onstrated we can provide over 50 percent reduction in operational 

H[SHQVHV�����WLPHV�LPSURYHPHQW�LQ�WXUQ�XS�DQG�UHVSRQVH�WLPH�WR�

FKDQJHV�DQG�D�WHQ�IROG�UHGXFWLRQ�LQ�FRQÀJXUDWLRQ�HUURUV�EHFDXVH�

LW·V�DXWRPDWHG�μ�.KDQGHNDU�VD\V��´,W·V�D�ELJ�GHDO�μ

,Q�DGGLWLRQ�WR�IXQGLQJ�1XDJH�1HWZRUNV��$OFDWHO�/XFHQW�LV�

LQYHVWLQJ�LQ�LWV�(QWHUSULVH�,QWHUQHW�3URWRFRO��,3��&RPPXQLFDWLRQV�

solution to provide open interfaces that allow enterprises to connect 

DSSOLFDWLRQV�ZLWK�YRLFH�DQG�YLGHR�VHUYLFHV��´2XU�VROXWLRQ�EULQJV�D�

Personal networks from Facebook to 

Uber have made it simple for consumers 

to shop, share and consume. When  

shopping on Amazon, for instance,  

consumers don’t worry about connecting 

to individual merchants, banks or credit 

card companies. It’s all done for them 

within the network.
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:HE�SODWIRUP�DSSURDFK�ZLWK�$3,V�WR�HQWHUSULVH�FRPPXQLFDWLRQV�μ�

VD\V�0LFKDHO�/DPEHUW��6HQLRU�'LUHFWRU��(QWHUSULVH�,3�&RPPXQLFD-

WLRQV�6ROXWLRQV��´)RU�WKH�XVHU��LW�SURYLGHV�FKRLFH�RI�DSSOLFDWLRQ�DQG�

FRQVLVWHQW�VHUYLFHV�DFURVV�GLIIHUHQW�DSSOLFDWLRQV�μ

7KLV�SODWIRUP�LV�D�FKDOOHQJH�WR�WKH�LQFXPEHQW�YHQGRUV�ZKR�

control the application environment tightly through commercial and 

technical restrictions in their vertically integrated delivery models. 

,Q�FRQWUDVW��$OFDWHO�/XFHQW�SURYLGHV�D�IXOO\�RSHQ�:HE�SODWIRUP�WR�

SURYLGH�FRPPXQLFDWLRQ�VHUYLFHV�IRU�WKH�PRELOH�DQG�:HE�HQWHUSULVH�

DSSOLFDWLRQV�WKDW�ÀW�WKH�EXVLQHVV�QHHG��ZKLOH�FRQWLQXLQJ�WR�HQVXUH�

quality and continuity of service for traditional Private Branch 

([FKDQJH��3%;��DQG�8QLÀHG�&RPPXQLFDWLRQ��8&��XVH�FDVHV��

´8VHUV�GRQ·W�FDUH�DERXW�KRZ�WKH�LQIUDVWUXFWXUH�OHWV�WKHP�PDNH�

FDOOV��EXW�,7�GRHV�μ�/DPEHUW�H[SODLQV��´,QIUDVWUXFWXUH�GHFLVLRQV�

GULYH�FRVW�DQG�ÁH[LELOLW\��DQG�WKH�EHQHÀW�IRU�WKH�,7�GHSDUWPHQW�RI�D�

FRPPRQ�FRPPXQLFDWLRQV�SODWIRUP�LV�WKDW�LW·V�SRVVLEOH�WR�GHOLYHU�

WKH�FKRLFH�WKHLU�XVHU�FRPPXQLW\�GHPDQGV�ZKLOH�LPSURYLQJ�FRVWV�μ

/DPEHUW�DGGV�WKDW�$OFDWHO�/XFHQW·V�DSSURDFK�LV�XQLTXH�EHFDXVH�

LW�EULQJV�VFDOH�DQG�RSHQQHVV�WR�D�PDUNHW�ZKHUH�PRVW�PDMRU�HQWHU-

prise vendors are offering closed environments targeted at smaller 

HQWHUSULVHV��´:H�DUH�XQLTXH�LQ�SDFNDJLQJ�WKHVH�FDSDELOLWLHV�LQWR�DQ�

RSHQ��ÁH[LEOH�SODWIRUP�μ�KH�QRWHV��´:H·YH�LQYHVWHG�KHDYLO\�LQ�WKH�

optimizations that meet large-enterprise market requirements for 

IXQFWLRQDOLW\��PXOWL�YHQGRU�VXSSRUW�DQG�VFDOH�μ

REINVENTING THE MODERN DATA CENTER

Focused as it is on increasing agility and cutting costs, another new 

IURQWLHU�IRU�HQWHUSULVH�,7�LV�WKH�SRVVLELOLW\�RI�OHYHUDJLQJ�WKH�WHFK-

QRORJLHV�SLRQHHUHG�LQ�WKH�SXEOLF�FORXG�WKDW��LQ�WKH�SDVW�IHZ�\HDUV��

they’ve seen radicalize the industry.

%XVLQHVV�,7�KDV�ORRNHG�RQ�LQ�DZH³DQG�ZLWK�HQY\³DV�FORXG�

EXVLQHVVHV�VXFK�DV�*RRJOH��$PD]RQ��)DFHERRN�DQG�0LFURVRIW�

threw millions of research dollars into re-architecting infrastructures 

WR�FUHDWH�D�QHZ�ZD\�RI�EXLOGLQJ�DQG�RSHUDWLQJ�K\SHUVFDOH�GDWD�

FHQWHUV��LQ�DQ�DSSURDFK�NQRZQ�DV�:HE�VFDOH�,7�

´8QWLO�UHFHQWO\��WKHVH�:HE�VFDOH�DUFKLWHFWXUHV�ZHUH�XQDYDLODEOH�

WR�PDLQVWUHDP�RUJDQL]DWLRQV��EXW�1XWDQL[�KDV�FRPPHUFLDOL]HG�

these cloud technologies into turnkey IT solutions for enterprises 

RI�DOO�VL]HV�μ�VD\V�*UHJ�6PLWK��6HQLRU�'LUHFWRU��3URGXFW�DQG�7HFKQL-

FDO�0DUNHWLQJ�DW�1XWDQL[��D�6DQ�-RVH�FRPSDQ\�IRXQGHG�E\�WKH�

HQJLQHHULQJ�WHDPV�WKDW�GHYHORSHG�WKH�ÀOH�V\VWHP�VRIWZDUH�RI�PDMRU�

SXEOLF�FORXG�SURYLGHUV�

´1XWDQL[�KDV�SLRQHHUHG�ZKDW·V�QRZ�FDOOHG�K\SHU�FRQYHUJHG�LQ-

IUDVWUXFWXUH��DOORZLQJ�FRPSDQLHV�WR�GHVLJQ��EXLOG�DQG�PDQDJH�WKHLU�

RZQ�GDWD�FHQWHUV�LQ�WKH�VDPH�PDQQHU�DV�*RRJOH�DQG�)DFHERRN�μ�

6PLWK�DGGV��´:LWK�1XWDQL[��FRPSDQLHV�JHW�WKH�VDPH�EHQHÀWV�RI�

VSHHG��HFRQRPLFV�DQG�DELOLW\�WR�VFDOH�RXW�DV�WKH�GHPDQG�LQFUHDVHV��

QR�PDWWHU�WKHLU�VL]H�μ

6PLWK�H[SODLQV�WKDW�WKH�ELJ�SXEOLF�FORXG�SOD\HUV�ZHUH�IRUFHG�

WR�LQQRYDWH�WR�VXSSRUW�WKHLU�PDVVLYH�EXVLQHVVHV��´&ORXG�RSHUDWRUV�

TXLFNO\�UHDOL]HG�WKDW�WUDGLWLRQDO�VWRUDJH�V\VWHPV��OLNH�6$1V��ZHUH�

QRW�HFRQRPLFDOO\�RU�WHFKQLFDOO\�YLDEOH�μ�KH�VD\V��´7KH\�FRXOGQ·W�

achieve the scale they needed with traditional storage, and would 

KDYH�UHTXLUHG�HQRUPRXV�FDSLWDO�LQYHVWPHQW�μ

Their solution was to reinvent how data centers were architected 

using intelligent software. “They eschewed specialized hardware 

GHYLFHV��DQG�LQVWHDG�VWDQGDUGL]HG�RQ�,QWHO�EDVHG�VHUYHUV�FRQWDLQLQJ�

ERWK�KDUG�GLVF�GULYHV�DQG�ÁDVK�IRU�VWRUDJH�μ�6PLWK�H[SODLQV��´7KH\�

FRPELQHG�WKDW�ZLWK�LQWHOOLJHQW�VRIWZDUH�WKDW�DJJUHJDWHG�WKH�VWRUDJH�

capacity across clusters of servers. By doing that, they completely 

HOLPLQDWHG�WKH�FRPSOH[LW\�DQG�FRVW�RI�WUDGLWLRQDO�VWRUDJH��DQG�

GHYHORSHG�D�QHZ�GDWD�FHQWHU�DUFKLWHFWXUH�IDU�PRUH�QLPEOH�DQG�FRVW�

HIÀFLHQW�WKDQ�LV�SRVVLEOH�ZLWK�OHJDF\�VWRUDJH�DQG�VHUYHU�SURGXFWV�μ

%XLOGLQJ�RQ�WKH�VDPH�DSSURDFK��1XWDQL[·V�ÁDJVKLS�SURGXFW�

FRPELQHV�VWRUDJH�DQG�FRPSXWLQJ�LQ�D�VLPSOH�KDUGZDUH�DSSOLDQFH�

WKDW�UXQV�WKH�FRPSDQ\·V�DGYDQFHG�´ZHE�VFDOHμ�VRIWZDUH��1XWDQL[�

FXVWRPHUV�GHSOR\�WKH�ULJKW�QXPEHU�RI�DSSOLDQFHV�WR�PHHW�WKHLU�,7�

scale and performance requirements, eliminating the guesswork 

required when estimating storage needs.

6PLWK�DGGV�WKDW�WKH�1XWDQL[�K\SHU�FRQYHUJHG�VROXWLRQ�LV�UDGL-

cally simple compared to traditional data center infrastructures, 

and offers rapid 30-minute deployment, no disruption of ongoing 

RSHUDWLRQV��SUHGLFWDEOH�OLQHDU�VFDOLQJ�WR�VXSSRUW�HYHQ�PDVVLYH� 

operations and the use of non-proprietary hardware to lower the 

total cost of ownership of corporate IT.  

7KH�HPHUJHQFH�RI�K\SHU�FRQYHUJHG�DUFKLWHFWXUH��ZKLFK�1XWDQL[�

has pioneered and leads, is now the fastest-growing segment of 

,7�DQG��6PLWK�QRWHV��UHSUHVHQWV�D�PDVVLYH�WKUHDW�WR�WKH�VWDWXV�TXR�

DQG�WR�LQFXPEHQW�VWRUDJH�VROXWLRQ�YHQGRUV��´,W�UHSUHVHQWV�D�ZD\�WR�

EUHDN�IUHH�IURP����\HDU�ROG�VWRUDJH�WHFKQRORJLHV�WKDW�KDYH�KDQGL-

FDSSHG�PDQ\�,7�RUJDQL]DWLRQV�μ�KH�VD\V�

/LNHZLVH��6PLWK�SRLQWV�WR�D�VWXG\�E\�*DUWQHU�,QF���WKH�LQIRU-

PDWLRQ�WHFKQRORJ\�UHVHDUFK�DQG�DGYLVRU\�ÀUP��WKDW�SUHGLFWV�WKDW�

:HE�VFDOH�,7�ZLOO�EH�WKH�DUFKLWHFWXUDO�DSSURDFK�IRXQG�LQ�PRUH�WKDQ�

���SHUFHQW�RI�JOREDO�HQWHUSULVHV�E\�������

´:H�DUH�WUXO\�DW�D�SLYRW�SRLQW�LQ�WKH�LQGXVWU\�μ�KH�FRQFOXGHV��

´&RUSRUDWH�&,2V�DQG�,7�DUFKLWHFWV�DUH�WUDQVIRUPLQJ�KRZ�WKH\�

EXLOG�WKHLU�GDWD�FHQWHUV�E\�OHYHUDJLQJ�ZKDW·V�EHHQ�GRQH�LQ�SXEOLF�

FORXG�LQIUDVWUXFWXUHV��7KLV�:HE�VFDOH�DSSURDFK�HQDEOHV�FRUSRUDWH�

data centers to provide a private cloud with the same self-service 

FDSDELOLWLHV��DQG�WKH�VDPH�YDOXH��WKDW�KDV�RQO\�KLVWRULFDOO\�EHHQ�

DYDLODEOH�WKURXJK�WKH�XVH�RI�SXEOLF�FORXGV��EXW�ZLWK�WKH�VHFXULW\�

and control that comes from maintaining their own infrastructure 

ZLWKLQ�WKHLU�RZQ�GDWD�FHQWHUV�μ�³�John O’Mahony

Web-scale IT will be the architectural  

approach found in more than 50 percent 

of global enterprises by 2017 (Gartner).
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ne of the ice skating trolls has gone 
down. Nicole Feld, vice president 
of Feld Entertainment, pops up 
from her seat at Brooklyn’s Barclays 
Center, hands over her mouth. The 
troll was part of a choreographed pin-
wheel in which 32 green-costumed 

skaters hold hands in a line and spin during Disney on Ice Presents 
Frozen. Now he’s an ice rink land mine, about to take seven skaters 
down with him. But like a pitcher covering home plate, the skater 
playing Princess Anna whisks the prone troll away. 

The director, in the seat behind Nicole, gives her a thumbs up, 
after hearing through his earpiece that everyone is fine. She sits 
back down and nervously eats the popcorn her  family’s company 
also makes; it’s the food she had for dinner often while growing 
up. The kids in the audience hardly notice the fall. “They’re not 
coming to see ice skating,” she says. They want to see the charac-
ters sing the hit songs. One of her jobs is to cut dialogue as much 
as possible to get to the good parts. Producing a Disney on Ice 
show, it turns out, isn’t so different from making porn. 

Feld Entertainment normally takes 18 months to create its 
Disney on Ice shows, but Frozen, the fifth-highest-grossing film 
ever, was produced in half that time so it could start touring 
in September for the holiday season. “John Lasseter [the head 
of Disney animation] was telling us for years, ‘We’re working 
on a movie called Frozen so, duh,’ ” Nicole says. The show has 
sold 2 million tickets so far—250,000 on its first day—beating all 
of Feld Entertainment’s other Disney shows. Most of the girls 
in the audience, whose parents paid $25 to more than $100 for 
tickets, come to Barclays wearing Frozen princess outfits. Many 
more buy Frozen swag from the booths. 

During the showstopping number, when the skating Princess 
Elsa lip-syncs to Let It Go, the kids shout each line like fans at 
a Springsteen concert; many venture 
into the aisles, dancing. “We had to 
get extra ushers so they didn’t rush the 
performers,” Nicole says. But the audi-
ence stays seated for three finales, one 
of which consists of Mickey and Minnie 
Mouse just skating around, basically 
telling people to go. “It’s 9 o’clock on 
a Wednesday night. They have school 
tomorrow. They should be leaving,” 
she adds. “This goes against everything 
I know about show business.”

Nicole is one of three sisters who 
run the day-to-day operations of 
Feld Entertainment, a third- 
generation family business 
with 3,000 employees and 
more than $1 billion in annual 
revenue. The company 
goes back to 1967, when 
her grandfather, Irvin 
Feld—a record 
store owner who 
booked acts 
such as Buddy 
Holly—decided 
to buy the 
struggling 
Ringling Bros. 
and Barnum & 

Etc. Entertainment
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Bailey Circus from John Ringling 
North. Immediately, Irvin brought 
the circus indoors and focused on 
it for the next two decades. (Feld 
Entertainment won’t release 
revenue for its circuses but says 
they still play to more people than 
any other Feld franchise.)

In 1981, with some struggling ice 
shows of his own, Irvin persuaded 
Disney to license its characters to 
him for Disney on Ice, which has 
been touring ever since. Disney 
gets 10 percent of all ticket and con-
cession sales. For cost reasons, it 
could never produce the shows on 
its own or sell tickets so cheaply; 
contracts require it to hire union 
stagehands and Actors’ Equity per-
formers. Plus, unlike the Felds, 
Disney doesn’t own 13 ice floors, 
stashed in storage facilities around 
the world. When you run a circus, 
you own a lot of stuff that helps 
you put on giant shows. “We can bring in 250 tons of dirt for 
Supercross or march 10 elephants into the Staples Center for the 
circus. Not a lot of people can do that. If you want to break into 
the live space it’s hard, because you don’t have the infrastruc-
ture,” Nicole says. “The margins are not huge.” Like a Broadway 
play, a single show can cost millions.

Each sister has the same title: executive vice president and 
 producer. Nicole, 36, is the bubbly one; she handles personnel 
and focuses on the Disney on Ice and circus tours. Alana, 34, 

the sleek, fashionable one, manages mar-
keting and helps produce the circus along 
with Disney Live!, which is basically Disney 

on Ice without the ice. Juliette, 31, 
is the most serious, a University of 
Chicago alumna and Emory MBA 
graduate who handles business plan-
ning and runs Feld Entertainment’s 
Marvel Universe Live! show (it’s  
like Frozen, except the dads in the 

audience also dress up) 
and its motor sports 
events, the Monster 
Jam and Supercross 
 motorcycle races.

The women have 
been training 
for these jobs 
s i n c e  t h e y 
were toddlers 
in suburban 

Maryland, where 
they had elephants 
at their birthday 
parties. Their dad, 
Kenneth, would use 

them as a focus 
group to decide 
which trends he 
should borrow 

THESE WOMEN  
ARE SO SANE AND  
SO CHARMING,

“

UP AT THE  
CIRCUS WITH 
ELEPHANTS  
NAMED  
AFTER THEM”

AND THEY GREW
 

From left: 
Alana, Juliette, 
Kenneth, and  
Nicole Feld, 
with friend
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for concession toys 
and clothes. “I learned 
everything I know from 
my dad and everything 
I didn’t know from my 
daughters,” says Kenneth, who is chief 
executive officer. 

Before the sisters could join the business, 
their dad insisted they work at least two 
years  somewhere else: Nicole was a photo 
editor at People magazine; Alana got a job 
at an advertising agency; Juliette worked 
in public relations. “I wanted to make sure 
that, if they did come into the business, they 
understood what it was like to work in a 
company with other people,” Kenneth says. 
“I had never had a job, and I came into the 
company as the boss’s son, and there’s a lot 
that goes with that.” The sisters report not 
to their dad, but to Chief Operating Officer 
Mike Shannon, who determines their salaries. But their father 
made them articulate what areas they wanted to focus on, and he 
lets them make their own mistakes, avoiding conflict resolution, 
because they’ll have to learn to do that without him someday. “I 
went through this whole thing a little insecure, because I was in 
the shadow of my father, who was a dynamic entrepreneur and a 
legend in the entertainment business,” Kenneth says. “Then sud-
denly he passes away at 66. I’m 35 and going, like, ‘Whoa, what 
am I going to do?’ ”

The company outsources almost nothing. Feld Entertainment 
shows up at an arena with its own employees to sell popcorn, 
cotton candy, snow cones, lemonade, and those $20 spinning 
 light-up flashing toys, all of which it makes itself. It rebuilds its 
own monster trucks. It converts old rail cars into the mile-long 
trains that carry three circuses from town to town. There are stock 
cars for the animals and a restaurant called the Pie Car that’s open 
whenever the train is moving. 

In 2012 the company bought the second- biggest building in 
Florida—an old Siemens factory on 47 acres near Tampa. There it 

can rehearse two circuses at once, hold ice skating 
practices, house tigers, and store all the elephant 
blankets it wants. It’s also where the company 
shows ideas to Disney execs. “To see an ice show 
pitched is so charming. It’s a 20-foot-long table 
with little 9-inch paper cut-out dolls of each char-
acter and people with a bunch of croupier sticks 
pushing them around,” says Thomas Schumacher, 
president of Disney Theatrical Group. When 
Lasseter saw a Frozen rehearsal, he suggested 
giving Olaf the snowman a piña colada when he 
sings about summer; the skating seagulls wear a 
replica of one of Lasseter’s loud Hawaiian shirts. 
“There are nine companies of Disney on Ice out 
right now, in 21 languages,” Schumacher says. “It’s 
very important to me that we’re in sync on how 

we represent our characters.”
Schumacher has known 

the Feld sisters for 25 years. 
“These women are so sane and 
so charming, and they grew up 
at the circus with elephants 
named after them,” he says. 
After spending much of their 
childhood being babysat by 
clowns, the sisters now manage 
them. To them the circus isn’t 
weird; they’ve now named ele-
phants after their own kids. 

Still, they know their lives 
are unusual. “In high school, 
we’d get picked on,” says Alana, 
sitting in her New York office 
on the 51st floor of the Empire 
State Building. Its walls are 
painted with purple circus tent 
stripes, and P.T. Barnum’s auto-
biography sits on a shelf near 
a photo of the three sisters in 
full clown makeup as kids doing 
a circus routine. “I’d walk into 
parties, and a group of people 
would sing, ‘Doo doo doodoo 
dooda doo doo doodoo,’ like 

that was my theme song,” she says, referring to traditional circus 
entry music. When Nicole tried to make the circus more hip in 
2006, replacing the trapeze, tigers, and cannon (which scared 
her as a kid) with wall-to-wall screens and a constant blaring 
soundtrack, it faltered. Feld Entertainment is not about cool.

It’s hard to imagine entertainment this wholesome and corny 
still exists, stuck in a time before the winking self- awareness of 
movies like Frozen. Feld Entertainment’s shows ignore Aristotelian 
dramatic rules; they jump from happy event to happy event, the 
villains muted, the conflicts less overcome than ignored. Stunts 
lean way further toward defying than death. The sisters’ response 
to the reality that kids are exposed to so much more entertain-
ment these days isn’t to change their shows, but to make more—
they keep thinking about Star Wars—and to go farther overseas: 
There are currently Feld Entertainment events in 72 countries.

Back in Brooklyn, as Nicole walks to her seat at Frozen, she 
spots a girl watching intently. “They used to come to Disney on Ice 
until they were 11. Now they come until they’re 9,” Nicole says. 
“The nice thing is, people keep having babies.” �

A performance  
of Frozen  
in Raleigh



Noto pen by  
Naoto Fukasawa for Lamy

$18; momastore.org
The well-known Japanese 

designer used heavy plastic, so 
it feels more substantial than a  

Bic. The in-line clip up top  
would make a pocket  
protector look classy.

CAN I BORROW YOUR 
PEN? 

Testing a new crop of office instruments that may  
take slightly longer to misplace. By Monica Khemsurov 

Workplace

Ballpoint by Minimalux
$140; store.leibal.com

The heaviest of the bunch: A single  
piece of forged brass delivers  

a sleek black line with little pressure 
required. The metal will develop  

character over time. 

Nautilus pen by  
Marc Newson for Hermès

$1,650; usa.hermes.com
Newson, the industrial designer 

behind this one, compares it  
to an airplane. It’s capless—you  

twist the shaft to reveal the  
nib—and has a slanted fountain  

tip that will lend sophistication to 
your scrawl.

Tech3+ pen by Cross
$55; cross.com

The British company has 
been making pens  

since 1839. This techy, 
matte-finished update  
of its standard offering  

is great for editing 
contracts: Twist the base  
to switch between black 

and red ink. 
Retro metallic pens by 

Kikkerland
$18 for three; kikkerland.com

Essentially a prettier version 
of the old-school retractable 

ballpoint you’d find at an  
’80s car dealership, it provides 
satisfying writing and clicking. 

Perfect for daily use.

Fountain pen by  
Craft Design Technology 
$8; primaryessentials.com

This delivers the thickest line (it’s not 
quite Sharpie-weight), thanks to  

a Pentel capillary system inside that 
allows the ink to flow smoothly  

until it’s empty. The thicker body 
helps prevent hand cramps.

Grid graph pen by Adrian 
Olabuenaga for Acme

$58; shop.cooper-hewitt.com
Sold as the world’s thinnest  

seven-function pen, it’s sexier than 
it sounds. Includes a mechanical  

pencil, eraser, ballpoints in  
red, black, and blue, plus a stylus  
and a clip to connect to your iPad. 

Dork essential.

Roller stylus pen by  
Ten Design

$45; lovenotebooks.com
The hexagonal shape was  

the most comfortable we tried.  
And the caps for both ends— 
one has blue ink; the other’s  
a tablet stylus—are magnetic,  

so they won’t get lost  
under your desk.

Etc.

PENS: PHOTOGRAPH BY AARON DYER FOR 
BLOOMBERG BUSINESSWEEK; BACKGROUND 
ILLUSTRATION BY STEPHANIE DAVIDSON

http://momastore.org
http://store.leibal.com
http://usa.hermes.com
http://cross.com
http://kikkerland.com
http://primaryessentials.com
http://shop.cooper-hewitt.com
http://lovenotebooks.com
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Work Simply 
By Carson Tate (Portfolio  

Penguin), $26.95

true: In 
horror, a woman 

in the directing chair is as 
rare as a cheerleader who gets to keep 

her shirt on. Kent’s plot clearly appeals to 
the fears that keep women up at night.

Except in its native Australia, it turns 
out, where the movie flopped when it was 
released last May. It earned only $258,000 
for distributor Umbrella Entertainment, 
never expanding beyond 13 screens, 
even though it was later nominated for 
six Australian Academy of Cinema and 
Television Arts Awards. (The director 
defended her country in one interview, 
explaining that “Australians have this 
inbuilt aversion to seeing Australian films.”)

International markets are making up for 
that. In the U.K., Icon Film Distribution ran 
a million-dollar marketing campaign, and 
the movie outgrossed its entire Australian 
run in one weekend, going on to 
earn more than $2 million. The film 

Etc.The Critic

How an Australian flop became the year’s must-see 
horror film. By Logan Hill

exceeded $1 million in France and became 
a $362,000 hit in Thailand.

In the U.S., The Babadook was bought 
by IFC Midnight for an undisclosed sum 
after its January premiere at Sundance. 
Since then, it’s steadily built buzz 
through midnight festival screenings. On 

Halloween, the film sneak-pre-
miered on DirecTV. On Nov. 28, 
The Babadook started showing 
in two theaters in New York 
and was uploaded for domes-
tic streaming. In January 
“the film will play on over 
100 screens throughout the 
U.S.,” an IFC spokesper-
son says. “It has charted 
extremely well  on 
every platform, includ-
ing cable video on 
demand, iTunes, and 
Amazon.” At the same 
time, a crowdfund-
ing campaign for 
a custom-printed 
version of the book 

from the film has 
netted more than $200,000. The 

movie won’t make tens of millions, but it’s 
already become very profitable.

As it’s taken off in the U.S., The 
Babadook has earned some of the year’s 
best reviews, including flattering com-
parisons to Roman Polanski’s Rosemary’s 
Baby. Stephen King tweeted that it was 
“deeply disturbing and highly recom-
mended. You don’t watch it so much as 
experience it.” William Friedkin, direc-
tor of The Exorcist, tweeted, “I’ve never 
seen a more terrifying film.”

Other very-low-budget horror films, 
such as Ti West’s The Innkeepers (2011), 
have benefited from similar word-of-
mouth campaigns, but few got the 
mainstream raves that are helping The 
Babadook along. This monster’s power is 
poised to keep growing, especially now 
that it will be loose in movie theaters 
across the U.S. “You’ll see him if you look,” 
the storybook says at one point. “You 

can’t get rid of the 
Babadook.” �

CHUGGING  
ALONG

MASTER 
CLASS

When at work, avoid distractions at all 
costs. “Emergencies happen. To minimize 

their impact on you and your team’s 
productivity, clearly define what 

constitutes an emergency [and] establish 
protocols for responding.” p64

Limit meeting attendees.  
“If the meeting is a 

brainstorming one, no 
more than twenty to 
thirty-five attendees.” 

Problem solving? Twelve 
to 15. Decision making? 

As few as six. p243

Don’t be stymied by your 
boss. “If you find 

yourself continually at 
odds over work-flow 
processes … come up 

with specific procedural 
changes that will make it 

easier.” p214

To be efficient, be picky about your organization 
and office supplies. “Determine what you really 
need to make your space functional, then ask 

your organization to support you.” p165

SCARIEST 
MOVIE EVER

T
he Babadook is  essentially 
one long panic 
attack. Made for 
$2.3 mil l ion by 
first-time filmmaker 
Jennifer Kent, the 
Australian movie 
finds fear in the barely 

bearable everyday grief of a 
mother mourning the loss of 
her spouse while she struggles 
to care for her son. The actress 
Essie Davis, a veteran of Australian 
television, plays Amelia, a woman 
whose husband died in a car acci-
dent as they were driving to the hos-
pital to deliver their baby. Now her 
son, Sam (Noah Wiseman), is 6 years 
old and disturbed. He’s hyperactive. 
He sobs. He can’t stop babbling about 
a monster in the house. He gets upset 
and accidentally hurts his cousin. When 
Sam starts screaming in the back seat of 
Amelia’s car, she can’t stop him.

It all feels terrifyingly familiar. Amelia 
tries so hard to be a good mother—and 
she’s exhausted. And then there’s that 
story book about a character named Mr. 
Babadook. Are those dark, flickering 
shadows a monster? Or figments of her 
frazzled mind?

These frightening quotidian themes 
have turned the movie into a sleeper hit, 
particularly among genre fans bored with 
the vapid female characters that populate 
more gory flicks. Anthony Lane, in a New 
Yorker piece on The Babadook, began with, 
“Let a law be passed, requiring all horror 
films to be made by female directors.” It’s 



P
H

O
T

O
G

R
A

P
H

 IL
L

U
S

T
R

A
T

IO
N

 B
Y

 C
R

E
D

IT
 T

K

COLD 
SHOULDERS

Structured bags in frosty hues are this 
winter’s greatest pick-me-up

Etc. Accessories

MARC JACOBS
Trouble bag with chain strap

$3,200; marcjacobs.com

CALVIN KLEIN COLLECTION
Pink tote bag

$2,698; 212-292-9000

ANYA HINDMARCH
Albion bag with chain strap

$1,295; 646-823-6233

BOTTEGA VENETA
Rialto bag

$3,500; bottegaveneta.com

COACH
Tatum bag in whiplash leather

$550; coach.com

Pretreat white bags with a  
spritz that repels dirt and  

rain, such as Wilson’s leather  
and suede protector spray.  

$9; wilsonsleather.com

Got a stain? Leather CPR, a 
conditioning cream,  

will remove it without leaving 
a mark of its own.  

$18.97 for 12 oz.; amazon.com

If you want to do just one 
thing to keep light-colored  
leather looking pristine, 

experts at Meurice Garment 
Care in New York say to  

never carry a pen.
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Etc.

3.1 PHILIP LIM
Pebble-grain leather satchel

$895; neimanmarcus.com

PRADA
Saffiano handbag
$3,100; prada.com

VICTORIA BECKHAM
Hexagonal-chain leather bag

$2,995; victoriabeckham.com

CHLOE
Drew leather shoulder bag

$1,950; mytheresa.com

KATE SPADE NEW YORK
Cedar Street Maise bag

$298; katespade.com

VALEXTRA
Grained leather tote bag

$2,880; barneys.com

During daytime, don’t 
 go matchy-matchy with the  

pastels. They look best  
on a commute when they  

pop against your dark,  
cold-weather wardrobe.

In the evening, stay  
on-trend by pairing a  

small purse with a  
pale silk or lace dress.

73
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Etc.

I
t’s understandable. People like 
getting mail. But the subscription 
box  industry—those startups that 
periodically ship a “curated” collec-
tion of products to your  doorstep—
has become insane. Companies 
pop up almost every week, target-
ing every imaginable demographic, 

from stepmoms to rock collectors. Late 
in November, a company called OuiPlease 
($150 for each monthly shipment) intro-
duced a box that offers a “selection of 
the finest Parisian products,” such as 
cheap jewelry and chocolate. There’s 
also HeavenSent ($32.50, monthly), which 
sends “beautiful Christian inspired” 
women’s tops, and Dive Bar Shirt Club 
($22, monthly), offering T-shirts from 
“unusual” bars across America.

Other treats you can receive on a 
monthly basis include sunglasses, sex 
toys, and random things crafted in 
Michigan. At least 10 online companies 
offer “time of the month” boxes, stuffed 
with tampons, pads, and various other 
goodies, that cost as much as $33. A box 

of Playtex, by comparison, is about $6. 
DoggieLawn ($60, biweekly) provides 
shipments of real grass so your dog always 
has a place to go inside.

How did we arrive at box mania? In 
2010 two Harvard Business School grad-
uates founded Birchbox, which mails 
out $10 monthly packages of 
beauty samples. Those who 
like its mini bottles can buy 
full-size products through 
the birchbox.com store. “We 
were inspired by the idea 
that every woman would 
want a best friend who’s a 
beauty editor and is helping 
them curate the clutter,” 
Katia Beauchamp, one of the co- founders, 
said in 2011. Ten months in, Birchbox had 
45,000 paying subscribers. Today, after 
raising almost $72 million in seed funding, 
it has more than 800,000 customers in 
the U.S., Canada, and Europe.

Copycat businesses popped up almost 
immediately. The first ones, such as 
GlossyBox and TestTube, stuck with 

cosmetics. Soon new genres arrived 
with names like BarkBox, Rocksbox, 
and NatureBox—selling, respectively, 
dog treats, jewelry, and wholesome 

snacks. Right now, lots of these 
companies are offering holiday 
 promotions—perfect for the kind 
of person who wants to send a box 
for Christmas but would rather 
someone in Silicon Valley choose 
what goes in it.

Most of the products aren’t just 
thoughtless gifts, they’re wasteful. 
This month’s $19 Goodebox—offering 

“healthy beauty products”—includes 1 oz. 
samples of body scrub and shea butter, 
nail polish tester, eye shadow tester, and 
an eco-friendly notepad. A recent $19.99 
Nerd Block box contained a T-shirt, a 
Batman figurine, a mug, a plastic watch, 
and a Star Wars sticker. Now imagine all 
that junk arriving each month. “It creates 
a proliferation of stuff in people’s homes 
that they have to hire me to come clean 
out,” says Collette Shine, president of 
the New York chapter of the National 

Association of Professional Organizers.
An entire side industry has 

sprouted, dedicated to analyz-
ing these subscription boxes. On 

YouTube, one video blogger received 
almost 32,000 hits for a tedious clip com-
paring the October boxes of Birchbox and 
competitor Ipsy. Ipsy won. Liz Cadman, 
who subscribes to more than 75 box ser-
vices with her husband, runs the website 
 mysubscriptionaddiction.com. By simply 
reviewing subscription boxes regu-
larly, she says she gets about 5 million 
unique visitors each month. “I started 
with Birchbox and got hooked,” Cadman 
explains. “As a 30-year-old adult, it’s a 
nice way to send yourself a surprise in 
the mail every month.” But not all sur-

prises are good ones: Her 
site started a service this 
year that allows junkies to 
swap items they received 
and didn’t l ike. It  has 
7,000 active users.

Some boxes are also 
almost impossible to cancel. 
A Harvard Business School 
case study of Birchbox found 

that “credit card expiration was the most 
frequent reason for departure.” So many 
cus tomers just get auto-charged monthly 
until the day payment is denied. “It’s one 
of my pet peeves,” Cadman says. “If you 
can, always use PayPal, because it lets 
you cancel from your own account.” Or 
just go to a drugstore and buy yourself 
something special. �

JUNK  
IN THE BOX

It’s time to boycott startups that  
send packages of dumb trinkets to your door  

By Caroline Winter

Rant
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“I STARTED  
WITH 

BIRCHBOX AND 
GOT HOOKED”
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Etc.What I Wear to Work

Interview by Arianne Cohen

What’s your look?
Classic meets the 
arts. The great thing 
about being part of 
a college art depart-
ment is that you can 
try new outfits.

Are you a tights 
person?
I have a friend 
who’s a hosiery 
designer, so they 
come from her.

ANTHROPOLOGIE

JOLIE

What do you do?
I manage the day-to-
day for three awesome 
art galleries. One is 
scholarly, one is con-
temporary, and one is 
interdisciplinary at our 
school of social work.

What did you do 
before this?
I was a curator for  
a private collector for 
five years.

Can you tell me who 
you worked for?
Sorry, I can’t.

Do you dress to  
match exhibitions?
I usually don’t. The 
artwork in the galleries 
is what I want people 
to pay attention to.

SARAH  
WATSON

34, curator, 
Hunter College Art Galleries,  

New York

Do you have  
a uniform?
A lot of black and 
grays with pops of 
colors and patterns, 
with something 
comfy. Always flats.

Where’d you get the skirt?
It’s vintage that I’ve had since 
college. I’ve always kept it 
as a staple. It’s hard to find 
suede that fits right and  
isn’t incredibly expensive.

Do you feel pressured 
to look avant-garde?
A bit. But there’s just  
an energy at Hunter  
to think creatively and 
express yourself.

What’s special about 
tights that are made  
by a hosiery designer?
They’re free!

VINTAGE

FOREVER21

GIFT
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Highland High School, 
Albuquerque,  
class of 1981

Boston University, 
class of 1986

Etc. How Did I Get Here?
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MARC  MARON
Comedian

1986-87  
Doorman,  

the Comedy Store

1987-88 
Barista,  

Coffee Connection

1988-92  
Comic, New York,  

New England

1992-93 
Host, Short Attention 

Span Theater,  
Comedy Central

1993- 
PRESENT  
Working comic

2000-01  
Off-Broadway star  

and author,  
Jerusalem Syndrome

2002-04  
Writer, Fox Studios

2004-09  
Host, Air America

2009- 
PRESENT  
Creator and host,  

WTF podcast

2013- 
PRESENT  

Executive producer  
and star,  

Maron on IFC

WORK 
EXPERIENCE

LIFE LESSONS

EDUCATION

In 1973

With Iggy Pop in 2013

With Conan O’Brien in 2011
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1. “Learn how to best use the talent you have.” 2. “Get the nicest equipment available. It doesn’t have to cost a lot.” 3. “Just hang on, man.”

“I was kicked 
out of private 

school because 
I had the 

‘wrong kind 
of leadership 

qualities.’ ”

“I went to Hollywood and tried to 
write a screenplay with a buddy, 

until we couldn’t stand each other. 
Then I got screwed up on  

drugs and went home to Boston.”

“I was a 
barista before 
it was a thing.”

“I started doing 
open mics and acts 

at Catch a Rising Star 
and got acquainted 
with Dave Cross and 
Janeane Garofalo.”

“I did Conan O’Brien three or four 
times a year, did a talk show pilot, an 
HBO half-hour, two scripts for NBC, 

got married, got divorced. The career 
wasn’t working out that great.”

“I did three shows, all canceled. I woke 
up at 2:30 a.m. for morning radio for 

one-and-a-half years. It’s a hell of a life. 
Then I was in a heinous divorce and 
needed money and did Break Room 

Live With Maron and Seder, which was 
really in the break room.”

“We had to figure out 
how to make money 

out of something  
free. Justcoffee.org was 

our first sponsor.”

“The show’s about 
a guy whose career 
went off the rails, 

and he starts doing 
a podcast out of 

his garage. There’s 
a lot of problems 

with women.”

mailto:info@copyright.comReprints
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