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“Those monsters  
we sometimes  

call Internet companies  
will suck the brains  

out of innovation” 
p40

“We bought The Pianist.  
Everybody said, ‘Well, that’s  

nice. You bought that  
nice movie about the Holocaust,’  

and nine months later  
we won three Oscars” 

p72

“When we get our period, 
we’re reminded that 

impoverished women get 
their period, too, so  

we should feel guilty” 
p63JU
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①  
“The cover story is about Big Pharma.” 

“Uh-oh, here we go. What are they 
doing now? Selling children’s 

medication with potentially deadly 
side effects? Raising prices  

of lifesaving drugs beyond the reach 
of the middle class?”  

 
“I was going to say they’re  

donating to charities that help 
people with their copays.”

“WOW! Mind blown. Big Pharma really 
does care. Shame on me for not 

giving them the benefit of the doubt.”

“If you’ll just let me finish.  
After they donate to the charities, 

they manage to make that  
money back from the government 

many times over.”

“Oh. So they’re robbing the 
government?”

② 
“They’re not robbing the government.

Everything is perfectly legal.”

②

③ 
“That’s more technically correct. 
But they’re more specifically here  

to help you help them make a  
bunch of money through charities 

that make them look good.” 

③
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Making 
No Cents 
By Devin Leonard

Opening
Remarks

The U.S. Postal Service’s  
bad business model is 
embodied in a recent 
rate decrease

Several days after the U.S. Postal Service 
dropped the price of sending a one-ounce 
letter from 49¢ to 47¢, almost 40 people 
stood in line at the Franklin D. Roosevelt 
Station, a post office in Manhattan, fid-
dling with their smartphones, making 
conversation, or just staring into the 
middle distance. Perhaps they were 
there for discounted stamps? A clerk at 
the window laughed at the suggestion. 
“Two cents?” she said, rolling her eyes. 
“Are you kidding? It’s the same as always.” 

She had this much right: The public 
didn’t clamor for the April 10 stamp price 
decrease, the first in 97 years. U.S. postal 
rates are among the lowest in the indus-
trialized world. In 2015, according to 
the USPS, it cost 96¢ to mail a 1-ounce 
letter in Britain and $1.51 to send one 
in Denmark, which is about 200 miles 
across at its widest, roughly 3,800 miles 
less than the distance from Anchorage to 
Palm Beach. Until recently, Spain was the 
only nation in the developed world that 
charged less; now the U.S. and Spain are 
tied at the bottom.

It’s not as if the Postal Service was 
making too much money. It lost $5 billion 
last year, and with the reduction it will 
likely lose an additional $2 billion a 
year. However, the Postal Regulatory 
Commission, which oversees the USPS, 
insisted on it. To understand how some-
thing so seemingly nonsensical could 
happen, it helps to know something 
about the agency’s history. 

The post office has been around for 240 
years. In addition to delivering mail, it’s 
sparked a lengthy conversation about the 
need to run it like a business. For much 
of its history, its budget was controlled 
by Congress, which also set the price of 
stamps. Despite the pleas of postmasters 
general, elected officials were inclined to 
avoid rate hikes to keep their constituents 
happy, even as they handed out salary 
increases to postal workers. 

The results were predictable. From 
1932 to 1958, the price of a first-class 
stamp stayed fixed at 3¢, and the post 
office was starved for capital. Arthur 
Summerfield, a former Chevrolet dealer 
from Flint, Mich., was horrified when 
he took over as Eisenhower’s postmas-
ter general in 1953. “Almost everywhere 
work was being done with shopworn 
equipment in run-down, over-crowded, 

poorly lighted postal buildings con-
structed years before,” Summerfield 
recalled in his memoir, U.S. Mail. 

When he departed in frustration 
eight years later, the mail system was 
beginning to unravel. In 1966, the 
federal government was forced to shut 
down the enormous Chicago post office 
for 10 days because clerks were over-
whelmed by a pre-Christmas junk mail 
rush. The Saturday Review called it “the 
most incredible snarl in mail movement 
since the inauguration of the U.S. postal 
system—and, in the view of some experts, 
a nightmarish preview of mail service 
horrors that lie ahead.” 

In response, President Lyndon 
Johnson appointed a commission in 1967, 
led by Frederick Kappel, the recently 
retired chairman of AT&T, to come up 
with a plan to repair the system. He 
and his fellow commissioners, who’d 
been recruited from General Electric, 
Campbell Soup, Bank of America, and 
Harvard Business School, were dismayed 
when they learned that the postmaster 
general had no say over postal rates. 

The Kappel Commission called for the 
creation of the U.S. Postal Service, a so-
called government corporation, which, in 
theory at least, would be free from outside 
meddling. In 1970, Congress adopted the 
plan. Control over stamp prices was 
almost within reach of the post office, 
but, at the final hour, Congress created 
an outside body called the Postal Rate 
Commission, which would have the power 
to approve or reject any proposed price 
increases. The rate commissioners saw it 
as their mission to make sure the USPS, 
which had a monopoly on letters and junk 
mail, didn’t gouge the American public.  

The rate commission destroyed the 
dream of a more businesslike Postal 
Service. When the USPS wanted to 
increase its rates by a few cents, the com-
mission often took more than a year to 
reach a verdict. 

The system’s flaws became clear 
when a businessman became postmas-
ter general. In 1988 the USPS Board 
of Governors gave the job to Anthony 
Frank, the shrewd, charismatic former 
chief executive officer of First Nationwide 
Bank, which he’d turned into the sixth-
largest savings and loan in the U.S. “The 
Postal Service is the biggest management 
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challenge in the U.S., maybe the world,” 
Frank told Fortune early on. He wasn’t 
e aggerating. In many post offices, clerks 

e still sorting mail by hand as they had 
done under Benjamin Franklin, America’s 
first postmaster general.  

Frank embarked on a long-overdue 
plan to have 95 percent of the mail sorted 
automatically by 1995. However, modern-
ization came with a $5 billion price tag, 
and the USPS slipped into the red after 
several years of surpluses. It was one 
thing to automate the mail, but Frank was 
harder-pressed when it came to cutting 
costs. One reason: The Postal Service’s 
union contracts had no-layoff provi-
sions. Frank tried to erase the deficit by 
increasing the price of sending a first-class 
letter by 5¢, to 30¢, but the Postal Rate 
Commission would approve only a 29¢ 
stamp. Frank argued this wasn’t enough 
to restore the agency to profitability and 
that a 29¢ stamp would force the USPS and 
its customers to use a lot more pennies; 
the only beneficiaries of that would be 
Chilean copper miners. He returned to 
the private sector in 1992.

His successor, Marvin Runyon, a 
former Ford executive, pleaded with 
Congress for more freedom, too. “FedEx 
and UPS can offer volume discounts and 
do it quickly,” he lamented. “We can’t. 
You can bring a child into the world faster 
than we can price a new product and 
bring it to market.” Runyon didn’t get his 
wish and departed in 1998. Since then, 
the USPS board has relied on lifelong 
employees who know a lot about deliv-
ering mail but have sometimes lacked 
the vision of outsiders like Frank and 
Runyon. What private-sector luminary 
would want to run an operation that can’t 
price its own products?  

After a certain point, political leaders 
in Washington realized this was absurd. In 
2006, Congress passed a law allowing the 
Postal Service to raise prices on letters and 
junk mail with a minimum of fuss as long 
as they didn’t surpass the inflation rate. 
But there was a catch: Congress wanted to 
make sure the USPS would have enough 
money to pay for the health care of its 
employees when they retired. So it made 
the USPS start setting aside $5 billion a 
year to fund these future expenses. 
Then, in 2008, the economy collapsed, 
which prompted many more Americans 

to pay their bills online. The amount of 
mail handled by the USPS has dropped 
by 28 percent in the past decade, and it 
has suffered extraordinary losses, exacer-
bated by the onerous legal requirement 
to prefund its retiree benefits. 

And because inflation has been low, 
the USPS has been restricted in how much 
it can raise its prices. In 2013 it appealed 
to its regulator, now known as the Postal 
Regulatory Commission, for an emer-
gency first-class stamp price increase of 
2¢, which would exceed the inflation rate. 
The PRC approved it, but only until the 
USPS collected $3.2 billion, the amount of 
revenue the commission calculated had 
been lost when mountains of mail evap-
orated during the recession. Never mind 
that the lost volume from the economic 
crisis is unlikely to come back.

The price increase stabilized the USPS’s 
finances; it would have been profitable 
last year if not for the retiree prefunding 
albatross. Then the Postal Service had to 
give up the 2¢. The USPS wants to restore 
the emergency hike and make it perma-
nent, and has appealed to Congress to get 
around the PRC. But behind the scenes, 
the catalog companies and nonprofits 
that flood our mailboxes are campaign-
ing against it, saying the USPS needs to 
cut costs. Meanwhile, postal workers are 
driving 25-year-old trucks, and letters and 
greeting cards are arriving later and later. 
A 6¢ increase might help erase the USPS’s 
deficit and pay for new trucks. Even at 
55¢, the price of sending a 1-ounce letter 
anywhere in the U.S. would be one of the 
great bargains on earth. Unfortunately, 
its customers would still have to stand in 
long lines. At the Franklin D. Roosevelt 
Station, a clerk went on a break, leaving 
her window untended. Before she did, she 
sang the refrain from Donna Summer’s 
She Works Hard for the Money. Her co-
workers laughed. Nobody in line did. �

Leonard is the author of Neither Snow nor 
Rain: A History of the United States Postal 
Service, published this month.

Every time the USPS 
tries to operate like  
a real company, 
government happens

Fr
exa
were
do
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Bloomberg 
View

Imagine having no access to good education, health care, or 
job opportunities—imagine not even knowing anybody who 
does. Poor children do better when they move to places with 
less poverty, less crime, higher-performing schools, and more 
two-parent families. That’s just common sense, but if you’re 
skeptical, the research confirms it. One recent study found that 
living in a significantly better neighborhood from birth raises 
adult income on average by about 10 percent.

Yet it’s harder and harder for many poor families to improve 
their opportunities by moving. One reason: People in desirable 
neighborhoods aren’t eager to have them. Landlords set source-
of-income requirements that disqualify people who receive 
federal housing subsidies. Zoning rules stipulate minimum lot 
sizes or maximum building heights to prevent the construction 
of affordable housing. Such restrictions can increase housing 
costs in thriving local economies by 50 percent or more.

Another obstacle is the design of many government pro-
grams. Medicaid, food stamps, and temporary assistance are 
all tied to the states where recipients reside. People who move 
have to reapply and manage without support in the meantime. 
Even federal housing subsidies, which are technically porta-
ble, are administered in such a way that moving is discouraged.

On zoning, a 2015 U.S. Supreme Court decision may point the 
way: It ruled that the Fair Housing Act prohibits policies that 
discriminate, even unintentionally, against minority groups, 
which typically find it hardest to move. This gives the federal 
government leverage to insist that states and municipalities 
improve mobility. In turn, this could help restore the market’s 
ability to provide housing in places where it’s most needed, 
which could boost the country’s output by almost 10 percent.

Housing subsidies need to be genuinely portable. A 
Baltimore experiment showed that modifications—adminis-
tering subsidies regionally instead of locally, setting rent pay-
ments at local market levels, and helping families find homes in 

Graft may always be with us, but governments can choose either 
to tolerate and even assist it or to confront it vigorously. One 
of the simplest and best ways to fight back is through sharing 
information. Letting the fruits of bribery, embezzlement, and 
tax evasion be hidden away enables the crime.

Ahead of the May 12 Anti-Corruption Summit in London, 
more than 300 economists called on world leaders to restrict 
the use of shell companies and vehicles that conceal the own-
ership of assets. They make a good case. There’s nothing wrong 
with owning assets abroad, and investors are entitled to expect 
appropriate confidentiality—but that doesn’t justify a policy of 
hiding information from tax and law enforcement authorities.

Pressure on governments that offer such invisibility can yield 
results. For example, following the outcry over the so-called 
Panama Papers, Panama and four other jurisdictions prom-
ised to share information on nonresidents’ holdings of assets.

Yet tax havens aren’t necessarily poor or small. Real estate is 
one of the easiest ways to launder ill-gotten wealth, and in this 
regard, Britain has developed a reputation it shouldn’t want. 
More than 100,000 properties in England and Wales, and more 
than 44,000 in London alone, are owned by foreign companies. 
Prime Minister David Cameron has promised changes, such 
as making foreign companies that own property in the U.K. 
declare their assets on a public register. He’s also announced 
plans for an anti-corruption coordination center in London and 
tougher treatment for executives who fail to prevent fraud or 
money laundering in their companies.

The U.S. is another haven. “How ironic—no, how perverse—
that the USA, which has been so sanctimonious in its con-
demnation of Swiss banks, has become the banking secrecy 
jurisdiction du jour,” wrote a Swiss lawyer recently. The White 
House says it will act to restrict the use of shell companies. �

Helping Americans 
Move Out of Poverty
It’s time to make mobility once again a key 
to better opportunities

Stop Enabling 
Corruption 
Official policies make it possible for graft 
to thrive. Reform must start with government

new areas—can make housing-voucher programs more effective.
Some of this will require money, so funding priorities must 

also change. As of 2014, U.S. households with an income of 
$200,000 or more received an average annual subsidy (largely 
through the tax deduction on mortgage interest) of more than 
$6,000. Households with an income below $20,000 received 
less than $1,500. And only a quarter of the households that 
qualify for housing vouchers actually receive them.

The U.S. needs to renew its commitment to mobility and 
opportunity. That will require greater tolerance of diversity—
including economic diversity—in areas that are prospering. 
And it means smarter policies, too. In the past, mobility and 
dynamism have been the keys to wider prosperity in America. 
They can be again. 

To read Leonid 
Bershidsky on Europe 
and investment 
banking and Matt 
Levine on a blockchain 
company’s plans, go to 

Bloombergview.com
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FIRST STEP: 0.37 [SEC]
TOP SPEED: 21.7 [MPH]
DISTANCE: 81.3 [FT]

Reinvent:
Baseball
The AWS Cloud powers Major League Baseball 
to deliver next-gen data for unprecedented analysis of every pitch, player and play. 

Using a missile radar system, MLB’s Statcast measures every ball more than 2,000 

times per second. Combined with Statcast’s real-time analysis using the AWS Cloud, 

we can now quantify every aspect of “making a play.”

Major League Baseball trademarks and copyrights are used with permission of the applicable MLB entity.
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 �After a period of drift, Rahul Gandhi seeks to counter Modi’s popularity and revive the Congress party

 �“Gandhi has definitely evolved as a politician”
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It was one of the stranger episodes in 
Indian politics: On the day in May 2014 
that the storied Indian National 
Congress suffered its worst defeat, 
party Vice President Rahul Gandhi 
stood by with a wide grin on his face 
as his mother conceded the election to 
Prime Minister Narendra Modi. That 
solidified the image of Gandhi as out of 
touch. As the son, grandson, and great-
grandson of prime ministers, he’d 
been expected eventually to lead the 
country. Instead the party’s electoral 
collapse seemed to liberate him.

Two years later, the 45-year-old heir 
to the nation’s most famous  political 
dynasty no longer appears  ambivalent 
about his role. He’s acting like a sea-
soned politician, attracting large 
crowds wherever he speaks.

“I consider that defeat a blessing,” 
Gandhi said while meeting members of 
the media in Delhi in March. It helped 
clear a lot of unnecessary ideas from 
his head, he said. He’s  emerging as a 
threat to Modi and, almost by default, 
a top challenger to replace him in 
2019. The prime minister is still an 
overwhelming favorite to win another 
term based on popularity surveys. 
The Congress party’s recent record 
running the government— ineffective 
management of the economy, allega-
tions of corruption—may still be too 
fresh in voters’ minds.

Can Gandhi prove he has the 
stamina and drive to lead his party 
this time around? After Congress’s 
defeat, he seemed adrift. In early 
2015 he went on a two-month sabbat-
ical from his party duties,  prompting 
#whereisrahulgandhi? to trend on 
Twitter. Speculation on his where-
abouts included Thailand, Italy, and 
Aspen, Colo. Gandhi came back revi-
talized. He’s been traveling through 
rural India branding Modi as a cham-
pion of the elite who doesn’t care 
about farmers. The strategy paid off in 
August last year: Modi dropped a pro-
posal to ease rules on land acquisi-
tion. In November, Modi’s ruling party 
lost an election in Bihar, India’s third-
most-populous state.

Gandhi has since kept up the offen-
sive, staging anti-Modi events in 
Mumbai, Assam, Delhi, and other 

cities. Earlier this year he also hired 
Prashant Kishor, a top political strate-
gist who had helped engineer Modi’s 
victory. “Gandhi has definitely evolved 
as a politician,” says Milan Vaishnav, 
senior associate in the South Asia 
Program at the Carnegie Endowment 
for International Peace. “One sees this 
in his demeanor, speeches, and pres-
ence. In years past, he was virtually 
absent at the time of national crisis. 
That is no longer the case.”

Perhaps most telling was Gandhi’s 
February visit to Jawaharlal Nehru 
University in Delhi. Police arrested the 
student union president on charges 
of sedition for allegedly making anti-
India statements at a rally. Gandhi 
rejected advice to stay away. “To hell 
with it. I will go,” he said, recalling the 
decision. For Gandhi, the issue was 
simple: The government was stifling 
free speech, and someone needed to 
intervene. He spoke to the students 
several days after the arrest.

Gandhi’s family has long dominated 
the Congress party, which has run 
India for about 80 percent of the time 
since independence in 1947. Among 
the prime ministers the clan produced 
were Nehru; his daughter, Indira 
Gandhi; and her son Rajiv. Rahul’s 
Italian-born mother, Sonia Gandhi—
Rajiv’s widow—has led Congress since 
1998. Indira Gandhi was murdered by 
her Sikh bodyguards in 1984, and his 
father died in a suicide bomb attack 
seven years later. Rahul was enrolled 
at Harvard at the time of his father’s 
death but transferred to the less-well-
known Rollins College in Florida to 
complete his degree under an assumed 
name. He later obtained a master’s 

Why Modi Is Hard to Beat
Share of Indian respondents who say … 

60%

50%

40%

30%

20%

2006 2015

… the national 
economy  
is improving

… their personal 
standard of living 
is improving
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degree in development studies from 
Cambridge and worked for a consult-
ing firm in London. He returned to 
India to join politics just as Congress 
swept back into power in 2004.

Over the next decade, Gandhi kept 
a low profile. He rarely spoke in public 
and declined to be Congress’s prime 
ministerial candidate in the 2014 cam-
paign. His rhetorical skills were rou-
tinely criticized. In one of many 
gaffes that went viral, he said in 2010: 
“Politics is everywhere—it’s in your 
shirt, it’s in your pants.”

Now, as opposition leader, Gandhi 
the dynastic heir has turned into a vocal 
proponent of meritocracy. He uses 
lengthy meetings with journalists, stu-
dents, and entrepreneurs to denounce 
hierarchy and discrimination based on 
India’s caste system. Those views have 
also shaped his efforts to reform the 
Congress party, although he has little 
to show for it. Gandhi wanted U.S.-
style primaries to pick party leaders, 
but he dropped the idea after opposi-
tion from regional power brokers.

Shashi Tharoor, a Congress member, 
says Gandhi’s leadership style contrasts 
with Modi’s desire to be “the man on 
the white horse”—the heroic rescuer. 
“Gandhi says he doesn’t have all the 

answers, he doesn’t nec-
essarily know all the 
questions, but he is 
willing to listen,” Tharoor 
wrote in an e-mail.

Gandhi, whose mother 
was raised a Roman 
Catholic, routinely warns 
that Modi is eroding 
India’s secular founda-
tions in favor of the Hindu 

majority. At a February meeting in the 
southern state of Kerala, Gandhi told 
several dozen entrepreneurs that intol-
erance of differing viewpoints would 
stifle innovation. “I have no right to 
shut you up, and you have no right to 
shut me up,” he said. “That is my idea 
of India—it is free flow of ideas.”

On the subject of the economy, 
Gandhi is much less clear. “Most inves-
tors don’t see serious prime minis-
ter material in him as of now,” says Jay 
Shankar, chief economist at Religare 
Capital Markets in New Delhi. “One 
doesn’t know where he stands.”

Even though Congress had its 
worst showing ever in the 2014 
 elections, it remains a major political 

force. Although the prime minister’s 
Bharatiya Janata Party (BJP) is trying to 
expand beyond its traditional base in 
north India, Congress is  influential in 
western, southern, and eastern states 
and several pockets in the north.

But Gandhi’s resurgence has yet to 
translate into electoral gains. As of 
April 30, in 15 elections that have been 
fought since he took over as Congress’s 
vice president in 2013, the party has 
managed to win only one major state 
while losing four. His presence in 
Parliament has been inconsistent. 
Gandhi has been in attendance about 
60 percent of the time Parliament has 
met since Modi took office. That’s far 
below the average of 82 percent for 
members of Parliament. In a poll by 
media company India Today Group 
earlier this year, about 40 percent 
of respondents wanted Modi to 
have another term; only 22 percent 
 preferred Gandhi.

“He has no alternative vision to offer 
to the voters,” says A.S. Narang, a polit-
ical analyst in New Delhi. “Unless he 
or the party comes up with a plan by 
the 2019 elections, he doesn’t stand a 
chance.” A Pew Research Center poll 
showed Gandhi’s popularity rose to 
62 percent last year, from 50 percent 
in 2013, but that’s still 25 percentage 
points below Modi’s.

Modi’s recent state election losses 
have mostly helped regional parties, 
prompting suggestions that Bihar Chief 
Minister Nitish Kumar should lead an 
anti-Modi coalition in 2019. For Modi, a 
former tea seller turned chief minister 
of prosperous Gujarat state, Gandhi rep-
resents all that’s wrong with India. On 
the campaign trail, he derisively called 
him “Shahzada”—the prince—and told 
voters that eliminating Congress from 
the nation would bring freedom from a 
culture representing “dynasty politics, 
nepotism, corruption, communalism, 
divisions in society, or poverty.”

“Modi wants to bring progress, and 
all Rahul Gandhi is interested in is to 
defame India and stop the transforma-
tion of villages,” says Shrikant Sharma, 
a spokesman for the BJP.

Gandhi hasn’t said definitively 
whether he wants to be prime minis-
ter in 2019. Before then he must per-
suade both his party and voters to buy 
into his vision of a more equal India. 
Paradoxically, his success may deter-
mine whether the Nehru-Gandhi 

dynasty remains a political force—or if 
Congress moves on without the family 
that’s been at its core for decades. “He’s 
perched between a rock and a hard 
place, but he also wields tremendous 
power,” says Nikita Sud, an associate 
professor of development studies at the 
University of Oxford. “How he wields 
that power is critical.” —Unni Krishnan, 
with Jeanette Rodrigues
The bottom line Rahul Gandhi has decided to 
become a serious politician. But he still lacks the 
support needed to win at the polls.

“Modi wants to bring 
progress, and  
all Rahul Gandhi is 
interested in is  
to defame India  
and stop the 
transformation 
of villages.”  

—Shrikant Sharma, 
Bharatiya Janata 
Party spokesman

Property

Aussies Tax Foreigners 
Extra for Buying Homes

 � Local banks tighten mortgage 
rules for outsiders

 � “The public has reservations 
about foreign investment”

Homebuyers from China have 
been getting a clear message from 
Australian banks: Look elsewhere. 
Citigroup’s local bank will no longer 
approve mortgage  applications in 
Australia that rely on foreign income 
denominated in Chinese yuan and 
four other Asian currencies, spokes-
man Matthew Coleman said in an 
e-mailed statement on May 10. Citi had 
been receiving more applications after 
a decision by Commonwealth Bank 
of Australia, National Australia 
Bank, and Australia & New Zealand 
Banking Group that restricted 
lending to nonlocals.

The banks are being 
pressured to help local 

Going Up Down Under
Value of new, federally approved foreign 
investment in Australian residential and 
commercial real estate, in Australian dollars $90b

$45b
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homebuyers who feel crowded out 
by rising prices. Westpac Banking 
in April said it would stop lending to 
offshore customers who aren’t citi-
zens or residents. Westpac wants to 
support Australians and permanent 
residents “on their journey to own a 
home or investment property,” the 
bank said in a statement.

Foreigners accounted for 
20.9 percent of Australian home sales 
in the year through June 2015, up from 
7.9 percent in the 12 months ended 
June 2013. The foreign money has 
fueled an already fast-climbing market: 
Home prices have risen 50 percent in 
the biggest cities since the end of 2008. 

With elections in July, Prime Minister 
Malcolm Turnbull and the  opposition 
Labor Party are pledging to make 
homes affordable. “The public has res-
ervations about foreign  investment, 
and politicians can see gains from 
tapping into that sentiment,” says 
James Laurenceson, deputy direc-
tor and professor of economics at the 
Australia-China Relations Institute of 
the University of Technology Sydney.

Last year the federal  government 
cracked down on unlawful  purchases, 
such as buying an existing home. 
(Foreigners can buy only newly built 
homes.) As a result, the government 
forced foreigners to sell 27 proper-
ties worth more than A$76 million 
($55 million). In December the govern-
ment introduced fees for foreign inves-
tors: A$5,000 for a property worth as 
much as A$1 million and A$10,000 for 
every additional A$1 million. The state 
of Victoria will double a property tax for 
foreigners in July. Nationwide, the sur-
charge on legal documents prepared for 
a house sale will increase to 7 percent 
from 3 percent for foreigners; a land 
surcharge on absentee owners will go 
up to 1.5 percent, from 0.5 percent.

In New Zealand, homeowners are 
also blaming foreigners. The median 
housing price has jumped 34 percent 
since April 2012, according to the Real 
Estate Institute of New Zealand. Phil 
Twyford, a member of Parliament and 
spokesman on housing for the opposi-
tion Labour Party, says the market “is 
extremely overheated, and it’s causing 
a great deal of angst. Speculators are 
hoovering up low-income suburbs.” 
He says foreigners are partly to blame 
for soaring home prices in Auckland.

In Australia the restrictions are 

Hot Jobs
Taking Care  
Of Turbines
Wind-turbine service 
technician is the job 
category projected to 
expand more than any 
other from 2014 to 2024, 
outpacing health care and 
technology, according 
to the U.S. Bureau of 
Labor Statistics.

Working in all kinds 
of weather, techs scale 
about 260 rungs on four 
ladders to the top of 
turbines, where they repair 
and maintain equipment, 
troubleshoot software 
glitches, and patch cracks 
in the blades. They earn 
about $53,000 a year. 
—Jennifer Oldham

108%
Projected growth in 

demand for wind-turbine 
service technicians 

through 2024

74,512
Megawatts of wind energy, 

total U.S. capacity 26
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having an effect. Antony 
Woodley, an auctioneer at 
Marshal White in Melbourne, 
says he still sees offshore buyers, “but 
 regulatory changes have quietened 
down the phenomenon over the 
past few months.”

Australian property keeps its appeal 
for buyers from the crowded and pol-
luted cities of China. Accountant 
Han Fantong, a permanent resident 
who recently paid A$930,000 for a 
three-bedroom home in Melbourne, 
got help from his parents in China. 
“Houses here are still a lot cheaper, 
larger, and better quality than those 
tiny apartments in Beijing,” he says. 
“I would never imagine living in an 
American-style house with a garden 
in Beijing.” —Bruce Einhorn and 
Narayanan Somasundaram
The bottom line In Australia, foreigners—who 
accounted for 20.9 percent of the value of home 
sales in 2015—face more taxes and restrictions.

Currency

Taking a Loss to Get 
Money Out of Egypt

 � Companies sell a local stock 
abroad to get paid in greenbacks

 � “This trade is pretty crazy. … They 
must really want the currency”

One of the more active trades in Egypt’s 
stock market is a guaranteed money 
loser. Companies have been buying 
shares of Commercial International 
Bank Egypt (CIB), the country’s 
biggest publicly traded company. 
Purchasers pay in Egyptian pounds, 
then sell the shares in London for 
dollars. Com panies are so desperate for 
dollars that they’re willing to swallow 
losses of as much as 30 percent on the 
trades, say four local brokers.

The Egyptian Exchange last year 
banned the practice for Egyptian 
investors, mandating they be paid for 
overseas stock sales only in pounds. 
The rule change still leaves the door 
open to foreign companies with 
Egyptian subsidiaries. Also, some 
Egyptians use offshore companies 
that they set up to pose as foreign 
outfits so they can continue to buy 

and sell CIB shares. Exchange officials 
declined to comment.

U.S. currency is in demand because 
successive governments since the 
Arab Spring have been unable to boost 
hard currency revenue, causing a 
drain on foreign reserves. The central 
bank’s controls on the exchange rate 
and the movement of capital have also 
forced Egyptians to hoard dollars or 
sell them for more than the official 
rate on the black market.

S&P Global Ratings cut Egypt’s 
credit outlook to  negative from stable 
on May 13, saying it expected the 
 foreign-currency shortage to persist 
as aid from Gulf Arab allies recedes. 
Egyptian  authorities have  devalued 
the pound several times, most 
recently in March, increasing demand 
for hard currency.

When the central bank sells dollars 
at its weekly auctions at the official 
rate of 8.88 pounds, it can satisfy 
only one-fifth of the bids, or about 
$120 million a week. Importers of 
food, medicine, and machinery get 
priority, leaving many foreign com-
panies operating in Egypt unable to 
obtain the dollars they need to import 
goods or send profits home.

On the black market, the dollar 
sells for 10.95 pounds,  according 
to a Bloomberg survey of street 
dealers, who handle only cash and 
thus aren’t of much use to big com-
panies. Businesses using stock trades 
to exchange currency were paying 
an effective rate of 12.42 Egyptian 
pounds for each dollar, as of May 17 
in London, Bloomberg calculates. 
“This trade is pretty crazy,” Luke 
Harris, head of arbitrage at Beaufort 
Securities in London, says of the stock 
deals. “The only reason anyone would 

do this is because they must really 
want the currency.”

Other countries have had similar 
experiences. After Argentina imposed 
currency controls in 2011, buying 
stocks and bonds in Buenos Aires 
and selling them on a foreign bourse 
for dollars grew so common that 
the exchange rate on the trades was 
widely known as the “blue chip swap 
rate.” The rate averaged 42 percent 
above the official rate until controls 
ended in December, data compiled by 
Bloomberg show.

In Egypt, European  consumer-goods 
companies use the CIB trade to get 
dollars, say local brokers who spoke 
on condition of anonymity. Purchases 
in Cairo of CIB stock have pushed up 
the price 2.2 percent this year in dollar 
terms, while selling has driven down 
the London-traded shares 17 percent 
over the same period.

 The proportion of CIB stock 
trading in London is approach-
ing the maximum 33 percent of 
total shares the Egyptian Exchange 
allows. Because other Egyptian 
stocks that trade abroad aren’t as 
active as CIB, there’s no clear alter-
native for companies looking to use 
the method to access dollars, says 
Hany Genena, head of research at 
Beltone Financial, an investment 
bank in Cairo. “The window for 
acquiring dollars is closing, so it’s 
creating a rush among investors,” 
he says. —Ahmed Namatalla, with 
Sofia Horta e Costa and Carolina Millan
The bottom line Dollars are so scarce in Egypt 
that the government must ration their sale, leaving 
companies unable to pay for imported goods.

Quoted

Former London Mayor Boris Johnson urging  
English factory workers on May 16 to vote in favor  
of Britain leaving the European Union

The EU “makes me think 
of some badly designed 
undergarment.”
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Jamal could have been another statistic. But at Communities In Schools, we showed him the way out 
of jail by helping him keep up with his studies so he could return to class and graduate. We changed 
a life of despair into one of possibility.

Working inside public schools and with community partners, we assess the needs of at-risk students 
and remove barriers to learning so they can succeed. We did it for Jamal, and we do it for nearly 
1.5 million kids every year.

Help more students like Jamal.

Go to CommunitiesInSchools.org/Jamal

A COMMUNITY EFFORT TOOK JAMAL FROM INMATE TO GRADUATE.



 �Retailers seek profits in trendier fashions for larger women

 �Many “wouldn’t  g ”

profits in trendier fashions for larger women

have been made in plus sizes five years ago”
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Industries
May 23 — May 29, 2016

Colors are bright and 
fashionable

The Market Sizes Up
Designer Christian 
Siriano’s plus-size 

line for Lane Bryant 
features actress 
Danielle Brooks

The dress’s polyester-
spandex fabric  

adds a little give

This one-shoulder 
sheath dress, 

available in sizes  
up to 28, is sexy and 

form-fitting

of plus-size retailer Ashley Stewart. 
It’s hard to determine the exact per-

centage of American women who wear 
plus sizes, but analysts say the number 
is growing. And while clothing size 

doesn’t exactly track 
with weight, the per-
centage of women in 
the U.S. who are over-

weight or obese, based 
on their body mass index, 

hit 66 percent in 2014, up 
from 51 percent in 1994. 

In April, Penney announced 
the debut of Boutique, a new in-

store area for plus-size custom-
ers. Boutiques will open in almost 

200 Penney stores. As part of a renewed 
push into trendier plus-size clothes, 
Penney on May 1 also launched an in-
house clothing brand, Boutique+, in col-
laboration with Project Runway fashion 
designer Ashley Nell Tipton. The 
retailer has long offered plus-size cloth-
ing. But this line, being introduced in 
500 stores, is crafted with plus-size cus-
tomers’ needs “in mind from the begin-
ning, rather than just taking existing 
clothing lines and distorting them to fit 
a bigger size,” says Siiri Dougherty, who 
oversees women’s apparel at Penney.

Penney’s embrace of larger sizes 
remains the exception. The idea of 
pushing plus sizes at department 
stores and other mainstream retail-
ers tends to go in and out of fashion, 

Cohen says. Retailers 
trot out a new 

designer or plus-size line with much 
fanfare, only to kill or shrink the line 
later. That turns off shoppers seeking 
plus-size clothing and causes them to 
stop coming to that retailer for shoes, 
jewelry, and other accessories, too.

Retailers’ fickleness has driven many 
plus-size shoppers to e-commerce 

Clothing retailers are struggling to 
increase sales as shoppers spend more 
of their money on electronics and 
experiences, rather 
than on threads. So 
you’d think, faced 
with an opportu-
nity in a $20 billion category outpac-
ing the growth of the overall industry, 
merchants would be eager to jump 
on board. Not exactly when it comes 
to women’s plus-size clothing, which 
some retailers still relegate to bargain-
basement status.

That seems shortsighted, 
since annual U.S. sales 
of women’s plus-size 
apparel, often defined 
as “Misses” sizes 14 and 
higher, rose 17 percent, 
from $17.4 billion in 2013 
to $20.4 billion for the year 
ended February 2016. In that 
time, overall apparel sales 
increased 7 percent, according 
to NPD Group. Customer demand 
could push sales of plus sizes even 
higher if retailers would fully embrace 
larger-size apparel, says NPD analyst 
Marshal Cohen.

The average American woman now 
wears a Misses size 16 to 18, according 
to new research from Washington State 
University assistant 
professor Deborah 
Christel. She and 
her co-author, Susan Dunn, dispute a 
commonly cited figure that the average 
American woman is a size 14, which 
they say is derived from 20-year-old 
data. Retailers such as J.C. Penney have 
recently added sizes beyond the tra-
ditional 14 to 26, in some cases going 
up to 32. “Within six weeks of offering 
extended sizes this spring, we sold out,” 
says James Rhee, chief executive officer 
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plus-size offshoot it sold in 2013, after 
roughly two years. 

Manufacturing plus-size  clothing isn’t 
as simple as making a larger version of a 
straight-size garment. In straight sizes, 
a designer creates, say, a dress for a size 
4 or 6 model, then grades up and down 
from there by a proportional amount. 
But variations in body shape are greater 
at bigger sizes, so designers have to 
create more patterns —raising costs.

Jasmine Elder, designer of plus-
size brand Jibri, says such cloth-
ing also requires more fabric, cut in 
a greater number of pieces to accom-
modate a woman’s curves, as well as 
additional labor to sew them together. 
Many factories in Bangladesh, China, 
and Vietnam, which typically make 
clothes for several retailers at a time, 
often aren’t set up to make cloth-
ing in larger sizes, and shifting gears 
is costly, says Linda Heasley, CEO 
of Lane Bryant, a plus-size retailer 
owned by Ascena Retail Group. “And 
it’s not like we are going to charge 
more for these clothes. That’s not the 
right thing to do,” she says.

Recent Lane Bryant marketing cam-
paigns such as “Plus Is Equal” and “I’m 
No Angel”—a dig at Victoria’s Secret 
models—are part of its attempts to adapt 
to the increasing demands of plus-

size custom-
ers, who now 
expect retailers 
to deliver faster 
fashion. Plus-

size customers are looking for brighter 
colors and more fitted clothing, accord-
ing to data from Gwynnie Bee, a sub-
scription service that periodically sends 
members boxes of stylish plus-size 
clothes based on their website selec-
tions, which can be returned, rented, or 
bought outright.

Today’s younger shoppers are also 
more comfortable wearing the midriff-
revealing crop tops and leather shorts 
that “truthfully wouldn’t have been 
made in plus sizes five years ago,” Lane 
Bryant’s Heasley says. The retailer also 
has launched an activewear line to 
meet the growing plus-size demand. 

While Penney declined to provide 
figures, it says initial tests have 
shown that its new Boutique and 

contemporary plus-size line have 
helped energize sales. “The plus-size 
woman today is proud of who she is, 
and she wants a beautiful place to 
shop,” Penney’s Dougherty says. “It’s 
amazing the increase we got in sales 
during pilot tests by just making those 
changes.” —Shelly Banjo of Bloomberg 
Gadfly, with Rani Molla
The bottom line Sales of women’s clothing size 14 
and higher rose 17 percent from 2013 to 2016, vs. 
7 percent growth for apparel overall.

Aerospace

High Hopes 
For Satellites

 � Communications and Web traffic 
are fueling demand for launches

 � Satellites are “hands down the 
best option for our customers”

When Elon Musk’s Space Exploration 
Technologies (known as SpaceX) set a 
rocket down on a barge floating in the 
Atlantic Ocean on May 6, many cheered 
it as the latest sign man is quickly 
moving toward being able to explore 
brave new worlds. Yet the more imme-
diate beneficiaries of SpaceX’s satellite- 
ferrying rockets will be businessmen 
 checking e-mails from Singapore 
Airlines flights above the South 
China Sea or teens posting photos on 
Facebook from Indonesia’s jungles.

While the global satellite industry 
brought in $203 billion in revenue in 
2014, the latest year for which Satellite 
Industry Association data are available, 
only $5.9 billion of that came from 
launches. Half of satellite revenue, 
$100.9 billion, came from consumer 
services, such as transmitting TV pro-
gramming or cell phone calls, or pro-
viding broadband Internet via satellite.

The demand for constant Internet 
connectivity is fueling a surge in sat-
ellite launches by rocketeers such 
as SpaceX, Arianespace, Eutelsat 
Communications, and SES. Liftoffs 
may increase 30 percent during the 
next five years as airlines, phone 

$20b
Plus-size clothing sales 
through February 2016

Big Money
One-year change in sales

Women’s apparel 
Plus-size women’s apparel

10%

5%

0

2012 2016

sites—where there’s more variety and 
consistency—at a faster rate than other 
shoppers, says Ashley Stewart’s Rhee. 
The $150 million company’s website 
now brings in a third of its revenue, up 
from nothing in 2011. 

It’s not that traditional  department 
stores and clothing chains completely 
ignore larger women; of the 25 largest 
clothing retailers by revenue, all but 
four have some plus-size options. 
But their offerings are more limited 
than the ones in the so-called straight 
sizes. A recent search revealed about 
16 percent of dresses on Penney’s 
website are plus-size. That falls to 
8.5 percent at Nordstrom.com. Nike 
has only five items on its website in 
plus, and a search for “plus size” on 
Under Armour’s website calls up a 
landing page that says “Sorry, we’re 
currently working on more gear in this 
category.” Plus-size offerings can be 
even more difficult to find in retailers’ 
physical stores, which typically stock 
fewer items and have less variety than 
e- commerce sites.

The apparent disconnect between 
what retailers offer and what custom-
ers need stems partly from an endur-
ing view in the industry that often sees 
plus sizes as denigrating to a brand. 
And many retailers consider plus-
size garments an ancillary business. 
So retailers commonly relegate plus 
sizes to faraway corners of their stores 
and stock clothes designed to cover 
women up, rather than give them the 
bold, bright, fashion- forward styles 
they offer in smaller sizes. Others 
often ditch broader efforts, as Limited 
parent L Brands did with Eloquii, a 
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companies, electronics makers, and 
carmakers seek bandwidth. Satellite 
demand in Asia is further boosted by 
efforts to bring service for the first time 
to people in places such as India and 
Indonesia. The two nations are home 
to 20 percent of the world’s population, 
but most people there are offline.

That portends good business for sat-
ellite builders such as Airbus Group, 
Boeing, and Lockheed Martin as 
annual production of the machines 
is expected to quintuple, to 50, says 
Richard Bowles, managing director for 
Arianespace’s Asean region. “Satellites 
are showing to be a large 
part of the communications 
infrastructure,” he says.

There were 208 satellites 
launched in 2014, up from 
107 a year earlier. SES plans 
six launches through 2017, 
and Eutelsat plans five 
during the next four years. 
Arianespace’s backlog for launches 
topped 50 at the end of last year. And 
SpaceX plans 18 this year—triple last 
year’s number. The company put a 
Japanese commercial communications 

satellite into orbit during its May 6 
launch. “We’re expecting by maybe 
the third or fourth quarter that we 
would be doing a launch every two 
or three weeks,” Musk said during an 
April 8 briefing. 

Transport businesses are  spurring 
demand. Singapore Air plans to have 
high-speed Wi-Fi on its planes in the 
second half of 2016. It signed with 
Honeywell Aerospace in November 
and will use Inmarsat satellite service.

Passengers on more than 2,000 com-
mercial planes connect to the Internet 
using SES satellites, Chief Executive 

Officer Karim Michel Sabbagh 
said on a Feb. 26 earnings call. It 

leases bandwidth to airborne 
Wi-Fi providers Global Eagle 

Entertainment, Gogo, and 
Panasonic Avionics.

Panasonic Avionics beams 
Wi-Fi to more than 3,000 air-
craft and expects to add 12,000 

more within a decade, spokesman 
Brian Bardwell said in an e-mail. 
“We believe that just about every 
narrowbody aircraft will at some 
point be equipped with broadband 

connectivity,” he said. “Satellite-based 
service is hands down the best option 
for our customers.”

Singapore Telecommunications 
recently took more capacity on a 
Eutelsat satellite to improve network 
connectivity in Southeast Asia, and 
in April it partnered with Inmarsat 
to protect data in ships’ bridges from 
hackers. O3b Networks has enabled 
Royal Caribbean Cruises ships to 
have high-speed connections.

“There are certainly more and more 
satellites going up, and it’s going to 
grow,” says Shiv Putcha, associate 
director at market researcher IDC in 
Mumbai. “The potential is more pro-
nounced in Asia. There is a higher 
need for this in this part of the world.” 
—Kyunghee Park, with Chris Cooper 
and Jungah Lee
The bottom line Half of the $203 billion in satellite 
industry revenue in 2014 came from consumer 
services such as TV shows and broadband. 

Obsessions

Where No Fan Film 
Has Gone Before

 � Paramount is suing the maker of a 
Star Trek-inspired video

 � “They realize that their fans are 
their biggest assets”

As Paramount Pictures prepares 
to celebrate Star Trek’s 50th anni-
versary with the release of Star Trek 
Beyond in July, the studio has reason 
to thank the franchise’s fans. Since 
almost the first Star Trek TV episode, 
Trekkies have fueled interest in 
creator Gene Roddenberry’s science 
fiction  fantasies, spawning their own 
works, holding conventions, and spur-
ring the creation of 12 movies and five 
follow-up TV series. “They realize that 
their fans are their biggest assets,” 
says Rebecca Tushnet, an intellectual- 
property expert at Georgetown 
University Law Center.

Now, the studio says, one fan has 
gone too far. Alec Peters has made a 
20-minute Star Trek docudrama called 
Prelude to Axanar, recounting a con-
frontation between the Federation of 
Planets and the Klingon Empire. 

“Satellites are 
showing to be a 
large part of the 
communications 
infrastructure.”

—Richard Bowles, 
Arianespace

DATA: SATELLITE INDUSTRY ASSOCIATION, THE TAURI GROUP

$122.9b
Services, including 
TV, radio, and 
broadband

$58.3b
Ground 
equipment

$15.9b
Manufacturing

$5.9b
Annual launch industry revenue

The Sky’s the Limit
2014 global satellite industry revenue

20



Charlie Rose talks to ...

John Watson
Chevron’s CEO discusses oil’s wild ride, fossil fuels’ future, and his 
company’s $19 billion legal battle in Ecuador

Watch Charlie Rose on Bloomberg TV Weeknights at 6 p.m. and 9 p.m. ET

On the issue of oil’s price swings, is it just 
supply and demand? 
At its simplest, it is. What’s not told is that 
demand rises relatively predictably over 
time, but supply comes online in big chunks. 
The industry does many long-lead projects. 
And if you get supply and demand a little 
bit off as you’re building that new capacity, 
you can get big excursions up and down in 
price. And that’s what we saw recently. Over 
the last five years, we had production that 

went offline in the Middle 
East. So prices went up. 
Then we got it a little 
bit off as the economy 
slowed down and Saudi 
Arabia and Iran returned 
supplies to production.

How do you answer when 
someone asks about the 
prospects for fossil fuels? 
If you think about the 
last 150 years, all the 
advancements in living 
standards, everything 
that we enjoy—light, heat, 
transportation by land, 
sea, and air—everything 
we value is coincident 
with fossil fuels. New York 
would be dark without 
them. Fossil fuels are 
important now and will be 
for many, many years to 
come. It’s going to take 
nuclear. It’s going to take 
coal. It’s going to take 
renewables. Remember, 
the developing world 
needs all this energy to 
raise living standards, 
because they aspire to the 
things that we have.

 “I would say the power has shifted 
toward regulators in this country. 
I don’t think it’s a coincidence that 
we’re seeing subpar economic growth” 

What’s the status of 
your Latin American 
lawsuit? 
You’re referring to a 
large case in Ecuador, 
where a New York trial 
lawyer attempted to 
defraud my company 
out of $19 billion. 
Fortunately, we were 
able to prove, in a 
New York court, in a 
civil case, that RICO 
statutes were violated, 
along with numerous 
other laws—Foreign 
Corrupt Practices Act, 
extortion, wire fraud.  
We continue to fight 
that. Thus far, we’ve 
been very successful. 
There’s risk, but we’ve 
been able to manage it. 

And what’s the impact of shale oil? 
Well, it surprised the oil market, would be the first 
thing I would say. But what it really showed the 
market is there’s a fairly resilient source of supply 
that’s available on short notice. What the shale 
business showed is that, with the combination 
of hydraulic fracturing and horizontal drilling, we 
can grow production pretty rapidly if we have the 
right price environment. When oil was over $100, 
we were growing production in this country by a 
million barrels a day per year.

How would you assess Obama’s admini stration in terms of energy, the 
environment, trade? 
They’re rushing out regulations as we speak, in their final six months. Just 
in the last couple of weeks, they’ve done some—a well control rule in the 
Gulf of Mexico. Our industry has put in place a hundred new practices in 
collaboration with the government since the Macondo incident to improve 
drilling safety. And yet, with very little engagement with industry, they 
rushed out new provisions. Also, methane regulations. The cost of these 
methane regulations is disproportionate to the benefits, at any reasonable 
price on carbon. Those are just two recent examples. In general, I would 
say the power has shifted toward regulators in this country. I don’t think it’s 
a coincidence that we’re seeing subpar economic growth. I think it’s a burden.

What do you see happening 
in Venezuela? 
Venezuela, technically, holds the 
largest reserves in the world. 
But it’s facing internal difficulties. 
We’re the only American company 
there right now. We work very 
hard to maintain our relationships. 
We deal in long cycle times, so we 
work with governments across 
the political spectrum, including 
the Chávez government and the 
Maduro government today. One 
of the things that distinguishes 
American companies is we really 
don’t adopt an ideology. If it’s legal 
for us to do business and we can 
do business according to our 
standards, we’ll do business in 
many different countries around 
the world, regardless of ideology.
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Created with $100,000 raised on 
Kickstarter, the video has generated 
more than 2 million YouTube views 
since Peters posted it in August 2014. 
Paramount Pictures and CBS, the 
owners of the Star Trek movie and 
TV franchise, have filed a copyright 
infringement lawsuit against Peters, 
saying he copied numerous elements 
from their properties.

The lawsuit, which on May 9 survived 
Peters’s motion to dismiss, argues that 
the video infringes Paramount’s and 
CBS’s copyrights, “which, of course, we 
will continue to vigorously protect,” the 
studio and CBS said in an e-mailed state-
ment. They’re asking the judge to rule 
that their work has been used without 
permission and to order Peters to stop 
the alleged infringement. The studio 
and network are seeking $150,000 in 
statutory damages for each copyrighted 
work they claim has been infringed. 
Peters says he’s not using any main 
Star Trek characters; the studios, he 
responds, haven’t shown that they’ve 
been harmed by his video.

The studios are taking a risk by going 
to court. “You don’t want to go after 

your own fans, because it can create 
a backlash,” says Rollin Ransom, an 
intellectual- property lawyer in Los 
Angeles. Some copyright holders, such 
as Lucasfilm, the Walt Disney unit 
behind the Star Wars movies, encour-
age fans by holding an annual contest 
for the best short-form fan videos. 
“These are the people who are watch-
ing, buying, and reading your prod-
ucts,” says Steve Sansweet, former head 
of fan relations at Lucasfilm.

Inexpensive digital video equip-
ment and easy-to-use editing tools 
have helped fuel the fan film genre. 
Video sites such as YouTube are filled 
with tributes to and parodies of TV 
shows, movies, and video games, 
including Game of Thrones, Doctor 
Who, Batman, and Call of Duty. 
Copyright holders were more aggres-
sive in the early days of the Internet, 
according to Tushnet. Today, studios 
such as Paramount “rarely interfere 
with what fans do” online, she says.

Why sue Peters and not other fans? 
Paramount doesn’t offer an explana-
tion. Tushnet and Ransom say they 
know of no comparable suit filed by a 
studio over a fan film. They speculate 
that the professional nature of Peters’s 
work and the money raised may have 
alarmed Paramount and CBS. “Previous 
Star Trek fan films have been self-
funded,” says Tushnet. “The concern 
for the studios would be that if this 
is going to be a big deal, they need to 
get out in front of it,” says intellectual- 
property lawyer Aaron Moss, who has 
represented Japanese movie studio 
Toho over the unlicensed use of its 
best-known character, Godzilla. 

Prelude to Axanar, which includes 
interviews with Starfleet  commanders 
played by professional actors, is the pre-
cursor to a planned feature-length film 
for which Peters has raised $638,500 on 
Kickstarter. The movie will tell the story 
of Garth of Izar, a Starfleet captain who 
appeared in the original TV series as an 
inmate at an insane asylum and a hero 
of Captain Kirk’s.

Peters, who was 6 when the TV 
series premiered in 1966, has had a life-
long fascination with Garth. “If Garth 
is Kirk’s hero, I want to know who this 
guy is,” he says. He and his lawyer, Erin 
Ranahan, say the works break new 
ground. “What we’re doing is cutting-
edge,” Peters says. 

The outcome of the suit will likely 

rest on whether Ranahan can con-
vince the judge that Prelude to Axanar 
is transformative, adding new meaning 
to the original works. The case could 
ultimately provide guidelines for how 
to make the longer movie without 
running afoul of the studios, Ranahan 
says. For now, Peters’s feature film is 
on hold until the lawsuit is resolved. 
—Edvard Pettersson
The bottom line The writer-director of a Star Trek 
fan film captured Paramount’s and CBS’s attention 
after raising more than $600,000 on Kickstarter.

Settings such as Spacedocks, which first appears 
in the original series episode “The Doomsday 
Machine” (1967), also have been reproduced

The character Soval, who first appeared in the 
Enterprise series episode “Broken Bow” (2001), 
has been replicated

One detail is the gold shirt with “particular collar,” 
from the original series episode “Where No Man 
Has Gone Before” (1966)

Airlines

At Southwest, a 
Showdown in Court 

 �  The carrier may fly the 737 Max 
early—if its pilots don’t ground it

 � Charges of “a high-stakes and 
illegal game of chicken”

Boeing says it plans to break with the 
industry’s tradition of late deliveries 
of new planes by having its latest jet, 
the 737 Max, ready to fly in the first 
half of 2017, several months before 
its planned target. Yet the airplane’s 
first customer, Southwest Airlines, 
may not benefit from the Max’s early 
arrival: Its pilots’ union sued in 
federal court on May 16 to keep the 
carrier from flying the plane until 
the 8,300 members of the Southwest 
Airlines Pilots’ Association (Swapa) 
get a new labor contract. 

As the airline sees it, the plane is 
covered under an existing agreement. 
Other than having more fuel- efficient 
engines, Southwest contends, the 
Max is basically the same aircraft type 
as the 737-800, which it already flies 
under a 2010 side deal to the pilots’ 
contract. The union rejects that posi-
tion. “There will be absolutely no 
side letters to cover the Max,” says 
Swapa President Jon Weaks. “The 
Max will have to be part of the new 
contract—period.” 

The carrier and the pilots have been 
negotiating a labor pact for more than 
four years. Last November, rank-and-
file Southwest pilots rejected a tenta-
tive deal that would have given them 
raises of about 18 percent. A new union 

Sincerest Form of Flattery?
Paramount and CBS’s lawsuit says many elements 
in Prelude to Axanar imitate Star Trek

Prelude to Axanar Star Trek
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Briefs

Less-Than-Whole Foods?

By Ira Boudway

Edited by James E. Ellis  
and Dimitra Kessenides
Bloomberg.com

○ƒ○ Whole Foods Market  will  open the 
first of a chain of stores that specialize in its 
cheaper private-label groceries in Los Angeles. 
It signed leases for 19 of the stores, with loca-
tions in the Portland, Ore., and Seattle  areas 
scheduled to open in the next few months. 
The company hopes the stores, called 365 by 
Whole Foods Market and about half the size 
of typical Whole Foods stores, will help it shed 
a reputation as a grocer  exclusively for foodies willing to 

p ay  a   p re m i u m  fo r  g ra s s -
fed beef and organic kale. 
○Å○ Novartis will separate 
its cancer unit from the rest 
of the  company in July. The 
Swiss  drugmaker increasing-

ly has  focused on oncology since its purchase of some 
GlaxoSmithKline assets last year. ○q○ Mitsubishi Motors
says  President  Tetsuro  Aikawa and  Executive Vice Presi-
dent Ryugo  Nakao will step down on June 24. In April the 
 automaker  admitted to  cheating on  fuel-economy testing 
on its  minicars; it  later said that nine other models may not 
have been tested properly. ○ ○ Corvex Management, the 
hedge fund run by Keith Meister, is pressing Pandora 
to  explore a sale. In a  letter to the board, 
Meister, whose fund owns 10  percent of 
the streaming  radio  provider, wrote that it 
can be a “more valuable business as a part 
of a larger  enterprise.” ○o○ Apple CEO 
Tim Cook traveled to India to meet with 
app  developers and try to win more of the  
1 billion smartphone sales  expected there 
in the next five years. Apple is pushing to 
open its first retail stores in the country. 

“To not be considering 
Amazon and others 
would be—in my view—
delusional.”
—Art Peck, CEO of 
Gap, on the possibility 
of selling the 
company’s clothing on 
Amazon.com

Raymond James 
Financial will pay 
$17 million to resolve 
a U.S. brokerage 
regulator’s claims of 
“widespread failures” in 
its programs to prevent 
money laundering.

Bonds sold by 
a consortium of 
contractors in May 
to fund a $4 billion 
renovation of New York’s 
LaGuardia Airport, 
including a new 35-gate 
terminal.

CEO 
Wisdom

team restarted negotiations in March. 
The talks have turned increas-

ingly fractious since the pilots’ con-
tract became amendable in 2012 (under 
federal rules, airline contracts don’t 
expire) and Southwest began piling up 
record profits, including $2.2 billion 
in 2015—double the prior year’s. 
Southwest says it must keep expenses 
down to preserve its low-cost advan-
tage over larger rivals. The pilots argue 
that their contract must recognize the 
industry’s restructuring and its return 
to strong profitability. 

In a statement, Southwest Chief 
Executive Officer Gary Kelly called the 
pilots’ Max suit “unnecessary and pre-
mature” and said a contract deal can 
be reached before the Max is ready. If a 
contract isn’t reached, the union must 
use arbitration instead of a lawsuit 
under its current accord, he said.

In its court filing, the union said 
that the airline is trying to force pilots 
“to negotiate the Max dispute 
with an illegal gun to the head of 
Swapa. … Southwest Airlines, in 
short, is presently engaging in a 
high-stakes and illegal game  
of chicken.”

If the dispute drags on, the 
arrival of the first Max—as early 
as March 2017—could give the 
pilots leverage in their bid for higher 
pay for pilots of the new aircraft. 
Southwest ordered 200 of them in 
2011. But if the airline doesn’t come 
to terms, it will face the prospect that 
brand-new, fuel-efficient planes that it 
needs could sit idle. 

Whoever comes out on top in this 
battle, the real winner will be Boeing, 
which derives the bulk of its profits 
from the 737, its best- selling aircraft. It 
has 3,090 orders for the Max, and it’s 
working to increase overall 737 pro-
duction from 42 per month to 47 next 
year and ultimately to 57 in 2019. If 
Southwest isn’t ready to take deliv-
ery of its planes as scheduled, Boeing 
already has other equipment- hungry 
carriers eager to take the jets—ahead of 
schedule. —Justin Bachman, with Mary 
Schlangenstein and Julie Johnsson
The bottom line The early arrival of Southwest’s 
737 Max jets could give pilots leverage in their bid 
for higher pay. 

$2.5
billion
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Brad

Hillary Clinton

Hillary Clinton

Hillary Clinton

Hillary Clinton

Hillary Clinton

Hillary Clinton

Hillary Clinton

Hillary Clinton

Hillary Clinton

Huma Abedin

Hillary Clinton

Mom

Hillary Clinton

Hillary Clinton

Hillary Clinton

Hillary Clinton

2:54 pm

2:53 pm

2:20 pm

1:50 pm

1:25 pm

12:32 pm

12:01 pm

10:33am

9:00 am

8:01 am

5:40 am

5:38 am

5:35 am

1:55 pm

4:20 pm

4:22 pm

5:45 pm

6:00 pm

6:02 pm

7:15 pm

I’m so sorry

Donald Trump is now the presumptive Republican nominee

Did you try to call me?

Nuts

Tell us what you think?

A Woman Card just for you:

Let me know when your birthday is

will you be one of the 9 we need in your town today?

Let us introduce:

Don’t forget it’s your sister’s birthday...

Bernie’s team is all-in on California

“Woman’s card”

Weekend plans: BBQ at my place! BYOB

I don’t know how else to say this:

8:00 pm

7:45 pm

4:45 pm

12:01 pm

7:30 am

6:15 am

5:45 am

 �The Clinton campaign is depending on data to help her drown out Trump

 �“Their messaging to me, their asks of me, you can see it getting more and more sophisticated”

9:00 pmHillary Clinton

Important and unread

Politics/
Policy
May 23 — May 29, 2016

welcome 5:30 amHillary Clinton
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“Let us worry about 
those problems, and you  
focus on the campaign”

After the 2012 election, when Mitt 
Romney’s vaunted, custom-built Orca 
get-out-the-vote system failed on 
Election Day, Republicans publicly 
promised that they’d close the tech-
nology gap with Democrats by 2016. 
Instead, the party has a candidate who 
doesn’t seem to think much of the 
data analytics operation pioneered by 
President Obama. “I’ve always felt it 
was overrated,” Donald Trump told the 
Associated Press on May 10. “Obama 
got the votes much more so than his 
data processing machine. And I think 
the same is true with me.”

Hillary Clinton, by contrast, is 
doubling down on data. Earlier this 
month the campaign advertised three 
dozen analytics, digital, and engi-
neering openings, including one for 
an e-mail writer. The listing specifies 
that an applicant should have expe-
rience using mass distribution pro-
grams and be familiar with A/B testing 
and optimization of subject lines and 
content: “E-mail is the digital heart of 
the Clinton campaign.” 

The campaign is looking to build 
on the digital engagement strategy 
devised by the Obama team, customiz-
ing the messages e-mailed to the esti-
mated 8.6 million people on its list to 
make them as personal as possible. In 
March the campaign sent out 728 dif-
ferent kinds of messages, accord-
ing to estimates from EDataSource, 
which monitors communications from 
political campaigns. That’s almost 
double the messages e-mailed by 
her Democratic challenger, Bernie 
Sanders, and almost 10 times more 
than Trump, who sent only 74 varia-
tions to his list, which now has approx-
imately 1.1 million addresses.

Clinton’s using  technology devel-
oped by Michael Slaby, who worked 
as the Obama campaign’s chief inte-
gration and innovation officer in 2012. 
Today he’s co-founder of Timshel, a 
startup that’s developed a tool it calls 
the Groundwork to organize the volu-
minous data generated by mass e-mail 
programs, donor tracking systems, 
and marketing analytics databases so 
that campaigns can wring the most 
from their supporters. “We are in 
some ways a head start,” says Slaby. 

“Don’t worry as much about things 
like performance and scalability. Let 
us worry about those problems, and 
you focus on the campaign.”

Technology will be key to helping 
Clinton turn out Democratic and inde-
pendent voters in November, espe-
cially if Trump continues to benefit 
from free media coverage. “This is 
about maximizing your base,” says 
Lara Brown, director of George 
Washington University’s political man-
agement program. “It’s mostly mobi-
lization. She’s going to need that, but 
I would argue that any candidate in 
what’s going to be a negative cam-
paign—which is where we’re headed—is 
going to need that.”

Clinton has spent almost $500,000 
on the company’s services since 
announcing her candidacy in April 
last year,  according to Federal Election 
Commission records. The campaign 
didn’t respond to a request for infor-
mation about its data analytics strat-
egy or its arrangement with Timshel, 
which was first reported by the website 
Quartz in 2015. Trump has spent about 
$40,000 on data services provided by 
NationBuilder, which advertises itself as 
a turnkey solution for campaigns that’s 
cheaper but also less sophisticated than 
custom-built platforms.

Timshel, which means “you may” in 
Hebrew, was inspired by the ending of 
John Steinbeck’s East of Eden, which 
explores the biblical idea that people 
have control over whether to do good or 
evil. Its investors include former Google 
Chief Executive Officer Eric Schmidt, 
now executive chairman of Google 
parent company Alphabet. Slaby previ-
ously worked for Schmidt as chief tech-
nology strategist at TomorrowVentures, 
Schmidt’s investment fund. Schmidt 
declined to comment.

Slaby, 38, sports hoodies and 
a beard speckled with white. He 
wouldn’t discuss the specifics of the 
services he provides to the Clinton 

campaign. He says his goal with 
Timshel is to make the kinds of digital 
engagement strategies he’s devel-
oped for political campaigns available 
to nonprofits and advocacy groups. 
Timshel’s website notes that it’s orga-
nized as a for-profit to better “recruit, 
retain, and reward” its staff. 

By setting up a freestanding 
company, Slaby believes he can 
attract and keep talented program-
mers, rather than letting them dis-
perse in between political campaigns. 
“We want this to become the founda-
tion for a lot of the innovation in the 
social impact community,” he says. 
“If that ends up being true for cam-
paigns, that’s great.”

For investors, though, Timshel offers 
a vehicle for providing an immedi-
ate service to the Clinton campaign. 
“Federal law is clear,” says Paul S. 
Ryan, deputy executive director of the 
Campaign Legal Center, a Washington 
nonprofit watchdog that tracks cam-
paign finance issues. “Candidates must 
pay fair-market value for any goods 
and services in order to avoid receiving 
an illegal, in-kind contribution.”

Timshel has signed other custom-
ers. Another early client was the Hive, 
an initiative of the nonprofit founda-
tion USA for UNHCR, which supports 
the United Nations’ refugee programs. 
Director Brian Reich says he can see 
evidence of Groundwork’s effective-
ness in the e-mail communications he 
receives from Clinton’s campaign.

Last month, as the Democratic 
primary in New York grew closer, the 
Sanders campaign called Reich several 
times to ask if it could count on his 
vote. Each time, he told the person on 
the other end of the line no. Clinton’s 
communications, he says, seemed to 
account for his previous responses, 
making him feel as if he was having a 
conversation of sorts. 

“Over the course of this campaign, 
their messaging to me, their asks of 
me, you can see it getting more and 
more sophisticated, just even based 
on what I like on a Facebook post 
or Twitter,” Reich says. He received 
customized text messages, and sub-
sequent e-mails referred to those mes-
sages, making it clear the system 

Actual Clinton 
campaign e-mail 
subject lines
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Challenges to 
state laws blocking 
Medicaid funding
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Abortion

Planned Parenthood 
Brings in the Lawyers

 � The group has ramped up its legal 
battle against state funding cuts

 � “The courts have become the 
extension of the political battle”

Sixteen states, all but three 
Republican-controlled, have passed 
laws cutting funding to the Planned 
Parenthood Federation of America 
since last July, when activists released 
undercover videos purporting to 
show that clinics were selling tissue 
obtained from aborted fetuses. As 
legislation spreads across the U.S., 
Planned Parenthood is taking 
states to court, one by one. 

On May 11 the nonprofit’s 

two Ohio affiliates sued the state for 
revoking more than $1.3 million in 
funding under a law barring govern-
ment agencies from contracting with 
“any entity that performs or pro-
motes nontherapeutic abortions.” 
The Ohio suit comes on the heels 
of a case filed in Kansas after that 
state blocked Medicaid payments to 
Planned Parenthood. 

The group has filed 15 lawsuits since 
last July challenging states’ attempts 
to cut off funds or otherwise restrict 
its ability to operate. “To put this in 
perspective, we typically file around 
three to six cases a year,” Dr. Raegan 
McDonald- Mosley, chief medical officer 
of Planned Parenthood, said during a 
conference call announcing the Ohio 
lawsuit. The group, which has 58 state 
affiliates that operate 650 health centers 
nationally, gets about 48 percent of its 
revenue from public funding. 

More than a dozen states have 
opened investigations into the videos’ 
claims; so far no state has found evi-
dence backing them up. In January 
a Texas grand jury indicted the film-
makers, activists with the non-
profit anti-abortion group Center for 
Medical Progress, on criminal charges 
of tampering with government docu-
ments. Their cases are still pending; 

the Center for Medical 
Progress didn’t respond to 
requests for comment. 

Planned Parenthood has faced 
state restrictions before. In 2011 the 
group successfully sued in Kansas 
to maintain access to federal funds. 
Yet budget cuts targeting Planned 
Parenthood clinics pushed through by 
Wisconsin Governor Scott Walker that 
same year resulted in the closing of 
5 of the 29 clinics in that state. 

The U.S. Supreme Court is review-
ing the constitutionality of a 2013 Texas 
law that tightened licensing require-
ments for abortion providers. “The 
courts have become the extension 
of the political battle over Planned 
Parenthood,” says Sara Rosenbaum, 
professor of health law and policy at 
George Washington University. “The 
uptick in judicial battles is a direct 
result of the uptick in legislation.” 

Planned Parenthood’s Ohio suit 
challenges a law prohibiting the state 
from doing business with abortion 
providers. The measure was signed 
last February by Governor John 
Kasich, who was then running for 
the Republican presidential nomina-
tion. As a result, Planned Parenthood 
clinics have been cut off from receiv-
ing federal family planning funding 
that’s distributed by states, known as 
Title X grants after the section of the 
1970 law that created them. 

Planned Parenthood of Greater Ohio 
and Planned Parenthood Southwest 
Ohio Region operate 28 health-care 
facilities, only three of which offer 
abortions. The group says it relies on 
Title X funding to pay for services such 
as HIV testing and mammograms, and 
it claims the Ohio law seeks to punish 
it financially for offering abortions, 
a constitutionally  protected medical 
service. The Ohio Department of 
Health declined to comment.

In Kansas, Planned Parenthood 
health centers received letters from 

Taking States to Court
Lawsuits filed by Planned 
Parenthood against state rules 12
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Quoted

knew what he’d read and what he 
hadn’t. “They’re clearly listening,” he 
says. But “there literally isn’t a human 
being who is listening to me and 
going, ‘Oh, Brian seems to care about 
this.’ ” —Tim Higgins
The bottom line The Clinton campaign has spent 
almost $500,000 on a startup data service backed 
by Alphabet’s Eric Schmidt.

Former Republican House Speaker John Boehner after receiving 
the University of Notre Dame’s Laetare Medal on May 15.  

He resigned on Oct. 30 after battling with conservatives in his party. 

“Laetare means rejoice, and 
trust me, every day since last 

October, I have been rejoicing.”
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Want to Sell Caskets? 

Get a License

 �Almost a third of workers today 

need permits to do their jobs

 �States are “all over the map in 

terms of what they regulate”

Jasmine Cumbo was schooled on 
the ins and outs of hairstyling at the 
Suffolk Beauty Academy in Virginia. 
Basic course work included shampoo-
ing and conditioning; intermediate 
classes focused on techniques such as 
braid extension. Ten months after 

the state Department of Health 
and Environment in March inform-
ing them that their participation 
in KanCare, the state’s Medicaid 
program, would be terminated. 
The department cited a delayed 
waste-management inspection and 
the highly publicized undercover 
videos among the reasons. “Planned 
Parenthood has been fully informed 
of the reasons for this decision,” says 
Eileen Hawley, spokeswoman for 
Kansas Governor Sam Brownback. 

In its Kansas suit, Planned 
Parenthood says the on-site waste 
inspection was ultimately completed 
and that Kansas officials found no 
wrongdoing after investigating claims 
about fetal tissue sales. The group 
argues that cutting its affiliates from 
KanCare violates a federal law allow-
ing patients to choose any health-care 
provider that accepts Medicaid. Courts 
have sided with Planned Parenthood in 
similar cases in Arizona and Indiana. 

Planned Parenthood plans to file 
more lawsuits in the coming months. It 
will have no shortage of states to choose 
from. The same week the Ohio lawsuit 
was filed, Arizona and Mississippi 
removed Planned Parenthood from 
their Medicaid programs. “Taxpayer 
dollars should not fund abortions,” 
Mississippi Governor Phil Bryant 
tweeted, along with a video of himself 
signing the bill. —Claire Suddath

The bottom line Planned Parenthood, which 
depends on public funds, is suing to prevent 
Republican states from cutting it off over abortion.
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A Bill

Developer’s Paradise

By Billy House

H.R. 1887 To amend certain appropriation acts

Taxpayers have 
paid for $23 million 
in facility upgrades 
and maintenance 

since 2012

and 22 others

Sponsor 
Lee Zeldin (R-N.Y.) 
Co-sponsors
Peter King (R-N.Y.)
Rosa DeLauro (D-Conn.)

1 2 3 4 5 76

1.

The 
essentials

2.

3.

Plum Island, an 840-acre haven off 
the northern tip of New York’s Long 
Island, is losing its only tenant: the 
federal government, which is pre-
paring to shut down Cold War-era 
biological weapons labs located there. On May 16, the House 
of Representatives passed a bill instructing the government to 
explore turning the island into a nature preserve.  

The measure would suspend provisions of a 2008 law 
 requiring the island to be sold to the highest bidder. Repub-
lican presidential candidate Donald Trump is among the 
 developers who’ve expressed interest, telling Newsday in 
2013 that Plum Island “would be a really beautiful, world-
class golf course.” The federal General Services Administra-
tion website advertises the island’s natural beauty, its proxim-
ity to ferry services, and its historic lighthouse, built in 1869. 

A parallel measure proposed in the Senate by Connecticut 
Democrat Richard Blumenthal would also repeal the require-
ment to sell the island and instead direct the government to 
pick an agency to oversee cleanup and conservation of its 
historic and environmental resources. In an April 29 statement, 
Blumenthal and six other Connecticut lawmakers said, “The 
island is home to a rich assortment of endangered species 
and should be preserved as a natural sanctuary—not sold off.”

Section 1
Findings 
pp. 3-4

Section 3
Suspension  
of action 
p. 7

Section 2
Report required 
on study by 
Department of 
Homeland Security 
on cleanup and 
alternative uses  
of Plum Island 
pp. 4-7

Vital
statistics

enrolling in 2013, she walked out 
with a diploma in cosmetology. Ready 
to start cutting hair for a living? Nope. 
Cumbo still needed a state license, 
which took her two more years to 
earn. The gap cost her time, money, 
and clients, as her beauty-school regu-
lars moved on. “I feel like I lost out on 
a lot of things,” says the 22-year-old. 

In the 1950s, only about 5 percent 
of workers needed 
permits. Today, that’s 
risen to almost a third. 
Occupational licensing 
is required not just for 
people in highly techni-
cal professions, such as 
airline pilots or doctors, 
but also for auction-
eers, bartenders, exotic 
dancers, florists, and 

tour guides. According to a report 
released last year by the White House, 
more than 1,100 occupations are reg-
ulated in at least one state, but fewer 
than 60 are regulated in all states.

Different licensing rules are enforced 
by federal, state, or local authorities. 
Most are imposed at the state level. 
The result is a “weird patchwork quilt 
of licenses,” says Brink Lindsey, vice 
president for research at the Cato 
Institute, a libertarian think tank in 
Washington that supports free- market 
policies. Many of the rules, he says, 
have never undergone detailed scru-
tiny, and authorities are “all over the 
map in terms of what they regulate and 
how they regulate.”

Some of the growth in licensing 
reflects a shift in overall employment 
from manufacturing, where more 
workers were covered by unions, 
to services, where state licensing 
bodies help set standards and monitor 
working conditions. Critics say the 
system is draining the job market’s 
dynamism by raising the barriers to 
entry for young people or stopping 
qualified workers from moving from 
one state to another in search of better 
opportunities in their field. For those 
who want to move up the ladder, says 
Richard Reeves, a senior fellow at the 
Brookings Institution in Washington, 
licensing is “effectively putting a brake 
on the escalator.”

Getting into a licensed profes-
sion translates into higher pay and 
improved employment prospects, 
according to research by Princeton 
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economist Alan Krueger and Morris 
Kleiner, a professor of labor econom-
ics at the University of Minnesota. 
But those advantages for individual 
workers come at a social price, Kleiner 
says. Licensing burdens depress job 
creation, and consumers pay more 
for licensed services. “It’s good for the 
people who become licensed,” Kleiner 
says, but overall “the costs are greater 
than the benefits.”

Some professional restrictions 
have been blocked in recent years: 
In 2015, Idaho’s Republican governor 
vetoed a bill that would have required 
sign- language interpreters to obtain 
permits, while the U.S. Supreme Court 
effectively opened up the market for 
teeth- whitening services in North 
Carolina to people who aren’t licensed 
dentists. Louisiana courts ruled in 
2013 that Benedictine monks could 
sell handcrafted coffins without being 
licensed funeral directors.

The monks’ victory was won with 
help from the Institute for Justice, a 
Virginia-based nonprofit libertarian 
law firm. In the past two months it’s 
successfully challenged restrictions 
on casket sales in Alabama and hair 
braiding in Kentucky. The institute 
was unsuccessful in a 2012 attempt to 
eliminate licenses for interior design-
ers in Florida, one of only three states 
that requires them. In defending their 
exclusive status and the investment 
they’ve made to get it, licensed pro-
fessionals “want to push the fence 
out further and further,” says Dick 
Carpenter, the Institute for Justice’s 
director of strategic research.

That’s what Cumbo found when she 
finished beauty school. After spend-
ing more than $18,000 and clocking 
1,500 hours of lessons, she ran into 
financial constraints and family prob-
lems—including her father’s death—
that delayed her efforts to acquire her 
license, which cost $300 and involved 
written and practical tests. Yet, now 
that she’s in, she’s eager to maintain 
the status quo: “I went through so 
much to get this license. Now if they 
told me they were going to end it, I’d 
be really ticked off.” —Sho Chandra 

The bottom line Critics of occupational licensing 
rules say the expansion of state regulations 
depresses job growth and raises prices.



F
R

O
M

 L
E

F
T:

 G
E

T
T

Y
 IM

A
G

E
S

; D
E

N
N

IS
 R

IV
E

R
A

/B
LO

O
M

B
E

R
G

Brandon Cipes, vice president for 
information systems at OceanX, has 
spent enough time in senior IT posi-
tions to hate sales calls. “It’s like 
buying a car—a process that seem-
ingly should be so simple, but every 
time I have to, it’s like a five- to six-hour 
ordeal,” he says. “Most of our effort is 
trying to get the salespeople to leave 
us alone.” Cipes didn’t always feel that 
way, though. Back in 2013, he was used 
to the routine. His conversion began 
when he e-mailed business-software 
maker Atlassian, asking the company 
to send him a sales rep, and it said no. 

Atlassian, which makes popular 
project-management and chat apps 

 �Atlassian’s grass-roots strategy has become a model for business-software makers 

 �“Salespeople are like your Adderall right before the exam” 

May 23 — May 29, 2016

Technology

30

such as Jira and HipChat, doesn’t run 
on sales quotas and end-of-quarter dis-
counts. In fact, its sales team doesn’t 
pitch products to anyone, because 
Atlassian doesn’t have a sales team. 
Initially an anomaly in the world of 
business software, the Australian 
company has become a beacon for 
other businesses counting on word-
of-mouth to build market share. 
“Customers don’t want to call a sales-
person if they don’t have to,” says Scott 
Farquhar, Atlassian’s co-chief executive 
officer. “They’d much rather be able to 
find the answers on the website.” 

The way technology companies sell 
software has changed significantly in 

the past decade. The availability of 
open source alternatives has pushed 
traditional brands and challengers 
to offer more free trials, free basic 
versions of their software with paid 
upgrades, and online promotions. 

Incumbents such as IBM, Oracle, 
and Hewlett Packard Enterprise, 
which employ thousands of commis-
sioned salespeople, are acquiring 
open source or cloud companies that 
sell differently, says Laurie Wurster, 
an analyst at researcher Gartner. 
Slack, Dropbox, and GitHub are 
among the companies trying to 
attract corporate clients with small-
bore efforts that rely largely on good 

World’s Best
Sales Department?World’s Best
Sales Department?
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reviews. The idea is to distribute prod-
ucts to individuals or small groups at 
potential customers big and small and 
hope interest spreads upstairs. 

So far, though, Atlassian remains 
the most extreme example of this 
model. It’s a 14-year-old company, 
valued at $5 billion since going public 
in December, without a single sales-
person on the payroll. More than 80 
Fortune 100 companies use Atlassian’s 
software, and venture capitalists and 
peers often talk about trying to follow, 
at least partly, its sales strategy. 

Luck had a lot to do with that strat-
egy, says Farquhar. He and co-CEO Mike 
Cannon-Brookes founded the company 
while finishing their IT degrees at the 
University of New South Wales, and the 
pair initially relied on word-of-mouth 
because they didn’t know anything 
about selling business software. 

Their first break came a few months 
later, in 2002, when the website let cus-
tomers download a free trial but wasn’t 
yet equipped for purchases, and all 
their orders arrived via fax. One day the 
fax machine transmitted an order from 
American Airlines, where someone 
in IT had downloaded and configured 
the software without Atlassian’s help. 
“That was a huge turning point for us,” 
Farquhar says, adding that it gave the 
founders confidence they could make 
their business model work without a 
dedicated sales staff. 

American paid about $800 for that 
first order. This year analysts fore-
cast Atlassian’s revenue will top 
$450 million. Last year, when sales 
reached $320 million, sales and mar-
keting spending, mostly on ads 
and payments to partners, totaled 
one-fifth of that. By comparison, 
Salesforce.com spent about half its 

revenue on sales and marketing; at 
Box, which has spent big to build a 
sales staff in the past couple of years, 
the number was 80 percent. 

Jay Simons, Atlassian’s president, 
says the savings on staff means 
lower prices and more investment in 
research and development to refine 
software, making it easier to try, 
understand, and purchase. Farquhar 
says he’s resisted calls for half-
measures, like hiring salespeople to 
manage subscriber renewals, and that 
he’s happier with a steady, predictable 
growth rate. “Salespeople are like your 
Adderall right before the exam,” he 
says. “It’s that last-minute kick when 
you’re not going to do well otherwise.”

In Silicon Valley, them’s still fightin’ 
words. “When you add a sales orga-
nization, revenue accelerates far 
greater than the cost of that organiza-
tion,” says Peter Levine, a partner at 
venture firm Andreessen Horowitz. 
At GitHub, where Andreessen has 
invested, Levine lobbied heavily for the 
startup to recruit sales staff. Ultimately 
it did. (Bloomberg LP, which owns 
Bloomberg Businessweek, is an investor 
in Andreessen Horowitz.) 

Atlassian’s roots lie in Sydney’s 
barren tech scene. It was kept aloft 
early on not by venture capital, but by 
the founders’ credit cards, meaning 
it didn’t have impatient investors to 
answer to. “I don’t think their success 
is replicable,” says Tomasz Tunguz, a 
partner at Redpoint Ventures. 

Startups including Dropbox and Slack 
are taking a hybrid approach, relying on 
grass-roots pitches to land initial users 
within a company, then setting up sales 
calls once those users grow to a criti-
cal mass. “For me it’s not either-or, b  
how do we combine the best of both
says Kakul Srivastava, GitHub’s vice 
president for product management. 
Even HP Enterprise is experimenting 
with online sales and try-before-you-
buy. Caroline Tsay, the executive in 
charge of that effort, says she’s hire  
some former Atlassian staffers. 

Atlassian faces a crowded 
market, and it’s unclear whether 
the company will be able to keep 
expanding, says John DiFucci, 
an analyst at Jefferies. Still, 

Mobile

Digital Payoffs for 
Volunteer EMTs

 � A Google-backed startup is 
setting up rural 911 services

 � “We had to find a way to 
incentivize people without money”

While driving along the winding dirt 
roads of El Copey in the Dominican 
Republic, you crashed headlong into 
a cow. The bovine seems OK, save for 
an aggravated moo, but you’re hurt, 
and the closest city is dozens of miles 
away. Dialing 911 is an option only in 
the capital of Santo Domingo, not out 
in the countryside. 

Instead, call the regional firehouse. 
There, a dispatcher uses Beacon, 
software created by nonprofit Trek 
Medics International, to send a 
group text to a team of volunteer 
emergency medical technicians in the 
area. One of the  volunteers  texts back 
a confirmation number and heads to 
the scene on a motorcycle equipped 
with a sidecar gurney, which he uses 
to take you to a physician.

T k Medics seeks to 
g

When Less Is More
Sales and marketing costs as a percentage of 
revenue in the last 12 months

Atlassian’s Simons says he’s not worried 
about an end to growth without sales-
people. “I’ve been asked that question 
every year for the past eight years,” he 
says. “Whatever the mythical wall is, we 
would have hit it by now.” —Dina Bass 
The bottom line Atlassian sold $320 million in 
business software last year without a sales staff. 
Everyone else in the industry has noticed. 
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Workday

Salesforce.com

ServiceNow

NetSuite

Marketo

Box

19%

37%

49%

50%

52%

60%

80%

but 
h?” 

.
ng 
u-

n
ed

to take you
Trek Medics seek

bring a 911 

D
A

TA
: C

O
M

P
IL

E
D

 B
Y

 B
LO

O
M

B
E

R
G



C
LO

C
K

W
IS

E
 F

R
O

M
 L

E
F

T:
 IL

LU
S

T
R

A
T

IO
N

 B
Y

 7
3

1;
 C

O
U

R
T

E
S

Y
 S

TA
R

S
H

IP
 T

E
C

H
N

O
LO

G
IE

S
 (2

); 
B

LO
O

M
B

E
R

G
 (2

)

Payments

Merchants Are Slapped 
With Higher Debit Fees

 � Some small businesses pay more 
when consumers use chip cards

 � “Visa stands to make more money 
processing those transactions”

When Roger Fillers, who owns Seaside 
Auto Repair in Satellite Beach, Fla., 
switched to a chip-card payment system 
last fall, he didn’t think it would cost 
him money. Fillers has typically offered 
customers using debit cards a discount, 
since it costs him only about 25¢ per 
debit transaction instead of the higher 
fee for credit cards. But with the new 
chip-card readers, each time a cus-
tomer pays with a debit card from a 
smaller bank, Fillers pays a 1 percent 
to 2 percent fee. (About a third of all 
debit cards in any given metro area are 
issued by smaller banks with less than 

alternative to countries where such 
services are rare. While the transporta-
tion research group at the University of 
Alabama at Birmingham found conven-
tional ambulances cost an average of 
$1.46 a mile, one 2008 study found the 
motorbikes can operate for about 18.6¢ 
a mile. So Trek has been able to build a 
volunteer network of about 200 people 
in the Dominican Republic and 
Tanzania with a shoestring budget sup-
ported by Google, Cardinal Health, 
the U.S. Agency for International 
Development, and private donations.

Founded in 2009 by former para-
medic Jason Friesen, the New York 
nonprofit employs only a handful 
of people to manage operations. 
Responders volunteer in exchange 
for a first-aid training certificate, a 
pressed uniform, and, for 1 in 5 volun-
teers, free mobile phone service.

“We knew we had to find a way to 
incentivize people without money,” 
Friesen says. “We target 18- to 24-year-
olds, generally speaking. And what are 
they most concerned about in this age 
group in these communities? Phones. 
Internet connections. Social networks. 
It’s their gateway to a larger world.”

The phone subsidies are allocated 
by a local fire chief or other commu-
nity leader, who has some discretion to 
choose which 20 percent of the volun-
teers get their bills paid, based on how 
many calls they respond to and other 
factors. This helps address a basic logis-
tical problem, Friesen says, making 
sure responders confirm they’re 
heading to a scene to avoid duplicat-
ing efforts. In early tests, prohibitively 
high messaging costs often dissuaded 
volunteers from responding. In the 
Dominican Republic, one text reply to 
Beacon costs volunteers as much as 
2.6¢, making regular use expensive in 
a country where the average worker’s 
annual income is little more than $300.

“It was a lot before they started 
paying it,” says volunteer Ray Apolinar 
Torres Muñoz, who’s responded to 
98 emergencies in the past three 
months in the northwestern province of 
Monte Cristi. Fellow Monte Cristi-area 
volunteer Ednawel Vasquez, who’s been 
on 300 calls in eight months, says that 
response rate would’ve been impossi-
ble without financial help. Both men 
are in their early 20s and say they hope 
to pursue careers in medicine.

By the end of the year, Trek will 

$10 billion in assets, 
which can charge 
as high a fee as they 
want under the Dodd-
Frank Act.) On expen-
sive jobs like a rebuilt engine, that adds 
up. Fillers expects to pay $7,000 more 
in card fees this year and is consider-
ing doing away with his debit card dis-
count. “Somebody is raking in a pile of 
money somewhere,” he says. 

As U.S. retailers change their 
payment systems from magnetic-
swipe to chip-card readers, many are 
finding it a costly transition. Visa and 
MasterCard gave merchants until last 
October to begin accepting chip cards. 
Those who didn’t meet the deadline 
are now held liable for counterfeit-
card fraud. But of those who made the 
switch, many are stuck paying steeper 
fees. Since October, some merchants 
have seen their debit-transaction fees 
increase about 20 percent, accord-
ing to Richard Crone, chief executive 
officer of Crone Consulting, which spe-
cializes in retail payments. 

The problem, says Crone, is that 
about two-thirds of the new readers at 
smaller retailers come with software 
that’s preset by third-party vendors to 
route payments toward the signature 
debit networks of Visa or MasterCard 
instead of toward cheaper debit net-
works operated under brands such as 
NYCE and Star. Not only is that more 
expensive for the merchants, it’s less 
secure, since the Visa and MasterCard 
networks require customers to sign 
their name rather than enter a private 
security PIN. Visa and MasterCard have 
PIN-based networks, too, but many 
chip readers are set up to favor their 
more expensive signature systems. 

Big retailers dislike signature-debit, 
too, and are starting to fight back. 
Supermarket giant Kroger set up its 
terminals to not even allow the cost-
lier transactions. On May 10, Walmart 
Stores sued in New York state court, 
claiming that Visa USA wants it to 
verify transactions made via certain 
debit cards with signatures rather than 
the chip-and-PIN protocol, which has 
lower fees. Walmart is arguing it should 
be able to choose whether to accept 
signature-debit transactions. “Visa 
never theless has demanded that we 
allow fraud-prone signature verification 
for debit transactions in our U.S. stores 
because Visa stands to make more 

have volunteer networks in Mexico, 
Guinea, and Malawi, and will be 
able to serve about 1 million people, 
Friesen says. The next step will be 
to add better incentives, like smart-
phones with comped Internet access, 
for senior volunteers being groomed 
for supervisory roles. Eventually, 
he says, everyone who registers as a 
volunteer responder will get a Trek 
phone, but the nonprofit hasn’t yet 
reached that point.

Trek is in talks with mobile carriers in 
Tanzania and the Dominican Republic 
to subsidize smartphone purchases, 
too. For now, that may be the tough-
est part, says Friesen. Carriers “are so 
reluctant to get involved, so we are just 
going to have to eat the costs upfront.” 
—Polly Mosendz
The bottom line Trek Medics is training volunteer 
medical technicians and giving some free phone 
plans to build rural emergency services.

“Many of the 
systems were set 
up to the most 
expensive form of 
routing the 
transaction, which 
is typically a Visa.” 

—Mallory Duncan, 
NRF
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Innovation

Delivery Robot

Next Steps
Driverless vehicles can make urban delivery more efficient, but large 
numbers of sidewalk robots pose their own problems, says Karl Ronn, 
managing director of consulting firm Innovation Portfolio Partners and 
former head of research and development at Procter & Gamble. Heinla says 
Starship is seeking additional funding while it further refines its robots for 
pilot programs in other cities. —Michael Belfiore

Origin Heinla, who 
co-founded Skype, 
learned to code 
from his mother 
while growing 
up in Estonia. He 
brought together the 
engineering team for 
Starship in July 2014.

Innovator Ahti Heinla

Age 44

Co-founder and chief 
executive officer of Starship 
Technologies, a 45-person 
London startup

Form and function

The suitcase-size, 25-pound Starship robot 
travels on sidewalks at up to 4 miles per hour to 
deliver as much as 20 pounds of groceries and 
other goods to a customer’s door.

Early tests Starship 
has tested its robots 
on sidewalks in 
22 cities in the U.S. 
and Europe.

Deliveries The retailer loads 
up the Starship or sends it 
to a hub for packing, and the 
ordering app provides the 
customer with a confirmation 
code to open the robot 
when it arrives. Removing 
the goods and closing the lid 
starts the robot’s return trip.

2.

Edited by Jeff Muskus and Matthew Philips
Bloomberg.com

Specs The six-wheeled 
electric vehicle uses a 3G 
or 4G Internet connection 
and mapping software to 
find its way from a retailer 
to customers who’ve placed 
orders via an app or a website.

1.

Funding Heinla and 
co-founder Janus Friis, a 
fellow Skype alum, have 
invested a combined 
$5 million in Starship.

money processing those transactions,” 
Walmart spokesman Randy Hargrove 
said in an e-mail. Visa declined to 
comment on the complaint.

When consumers use a chip debit 
card, they’re sometimes given a 
choice of where to route their trans-
action: either to a Visa or MasterCard 
network, or to a cheaper one labeled 
U.S. debit. Since consumers don’t 
always know what U.S. debit is, they 
often choose the best-known brands. 
Visa and MasterCard claim they 
don’t limit consumer choice and are 
chosen because they’re well-known. 
Regardless of which network shop-
pers choose, their cost is the same. 
It’s the merchants who pay the higher 
fee, which only adds to their costs for 
accepting chip cards. Merchants also 
have to pay for equipment, stand in 
long lines to have it certified, train 
store associates, and deal with transac-
tions that take about 10 seconds longer 
than cards with magnetic stripes.

The National Retail Federation 
notes the chip-card system was estab-
lished by the big credit card compa-
nies, which were created by banks. 
“Many of the systems were set up to 
the most expensive form of routing 
the transaction, which is typically a 
Visa,” says Mallory Duncan, an NRF 
senior vice president. While the ter-
minals’ software can be updated to 
promote lower-cost debit networks, 
that may require the readers to be 
recertified by third-party vendors, a 
long and costly process, says Duncan.

Visa says it doesn’t mandate any 
particular approach with merchant 
terminals. “It’s important to remem-
ber that the debit environment is very 
competitive, and Visa actively com-
petes for transactions,” the company 
said in a statement. “If we are not 
competitive, we will not win busi-
ness.” Ajay Bhalla, president of enter-
prise risk and security at MasterCard, 
says it “boils down to a historical 
thing. These two organizations are 
very large; they are some of the most 
popular ways anywhere in the world” 
for customers to make payments. 
—Olga Kharif
The bottom line Transactions routed through 
Visa’s and MasterCard’s pricey systems are 
costing some merchants higher debit fees.

Customers Starship 
says it’s targeting 
bakeries, groceries, 
couriers, and other 
businesses looking 
to deliver within a 
10-square-mile area. 
(The robots can 
travel for more than 
two hours on a full 
charge.)

33

Technology



What Happened to LendingClub
May 23 — May 29, 2016

IL
LU

S
T

R
A

T
IO

N
 B

Y
 7

3
1

Markets/
Finance

 �Peer-to-peer lending needed big-time funding to grow. Mistakes were made

 �“Events occurred on my watch where we failed to meet our high standards”
Renaud Laplanche started 
LendingClub in 2006 and soon 
emerged as a leading voice for what 
sounded like a radical new movement. 
With peer-to-peer finance, people 
wanting to borrow money and people 
wanting to lend it could be matched up 
via a website like LendingClub’s. The 
company would vet borrowers with its 
computer models and collect a fee for 
the service. Never mind going to a bank, 
or to Wall Street.

By the time LendingClub went public 
in December 2014, it was looking more 
pinstriped. John Mack, former chair-
man of Morgan Stanley, was on the 
board of directors and stood on the 
New York Stock Exchange dais with 
Laplanche for the ringing of the 
opening bell. Increasingly, the funders 
of many LendingClub loans weren’t 
individuals, but money managers, 
investment funds, and banks. The term 
“peer-to-peer” eventually fell out of 
favor in the industry, replaced with 
“marketplace lending.”

Ties to Wall Street may have been 
essential to the company’s growth—
but Laplanche’s management of those 
relationships now has him out of a job. 
LendingClub’s share price is down more 
than 40 percent since his ouster was 
announced on May 9, and the company 
says investors who provided “a signifi-
cant amount of funding” for loans have 
set their debt purchases on pause. The 
company has been subpoenaed by the 
U.S. Department of Justice, and the 
Securities and Exchange Commission is 
examining what happened. 

LendingClub’s board asked 
Laplanche to leave after question-
ing $3 million in misdated loans that 
were sold in a bundle to an investment 
bank. The company also said Laplanche 
failed to properly disclose his interests 
in an outside fund before LendingClub 
invested $10 million in it. That fund’s 
investors included Mack, who remains 
on the LendingClub board and hasn’t 
been accused of impropriety. He 
declined to comment.

Although these were relatively small 
issues in dollar terms, they spiraled 
into a breakdown of trust between 
Laplanche and his board, say people 
familiar with the talks. “Trust is a core 
part of their business, especially for a 
new industry like this,” says Michael 
Tarkan, an analyst at Compass Point 
Research & Trading, speaking generally 
of peer-to-peer finance. 

Tensions had been simmering at the 
company. In recent months, turbulence 
in capital markets had prompted inves-
tors to cool on Internet loans like those 
of LendingClub, says a person familiar 
with the matter. Laplanche began pursu-

ing funding sources 
he’d shunned, 
this person says. 
The CEO had long 
resisted bundling 
LendingClub’s con-
sumer debts into 
securities, but the 
company recently 
reversed course, 
working with 
Goldman Sachs 

and Jefferies on bond deals. 
No bonds have been issued. Not 

long after that process began, things 
went wrong. An employee changed 
dates on $3 million in loans in response 
to a request from Matt Wierman, a 
LendingClub senior vice president, 
according to one person close to the 
company who also says the employee 
later brought up the decision with 
Laplanche. Wierman has told col-
leagues he was misunderstood, the 
Wall Street Journal reported. He did not 
respond to messages seeking comment.

The loans were sold to Jefferies. 
They were among $22 million in loans 
a LendingClub internal inquiry later 
found didn’t meet Jefferies’s  criteria. 
LendingClub said on May 9 that it 
bought back all those loans and sold 
them to another investor. 

Separately, the board had been 
looking into another matter. Earlier 
this year, Laplanche asked the board’s 
risk committee to spend the company’s 
money on a stake in Cirrix Capital, a 
fund that specialized in buying loans 
from LendingClub, according to the 
people familiar with the matter. Cirrix 
could bolster funding for loans if 
other sources temporarily dried up. 
Laplanche  ultimately wrote up the idea 
and got approval. But he left something 
out: He had a personal stake in Cirrix. 

Andrew Hallowell, a managing direc-
tor of Cirrix, didn’t respond to messages 
seeking comment. Laplanche didn’t 
stand to benefit from LendingClub’s 
investment with Cirrix, says one person 
with knowledge of the event. 

1. Borrowers asked for loans 2. Individuals funded borrowers 3. Wall Street crashed the party

LendingClub 
stock price

$10

$6

$2

4/18/16 5/18/16
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Deals

What Does Warren 
Want With Yahoo!? 

 � Buffett is a stranger to dot-coms, 
but not to financing buyouts  

 � His company is “a new type of 
player in the capital markets”

It’s well-known that Warren Buffett 
stayed on the sidelines through two 
Internet booms—he often says he 
avoids getting into industries he 
doesn’t understand. He’s become a bit 
less allergic to technology in recent 

years: His company holds IBM and, 
as of March 31, a $1 billion stake in 
Apple. More surprisingly, Buffett is 
said to be backing a group bidding 
for assets of Yahoo! Has he also come 
around on Web companies?

Not necessarily. 
The Yahoo assets 
for sale—which 
include finance, 
sports, and video 
sites—are arguably 
media properties. 
“That’s something 
he knows,” says 
Richard Cook at 

Cook & Bynum Capital Management. 
Moreover, depending on how the deal 
is structured, Buffett may be able to 
make money from the ailing Yahoo 
even if it’s not a great business, so long 
as it simply stays alive.

Buffett, as chairman of the con-
glomerate Berkshire Hathaway, 
is working with an investor consor-
tium that includes Quicken Loans 
founder Dan Gilbert, say people famil-
iar with the matter. He confirmed he 
was willing to back Gilbert in a CNBC 
interview on May 16. The group is one 
of several making an offer for Yahoo’s 
Internet assets. The competition 
includes Verizon Communications, 
which owns AOL. 

Yahoo was once synonymous 
with the Web, having helped mil-
lions of people discover e-mail and 
the Internet in the 1990s. It’s strug-
gled in the past decade to compete 
with Facebook, Twitter, and Google. 

Berkshire’s 
media holdings

Buffalo News

BH Media Group 
including 32 daily 
papers and 47 paid 
weeklies

WPLG-TV Miami

LendingClub later disclosed 
Laplanche’s holding to investors in reg-
ulatory filings. It also said that Mack 
held a personal stake in Cirrix. Mack 
wasn’t involved in the risk committee’s 
decision to invest in the fund.

Mack joined LendingClub’s board 
in 2012 and invested $2.5 million that 
year. He became a public booster of 
the idea of buying LendingClub loans. 
“Financial advisers are fascinated by 
this business and its returns,” he told 
CNN Money in 2012. “I wouldn’t be sur-
prised if some start putting $10 million 
to $15 million in this.” 

Before long, Mack, who’d retired 
as Morgan Stanley’s chairman, was 
helping LendingClub access key sources 
of funding via customers of Morgan 
Stanley’s  private-client services group, 
efforts he described to Bloomberg in 
2013. Morgan Stanley brokers began 
offering clients a chance to invest 
in portfolios of loans created by a 
LendingClub subsidiary, LC Advisors, 
says a person familiar with the matter. 
Morgan Stanley’s private-banking 
clients probably account for less than 
1 percent of all of LendingClub’s out-
standing loans, a spokesman for 
LendingClub says, while declining to 
give figures for LC Advisors.

Laplanche said in a statement to 
Bloomberg that he disagreed with the 
board’s “characterization of facts,” but 
recognized “that events occurred on 
my watch where we failed to meet our 
high standards.” 

LendingClub’s troubles are affect-
ing competitors. With Wall Street 

nervous about peer-to-peer, Prosper 
Marketplace, the company’s largest 
rival, has met with investors includ-
ing Fortress Investment Group about 
potential capital injections, a person 
with knowledge of the matter says. 

Robert Waldrop, executive director 
of the Cambridge Centre for Alternative 
Finance, says “many people expected 
the wheels to come off” a peer-to-peer 
player at some point. “The big surprise, 
clearly,” he says, “was that this was 
an event that happened at a top per-
former.” —Noah Buhayar, Hugh Son, 
and Dakin Campbell, with Jenny Surane, 
Laura J. Keller, and Matt Scully 
The bottom line The ouster of LendingClub’s CEO 
underscores the growing ties between peer-to-
peer finance and traditional Wall Street.
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China Reconsiders the 
Homecoming Party

 � Buyouts of Chinese companies 
listed in the U.S. lose their allure

 � “Stability and control over the 
asset market is the priority”

Some Chinese companies list their 
stocks on U.S. exchanges, and to their 
executives, at least, those shares have 
been looking cheap. Managers have 
been leading bids to buy up U.S. shares 
and take the companies private again. 
One advantage of the move is the 
opportunity to eventually relist the 
stock in China, where investors might 
be willing to pay a higher valuation. 
The median company on the Shanghai 
and Shenzhen exchanges is valued at a 
lofty 52 times its trailing earnings. 

Since 2015, more than 40 Chinese 
companies with overseas listings have 
received buyout offers, for a total of 
more than $40 billion. But as with 
many things in the country’s evolving 
market economy, things are getting 
complicated. Chinese authorities 
are signaling they are nervous about 
the transactions.

Regulatory Jitters
Change in share price of Chinese buyout targets

4/18/16 5/18/16
Qihoo 360 Technology -6%

Bloomberg China-U.S. Equity Index -9%

0%

E-commerce China Dangdang -24%

YY -28%

Momo -22%

21Vianet Group -29%

Still, there’s a business there, and 
it’s not that  complicated. Display 
ads generated the largest portion of 
Yahoo’s revenue in the first quarter—
about 44 percent of the $859 million 
the company took in, excluding sales 
shared with partner sites. Buffett 
“has owned media and advertising 
businesses for 40 or 50 years,” says 
Cook. His profitable stock picks have 
included media company Capital 
Cities/ABC in the 1980s, and his current 
holdings include dozens of newspapers 
and a Miami television station. 

There aren’t many details available 
on Buffett’s potential role in a Yahoo 
offer, and Buffett, Yahoo, and Gilbert’s 
Quicken declined to comment. Buffett 
told CNBC: “Yahoo is not the type of 
thing I’d ever be an equity partner in.” 
But he has a history of  providing other 
kinds of financing for buyouts, as well 
as patient capital for companies in 
crisis. In those deals, he got terms that 
let him and his investors profit even 
when share prices didn’t soar. 

In 2014, Buffett put up $3 billion to 
help Burger King Worldwide with its 
takeover of Canadian doughnut chain 
Tim Hortons. And during the 2008 
financial crisis, he injected $5 billion 
into Goldman Sachs Group. In 
both cases, Buffett acquired pre-
ferred shares that paid high divi-
dends—9 percent and 10 percent, 

respectively. He also 
got warrants, which 
could be used to buy 

stock cheaply in the 
future. 

Buffett has said such 
terms can open the 

way for investments in 
i dustries where he has 

l le personal expertise. 
“ knew they wouldn’t go 

o of business,” he told 
kshire shareholders in 

20  explaining an agree-
m nt the previous year 
t buy debt in Harley-
Davidson that paid 
15 percent. 
Berkshire may be able to 

extract unusually good terms for such 
deals, since it’s big, well-financed, 
and able to act quickly. “Berkshire 
is rapidly becoming a new type of 
player in the capital markets,” says 
Steve Wallman, a money manager in 
Middleton, Wis., who has invested in 

First, they went silent on a plan to 
introduce a stock exchange for tech-
nology companies, where some of the 
buyout targets were expected to find 
their new Chinese home. Then, on 
May 6, the China Securities Regulatory 
Commission said it’s studying the 
market impact of such stock relistings. 

That raised concerns that the regula-
tor might curb some relistings, reduc-
ing some of the incentive for buyouts. 
Shares of several U.S.-listed Chinese 
companies that had been targets of 
buyout offers, including 21Vianet 
Group, YY, and Momo, dropped 
sharply. Qihoo 360 Technology 
declined as well, even though the 
Internet security company’s $9 billion 
buyout has been approved by its share-
holders. A company spokesman says 
the privatization remains on track. 

Buyout groups “did the math to cal-
culate the valuation, and the numbers 
worked,” says Jun Zhang, head of China 
research at Rosenblatt Securities in 
San Francisco. But they didn’t expect 
Chinese policies to change so quickly—
and neither did investors who bought 
the stocks assuming a buyout was 
coming. “Nobody did,” says Zhang. 

Regulators may have been concerned 
about a speculative frenzy that was 
building for shares in some small com-
panies already traded in China. The 
companies are considered targets for 
so-called reverse mergers—a company 
that wants to go public can buy them 
to get a place on the Shanghai or 
Shenzhen exchange, as an alternative 
to the more cumbersome process of an 
initial public offering. There could also 
be concern that the market is too shaky 
to absorb an influx of companies. The 
Shanghai Composite Index has declined 
21 percent this year. 

“I don’t necessarily think it’s a bad 

the company since the 1980s.  
If Buffett backs a Yahoo deal, “he’ll 

get his terms,” says David Rolfe, who 
oversees holdings including Berkshire 
shares at Wedgewood Partners. “He 
always does.” —Noah Buhayar
The bottom line Buffett can sometimes structure 
attractive deals to profit from companies he 
wouldn’t ordinarily buy.

DATA COMPILED BY BLOOMBERG
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Bid/Ask By Caroline Winter
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$5.2b 
$3.3b 
$1.3b 
$1b 
$874m
$600m
$1.3m

Pfizer snaps up Anacor Pharmaceuticals. The purchase will give 
Pfizer control of crisaborole, an experimental treatment for eczema, 
a skin condition that affects as many as 25 million Americans. If 
approved by the U.S. Food and Drug Administration, the drug could 
reach annual sales of $2 billion, according to Pfizer. Palo Alto-based 
Anacor also holds the rights to Kerydin, a treatment for toenail fungus.

China’s Midea pursues a German robot maker. The appliance 
manufacturer’s bid for control of Kuka values the Augsburg-
based company at more than $5 billion. 

Range Resources acquires Memorial Resource Development. 
The all-stock deal gives the oil and gas producer properties in 
Louisiana and a better foothold in the U.S. gas-export market.

Finland’s Konecranes takes a piece of Terex. Abandoning 
plans for a full merger, the crane maker agreed to buy a lifting-
gear business from Westport, Conn.-based Terex. 

Ikea slims its real estate portfolio. The Swedish furniture 
retailer plans to sell 27 of the 52 retail parks that surround some 
of its European stores.

Digital Realty Trust invests in European data centers. The 
owner of technology-related real estate will acquire eight data 
centers located in London, Amsterdam, and Frankfurt.

Eldorado Gold exits China. The Vancouver-based 
company will spin off its Chinese gold-production assets and 
use the proceeds to focus on developing mines in Europe.

A firearm record. The 1886 Winchester rifle that once belonged 
to the U.S. Army captain credited with capturing the Apache 
leader Geronimo was sold at auction.

$5.2b

Edited by Pat Regnier
Bloomberg.com

thing,” says Ryan Roberts, a Hong Kong-
based analyst at MCM Partners, of the 
slowdown in buyouts and re listings. 
“Having a bunch of IPOs coming all 
together with less scrutiny will be more 
problematic than the current situation.” 

Policymakers may also be concerned 
that the buyouts contribute to an 
outflow of capital when they are fight-
ing to maintain a stable exchange rate 
between the yuan and the U.S. dollar.

The about-face underscores the 
lack of consistency in China’s market 
regulation. Only a year ago, Premier 
Li Keqiang publicly encouraged 
overseas- listed companies to return to 
local exchanges, a key part of the gov-
ernment’s strategy to transform the 
economy via technology and inno-
vation. Now, for authorities, “stabil-
ity and control over the asset market 
is the priority,” says Junheng Li, 
founder of JL Warren Capital, a New 
York-based research firm focused on 
Chinese equities.

Still, regulators may not block all the 
deals. Instead, they could cap valuation 
multiples for reverse mergers with com-
panies that had traded abroad, accord-
ing to people familiar with the situation. 
Or regulators could establish a quota 
limiting the number of such deals.

Liang Jian, chief executive officer of 
IMeigu Capital Management, says he 
thinks most of these deals will eventu-
ally go through. His hedge fund some-
times invests in buyout targets and in 
one case has put together a rival bid 
for a company management is trying to 
buy. Liang says executives have already 
invested time and money in their 
buyout plans, and they know that even 
after going private, it takes a while to 
relist on China’s exchanges. The politics 
could change again in the meantime. 

But one thing is clear by now. “The 
impression that you can go and relist 
in China for a fortune was mislead-
ing,” says Patrick Chovanec, New York-
based chief strategist at Silvercrest 
Asset Management Group. “When 
you glance at the China market and 
say it’s more attractive than the U.S., 
the danger is, how long will it last?” 
—Bonnie Cao and Ye Xie
The bottom line China’s policymakers have gotten 
nervous about a wave of companies seeking local 
stock listings. That’s given investors whiplash.
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Your IT solutions
should be reducing your workload, not adding to it.

At CenturyLink, we believe you shouldn’t spend more time getting technology to work than you do benefitting  

from it actually working. So we design our managed services solutions to work better together – from   our 

high performing broadband network to our IT infrastructure and services. Delivering reliable uptime and  

dedicated support, all backed by multi-layered security, is what we do at CenturyLink. Because technology  

should help you manage the complexity of your business, not add to it.

centurylink.com/link
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Starting next September,  some 
logistics companies in Finland, 
Sweden, Estonia, and Latvia will begin 
out fitting shipping containers with a 
soda-can-size device that will beam 
out the cargo’s location, how much it’s 
vibrating as it travels, and its ambient 
temperature. The data will flow 
into a repository in the cloud so the 
entire supply chain can be informed 
if a shipment’s been delayed. That 
will prevent redundant e-mails and 
phone calls. “There are massive 
problems communicating between 
 companies,” says Mika Lammi, who’s 
over seeing the project from his perch 
at Kouvola Innovation, a business 
development agency in southern 
Finland. “Instead of having sepa-
rate databases, why not have a single 
blockchain where everyone can 
pool information?”

Blockchain is the technology 
created to support bitcoin, but it may 
soon surpass the crypto-currency in 
importance. In the first quarter of 
2016, venture capital investment in 
startups commercializing blockchain 
eclipsed that in pure-play bitcoin com-
panies for the first time, according to 
industry researcher CoinDesk, which 

has tallied 
$1.1 billion 
in deals to 
date.

The sim-
plest way to 
understand 

blockchain 
s to see it as 

the evolution 
of the ledger, 

a record- keeping tool that’s been 
central to  commerce since ancient 
times. Ledgers track the movement of 
assets, whether they’re parcels of land 
or shares in a company, but they have 
a big limitation: Access to the trove of 
data is restricted, ostensibly for secu-
rity reasons, but often because that’s 
how its custodians make money.  

In the age of the cloud, it’s possi-
ble for a network of banks or com-
panies in a supply chain to maintain 
what’s called a distributed ledger that 
all authorized participants can tap 
into without needing to go through 

Focus On/
The Cloud

 �Businesses are exploiting a technology created for bitcoin

 �“It’s insane. The demand is off the charts”
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an intermediary. Another benefit of 
a blockchain-based system is that it’s 
more secure. Criminals cannot com-
mandeer individual machines to gain 
access to a network, as they did with 
recent attacks on Asian banks, by way 
of fake messages on Swift, a platform 
banks use to communicate with one 
another. In February, that method 
was used to siphon about $80 million 
out of an account of the central bank 
of Bangladesh. “Hacking a block-
chain is generally considered a low 

risk,” says Richard 
Johnson, a market 
structure analyst 
at Greenwich 
Associates. 
“Bitcoin has never 
been hacked.”

The technology 
is drawing inter-
est from finance, 
shipping, manufac-
turing, and enter-

tainment. Gilles Gravier, an adviser at 
Wipro, the Indian outsourcing giant, 
says blockchain today is where the 
Internet was in 1995. Companies will 
need “courage,” he says, to use the 
technology to “allow them to do what 
they haven’t done before.” 

Blockchain’s boosters say it will 
drive big improvements in efficiency 
by streamlining logistics and 
cutting out intermediaries. Gil 
Luria, an analyst at Wedbush 
Securities, a Los Angeles-based 
investment bank, estimates that 
savings in trading securities and 
other assets could reach tens of 
billions a year.

R3, a private consortium 
of more than 45 institutions, 
 including JPMorgan Chase, 
Barclays, and Wells Fargo, is 
working to develop and commer-
cialize blockchain applications. In 
February the New York-based group 
revealed it had successfully simulated 
trades of digital assets on a private 
network spanning four continents. 
Tim Grant, managing director of R3, 
says blockchain could speed the often 
lengthy process of shifting assets from 
one party to another. That includes 
overseas wire transfer, which he says 
can take days to complete because 
of antiquated systems and proce-
dures. “It’s manual processes that 
can be automated in a very secure 

it isn’t. “Everybody comes to us 
saying, ‘We have a problem, and we 
need the blockchain to fix it,’ ” he says. 
“Half the time, they need  something 
else to fix it.” —Olga Kharif, with 
Matthew Leising
The bottom line Investment in startups 
commercializing blockchain technology has 
eclipsed that in bitcoin-only companies.

and transparent way via distributed 
ledger,” he says. “We’re just trying to 
collapse these inefficiencies.” 

John Hancock Financial, a Boston 
company that sells life insurance and 
mutual funds, is also experimenting 
with blockchain. Four staffers in its 
innovation lab have created a virtual 
currency for the purpose of rewarding 
employees, who could use it to buy gift 
cards, for example, says Ace Moghimi, 
John Hancock’s head of innovation in 
North America. “The whole point here 
is, let’s build the capability and figure 
out where you can apply it,” he says. 
“It could potentially have really big 
implications for the business.”  

At Deloitte, the technology 
 underpins an experimental airline 
loyalty program in which terms and 
discounts can be adjusted at will so 
that, for example, a customer whose 
flight was grounded would be able to 
use airline points to pay for a meal at a 
restaurant during a layover. “Suddenly 
what you enable is a very different cus-
tomer experience and behavior, and 
you can increase your revenue,” says 
Eric Piscini, a principal at Deloitte. 

If they pan out, these applications 
may boost the market for cloud ser-
vices, already a $175 billion-a-year 
business globally. Microsoft, which 
last fall began offering tools for 

 developers to build such 
systems quickly, has 5,000 
blockchains on its servers, 
up from 50 in December, 
according to Marley Gray, 
director for business 
development for block-
chain at the company. 
“It’s insane. The demand 
is off the charts,” says 
Jerry Cuomo, vice pres-

ident for blockchain technologies 
at IBM, which has developed open 
source blockchain code that has about 
1,000 active users.

Despite the excitement, block-
chain faces obstacles. Speed is one—
the technology may be too slow to 
accommodate a large volume of 
transactions. Integrating new tech-
nology into existing systems may 
also be a challenge. And regula-
tory hurdles could deter or slow the 
adoption of blockchain. 

Deloitte’s Piscini says the hype is 
causing some confusion about what 
the technology is good for—and what 

“Suddenly what  
you enable is a very 
different customer 
experience and 
behavior, and  
you can increase 
your revenue.” 

—Eric Piscini, 
Deloitte

Privacy

Building a National 
Fortress in the Cloud

 � Stressing Germanness to 
reassure clients about security

 � “If a customer wants data never 
to leave Bavaria, then it won’t”

When auto parts supplier Robert 
Bosch began offering data storage and 
software services to industrial custom-
ers this year, it realized that, in addi-
tion to its knowledge of machines and 
production, it had another advantage 
over tech giants such as Microsoft 
and Google: its nationality. “We 
made a conscious decision to locate 
the Bosch cloud in Germany,” says 
Stefan Assmann, head of its Connected 
Industry program. “It gives us a com-
petitive edge. Many companies and con-
sumers have security concerns.”

As German managers begin to 
understand the importance of cloud 
services, the likes of Bosch, engineer-
ing titan Siemens, cloud-infrastructure 
provider ProfitBricks, and Deutsche 
Telekom’s T-Systems unit are finding 
that Europe’s strict data-security and 
privacy laws provide a major selling
point. On its website, ProfitB
touts what it calls “100 perce  
German data protection,” un r-
neath the black, red, and go  
colors of the German flag. “H g  
German cloud helps tremen y  
says Markus Schaffrin, an IT -
rity expert at Eco, a lobbying
for Internet companies. “Ge y
has some of the most stringe
data- protection laws, and cl - 
service providers with dome
data centers are of course high-
lighting that.”
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Song-streaming leader Spotify and 
Apple dominate streaming for con-
sumers, with a combined 43 million 
paying subscribers, but they don’t 
have licenses allowing them to offer 
their service as background music 
in restaurants, bars, and stores. 
Soundtrack, by contrast, has secured 
those rights for the catalog it uses. 
One-third owned by Spotify, the 
company is a rising player in the 
market once dominated by Muzak. 
Soundtrack lets customers choose 
from songs by thousands of artists, 
from Rihanna to Radiohead to the 
Rolling Stones. The Web interface 
shows users what’s trending, shares 
access to curated playlists, and lets 
them schedule specific songs, bands, 
or genres to adapt the mix to changing 
moods throughout the day. 

The company’s latest coup: a global 
deal with McDonald’s that allows 
the fast-food chain’s 36,000 locations 
worldwide to sign up at a discount 
to Soundtrack’s standard rate. The 
agreement gives the company its first 
foothold outside the Nordic region. 
About 130 McDonald’s franchises in 
Sweden use the service at present; in 
the unlikely event that all of the com-
pany’s restaurants join, Soundtrack 
would reap about $17 million in annual 
revenue. It “can deliver the largest 
music catalog on the market,” says Lisa 
Palm-Danielsson, head of digital initia-
tives for McDonald’s in Sweden.

Ola Sars, Soundtrack’s chief execu-
tive officer, says the contract with the 
world’s biggest restaurant chain will 
give his company greater visibility and 
credibility. Soundtrack is streamed to 
about 5,000 total locations; it will start 
earning a profit when that number 
tops 25,000, he says. The monthly 

the Mittelstand—the small and midsize 
enterprises that form the  backbone 
of the German economy—are rapidly 
embracing the idea of the networked 
factory. Yet they remain wary of 
entrusting intellectual property to a 
cloud controlled by global technology 
behemoths and possibly subject to gov-
ernment snooping. “Small and medium 
enterprises are afraid that those mon-
sters we sometimes call Internet com-
panies will suck out the brain of 
innovation,” says Joe Kaeser, chief 
executive officer of Siemens, which in 
March began offering cloud services 
using a network managed by German 
 software powerhouse SAP. 

In a case being closely watched 
in Germany, the U.S. Department of 
Justice has demanded that Microsoft 
hand over e-mails stored on a data 
server in Ireland. The software maker 
argues that the U.S. has no jurisdic-
tion there; the U.S. government says it 
does, because Microsoft is an American 
company. Concern that the same thing 
could happen in Germany means local 
cloud pro viders will be able to charge 
a premium “until Microsoft and other 
Americans can convince people they’re 
safe in these countries,” says Bloomberg 
Intelligence analyst Anurag Rana.

U.S. companies aren’t ceding the 
market. Microsoft will offer its Azure 
public cloud infrastructure in German 
data centers, with T-Systems acting as 
a trustee of customer data. The com-
panies say the arrangement will keep 
information away from non-German 
authorities. And IBM in December 
opened a research and sales hub for 
Watson, its cloud-based cognitive com-
puting platform, in Munich—a move 
intended to reassure Mittelstand buyers 
about the security of their data. “If a 
customer wants data never to leave 

Bavaria, then it won’t,” says 
Harriet Green, IBM’s general 
manager for Watson. “I’m being 
invited in by many, many cus-
omers in Germany, because fear 

bout security is very, very real.”
Building a national-fortress 

c oud may defeat the purpose of 
he exercise. A key feature of a 
cloud is that it gives a company 
he ability to quickly reconfig-

ure networks as demand 
shifts and conditions change. 

And a global network is almost 
a ways more adaptable and offers 

greater cost savings than one confined 
to a  specific country, says Forrester 
Research Senior Analyst Paul Miller. 
Smaller domestic players “must find 
compelling ways to differentiate them-
selves from the technical prowess, 
global reach, and brand recognition of 
the big public clouds,” he says. “So they 
emphasize local support.” 

Andreas Loff, managing director of 
cloud-services consultant Autonubil 
System, says that message resonated 
with two recent auto industry cus-
tomers. They considered offerings 
from various U.S. and European pro-
viders before settling on ProfitBricks. 
“The data doesn’t touch American 
soil if the customers don’t want,” 
Loff says. “That’s a big  advantage.” 
—Sheenagh Matthews, with Stefan 
Nicola, Aaron Ricadela, and Alex Webb
The bottom line As German interest in the cloud 
grows, domestic providers bet their nationality will 
give them an edge with security-conscious clients.

Retail

Elevator Music for the 
Latte Generation

 � A Swedish startup is selling 
background music from the cloud

 � Commercial streaming “is super-
fragmented and dysfunctional”

Not long ago, when Mathias Forslund 
wanted to rock out while pulling 
espresso shots at the three Stockholm 
cafes he owns, he’d burn mixes to CDs. 
Once he discovered the ease of stream-
ing music at home, he wanted the 
same convenience at work. But after 
scrutinizing the fine print on his sub-
scription service, he realized he was 
breaking the rules. Enter a Stockholm 
startup called  Soundtrack Your Brand .

Forslund today pays Soundtrack 
about 350 kronor ($42) a month for 
each of his cafes to have access to 
30 million songs streamed from the 
cloud. He can create playlists that 
change hour to hour: classic rock for 
busier times, French chansons when he 
wants a calmer mood. “I love having so 
many songs at my fingertips,” he says. 
“Because it’s so easy to use, it’s perfect 
for our stores.”
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cost for a store is about  quadruple 
what a private listener pays for Spotify, 
and Soundtrack keeps half of that, vs. 
the 30 percent of subscription fees 
Spotify pockets. “The market is super-
fragmented and dysfunctional,” says 
Sars, clad in a T-shirt in Soundtrack’s 
minimalist head quarters in Stockholm. 
“Nobody had a simple cloud- software 
 distribution solution.”

Many smaller retailers and restau-
rants don’t know they’re breaking the 
rules when they pipe in music from 
consumer streaming services, Sars 
says. By streaming songs online and 
offering a simple interface, Soundtrack 
can win small businesses in the same 
way Apple’s iTunes weaned cus tomers 
off pirate music sites. “You need to 
be able to distribute the service in 
an  efficient way, and if it’s accessible 
online then there’s a huge market,” 
says Sars, who helped create Beats 
Music, the  streaming service Apple 
bought in 2014 for $3 billion.

Soundtrack has raised about 
$20 million from backers  including 
Spotify, Swedish phone company 
Telia, and U.S. commercial streaming 
provider PlayNetwork. As Sars spends 
that money on a global expansion, he’ll 

face a host of competitors. The 
market leader is Mood Media, 
which acquired Muzak in 2011 and 
retired the name two years later. 
Although Mood is far larger—
it serves more than 300,000 
 locations—it’s losing money and 
is restructuring to pay off debt. 
It launched its own streaming 
service, Mood Mix, in 2014, giving 

users access to millions of songs and 
program mable playlists, but most of its 
customers still get their music either 
on CDs delivered by mail or via satel-
lite or the Internet. At least a dozen 
smaller players, such as TouchTunes 
Music and Imagesound, provide 
similar streaming services, but 
Soundtrack has a clear edge, says 
Simon Dyson, an analyst at Ovum, a 
technology consulting firm in London. 
With McDonald’s, he says, Soundtrack 
has a “springboard to much bigger 
things.” —Adam Ewing
The bottom line Sweden’s Soundtrack aims to 
unseat leader Mood Music with its cloud-based 
service streaming background music to businesses. 

Companies

The Empires Strike Back

*ACQUISITIONS INCLUDE ONLY THOSE WHOSE VALUES HAVE BEEN DISCLOSED. CLOUD COMPANIES ARE THOSE WHOSE PRIMARY BUSINESS 
WAS FOCUSED ON THE CLOUD AT THE TIME OF ACQUISITION; REVENUE FROM CLOUD-RELATED BUSINESSES INCLUDES APPLICATION AND 

PLATFORM REVENUE AT ORACLE AND SUBSCRIPTION AND SUPPORT REVENUE AT SAP. DATA: COMPANY FILINGS; BLOOMBERG

In recent years, specialized companies such as Salesforce.com 
and Workday have dominated the market for cloud-based human 
resources, customer relations, and logistics software —taking 
business from enterprise giants Oracle and SAP. Since then, the 
two have redefined their core strategies to focus on the cloud. 

Both have dedicated most of their acquisition budgets to cloud-
based companies.

They’re also outspending smaller cloud rivals on marketing.

The companies’ efforts are paying off: Both are reporting faster sales 
growth in their cloud businesses than in their legacy software lines.

Value of acquisitions* since the end of 2010

Marketing outlays during the previous four quarters

Revenue growth

99.7%
Cloud 
companies

53.5%
Cloud 
companies

$7.8b $6.0b

Oracle

Oracle

Oracle

SAP

SAP

SAP

$14.9b $13.2b

1Q’15 1Q’16

100%

0
-25%

3Q’15 3Q’16

100%

0
-25%

Cloud-related businesses New licenses for legacy software

Salesforce.com  

$3.2b
Workday 

$0.4b
NetSuite

$0.4b
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“It’s not just security. It’s defense.”
Cyber threats have changed, and the solutions need to 

change too. The sophisticated techniques BAE Systems 

uses to protect government and military assets are now 

helping to defend businesses around the world.

Learn more at BAEsystems.com/cyberdefense

Copyright © 2016 BAE Systems plc. All rights reserved.





How patient-assistance  
funds give  
drug companies cover  
to raise prices



n August 2015, Turing Pharmaceuticals and its then-chief 
executive, Martin Shkreli, purchased a drug called Daraprim 
and immediately raised its price more than 5,000 percent. 
Within days, Turing contacted Patient Services Inc., or PSI, a 
charity that helps people meet the insurance copayments on 
costly drugs. Turing wanted PSI to create a fund for patients 

with toxoplasmosis, a parasitic infection that is most often 
treated with Daraprim. 

Having just made Daraprim much more costly, Turing was 
now offering to make it more affordable. But this is not a feel-
good story. It’s a story about why expensive drugs keep getting 
more expensive, and how U.S. taxpayers support a billion- 
dollar system in which charitable giving is, in effect, a very 
profitable form of investing for drug companies—one that may 
also be tax-deductible.

PSI, which runs similar programs for more than 20 dis-
eases, jumped at Turing’s offer and suggested the company kick 
things off with a donation of $22 million, including $1.6 million 
for the charity’s costs. That got Turing’s attention. “Did you 
see the amounts??? $22MM!!!” wrote Tina Ghorban, Turing’s 
senior director of business analytics, in an e-mail to a colleague. 
(The document was obtained by congressional investigators 
looking into the company’s pricing.) Turing ultimately agreed 
to contribute $1 million for the patient fund, plus $80,000 for 
PSI’s costs.

PSI is a patient-assistance charitable organization, com-
monly known as a copay charity. It’s one of seven large charities 
(among many smaller ones) offering assistance to some of the 
40 million Americans covered through the government-funded 
Medicare drug program. Those who meet income guidelines 
can get much or all of their out-of-pocket drug costs covered by 
a charity: a large initial copay for a prescription, another sum 
known as the coverage gap or the donut hole, and more-modest 
ongoing costs. It adds up fast. After Turing raised Daraprim’s 
price, some toxoplasmosis patients on Medicare had initial 
out-of-pocket costs of as much as $3,000. 

That’s just a fraction of the total cost. Turing’s new price for 
an initial six-week course of Daraprim is $60,000 to $90,000. 
Who pays the difference? For Medicare patients, U.S. taxpay-
ers shoulder the burden. Medicare doesn’t release complete 
data on what it pays pharmaceutical companies each year, but 
this much is clear: A million-dollar contribution from a phar-
maceutical company to a copay charity can keep hundreds of 
patients from abandoning a newly pricey drug, enabling the 
donor to collect many millions from Medicare.  

The contributions also provide public-relations cover for 
drug companies when they face criticism for price hikes. 
An internal Turing case study about how to talk about price 
increases, written last October and released by Congress earlier 
this year, contained the suggestion that patient assistance pro-
grams be “repeatedly referenced.”

“It looks great for pharmaceutical companies to say they 
are helping patients get the drugs,” says Adriane Fugh-Berman, 
a doctor who’s studied pharma marketing practices for three 
decades and is an associate professor of pharmacology and 
physiology at Georgetown University. The intent of these dona-
tions, she says, is to “deflect criticism of high drug prices. 
Meanwhile, they’re bankrupting the health-care system.”

It’s not just Daraprim. In 2014, the drug company 
Retrophin—run at the time by Shkreli—acquired Thiola, a 
26-year-old drug that treats a rare condition in which patients 
constantly produce kidney stones. As Retrophin raised the 
drug’s price 1,900 percent, it also gave money to PSI for copay 
aid for  kidney-stone patients. In 2010, Valeant Pharmaceuticals 

International bought a pair of old drugs that treat Wilson 
Disease, an obscure disorder in which copper accumulates in 
the body. Three years later, amid a series of price increases 
that ultimately exceeded 2,600 percent, Valeant gave money 
to the Patient Access Network (PAN) Foundation for copay aid 
to Wilson Disease patients. 

Fueled almost entirely by drugmakers’ contributions, the 
seven biggest copay charities, which cover scores of diseases, 
had combined contributions of $1.1 billion in 2014. That’s more 
than twice the figure in 2010, mirroring the surge in drug prices. 
For that $1 billion in aid, drug companies “get many billions 
back” from insurers, says Fugh-Berman.

“Drug companies aren’t contributing hundreds of millions 
of dollars for altruistic reasons,” says Joel Hay, a professor and 
founding chair in the department of pharmaceutical economics 
and policy at the University of Southern California. The char-
ities “don’t ever have to scrounge for money. It falls right to 
them.” Both Hay and Fugh-Berman have served as paid expert 
witnesses in lawsuits against drug companies.

When Turing bought Daraprim and sought to boost its 
annual revenue from $5 million to more than $200 million, 
the use of patient-aid funds was considered essential, inter-
nal company documents show. Last May, as the company did 
its due diligence before the purchase, one executive warned 
in an e-mail that new, high copays would force toxoplasmosis 
patients to seek alternative drugs.

“We want to avoid that situation,” wrote Nancy Retzlaff, 
Turing’s chief commercial officer. “The need to address copay 
assistance is a key success factor.” Turing officials declined 
an interview request but said in an e-mail that by “success,” 
Retzlaff meant that “no patient is denied access to our med-
icines by inability to pay.” Turing added that it gives hospi-
tals discounts of up to 50 percent on Daraprim and that most 
patients receive the drug through programs such as Medicaid 
that pay just 1¢ per pill.

Nonetheless, a document in which PSI laid out its plans for 
the new fund contained a clue about whose interest was being 
served. It says: “Client | Turing Pharmaceuticals.”

In 1983, Dana Kuhn was a young man working in a Presbyterian 
church in Jackson, Tenn., when his life took a tragic turn. During 
a fundraising basketball game, he went up for a rebound, came 
down awkwardly, and broke his foot. A mild hemophiliac, 
Kuhn received a blood infusion. It contained the HIV virus. 
Not realizing he was infected, Kuhn transmitted the virus to 
his wife, who died in 1987, leaving him the sole parent of their 
two young children. 

Kuhn became an advocate for hemophilia patients and a 
plaintiff in a lawsuit against drug companies that were slow to 
address the risk of HIV in clotting treatments. He also began 
working as a counselor to hospital patients, and in that capacity 
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he saw how medical costs harmed families, even those with 
insurance. Patients blew through their savings; some had to 
sell their homes, he recalls.

He founded PSI from his kitchen table in 1989 and ran it 
without drawing a salary for the first seven years. “The right 
kind of assistance can keep somebody in their home, help 
them maintain a job, and keep them as a productive member 
of society,” says Kuhn, now a lanky 63-year-old with close-
cropped brown hair and a graying mustache.

Kuhn created the model, and an act of Congress in 2003 
allowed such charities to dramatically expand in scale. That 
year, lawmakers expanded Medicare, creating Medicare Part D 
to cover prescription drugs. This big, taxpayer-funded market 
came with a catch for drugmakers: They’re allowed to give 
direct help to patients covered by commercial insurers—and 
discount cards covering drug copays have become ubiquitous—
but they can’t do the same for Medicare patients. Direct gifts 
to these people can be considered illegal kickbacks, improp-
erly steering patients to a particular company’s drug instead 
of cheaper alternatives.

However, government policy does allow “bona fide, inde-
pendent” charities to help Medicare patients with drug costs. 
Pharma companies can contribute to charities for specific dis-
eases, provided they don’t exert any sway over how the non-
profits operate or allocate their funds.

Under the new rules, PSI’s revenue grew rapidly, from 
$16 million in 2003 to $128 million last year. In 2014 the charity 
said just over half its funds came from a single drug company, 
though it didn’t name the donor. Former employees say it was 
Novartis; Novartis confirmed it’s given to PSI, but declined to 
say how much. 

The largest copay charity, the PAN Foundation, grew even 
faster, soaring from about $36 million in contributions in 2010 
to more than $800 million last year. About 95 percent of PAN’s 
contributions come from the pharma industry, the charity 
says; in 2014, five unnamed drug companies kicked in more 
than $70 million apiece, according to PAN’s tax filing. With this 
eager stable of donors, PAN spent just $597,000 on fund raising 

in 2014. That’s less than 1 percent of the fundraising expense 
for similar-sized charities, like the American Cancer Society 
and the American Heart Association. 

Kuhn’s compensation has increased along with PSI’s scope. 
In 2014 his salary was $576,000, making him the highest-paid 
copay charity executive. Kuhn has also had close business 
dealings with the charity he created. Before 2004, PSI con-
tracted out some of its operations, including fundraising and 
program services, to a for-profit company called Managed Care 
Concepts, which Kuhn co-owned. The charity also leased office 
space from Kuhn’s company. In 2005 the charity purchased 
office buildings from Managed Care Concepts for $1.06 million, 
or about $200,000 more than the company had paid for them 
in 2000 and 2003. 

During that time, PSI also paid Kuhn $476,000 for intellec-
tual property that was “vital to the ongoing activities of the 
organization,” according to the charity’s tax filings. The IP in 
question is an Excel spreadsheet that helps calculate how much 
aid patients should get, according to six former employees and 
managers at PSI. (In a written statement, the charity defends 
Kuhn’s compensation as being commensurate with his expe-
rience. The price increase on the buildings purchased from 
Kuhn’s company was in line with the shifting real estate market, 
it says. And the spreadsheet was valued at nearly 10 times the 
amount Kuhn received for it by a firm hired by PSI’s board.)

Kuhn talks about PSI only until he’s asked about the Turing 
donation. Then his tone grows fierce. “I want to make sure 
you’re not getting into a situation here where a patient dies 
because of what you write,” he says. “What goes around comes 
around. Don’t continue to shovel dirt onto patients. The foun-
dations, we’re just trying to throw out lifejackets to people who 
were on the Titanic. Everyone else is trying to throw debris on 
the patients to sink them. It’s just cruel.”

“I’d be dead without PSI,” says Steve Ashbrook, a retired opti-
cian in Cincinnati. He was diagnosed in 2009 with chronic 
myeloid leukemia, or CML, a slow-moving cancer that 
starts in the bone marrow. His doctor prescribed Gleevec, 

Option 1:  Give  away the drugs (it’s called “compassionate product”)

Option 2:  Fund copay charities—and sell more  product
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a Novartis drug that’s helped double CML patients’ five-year 
survival rate, to 63 percent, since the 1990s.

When Ashbrook started on Gleevec, he was on a high dose 
that cost $6,000 per month. Ashbrook, who lives on $1,600 
per month from Social Security, was facing initial out-of-
pocket costs of more than $2,000, and $300 a month after 
that. At first, Novartis gave him free medicine, as drugmak-
ers often do for patients who can’t afford it. The industry 
has a term for that: “compassionate product.” Ashbrook’s 
doctor told him about PSI, and a month or two after starting 
on Gleevec, Ashbrook qualified for help. PSI began covering 
his out-of-pocket costs while his Medicare plan paid the rest.

Ashbrook says he couldn’t care less where PSI’s money 
comes from. That’s presumably true of most of the hundreds 
of thousands of patients supported by copay charities—they’re 
just grateful for the help. But Ashbrook’s story illustrates how 
the system enables drug pricing that squeezes Medicare.

A year’s supply of Gleevec can be produced for less than 
$200, according to Andrew Hill, a researcher at the University 
of Liverpool. When the drug was introduced, in 2001, its U.S. 
price was $30,000 a year. At that level, it would have recouped 
its development costs in just two years, according to a letter 
from 100 cancer specialists, published in the medical journal 
Blood in 2013. The price is now up to $120,000 a year in the 
U.S. (It’s priced at drastically different rates around the world: 
$25,000 a year in South Africa, for example, and $34,000 a 
year in the U.K.)

As Gleevec’s price has climbed, so has the burden on tax-
payers. Medicare spent $996 million on the drug in 2014, 
up 158 percent from 2010. Most of that increase is the result 
of price hikes; Gleevec’s U.S. list price jumped 83 percent 
from January 2010 to January 2014, from $139 to $255 per 
400- milligram pill. (A generic is expected to lower costs in 
the future.)

Eric Althoff, a spokesperson for Novartis, said via e-mail that 
the company’s pricing isn’t, and shouldn’t be, based on the 
cost of developing and manufacturing its drugs. “We invest in 
developing novel and current treatments to find ways to make 
more cancers survivable,” he said. “This is challenging and 
risky and needs to be taken into consideration when discuss-
ing pricing of treatments.” Althoff also said Novartis had con-
tributed $389.4 million to copay charities since 2004.

The charities are at pains to distance their work from the 
drugmakers’ pricing strategies. “Pharmaceutical companies 
do want to donate to nonprofits to help people,” says Kuhn. 
“For what reasons? I can’t answer that.” 

Daniel Klein, PAN Foundation’s chief executive officer, 
says his organization has no influence over drug prices. “We 
are unaware of any data demonstrating that the help pro-
vided by charitable patient assistance organizations such 
as PAN has any impact on drug prices,” he says. In inter-
views and e-mails, the heads of several other copay charities 

also stressed their independence from donors. 
If a charity fund pays mostly for one particular drug, it may 

be for reasons that have nothing to do with whether the drug’s 
maker is a donor—one drug might simply have a bigger market 
share, for example. If, however, a charity supports one drug 
over another when both treat the same disease, that could 
violate Medicare’s anti-kickback rules. The criminal penal-
ties for such violations can reach $25,000 and five years in 
prison for each kickback, and civil fines can be up to $50,000 
per violation.

To ensure that charities and drug companies operate inde-
pendently, federal regulators prohibit the charities from dis-
closing detailed information about their operations, which 
drug companies could use to calculate the impact of their dona-
tions to their bottom lines. However, data obtained through 
the Freedom of Information Act shows that pharma companies 
are able to sponsor funds that mostly support their own drugs. 
Over a 16-month period in 2013 and 2014, PAN Foundation had 
51 disease funds, 41 of which got most of their money from 
single drug-company donors, according to data PAN provided 
to regulators. Of those 41, 24 funds paid most of their copay 
assistance claims for patients using drugs made and sold by 
their dominant donor.

PAN’s Klein says all its funds are managed “in strict com-
pliance with federal regulations and all are managed indepen-
dently of the donors.” Charity directors say they try to have 
their funds cover wide varieties of medicines, lessening the 
chance that a drugmaker can support mostly its own custom-
ers. “In our model, the money gets spread out across a lot of 
different treatments and products,” says Alan Balch, CEO of 
the Patient Advocate Foundation, which counsels patients and 
also has a copay program.

But in presentations and marketing materials over the years, 
some charities have explicitly pitched drug companies on how 
donations can help their bottom lines. In a PSI newsletter in 
2004, Kuhn promised a “win-win” solution for patients and 
drugmakers. “We provide a way for pharmaceutical companies 
to turn their ‘free product’ programs into revenue by finding 
long-term reimbursement solutions,” he wrote. Even today, 
on the PSI website, one executive describes how companies 
working with the charity “have realized increased product 
usage” while reducing “use in compassionate product.” 

Another charity, Chronic Disease Fund, was even more 
explicit. In a brochure published in 2006, it said drugmakers’ 
gifts to copay charities—which, again, may be tax- deductible—
can be more profitable than many of the companies’ for-profit 
initiatives. “In other words,” the CDF pamphlet said, “to achieve 
the same return as your charitable patient financial assistance 
program you would need to run a pre-tax for-profit program 
with a return of 81 percent.”

CDF now goes by the name Good Days from CDF. It changed 
its moniker after the copay charities endured the closest 
thing they’ve ever seen to a scandal. In 2013, Barron’s pub-
lished an article suggesting CDF was  creating disease funds 
to help Questcor Pharmaceuticals, a drugmaker that was 
donating millions of dollars to the charity. CDF was offer-
ing assistance to people afflicted with 37 diseases, but eight 
of its funds  supported only a single Questcor product called 
Acthar, according to Barron’s. Acthar treats a range of ail-
ments from infantile spasms to lupus, but other treatments 
for those maladies are available. After additional publicity, 
including a couple of detailed reports from short sellers, who 
suggested Questcor’s sales were propped up by an improperly 
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close relationship with the charity, CDF replaced its top exec-
utive and board of directors.

CDF “completely disavows” the 2006 brochure, says Jeffrey 
Tenenbaum, an attorney for the charity and a partner at law 
firm Venable. He says the brochure hasn’t been used in a 
decade and “is completely inconsistent with every policy and 
position that the organization takes.” He adds that there was 
nothing improper with the Questcor relationship and that 
there’s nothing wrong, in general, with drug companies ben-
efiting from these charities, if their contributions are neces-
sary to help patients. “Of course there are benefits to drug 
companies, but the benefits to the general public are greater,” 
says Tenenbaum.

The Department of Health and Human Services responded 
to the CDF flap by telling all nonprofits in 2014 that it was going 
to scrutinize disease funds more closely to make sure they 
weren’t favoring drug-company donors. Since then, the Office 
of the Inspector General (OIG) at Health and Human Services, 
which oversees Medicare spending, has largely signed off on  
the operations of most of the charities. 

In December the inspector general gave a favorable advi-
sory opinion to Caring Voice Coalition, a charity that attracted 
$131 million in contributions last year. Five former managers 
and employees say Caring Voice favored drug companies that 
were donors over those that weren’t. Patients who needed 
donor companies’ drugs got help quickly, the former staff 
members say, while patients who had the same disease but 
used another company’s drug were sometimes steered away 
or wait-listed. The former employees asked that their names 

not be used because they signed nondisclosure agreements or 
they feared backlash from the charity’s executives. 

In 2011, Caring Voice set up a fund for narcolepsy, and 
Jazz Pharmaceuticals made a donation. Jazz makes the nar-
colepsy drug Xyrem, which has risen in price by more than 
1,000 percent since 2007 and now costs about $89,000 per 
year for a typical patient, according to Connecture, which 
sells software that compares drug prices. Two other drugs 
that treat narcolepsy, Provigil and Nuvigil, were made at the 
time by a company called Cephalon, which wasn’t a Caring 
Voice donor. When narcolepsy patients contacted Caring Voice, 
those who used Xyrem could typically expect help quickly, the 
former employees say. Patients who used Provigil or Nuvigil 
were referred back to Cephalon. Patients who could prove that 
Cephalon’s foundation denied them help would be added to a 
Caring Voice waiting list. One former manager says he doesn’t 
recall anyone moving off the wait list and getting help. 

On May 10, Jazz Pharmaceuticals announced that the 
Department of Justice had issued a subpoena for documents 
related to the company’s support of charities that provide 
financial assistance for Medicare patients. The Jazz disclosure 
specifically mentioned Xyrem but didn’t provide details about 
which relationships with specific charities were under scru-
tiny. The company declined to comment about the subpoena.

It’s unclear how much money Jazz contributed to Caring 
Voice, but a company spokeswoman confirmed it has given 
since 2011 and said the company has no role in determining 
which patients the charity supports. In an e-mailed statement, 
Caring Voice’s president, Pam Harris, said the nonprofit’s pro-
grams cover a broad variety of drugs and its staff members 
use uniform criteria to determine patients’ eligibility for help, 
regardless of which drugs they use. “Assistance is awarded 
without regard to any donor’s interest,” Harris said. She 
declined to answer additional questions.

Earlier this year, the copay charities gathered for a con-
ference at Baltimore’s Hyatt Regency Inner Harbor Hotel, 
where their staff members mingled with representatives from 
Novartis, Johnson & Johnson, Merck, Genentech, and other 
drug companies.

One panel discussion focused on “OIG oversight” and 
“opinions and developments on patient assistance.” Another 
focused on “legal and compliance considerations.” A third 
touched on “manufacturer/foundation relations.” Bloomberg 
Businessweek wasn’t allowed to hear what was said; at the check-
in desk, a conference staffer told a reporter that journalists 
weren’t welcome at the two-day event, even if they paid the 
$2,399 entrance fee. 

In the hotel lobby, Kuhn, the father of this industry, sat 
alone, eating a light breakfast. He was wary of answering more 
questions and demurred on a request to visit PSI’s offices. He 
asked for a guarantee that a story wouldn’t damage the system 
he built. The charities, Kuhn said, “are all totally legitimate.” 
On the phone, weeks earlier, he’d expressed a similar concern. 
“I don’t want to see people put uneducated questions into 
people’s minds about not-for-profit foundations,” Kuhn said.

If the government forced charities to expand their funds 
to include multiple diseases and more drugs, pharma com-
panies might pull their support, he said. “Some foundations 
might have to close programs because they become so broad.” 

Is that because drug companies won’t support charities if 
they can’t be sure they’re also helping themselves? 

“Of course,” Kuhn said. “We live in a capitalistic society. 
Everyone needs to make a little bit of money.” �
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Pismo Beach, Calif., Martha Beck stands on stage, nearing the 
end of an effusive 90-minute keynote speech for the semian-
nual Meet and Greet of the (mostly) women enrolled in her life 
coach training program, when she stops abruptly. “Integrity 
check!” she says.

She’d been telling the 80 or so trainees a story about her 
diagnosis many years ago of fibromyalgia, a chronic pain con-
dition. She’d been an avid runner before the diagnosis; she’s 
started running again, even though exercising is often painful for 
people with  fibromyalgia. Her point was that we shouldn’t always 
believe in our limitations, no matter how expert the source who 
presents them or how concrete they may seem. Also, maybe we 
don’t need quite so many rules! She reminded everyone that so 
much of what we know is told to us with great authority, and 
we accept it. Part of Beck’s credo—part of any trained sociolo-
gist’s credo—is to understand that most rules put in place for our 
lives are a social construct, so it’s our constant job to ask, “Wait, 
is that presumption that I have true? What proof do I have that 
it’s true? How did I come to believe this, and does it serve me to 
continue believing it?” 

A little earlier, she’d illustrated her point by inviting a trainee 
onto the stage. She asked the woman what was on her mind, and 
the trainee, who hasn’t given me permission to share her story 
(so I’ll say it in the broadest terms), said she was having a trust 
issue with someone she knows. Beck coached her through the 
problem, teaching her that the only person the trainee needed 
to trust was herself, and that once she trusted herself, she would 
know how to live. Beck employed several of her best-known tech-
niques: some questions, some kinesiology. She had the woman 
raise her arm and try to keep it raised as she made a statement 
she considered true about her conun-
drum. The body weakens when it’s lying, 
Beck explained. So if Beck applies pres-
sure to an arm and it goes down easily, 
the person knows she’s lying to herself 
(or others). If it stays strong, well, then 
the statement is true. The trainee’s arm 
withstood Beck’s pressure, and she 
learned from this to trust her instincts. 
She then made a namaste gesture with 
hands, bowed, and went back to her chair.

Now, in the long seconds after Beck suddenly stops, the room 
falls silent. She looks at the people in her audience, meets their 
eyes. Many look as if they’d been created in her image: flowing 
fabrics and decorative, loosely draped scarves. Beck wears a 
turtleneck and some stealth  jeggings, short motorcycle boots, 
and a long  cardigan. Her smile is slight and confident; she’s 
the calmest, most attentive person in the world. She squints, 
inhales as if smelling something familiar but unidentifiable, 
and turns her head two degrees. Then she looks back at the 
crowd: “I’ve just done an integrity check,” she resumes. “And 
I realize that if it’s OK with you, I would like to stay and talk to 
you again after lunch. Would that be OK?” Would it! They’d been 
scheduled to do workshops after lunch, but another chance to 
listen to the woman in whose image they were re-creating them-
selves? No question. The (mostly) women rise from their seats 
and clap. Some go off to have spinach salads, while others do 
quick integrity checks, decide the better move is a hamburger 
from room service, and run back to their rooms.

For the uninitiated, Beck is the Matryoshka doll of life coaches: 
She coaches herself, she teaches other coaches, they in turn coach, 
and so on. She grossed $3.5 million last year, but more significant 
than her own earning power is her role legitimizing the field. 
Life coaching used to be a fluke that people rolled their eyes at 
or likened to psychic readings —a sphere of half-truths at best and 

rarely sustainable as a full-time job. According to a survey done by 
the International Coach Federation (ICF), as of 2012, there were 
more than 15,000 life coaches operating in the U.S. and 41,300 
coaches worldwide taking in a total of $2 billion. While numbers 
are hard to verify (the business is unregulated; some coaches 
operate out of their homes and call it something else), the fed-
eration’s report found that accredited life coaches charge from 
$85 to $214 per hour.  

To understand how life coaching transformed into a viable 
career option and (almost) shame-free resource, Beck is as 
good a place as any to start. At first her operation was small: 
People came to her for coaching, so she coached them. Then 
there were so many that she decided to write a book, then 
another, then another. Oprah Winfrey came calling, first for 
some live coaching on her TV show, then to grant the people 
what they wanted with a monthly column by Beck in O, The 

Oprah Magazine—the most 
strangely compelling, likable, 
and knowing column of words 
you could read every month—
which sold more books and left 
more people seeking out Beck. 
Finally, she began hearing 
from her readers, who loved 
her insight so much that not 
only did they want to apply it 
to their lives, they wanted to 
do what she does. 

She’d already been teach-
ing small groups her methods, 
workshop-style.  But the 

demand was suddenly 
immense. Martha Beck 
coach training was born. 
In 2011, Martha Beck Inc. 
(MBI) grossed $2.1 million, 
according to Beck. Revenue 
has risen 63 percent since 
then—much of the growth 
happening by 2013—at a 
company with exactly two 

full-time staff members (Beck 
makes three). Corporations 
frequently book her, too, for 
upwards of $35,000 a session. 
The attendees at Pismo Beach 
will bring to 4,121 the total 
number of people she and 
her team have trained to be 
coaches since 2008.

Coach training is an eight-
month telecourse and Internet-
based program. The cost is 
$7,770 for instruction led by 
Beck and master coaches, life 
coaches who’ve taken the cer-
tification course, completed 
75 hours of paid coaching, 
and taken on extra training. 
Certification for a life coach 
costs $850 (and includes being 
listed on the Martha Beck 
website as a coach); the master 

coach certification costs an additional $8,500 and includes six 
months of instruction that culminate in a retreat at Beck’s home, 
the North Star Ranch, in Central California. 
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During training, Beck requires each aspiring life 
coach to collect fees for their time, even if it’s a small 
amount—say $20 or $40 per hour. Once they’re certi-
fied, they’ll make up to $200 an hour asking people if 
they’re sure their suppositions are true, and pushing 
back gently and supportively against people who are 
sure theirs are. 

What’s surprising is that the coach trainees aren’t 
people who believe they’re doing so well in life that 
they want to tell you how to live yours. Instead, they 
seem to be people who didn’t know how to live and 
found a way to at least ascertain what they want out of 
life. This skill, this ascertainment, is what they want so 
badly to share. They’re among the humblest people I’ve 
ever met. Performing my own integrity check, I must 
say that Beck and her army initially had me thinking 
I’d debunk a subculture that’s trying to, at best, feel 
their way through life by the squishiest means, and, 
at worst, feel their way through people’s wallets. But 
once with Beck and her acolytes, I had the undeniable 
sense that, for all their peculiar ways of speaking, they 
were gaining an understanding of the human condition —and 
accepting it—to an extent that few do.

 
exactly what an integrity check means, and what an integ-
rity cleanse is, too. Last August, Beck incorporated the integ-
rity cleanse into her coaching curriculum. She’d been hanging 
out with her friend Byron Katie, another prominent figure in 
the  self-improvement arts and sciences, and Katie’s husband, 
Stephen Mitchell, who noticed that Beck spoke about some of 
her business obligations with a palpable dread. She rolled her 
eyes and resented the constant attention and promotion that 
went along with being a best-selling author of four books and 
a novel, an in-demand speaker at such places as Gulfstream, 
General Electric, and the Chopra Center, and a sought-after 
personality in her  industry. Mitchell, a scholar and a poet, had 
translated Beck’s favorite version of the Tao Te Ching, which she 
gives to every guest in her home and has given to me twice. He’d 
said to Beck, “Then why are you doing these things?” And, Beck 
says, she looked hard at the two and their work and saw that 
“they just live their truth so deeply—so deeply.” She spent the 
day watching them run their business—books and workshops 
based on Katie’s method, The Work. “And it was just like abso-
lutely no variation from the deepest integrity,” she says. “Like 
every product had to feel like the truth. I can’t even describe 
how honest these people are. And I, just, it was like somebody 
gave me a big drink of water in the desert.”

So Beck went on an integrity cleanse. She decided she 
wouldn’t be dishonest with anyone about anything for 
any reason. When she feels her expression is becoming 
disingenuous —politely smiling when she’s annoyed, patient 
when she just wants to get out of there—she reconsiders. 
Recently on a conference call with a few people ready to give 
her a pile of money, she realized she’d had enough. “I’m going 
to get off this call now,” she interrupted, then asked her chief 
executive officer, Bridgette Boudreau, also on the call, if she 
would handle it. Boudreau said yes. Beck hung up, walked 
outside, and tilted her face toward the sun. 

The integrity cleanse is now part of every life coach’s training. 
They learn to stop in the middle of an interaction if they’re being 
more accommodating and less truthful than they should be, and 
say, “Integrity check!” Then they check their own  internal truth 
meters. In the world according to Beck, we all possess one, and 
it never breaks. What’s difficult is finding it beneath the layers 
of politeness and trauma we endure in our lives.

Beck’s coaches are trained to do a lot of 
things, but they don’t give advice, because 
they don’t have access to your truth meter—
only you do. The job of a coach, Beck says, 
isn’t to tell you how to live your life. It’s to 
keep digging until the coach understands 
what the client really wants from her life, 
her romantic partnership, her friendship, her 

career; it’s the job of the coach to “help enhance the quality of 
life and help find what is causing the suffering.” 

The Meet and Greet in March was the second of Beck’s gath-
erings I’ve attended. In 2013, I went to her Coaches Summit in 
Phoenix. There I found an enthusiastic, ebullient audience of 
(mostly) women—medical doctors and English lit professors and 
psychotherapists and investment bankers, all of whom (really, 
each one I spoke with) had one day realized there was an ongoing 
misery in their lives despite their successes. They were trying 
to find what they’d do best, or, as the title of Beck’s first best-
seller had it, their “north star.” What they realized is that they 
wanted to do what Beck did.

A licensed therapist told me she was looking to learn 
 coaching so she could help her clients plan the future instead 
of staying mired in the past. A woman in turquoise capris, who 
had an MBA and had been an investment and money manager, 
said she was “stuck in a box” doing what she thought she was 
supposed to be doing. “I was an impostor,” she said. She started 
seeing a life coach who helped her realize that the mentoring 
part of her job, the part she loved, was what she should be 
doing full time. She quit her job and started training as a coach. 

I met a grief counselor who wanted tools to help support those 
in mourning. Another woman, after a tough divorce, wanted to 
learn how to help people in transition. She told me that Beck 
had said that “whatever your hell-and-back is, that’s your gift.”

And then there were the people who help explain why life 
coaching has had such an uphill battle in terms of legitimacy:

“I didn’t decide to do it,” said one. “It decided to do me.”
“I had a knowing,” said another, who, when I asked what that 

meant, simply repeated herself.
“I was being drawn to my future self,” said a woman who pre-

viously had braided hair at Renaissance festivals until she felt 
the calling to train as a coach. 

Another: “One day I asked myself, ‘Who am I?’ Then I said, 
‘Who am I not?’ ”

Which, sure. 
But three years later in Pismo Beach, Beck’s audience has 

changed. Mostly, I meet people who are mounting a proven and 
potentially lucrative career track.

 
road in San Luis Obispo about 15 minutes after you lose your 
cellular service. Beck bought it three years ago and has since 
acquired horses that are of use in one kind of coaching 
she does. She doesn’t subscribe to just one way to live 
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one’s life, or even one way of coaching. She believes you can 
use survival training, animal tracking, horse training, just plain 
talking, religion, atheism, academia, research, personality psy-
chology, other gurus (like Katie)—all in the service of finding, 
yes, your truth. 

Beck is an autodidact, and it seems as if there’s no part of 
culture or history or academia that she doesn’t know a lot about. 
A partial list of references she makes during a two-hour inter-
view at the ranch includes: The Mustard Seed Garden Manual of 
Painting, Pablo Picasso, Alexander McCall Smith (author of The 
No. 1 Ladies’ Detective Agency series), the reality show Naked and 
Afraid, Tarahumara Indians, the movie Her, Alan Watts, Eckhart 
Tolle, Christian mystics, Jewish mystics, and fractals.

She says things like:
“We’re in the afterlife. This is the afterlife of my 20-year-old 

self, and your 20-year-old self. We are living after that life, and 
that person is gone.”

And: 
“Enlightenment is this return to childhood through the heroic 

saga of the personality, like fighting itself. The ego bloating up 
and getting punctured. To return after that is an innocence that 
is also wise, and I think that’s what we’re all trying to get to, but 
it’s interesting to strip away the layers of artifice.”

She lives on the ranch with her romantic partner, Karen; her 
middle child, Adam; two women who 
teach life coaching through horse 
interaction; and a man they jokingly 
call a farmhand who also coaches—his 
specialty being helping gay men heal 
from trauma and shame. 

She once had a more conventional 
family. She was the   second-youngest 
of eight children in a prominent 
Mormon family in Provo, Utah. While 
at Harvard studying East Asian studies 
and sociology, she married another 
Mormon, John Beck. She found out during her second preg-
nancy that her baby had Down syndrome. To the surprise of 
her colleagues at Harvard, where she had finished her studies 
and was doing research, she didn’t end the pregnancy. She and 
John moved back to Utah, but decided to break from the church 
during a period of suppression, when many people were being 
excommunicated. The Becks ultimately divorced. They both were 
gay—he’d known he was for a while, and eventually she realized 
she was, too. They continued to live together and co- parented 
while raising their three children. Eventually they moved south, 
where they both taught at Arizona State University. 

Beck designed and taught a career development class at 
the business school, where she learned that her  matter-of-fact 
approach to finding the life you want wasn’t just appealing to 
her students, but also was considered essential. Immediately, 
students began flooding her office hours. They asked if they 
could book an 
hour with her. She 
charged $50, and 
with that, her life 
coaching business was born. “I could barely force myself to 
put it in the bank,” she says. “I just felt like it was highway 
robbery. What could I possibly be doing to help these people? 
I mean, everything I was saying was so obvious. If it makes 
you feel good, do more of it. And if it makes you feel horri-
ble, maybe you should back off a little. And that was really all 
I said. And they kept paying me.”

In 1999 she published a book called Expecting Adam about 
her pregnancy with her middle child. She then wrote Finding 
Your Own North Star, the first of several books about stripping 

away the conditions you’ve invented so you can figure out what 
to do with your life. The advice in it seemed obvious to her. 
Not so to her editor and publisher. It became a best-seller. She 
eventually wrote a book about her life in the Mormon commu-
nity in which she described the sexual abuse she’d endured 
as a child. She left the church and is no longer in touch with 
what she calls her “family of origin.” She calls herself and her 
fellow coaches “wayfinders.” She believes her abuse and her 
suffering were a felix culpa—it either made her into a wayfinder 
or identified her as one. 

“I believe, and please, I would say this very, very gently to 
anyone who’s reading this, this is on the far side of a lot of healing, 
I was lucky enough to be abused,” she says. “I was very  fortunate 
to be born with a high level of  sensitivity, I think as most people 
are, and then to encounter  suffering in a form that was very, very 
 challenging and almost completely destructive, and then to find 
my way back to peace and  happiness and everything.”

She wouldn’t trade what she has now for a “normal” life. 
“It’s what Ernest Hemingway said, life breaks us all. We can 

hope to be strong in the 
broken places,” she says.

At Arizona State, the 
administration didn’t 
seem pleased with her 
popularity, so Beck left 
the school and went out 
on her own, increas-
ingly emphasizing not 
how students could 
better proceed in their 
own careers, but how 
to do what she does. 
With that, she created a 
course for her first coach 
training, and although 
it would be three years 
before MBI was an offi-
cial company, her busi-

ness, as she knows it now, was born. 
No small part of MBI’s success is, naturally, Beck herself and 

how her touch is insistent but never tough. “We get a lot of letters 
saying, ‘I read this column, it changed my life,’ ” 
Amy Maclin, her editor at O, says. “Sometimes 
she’ll have exercises that force you to get down 
to it. If you do the work, it changes you. It’s not 
just pablum. There’s nothing shallow or surface 
about it. She challenges people.”

Beck believes that people who rise to the 
top of pyramid-structured businesses are nar-
cissists. Everyone on “the team,” which is what 
she calls the two full-time employees and six 
part-timers at MBI, is in charge of what they’re 

in charge of—coach training, CEO, marketing, 
social media, though nobody has such clearly 
defined responsibilities as to interrupt their 
 collaborative methods, which are their pride. 
“It’s like it’s so sort of incestuous at this point. 
It’s like who knows who’s touching what,” says Jessica Steward, 
who largely oversees marketing and is a master coach who 
helps train coaches.

The team meets via Skype weekly when one or more is travel-
ing. When meetings stop being productive or something appears 
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to be off, they make the decision not to go back to 
work and work harder, but to shut down their com-
puters and go rest. When business doesn’t seem to 
be thriving, Beck instructs them all to go out and play 
at something unrelated to the work. They come back 
each time to find their concerns resolved. “It works 
every time,” Beck says. “I don’t know why, but it does, 
so I guess I don’t really need to know.”

  
been business-building workshops for the 
 coaches-in-training. After lunch that day, there was 
supposed to have been a Q&A session with the master 
coaches, but then Beck came back onstage. No one 
was upset about the program change. As much as she 
tries to convey to her trainees that they’re each max-
imally gifted, they still look to her as their superior, 
gazing at her with sparkling eyes. When she walks 
into the room, their already shiny murmur comes 
even more alive.

As she begins speaking again, Beck asks if there 
are any questions about what had happened before 
the break to the coach trainee, the one with trust 
issues. To recap, a woman had a question about a 
relationship, and Beck had coached her into under-
standing that she had a perfectly working truth meter 
herself. The only way she could really live her life 
was to understand that if she kept checking in with the truth 
meter, it wouldn’t let her down. The case seemed closed, and 
the woman satisfied. Confused, I raise my hand and ask what the 
woman is supposed to do next. Martha thanks me politely for 
my help, then asks me to come onstage. She says I didn’t quite 
get it. She’d like me to understand that coaching isn’t about 
advice; it’s about tearing away fear and every other layer to 
figure out exactly what you wanted in the first place, which is 
always the right thing.

She asks what’s going on with me, and I think for a minute 
about how that morning I had had a hard time getting dressed. 
I’d gained some weight recently, or maybe not as recently as I 
like to think, and had packed the wrong jeans. In general, if I 
were honest, this was an ongoing situation, turned more frus-
trating by my many attempts at weight loss. I tell her I can’t 
figure out why I can’t lose weight, how it consumes me so much 
of the time, and how bad it makes me feel. She asks when the 
thought is worst. In the morning, I tell her, when I get dressed 
and look in the mirror and try to proceed with the day like a 
regular person. 

“What is the thought you have when you’re getting dressed?” 
she asks. 

“I think when I get dressed that my body is disgusting,”  
I answer.

She asks what happens when I have that thought, how it 

makes me feel, and what I do next. I tell her that it makes me 
tired and pessimistic, it makes me avoid eating breakfast because 
I can’t deal with the matter that somehow got me here. She points 
out that the stress, plus the hunger, will probably send my corti-
sol soaring, and cortisol forces an animal hunger for the largest 
amount of high-calorie food there is. She asks me to imagine the 
opposite of the troubling thought that my body is disgusting.

“My body is functional,” I try. 
She asks the room if they think my body is functional, or if 

I am, in fact, beautiful. 

“Whoever thinks Taffy is beautiful, raise your 
hand.” Everybody does. She tells me to look around 
the room. She says to look everyone in the eye and 
look at the whites of their eyes. If they’re shaking, 
I’ll know they’re lying. Look how the whites of their 
eyes aren’t shaking. 

It’s in this moment that I’m supposed to have a rev-
elation about my body (and maybe I do) that I really 
come to understand why so many people respond to 
Beck and want to have what she has. By the time we 
hit the year 2016, we’ve been inundated with so many 

people professing so many aphorisms and rules parading as 
truth that our clichés have clichés. A life coach is really just a 
coal miner used for digging through the platitudes and finding 
out what’s true for the individual. The truth of a person’s life 
isn’t only about the will toward integrity; it’s about discover-
ing what you want under the layers of what you’ve been told 
you should want all these years. 

Now that I’d been seen by all these people who were all also 
on integrity cleanses, Beck asks me again what the opposite of 
me saying my body is disgusting is. Finally, I say what I know she 
wants to hear. 

“My body is beautiful,” I say. Everyone claps, and I cry. 
I get down off the stage while people look at me solemnly, 

wishing only for my peace and happiness. Sitting down, I 
wonder what has just happened. Have I been manipulated? 
Have I been wrong to lose my cynicism and skepticism even 
for that one minute? 

In retrospect, I think my body being functional was the 
 opposite of it being disgusting—that I was at the beginning of 
learning to be OK with it on a functional level. But functional 
isn’t the word that will make you feel like you’ve gotten your 
money’s worth from a life coach. In therapy, coming out with 
such a verdict can be a good goal. For coaching, the answer 
and the accompanying feeling have to be magical—they have 
to elevate you enough to remain with you after you’ve left  

the session. 
So what was my integrity check of that 

moment? I’ll tell you that in that moment, my 
internal truth-o-meter was flooded with love and 

well-being and hope for all the ways I still haven’t quite arrived 
at the person I want to be. And though I’m not wrong to be 
cynical—cynicism is the integrity check of my profession, after 
all—I realized Beck’s essential lesson: What exactly is the harm 
of believing the thing that makes you feel good rather than bad? 
And I’ll tell you what happens next, which is this: I get off the 
stage, and, one by one, the trainees line up, a line that snakes 
among the round tables and almost out the door. And, one by 
one, almost all 80 of them hug me and tell me I’m beautiful, 
just like that. �
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n the spring of 2012 the National Geographic 
Channel was about to premiere Diggers, a 
reality show about a couple of amateur 
sleuths who look for buried artifacts using 
metal detectors. During the promotional 
rollout, the National Geographic Society 
told David Lyle, chief executive officer of 
the network at the time, that concerns had 
been raised about the show. In the real 

world, scofflaws sometimes rifle through delicate archaeol-
ogy sites while brandishing the devices. Might Diggers inad-
vertently make the situation worse? Lyle assured  everyone 
at the society that the show was categorically anti-looting. To 
stave off its critics, Diggers eventually hired several archaeol-
ogists to serve as minders and chaperones on set. “If we were 
making that show for Discovery, we wouldn’t have had to do 
any of that. Why did the society care? A couple of people at a 
couple of universities wrote letters,” Lyle says. “They hated 
getting letters.”

For years a culture clash had been brewing within the clois-
tered, sober halls of the National Geographic Society, a social 
club turned nonprofit organization founded in Washington 
in 1888, and devoted to increasing and diffusing geographic 
knowledge. Some NGS executives were irritated by the 
reality-TV shows that had come to dominate the network, 
which was majority-owned by Rupert Murdoch’s News Corp. 
The worry was that the lowbrow shows were damaging the 
society’s credibility and upstanding reputation. Behind the 
scenes, they’d attempted to quash several projects. The TV 
people kept fighting back. 

By the time the NGS board hired Gary Knell, the former 
head of National Public Radio, to replace longtime CEO John 
Fahey in January 2014, the Diggers flap had blown over, but the 
tensions still simmered. Among other things, the internal strife 
was generating bad publicity. On a blog, societymatters.org, 
Alan Mairson, a former National Geographic writer and editor, 
highlighted again and again how the NGS’s traditional focus 
on science, exploration, and discovery was being over-
taken and undermined on cable TV by more titillat g
topics such as sex and drugs, paranormal activities
and true crime. He lambasted the society’s leadership
for subsidizing its “good works” with “tabloid trash,” 
often illustrating those critiques with a photo of
Murdoch laughing. 

Knell agreed with some trustees that the network  
editorial direction had gone awry, but he also kne
that the highly profitable network, not the augu  
yellow- bordered magazine, was the NGS’s lifeblood  

t that followed, Knell came to 
b e brand was suffering from a 

s sonality. It was one thing on 
other thing in print, and some 

b stly hybrid online. As much 
any particular program, he 

etermined, the dissonance was 
what was hurting business. For 

example, various sales teams were approaching poten-
tial advertisers separately and with very different pitches  
Knell suspected the internal friction would further jeop-
ardize National Geographic during an existential figh
for relevance. 

So in May 2015, a little more than a year into the job, Knell 
decided to clear the air. He organized an off-site retreat for the 
society’s 20 trustees to discuss the organization’s future. He 
invited several business partners to attend. “The two-day retreat 
was held at the U.S. Institute of Peace—which you shouldn’t 
read anything into,” Knell says. “There was a good feeling in 
the room.” 

Founded in 1984, the federally funded, nonpartisan peace 
institute is dedicated to reducing violent conflicts around the 
world. Its modernist Washington headquarters, topped by a 
billowing, translucent roof, is just off the National Mall, not
far from the Lincoln Memorial. Among the key guests arriv-
ing for Knell’s retreat were a handful of top executives from 
21st Century Fox, which had split from News Corp. in 2013. 
For years, the NGS and Fox had worked together, running 
the National Geographic Channels, a lucrative family of four 
domestic and foreign cable brands, of which Fox owned 
70 percent and the society owned the rest. Crucially, Fox 
sent Chase Carey, then the company’s chief operating officer, 
and James Murdoch. 

The youngest of Rupert’s three children from his first mar-
riage, James, 43, has spent much of his career outside the U.S., 
from Hong Kong to London, overseeing various outposts of 
the family’s far-flung media empire. Along the way, he served 
as the CEO and later nonexecutive chairman of BSkyB, the 
European telecommunications giant, of which his family’s 
company owned a controlling stake. In 2011, as the phone-
hacking scandal engulfed News Corp.’s U.K. newspapers, James 
returned to New York, where the company is based. In July 
2015 he took over from his father as CEO of 21st Century Fox. 
(He and Rupert declined to be interviewed for this story.) 

From a certain perspective, the summit at the U.S. Institute 
of Peace couldn’t have gone better. In September, the 

tional Geographic Society announced it would sell all 
o ts media holdings—including its flagship magazine, its 
T channels, and its book publishing  division—along with a 
h ndful of ancillary businesses, to a new for-profit company. 

x would pay the society $725 million and become major-
i y owner of the new venture, dubbed National Geographic 

Partners. The society would hold on to 27 percent and 
control half the seats on the new board. By taking a step 
back from the media business, the NGS would be free to 
focus on its philanthropic activities, supporting scien-

tific exploration, conservation, and education. And by paying 
the society a substantial sum, 21st Century Fox would gain 
tighter control over the expression of the National Geographic 
brand in print, on TV, and on the Web.

Not everyone saw this as good news. Various observers fretted 
that Rupert Murdoch’s conservative worldview, particularly his 
boisterous skepticism about global warming, might warp the flag-
ship magazine’s editorial mission even more than the amateur 
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treasure hunters. On Twitter, Greenpeace called the marriage 
“bad news for nature lovers.” In a clip on YouTube, Jane Goodall, 
the primatologist and former explorer-in- residence at the NGS, 
told The Winnipeg Free Press that at first she’d assumed news of 
the deal was a prank. Critics circulated mock versions of future 
National Geographic covers, with headlines ranging from “The 
10 Most Reagan-esque Animals” to “The Joy of Coal.” 

But while these commentators focused on Rupert’s polit-
ical views, it was James who drove the deal. “[He] came and 

spent time with the trust ” ays Jean Case, chairman 
y  became sufficiently con-

vinced that his passions 
in these areas are y
real.” Known am g

b siness associates a h

most environmentally progressive of the Murdoch clan, he 
and his wife, Kathryn, run Quadrivium, a nonprofit foun-
dation dedicated to a range of causes, including scientific 
education and the protection of oceanic fisheries and other 
natural resources. According to biographer Michael Wolff, 
Rupert sometimes refers to James as his “tree-hugger son.” 

The $725 million investment was James’s first major move as 
Fox CEO. The deal has received strong support from his older 

brother, Lachlan, Fox’s executive chairman, who’s an avid rock 
climber and underwater photographer. In addition to the media 
assets, Fox picked up National Geographic’s travel business, 
which arranges tours to places such as the Galápagos Islands, 
and its licensing division, which lends its name to everything 
from bird feeders to backpacks to bedsheets to coffee beans. 
The success of the brand will likely hinge on the financial per-
formance of the TV network—and its ability to navigate a market 
that’s being shaken by the unbundling of cable packages and 
rapidly changing viewing habits.

While some observers are still concerned that the Murdochs 
will drag the National Geographic brand down-market, the TV 

k undergoing a radical makeover in the opposite direc-
t s investing hundreds of millions of dollars to rein-

it as a more highbrow destination—a kind of HBO 

for science and adventure programming. “It’s better shows, 
it’s bigger talent,” says Courteney Monroe, current CEO of the 
TV network. “The shift is right for the time. But, first and fore-
most, it’s right for the brand.”

National Geographic has been a staple of middlebrow 
American culture for almost a century. By 1926 the mag-
azine had 1 million paying subscribers (or members, as 

HAVE BEEN ABLE TO   . . .  KEEP THE LIGHTS ON”

THE GEOGRAPHY OF GEOGRAPHIC

The society (left) remains a nonprofit, while National 
Geographic’s media properties now comprise a  

joint venture with 21st Century Fox. Map is not to scale.
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they have long been known), according to Exp  
National Geographic and the World It Made, by R  
As a nonprofit, the NGS poured surplus reven  
into its operations, giving rise to an erudite, u r-

ty-like culture, replete with gener
employee perks and fierce bureau-
cratic skirmishes. 

In the 1980s the magazine’s sub-
criptions and newsstand sales hit 

peak of about 10.9 million monthly
aders, but after 1990 they began to
decline. (Today it has a U.S. cir-
culation of roughly 3.3 million, 

according to the Alliance of Audited Media.) Hoping to make 
up for falling print revenue, the NGS invested in everything 
from Hollywood movies to world-music albums to IMAX the-
aters to mobile games. Most of these forays struggled. At one 
point the society teamed with Paramount Pictures to co-pro-
duce K-19: The Widowmaker, a submarine action flick starring 
Harrison Ford and Liam Neeson. The movie, which had a 
$100 million production budget, generated only $65 million 
in global ticket sales, according to Box Office Mojo. In 2006 
the society paid an undisclosed sum—which one former exec-
utive says was upwards of $100 million—to acquire Hampton-
Brown, a leading publisher of English-as-a-second-language 
educational material. The move used a sizable chunk of the 
organization’s endowment (which by 2009 was hovering at 
less than $200 million) yet never generated significant profits. 
The media investments that did succeed—like the society’s 
2005 hit documentary March of the Penguins—failed to trans-
late into sustainable business models. 

Cable TV was the exception. Throughout the 1960s, National 
Geographic produced nature documentaries for broadcast 
TV networks, starring the likes of Jacques Cousteau. When 
cable took off in the early 1980s, the NGS considered starting 
a channel but ultimately decided against it. That left the door 
open for the Discovery Channel, which began in 1985 and has 
since grown into a rich and formidable crosstown rival. 

In the mid-’90s, the NGS reconsidered cable. Launching a 
network from scratch requires a hefty investment, in the ballpark 
of several hundred million dollars. Aware of the risks, National 
Geographic met with various potential partners an n-
tually hooked up with Murdoch. 

The negotiations took almost a year, accord-
ing to Rick Allen, a former National Geographic
executive. In the end, the society secured severa  
controls, including separating TV rights, which went to the 
channel, from digital rights, which stayed with the NGS—and 
setting up a society-staffed fact-checking operation to vet shows 
before they aired. “The analogy I gave my colleagues at the 
time was that we’re playing pickup basketball with Shaquille 
O’Neal,” Allen recalls. “Shaq is 340 pounds. We’re 180. He 
doesn’t have to try and hurt us. All he has to do is lean on us, 
and we’re in trouble.” 

The National Geographic Channel went on-air in the U.S. 
in 2001. With the society’s brand recognition and Murdoch’s 

leverage, the network quickly spread 
across the U.S. and around the world—it 

now reaches 440 million homes in 171 coun-
s. By the end of the decade, according to 

a arvard Business School case study, the 
T vision was generating tens of millions of 

d s in profit annually for the NGS.
E n as it grew more profitable, sprouted 

dd nal channels (including NatGeo Wild), 
d h ved overseas, the network was getting 

t d in the U.S. by Discovery. In 2011 the 
n brought in Lyle as its CEO. A gregarious 

he’d spent the past several years in Los 

Angeles, running the Fox Reality Channel. 
The National Geographic Channel bega  

cranking out a slate of relatively low-cost 
reality shows. For the first time, the channel 
scored several pop culture hits, including 
Wicked Tuna, in which teams of salty New 
Englanders chase down Atlantic tuna; and 
Doomsday Preppers, about gun-toting survival-
ists preparing for Armageddon. Ratings grew  
and so, too, did the net operating profit at th  
National Geographic Channel, which, acco d-
ing to Lyle, jumped from $72 million in fiscal y  
2011 to $133 million in 2014. 

On several occasions, the society’s s n-
dards and practices department attempte   
alter or kill a series in development. Lyle y  
that in the spring of 2012, on the eve of th  e-
miere of Wicked Tuna, the NGS tried to shut  
the show over concerns about  overfis g  
Emergency meetings were held. The show pro-
ceeded on the condition that the channel create 
public service announcements  highlighting the vulnerabil-
ity of tuna populations.

Lyle says another fight broke out in 2013 over Killing 
Kennedy, a movie based on the book by Martin Dugard and 
Fox News anchor Bill O’Reilly. There was nothing overtly par-
tisan about the TV adaptation, which starred Rob Lowe as 
John F. Kennedy. Even so, Lyle says, a certain faction already 

ncerned that the channel was becoming Foxified objected 
the show because of the O’Reilly connection. The issues got 
shed out, and Killing Kennedy aired, generating significant 
ings. The TV executives bristled at the interference. “Without 
revenue from the channel,” Lyle says, “they wouldn’t have 

been able to pay the power bill to keep the lights on.” 
 

As the years passed, Fox’s desire to control the NatGeo brand 
grew more urgent. According to Stephen Giannetti, a former 
executive at the network, representatives from Fox routinely 
inquired about buying out the society’s 30 percent stake in 
the network. “It was a conversation every year,” he says. For 
a long time, the NGS resisted. 

Following his appointment as the society’s CEO in January 
2014, Knell found himself staring into what was arguably a 
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more hostile  environment than the Antarctic wastes, “death 
zone” on Everest, or anywhere else the NGS routinely dis-
patched photographers—namely, the modern media market-
place. The forecast didn’t look good. And the more Knell dug 
into the NGS business model, the more concerned he grew. 
How, he wondered, would an independent nonprofit keep 
up in an age of shifting distribution channels, migrating ad 
dollars, and diminishing returns for legacy media brands? 

Knell believed that to survive, the various factions within 
National Geographic needed to unite. The place to start was TV. 
In the summer of 2014, Lyle stepped down as network chief. 
Afterward, National Geographic announced that an internal 
candidate, Monroe, was taking over. A marketing executive, 

she’d arrived at the network a couple of years earlier from HBO, 
where she’d spent more than a decade creating campaigns for 
hit shows such as Sex and the City and The Sopranos. 

A new programming vision began to take shape. The shift-
ing strategy was informed, in part, by the commercial success 
of Cosmos: A Spacetime Odyssey. The 13-part documentary 
series, which aired in 2014 and starred astrophysicist Neil 
deGrasse Tyson, was produced by Family Guy creator Seth 
MacFarlane and ran across several networks owned by Fox, 
including NatGeo. Cosmos applied rich, Hollywood produc-
tion values to a wonky, scientific subject. Viewers and adver-
tisers loved it.  

In January 2015, Monroe got a call from Peter Rice, chairman 
and CEO at Fox Networks Group. “He said, ‘What if we blew up 
what we are doing?’ ” Monroe recalls. “ ‘You worked at HBO for 
a long time. What does the HBO version of National Geographic 
look like?’ ” In April of that year, Monroe presented an upscale 
version to the network’s board. James Murdoch sat in on the 
meeting. “It was universally embraced,” she says. 

In May, Murdoch attended the off-site retreat in Washington 
where, for the first time, he met with the society’s trustees. 
Whatever reservations the National Geographic Society har-
bored in the past about selling more of its assets to Fox quickly 
dissolved. Four months later, Fox and the NGS announced 
the sale. A round of layoffs at the society soon followed. Knell 
says that if the NGS hadn’t made the deal with Fox, things 
would only have gotten worse. He sees better times ahead. 
“21st Century Fox is a visionary company,” he says. “We were 
able to minimize some of our risk, and Fox got a brand they 
can really expand and back.”

In March, inside a private dining room    
Park Hyatt hotel, Monroe unveile   g 
strategy to a crowd of media buy  
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The digital, print, and TV teams are now all under the 
same roof and, in theory, working toward the same goals. 
“There were people in certain quarters who were holding 
their noses about what was happening on the television side,” 
says Declan Moore, CEO of National Geographic Partners. 
“It’s a lot easier for them to lean in if they see more thought-
ful, informative programming.” 

The strategy will get its first major test this fall. In November 
the network will air a miniseries called Mars, produced by Ron 
Howard, Michael Rosenberg, and Brian Grazer. The magazine 
will publish a package of stories about Mars. The book divi-
sion will publish a Mars book. The Web team will go hog-wild 
with Mars content. Monroe jokes that National Geographic 
Expeditions will begin booking tours to the red planet. 

Months after the deal was announced, James and Lachlan 
Murdoch emain actively engaged in Fox’s prized new asset. 
E y y  the magazine’s photographers congregate at the 

y  eadquarters for an exhibition of their work. This 
y  e Murdoch brothers attended the seminar and 

gled, admiring the shots of  camel silhouettes 
d lightning-struck villages. In November the 
agazine published an issue devoted to climate 

change. Susan Goldberg, editor since 2015, says 
that afterward she received a congratulatory 

note from Murdoch, saying he’d “gathered his 
family around” to read through the impor-
tant issue. She says he’s made only one 
editorial suggestion to her. “James is an 
environmentalist,” Goldberg says. “He 

d, ‘I wish we could do more stories about 
y people don’t believe science.’” �
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Did you know that each person needs 

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

for drinking, cooking and cleaning?  *  

NATURE 

HYDR ATES

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

* World Water Assessment Programme (WWAP)



EMBRACE THE 
MANDALSUMMER SMOOTHIESBANKERS BEHAVING 

BADLY
THE GUY 

BEHIND ‘SPOTLIGHT’

Shut Up About  
Your Organic Tampons

The new feminine-hygiene market lays on  
a guilt trip. By Jennifer Miller



D
iana Sierra was in Ruhiira, Uganda, 
in 2011, coaching entrepreneurs on 
product design, when a local teacher 
told her something startling: Many 
of the teacher’s female students 
skipped school during their period 

because they lacked adequate feminine-hygiene 
products. Sierra, who’s designed everything from 
pacifiers to perfume bottles, saw a humanitar-
ian and design imperative: How could she 
give impoverished women a high-quality, 
attractive  feminine- hygiene product on par 
with what’s available to women in the devel-
oped world? Her solution: the EmpowerPanty, a 
pair of lacy, colorful “period underwear” with a 
removable, quick-drying pad. Preorders ship soon; 
for each one bought in the U.S., she’ll donate another 
to a woman in need. “If you want to create gender 
equality,” says Sierra, 36, whose company, Be Girl, has 
been empowered with $1 million in venture capital, 
“you have to start creating equality within gender.”

The EmpowerPanty sounds revolutionary, but 
it’s not. It’s only part of an uprising, one that’s 
been cheered in style pages and promoted by the 
more than a dozen companies that have—there’s 
really only one word to describe it—flooded the 
feminine- hygiene market since 2012, all eager to 
help women deal with that time of the month. 
Surely you’ve seen the ads for period panties, 
organic tampons, and monthly subscription ser-
vices that mail hygiene products to your door 
with soothing treats such as tea and chocolate. 
It’s not like there wasn’t a need:  Packaged-goods 
conglomerates have barely changed their wares in 
decades, and their messaging, with perky, smiling 
women in white pants, is silly and condescending.

Almost all the new startups stress that they’re 
not just helping women in the First World; they’re 
on a social mission, and they want you to join in! 
Like Be Girl, period-underwear company Thinx and 
organic tampon companies Cora and Conscious 
Period employ a version of the “one-for-one” 
model. Thinx donates money to Afripads, which 
helps Ugandan women manufacture and 
sell locally made sanitary pads; Dear Kate, 
another period-underwear startup, gives 
money to fund science, technology, engi-
neering, and math education for girls;  
Jessica Alba’s Honest donates sanitary sup-
plies to homeless women in Africa.

The sheer number of these businesses makes it 
hard for any one to stand out, particularly as they’ve 
adopted a similar marketing approach: rebrand men-
struation as a symbol of strength, an opportunity 
for women to  demonstrate—with their dollars, of 
course—a commitment to female empowerment. 
The companies’ founders are almost exclusively 
thirtysomething women whose backgrounds in 
engineering, business, and design have inspired 
them to upend not just how women deal with 
their period but how they feel about it. And, 

Etc. Marketing

Period  
Inc.

A land beyond  
Always

Thinx
Thinx underwear (hip 

huggers, thongs) has a top 
layer of moisture-wicking 
fabric covering the crotch 
and a thin,  liquid-catching 

underlayer.

Lunapads
Reusable Lunapads come in 

regular and, of course, organic 
cotton and have washable, 

absorbent inserts.

Be Girl
Buy a pair of EmpowerPanties, 
and Be Girl will send one to a 
woman in need. (Preorder to 

save 20 percent!) Or get back-
packs full of them to pass out 

on your next “mission trip.”
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to a woman, they insist their social missions 
aren’t just unique but authentic—and that the 

competition’s are bogus. Thinx Chief Executive 
Officer Miki Agrawal, for example, rejects any 

relationship between my-period-is-holier-than-
thine messaging and Thinx’s own marketing strat-

egy. “It’s very clear and obvious when something 
is for marketing and when something is real,” she 

says. Of her competitors, she says: “We have a give-
back mission that [they] don’t have. We launched 
our company with our giveback mission entwined 

with our business.” Cora, Conscious Period, 
Honest, and others did the same. Be Girl’s 
Sierra says, “We’re the only true one-for-

one”  charitable giving model. 
Quibbles aside, the companies’ attempts 

to out-empower one another raise a moral 
quandary: How 
authentic is your 
mission if you’re 
trying to sell stuff? 
Social justice tends 
to be a winner 
among female 
consumers, espe-
cially millennials. 
According to a 2015 
study from Cone 
Communications 
on millennial atti-

tudes toward corporate social responsibility, 
87 percent of women age 18 to 34 say it’s a key 
factor in purchasing decisions, and 75 percent 
say they’re willing to spend more on a socially 
or environmentally responsible product. Fully 
90 percent say they expect companies to actively 
address societal problems. Marketing a brand’s 
social impact can “absolutely be used for good,” 
says John Trybus, deputy director at the Center 
for Social Impact Communication at Georgetown 
University. “But if you’re playing with people’s 
emotions, that can be a dangerous thing.” It’s pos-
sible the SoulCycle crowd is making “empower-
ing” purchases under duress—who wants to be the 
woman who looks like she doesn’t care what a 
woman in Uganda is going through? 

Feminine hygiene is a $15 billion global 
market, with about a quarter of sales in the 
U.S., according to market-research firm 
Technavio. The industry leaders are house-
hold names: Procter & Gamble (makers of 
the Tampax and Always brands, which 
account for about a third of the domestic 
market), Johnson & Johnson (Carefree), 
and Kimberly-Clark (Kotex). In the world 

of traditional menstrual marketing, 
women on their period frolic in sun-dappled 
fields with long-haired nymphs and yoginis, 
and everyone dresses in unblemished white. 
“Flowers and prancing and petals don’t reso-
nate with today’s girl,” Agrawal says. Periods, 
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their makers—Cora and Lola and Conscious and 
Honest—sound so similar. This is precisely why so 

many startups are trying to rebrand the period as a 
vehicle for empowerment. In a suddenly crowded 

market, “you don’t want to compete on 
price, so you differentiate on psychological 

value,” says Alexander Chernev, a mar-
keting professor at the Kellogg School 

of Management at Northwestern 
University. Nothing is more power-

ful, he says, than “purchasing 
moral satisfaction.” 

Does it matter which 

business is most noble? Not really, and there’s 
something inherently icky about branding a 
natural biological process that actually has nothing 
to do with self-expression as a capital-F Feminist 
movement. Many of these companies cite Toms 
Shoes, the shoemaker that pioneered the buy-one-
give-one model, as their inspiration. Toms advised 
Be Girl during its development phase at the Halcyon 

social entrepreneurship incubator in Washington, 
and one of Conscious Period’s co-founders pre-
viously worked in Toms’ marketing department. 
But the social mission at Toms is an easy way to 
feel good about an unnecessary purchase; period 
companies, on the other hand, are selling a product 
women need, which can make the giving mission 
seem less like a perk than an obligation. “When 
we get our period, we’re reminded that impover-
ished women get their period, too, so we should 
feel guilty,” says Jenny Darroch, a marketing pro-
fessor at the Drucker School of Management at 
Claremont Graduate University.

Georgetown’s Trybus says most of the start-
ups likely “have their brains and hearts in the 
right place,” despite their righteousness. “It’s 
really exciting for us to see other companies 
coming to this market,” says Annie Lascoe, 
Conscious Period’s co-founder. “It validates 
the need for change within this industry.” It 
also validates the intelligence of female shop-
pers, who should be able to make purchas-
ing decisions without feeling talked down to, 
insulted, or shamed when their experiences 
run counter to life in Period Utopia. That’s prog-
ress for woman kind. “From the woman who 
grew up on the Upper East Side to the woman 
from the slum in Mumbai, we can all relate to the 

experience of being caught off guard without a 
tampon or a pad when we needed it,” Lascoe 

says. “It’s a shared universal experience. I 
used a sock once.” �

Etc.

“You don’t want to compete on price, so you 
differentiate on psychological value”

Honest
These organic-cotton 

tampons are packed in a 
tissue box look-alike you can 

comfortably leave on the 
counter.

Cora
Its starter kit includes a 

month’s worth of organic 
tampons, plus a special 
“clutch” to carry them in.
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she says, are about “the feeling of cramps and 
managing something that’s messy.” 

Before starting Thinx, Agrawal had no expe-
rience with the feminine-hygiene market. A res-
taurateur and author, she came up with the 
idea at a family reunion, when Aunt Flo inaus-
piciously visited her sister in the middle of a 
three-legged race. Thinx’s tag line, “Period 
Panties for Modern Women,” is very much 
in contrast with the big brands’ make-
believe Period Utopia—and very much in 
keeping with its nouveau period peers. 
Thinx’s ads go for a high-end art vibe, with 

spare  photography and a muted tan and mauve 
palette. The models are detached—not despairing, 
but they certainly don’t look enthusiastic about 
menstruation. Be Girl’s marketing is brighter 
and more energetic, presumably because the 
women in its ads are excited about doing good 
in the world. Its models wear big smiles and 
strike power poses under the tag line “Premium 
undies for you, life changing impact for girls.” 
Dear Kate (“Performance underwear for high 
performing women”), which introduced the 
first period panty in 2012, has featured tech 
execs wearing its undies. Regardless of the 
brand, the message is clear: Periods, like the 
women who get them, are powerful, and these 
products help you harness that power. More har-
nessing, more market share. 

If only it were that easy. In addition to com-
peting against one another, they must confront 
the behemoths—and Honest, Alba’s billion-dollar 
organic household-product enterprise, which 
began offering feminine care last year. And in that 
face-off, cost is a serious consideration. A standard 
box of 40 Tampax tampons costs $5.49 at Target; 
half as many organic tampons from Conscious 
Period, which hit the market last fall after a 
$40,000 Indiegogo campaign, cost $8.50. Some 
period underwear is considerably more expensive 
than basic lingerie—one pair of Thinx goes for $24 
to $38. The businesses argue you save money 
by not having to toss out stained panties or go 
through lots of disposable products. 

Even consumers who can afford higher-
end, eco-friendly alternatives can be over-
whelmed by choice. There are now five 
period-panty companies on the market, 
including Be Girl, Thinx, and Dear Kate, 
each of which claims to absorb a different 
amount of blood. Choosing organic tampons 
is an even murkier process, especially when 
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The Critic

T
hree years ago, your can of Coke 
suddenly cost a few pennies more. 
The culprits? The clever bankers 
at Goldman Sachs. According to 
a Senate panel, they gamed the 
global aluminum market, ware-
housing tens of thousands of 
tons of the metal in Detroit and 

delaying delivery to customers like Coca-
Cola. The bank was able to ratchet up the 
price on its supply, netting several billion 
dollars in the process. The 
best part: Goldman didn’t 
do it as a hedge against 
other investments. The 
bank did it to make money 
for itself, at the expense of 
everyone else.

Maneuvers like this are 
legal, but they’ve become 
more distasteful in the wake 
of the 2008 collapse, giving birth to the 
coinage of a term. “Our economic illness 
has a name: financialization,” writes 
Time business and economics columnist 
Rana Foroohar in Makers and Takers: The 
Rise of Finance and the Fall of American 
Business. The book offers a blistering cri-
tique of how Wall Street’s zero-sum think-
ing came to dominate and then hobble the 
U.S. economy. She isn’t peddling a vision 
of neo-socialism, à la Thomas Piketty or 
Bernie Sanders. Her argument is that 
finance for the sake of finance is bad for 
business—and capitalism as a whole.

Traditionally, finance served the needs 
of business (Foroohar’s “makers”) by 
providing capital and investing in long-
term growth. But starting in the postwar 
decades and ramping up from the Reagan 
era onward, finance (the “takers”) 
began to take care of No. 1 first. Figures 
like former Defense Secretary Robert 
McNamara popularized management 

by statistics, while investors such as Carl 
Icahn made short-term profits the ulti-
mate goal. Businesses slashed research 
and development budgets in favor of 
balance sheet tricks and tax dodges. 

In Foroohar’s view, the banks’ primary 
activity is moving debt around, a risky 
strategy that hurts the ability of business 
to grow. As proof, she cites the fate of com-
panies such as General Motors, General 
Electric, and Xerox, whose myopic think-

ing led to a decline in inno-
vation and their place at the 
pinnacle of global business. 
Instead of serving business, 
financialization became 
an end in itself, a closed 
system unmoored from tan-
gible economic activity.

The message of Makers 
and Takers isn’t radical or 

entirely new. (Still, Foroohar’s argument 
is timeless given the extent to which open-
ended anger is fueling populist fervor on 
the Right and Left.) While she writes with 
passion, you don’t get a sense of how she 
intends to fix things beyond the case she 
makes for a sleepier, simpler capitalism 
rooted in bread-and-butter businesses 
such as manufacturing.

If that seems like a simplistic or naive 
hope, Foroohar notes that our current 
system wasn’t handed down to us in 
perfect form from the heavens. Modern 
capitalism is the product of a messy evo-
lution, driven by natural greed and con-
strained by the laws we’ve enacted to 
protect ourselves from it. “We can remake 
them as we see fit,” she writes, “to better 
serve our shared prosperity and eco-
nomic growth.” Those are sunny ideals, 
no doubt, but there might be enough light 
just now to prevent Wall Street from ever 
bilking us out of our Cokes again. �

HOW FINANCE  
RUINED  

BUSINESS
Makers and Takers adds up the ill effects of Wall Street’s  

zero-sum game. By David Sax

IL
LU

S
T

R
A

T
IO

N
S

 B
Y

 T
IM

 L
A

H
A

N

Critical 

Mass

A random ranking of recent 
bad behavior  

Least Worst

Most Worst

IT AIN’T EASY BEING 
JUSTIN BIEBER

Buying his albums 
doesn’t entitle fans 

to pics with him, 
Bieber says, so he’ll 

no longer pose. It 
makes him feel “like 

a zoo animal, and 
I wanna … keep my 
sanity.” Because if 

there’s one thing 
the guy who once 
thought he could  

get his monkey 
through German 

customs is known 
for, it’s his sanity. DOES IT LOOK LIKE  

I CARE, JANET?
Is Tylenol making 
you a jerk? A new 
study reports that 
acetaminophen, 
the main ingredient 
in many common 
painkillers, may make 
it hard to empathize: 
If you don’t feel any 
pain, you may not 
feel someone else’s. 
Which is apparently 
a bad thing, 
whatever. 

PORTRAIT OF AN 
INTERNET FLAREUP
Photo-sharing app 

Instagram changed 
its logo from an old-
school camera to a 
symbol suggesting 

a camera, and 
almost no one 
it. God forbid the 

logo should clearly 
convey what the 

thing actually does. GOYA. OH, BOYA
A lawsuit accuses 
the company of 
calling canned squid 
“octopus,” which has 
a similar texture but 
costs more. (Goya 
didn’t immediately 
comment.) You can 
drown a cephalopod 
in garlic sauce, but 
don’t think we won’t 
know which one it is.
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BALANCE SHEET 
TRICKS AND  
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“C““Cutting your nnaila s regueg larly ly cancan go 
preretty faaar,”r,, sasays ys NadNadinene AbAbramamcykk, 
co-foufouundendender or or or f Tf Tenoenovvertenten nnail il

salonsons w, wwithithth lolocatcationionss in NNew ew YorYork ak nd 
AusAusAusAusstintintinti . SSShehehhe rece ommmmendends ts thehe TweTw ezezerman 
Comomomommmmmmmbobobob clclill ppepp r set, whicch ih incncludeudes s
sizs es sss to oo handlel  both fingers and toes 
($110;0;0;0; tweezerman.com)oooo .

Scrape unu der toenails with
a wa oodooden en stit ck (Diamond
CosCosmetmeticsics mmanicure sticks,

$1.99 for 100; uulta.com). Be geg ntle,
thoughh: Lifting the nnailaiaa leeaves you 
vulvulullnere able to fungunguus. “If you don’t have 
a wooden stickck, wet the end of a cotton 
swab,” Abramcykk says.

Don’t forget yoy ur heeheels.s GoGoGoingingingg ovover err
theh m wwithi a a foot file (Diaamanmanmancelc le ffile 
#20#2000, $, $38; sephop ra.como ) afteer ar a shshoweoweer rrr

sloughs off dead sskini . Abraamcyyk ak lsos  
suggests Baby Foot ($$25; babyfootoot.coom),m),m  
which actc s as a chemical peel. “Y“Youour skkskin n
sort of sheds,, and youro  feet aree leeftft fefeeling 
rejuvenated,” shehee saysays ss.ss

NNOOO 
PEDICCCURE
RRRREEQQQQUIRED
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The jackfruit, which 

can grow to 80-plus 

pounds, is segmented 

inside. Use six or 

seven lobes (about 

8 ounces) for the 

smoothie.

A frozen banana
provides body 
and even more

electrolytes.

One-half to three-quarters of a cup of potassium-rich coconut waterdelivers electrolytes. CAMU CAMU BERRY
Loaded with: 

Vitamin C

The Butcher’s Daughter
in New York and

Los Angeles puts this
Amazonian fruit into

its Brazilian Blast ($9).

WATERMELON
Loaded with: 

Potassium, magnesium, 
and phosphorus

The Summer Cool at 
Melvin’s Juice Box

in New York pairs this
warm-weather favorite 

with mango and pressed
ginger juice ($9).

MACA
Loaded with: 

Magnesium and zinc

Chicago Raw uses 
this energy-boosting 
Peruvian root in its 

Cocoa Mac Loco ($9).

Try

These,

Too

Want extra fiber 
and even more 
protein? Add

2 teaspoons of 
chia seeds.

JJJaJJaJackJJJ fruit is usually sold at Asian 
mmarmarkmarkmmmmam ets. But beware: It’s sticky. Coat yyour 

knifk e and hands with a flavorless oiil 
before cutting, if you’re blending att home.
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What I Wear to Work

Interview by Jason Chen

How do you dress  
for school?
There’s no code for the 
students, but there is for 
the teachers. I have to 
wear a shirt and tie, no 
jeans, no sneakers. Prior 
to this, I never had a day 
job, so it’s exotic and fun 
to wear a tie to work.

Did you get your tie 
in Paris, too?
No. It’s from my 
friend Emil [Corsillo]’s 
company. It adds pop 
and contrast without 
going too far out there.

Are your shoes vintage?
The idea is that they 
look vintage, but I got 
them new. I love how 
nondescript they are.

What’s the story 
with your belt?
I get one and wear 
the hell out of it. This 
is replacing another 
that fell apart.

Why a watch and not 
just a cell phone?
We have a sadistically 
complicated schedule at 
the school—it’s different 
every day, nothing is on 
the hour, and there are 
no bells—so it’s critical to 
wear a watch.

That’s a cool shirt.
When my wife and I celebrated 
our 10th anniversary, I blew 
all my frequent-flier miles 
on a trip to Paris. There was 
a baggage handler strike at 
the airport, and—long story 
short—we got to go shopping 
on Delta’s dime. This was one 
of the amazing dress shirts 
I bought; purchasing it felt 
so luxurious. It opened up a 
new and dangerous world of 
 shopping for me.

Etc.

HARRISON 
HAYNES

43, teacher, Durham Academy, 
Durham, N.C.

It’s analog?
I teach darkroom photography, 
and a digital watch can  
expose film. Plus, I’m always 
hauling things around and 
washing chemicals out of tubs, 
so I can’t have anything too 
valuable. Something durable 
and cheap is all I need.

SEE EYEWEAR

 
THE HILL-SIDE

AGNES B

SWATCH

VINTAGE SHOE CO.

What’s your job?
I teach photography and 
video for grades 9 through 
12. I’m also a visual  
artist and drum in a band 
called Les Savy Fav.

VINTAGE

BONOBOS
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Chief executive officer, Participant Media

1. “Give yourself time, and you’ll fi nd the answer.” 2. “Build perspective through experiences.” 3. “You can only understand somebody if you understand th
ei

r c
ul

tu
re

an
d

w
he

re
th

ey
’re

fr
om

.”

“We bought The Pianist. 
Everybody said, ‘Well, that’s 
nice. You bought that nice 

movie about the Holocaust,’ 
and nine months later 

we won three Oscars and 
Adrien Brody was on every 
newspaper 

cover kissing 
[presenter] 

Halle Berry.”

Etc. How Did I G t Here?
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DAVID LINDE

“My father was an  
academic. As a faculty brat, I cut  

my teeth on campus cinema  
retrospectives: Charlie Chaplin,  

Woody Allen, everything.”

“I wanted to go back to owning 
my own company and creating 

movies. Five of our international 
distribution partners were 

young acquisitions guys I met  
selling at Fox Lorber.”

“This was my father’s 
campaign. It’s where  

I got my first taste  
of selling, and how I got 
into business. He won.”

“We had three Oscar-nominated films  
this year: Spotlight, Bridge of Spies, and  
The Look of Silence. I’m here to support  
the filmmakers who are making great  

art that works commercially and impacts 
the people who see the movies.”
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1984 
Staffer, Hans Linde for 
Oregon Supreme Court

 
1984–88 

Paralegal,  
Paramount Pictures

 
1988–91 

Assistant, co-head 
of international 

department,  
Fox Lorber Associates

 
1991–97 

Vice president, co-head 
of acquisitions, executive 
VP for international sales, 

Miramax International
 

1997–2002 
Founder, partner, Good 
Machine International

 
2002–06 

Co-founder, co-president,  
Focus Features

2006–09 
Co-chairman,  

Universal Pictures
 

2010–15 
Founder, CEO,  

Lava Bear Films
 

2015– 
Present 

CEO, Participant Media

South Eugene High 
School, Eugene, Ore.,  

class of 1978

Swarthmore College, 
Swarthmore, Pa.

Work 

Experience

Education

Life Lessons

“I didn’t graduate— 
I fell in love and  

followed my girlfriend  
to New York.”

“In the ’80s, you could actually get  
tickets to the New York Film Festival.  

Jim Jarmusch, the Coen brothers,  
Pedro Almodóvar—I was completely taken 

with global independent filmmaking.”

“I sold weird, hyperindependent TV  
shows and features. I sold one to Miramax,  

and Harvey Weinstein called me up  
one day and said, ‘Are you interested in  

the acquisitions job here?’ ”

Clockwise from 
top left: Linde, 
producer Jim 

Booth, director 
Peter Jackson, and 
producer Hanno 
Huth, just before 
Miramax released 
Jackson’s Heavenly 

Creatures, 1994

With 
Matt Damon  
and director 

Paul Greengrass  
at the Bourne 

Ultimatum  
Los Angeles 

premiere, 2007

At the Venice Film Festival with (from left) 
producer Trea Hoving and novelists Paul Auster 

and Siri Hustvedt, 1996

a
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