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Senator Elizabeth Warren  
Photograph by Martin Schoeller/AUGUST

Investment banker Fan Bao 
Photograph by Choi Yong Bin IL
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Editor’s View

EXECUTIVE EDITOR

To write a letter to the editor, e-mail bloombergmag@bloomberg.net or type MAG <Go> on the Bloomberg Professional service.
For subscription questions, e-mail bloombergmarkets@cdsfulfi llment.com.
Visit us at bloombergmarkets.com and follow us on Twitter at @BloombergMrkts.

‘We are trying 
very hard to dig 

out the next 
Alibaba,’ says 

investment 
banker Fan Bao.

CHINA’S MIGHTY ECONOMIC growth engine may be slowing, but 
you’ll find scant evidence of that in Beijing’s Zhongguancun neigh-
borhood—a hub of the country’s Internet mania. There, close by 
some of the nation’s top universities, entrepreneurs crowd incubators 
and cafes cooking up what they hope will be the next Baidu, Alibaba, 
or Tencent—the tech triumvirate known by the acronym BAT. “We 
want to be the fourth BAT,” says Joe Lee, co-founder of taxi-hailing 
app Kuaidi, which started in another thriving tech center, Hangzhou.

Investment banker Fan Bao is on a mission to help Lee and other 
techies on their quest, write William Mellor and Lulu Yilun Chen 
(“SEARCHING FOR THE NEXT JACK MA,” page 40). Bao, 44, is the founder 
of China Renaissance, a firm that advised on four of the five biggest 
Chinese IPOs in the U.S. last year. “We are trying very hard to dig out 
the next Alibaba,” he says. To do that, Bao has assembled a squad of an-
alysts and bankers he immodestly calls his “Alpha Team.” It’s their job 
to keep tabs on the budding Jack Mas of Zhongguancun and beyond. 

ELIZABETH WARREN HAS little love for Wall Street—and the 
feeling is mutual, reports Katrina Brooker (“THE ELIZA-
BETH WARREN EFFECT,” page 30). The first-term Demo-
cratic senator from Massachusetts is determined to curb 
the excesses of the financial industry. Her many sup-
porters would love her to run for president, but she in-

sists she’s not a candidate. Warren, who turns 66 in 
June, stirs up so much apprehension among bank-
ers that they’re reluctant to engage her in debate. 
“It would be foolish for financial institutions to 
get into a head-to-head with Senator Warren,” 
says Tony Fratto, a Washington legislative con-
sultant. “It’s exactly what she wants, and it’s a 
debate you can’t win.”

China’s Tech 
Frenzy
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“Buying Time: The Saudi Plan 
to Extend the Age of Oil”
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I worked with Aramco in the 1970s and early 
1980s and met Ali al-Naimi several times. 
Most Americans have a cartoonlike view of 
the Saudis, so I thoroughly enjoyed your 
excellent article and description of him. 
Naimi understood the oil business and the 
engineering behind it. When he asked you 
a technical question, you learned quickly 
to respond with an accurate answer.
TOM KENNEDY
Shipman, Virginia

“Attack of the 
Algorithms!”
APRIL 2015

The article was well-done and very infor-
mative. I took a good bit of information 
away from it—and I think most readers 
will do the same. Maybe someday, if we 
all play our cards right, there will be a 
smart-beta ETF developed in Scottsdale.

DOUG TENGLER
DeMark Analytics
Scottsdale, Arizona

In “Building a Better Battery (Finally)” 
(May 2015), we misspelled the name of 
Ambri CEO Phil Giudice. And we incor-
rectly linked Nick and Joby Pritzker to 
Prelude Ventures. They’re not involved 
with the venture capital firm.

SpaceX’s Sea Woes
Conquering space has proved less daunt-
ing for billionaire Elon Musk than retriev-
ing one of his rockets at sea. In mid-April, 
Musk’s SpaceX successfully delivered food, 
supplies, and scientific experiments to the 
International Space Station. But the mis-
sion fell short when the company couldn’t 
recover the rocket that propelled the cargo-
hauling capsule into space. In “Rocket-
ing to Profits” (April 2015), we reported 
that Musk wants to save money by landing 
SpaceX rockets on a seagoing barge, which 
the company calls a droneship, and reusing 
them in future missions. “Rocket landed 
on droneship, but too hard for survival,” 
Musk tweeted.                                 JOHN LIPPERT

Mark J. Kamstra, a professor of finance 
at York University in Toronto, shared 
“The Wall Street–Minded Professor” 
(May 2015): 

I N F O R M A T I O N  F O R  R E A D E R S

And here’s Boris Schlossberg, managing 
partner of BKForex, reacting to “Some-
thing to Prove” (May 2015): 

T W E E T S U P D A T E

C O R R E C T I O N S
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Peer Pressure
Wall Street loves peer-to-peer loans—and that may not 

be a completely good thing.

founded by Daniel Loeb, led a $200 mil-
lion investment round in Social Finance, 
which refinances student loans. The deal 
valued the three-year-old San Francisco 
company, known as SoFi, at $1.2 billion. 
Others are investing in the loans them-
selves. In April, Victory Park Capital, a 
private equity shop in Chicago that backs 
a number of P2P platforms, announced 
it was increasing its funding pipeline for 
one-year-old Upstart Network to $500 mil-
lion from $100 million.

Third Point and Victory Park are hardly 
outliers in pursuing loans that are gener-
ating 5 to 12 percent annual returns in an 
era of nonexistent interest rates. Gold-
man Sachs, BlackRock, Alibaba, and even 
Google are making deals in the space. In 
the U.K., holders of tax-free savings ac-
counts known as ISAs may even soon be 
allowed to invest in P2P loans, a move that 
could draw Britain’s top asset management 
houses and provide £150 billion ($220 bil-
lion) in fresh cash by 2020, according to Li-
berum Capital, a London investment bank.

And now Wall Street is cranking up the 

IS PEER-TO -PEER LENDING out of 
control? There’s certainly some cause for 
concern. Consider these facts: P2P loan 
volume is poised to hit $77 billion this year, 
a 15-fold increase from just three years ago. 
LendingClub, the No. 1 player worldwide, 
is trading at a market value of about $7 bil-
lion even though it lost $33 million last 
year. And in a flashback to the subprime 
mortgage boom, P2P startups have begun 
bundling and selling off loans through 
securitizations.

The business of matching lenders with 
borrowers online—which still amounts 
to only 0.08 percent of the $96 trillion in 
global corporate and household outstand-
ing debt—may truly be an innovative way 
to distribute capital. But is P2P a revolu-
tion or just another bubble?

Money managers are betting it’s the for-
mer as they pile into one of the fastest-
growing asset classes in finance. Some 
are taking equity stakes in P2P startups. 
In February, Third Point, the hedge fund 

Clockwise from top: Larry Fink, 
John Mack, Larry Summers, 
and Renaud Laplanche
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volume by running these loans through 
its securitization machine. In November, 
Morgan Stanley and Goldman led the sale 
of securities backed by $303 million in stu-
dent loans originated by SoFi. In February, 
BlackRock unveiled the first investment-
grade-rated package of P2P consumer loans 
with a $281 million offering of notes from 
Prosper Marketplace, a site that lets users 
apply for loans as well as back them. Such 
deals will help P2P platforms spread risk 
and multiply loan volume, which isn’t nec-
essarily a bad thing. Growth is good, right? 
Still, the specter of the subprime-mortgage 
bust looms over this nascent market.

“Yes, these platforms are low-cost dis-
tributors of loans, and investors are fran-
tically chasing yield,” says Tania Modic, 
the head of Western Investments Capital, 
a family office based in Lake Tahoe, Ne-
vada. “But loans take time to season and go 
bad, and Wall Street loves to package and 
pass along risk. The music will stop—it al-
ways does—and this will not end well.”

Peer-to-peer stalwarts counter that 
their industry doesn’t look like the 
toxic mortgage market of the 2000s. 
Many platforms in the U.S. and the U.K. 
post their loan books online so inves-
tors can analyze the quality and perfor-
mance of their debt on a loan-by-loan 
basis. London-based RateSetter main-
tains a “provision fund,” which stood at 
£13 million as of April 8, to make lend-
ers whole should borrowers default, 
a feature other sites are now imitating.

Most P2P firms also shun subprime bor-
rowers. Zopa, a 10-year-old British firm 
that’s issued more than £800 million in 
consumer loans, approves only one out of 
five applicants. Both Zopa and RateSet-
ter have default rates of less than 1 per-
cent, while bad loans at LendingClub and 
Prosper are below 3 percent. “There’s al-
ways tension in any credit business be-
tween how fast you grow and the quality of 
your loan book,” says Giles Andrew, Zopa’s 
co-founder and CEO. “We publish data on 

every loan. So any signals that bad debt had 
started rising would be very visible.”

But as institutions pour money into 
P2P, some platforms may relax their 
credit criteria and welcome riskier bor-
rowers to accommodate the flow, espe-
cially if they can offload risk through 
securitizations, says Michael Tarkan, an 
equities analyst at Compass Point Re-
search & Trading in Washington who cov-
ers P2P companies.

In the U.S. market, LendingClub and 
its brethren have enabled consumers to 
pay off pricey credit card balances with 
cheaper P2P term loans. So what’s to stop 
consumers from levering their credit cards 
back up? Such behavior could spell bad 
news for investors in P2P loans if an inter-
est rate hike or an unforeseen shock pres-
sures borrowers, Tarkan says.

“We’ve created a mechanism to re-
finance a credit card into an unse-
cured personal loan,” says Tarkan, who’s 
rated LendingClub a sell. “This may 

prove to be a superior model, 
but we just don’t know because 
it hasn’t been tested yet through 
a full credit cycle.”

Renaud Laplanche, the founder 
and CEO of LendingClub, says bor-
rowers may indeed max out their 
cards again. But so far, he says, they’re 
boosting their creditworthiness after 
converting card debt into P2P loans by 
paying lower interest rates. Moreover, 
Laplanche says, the global lending 
market is so vast that platforms like 
his, which is multiplying its volume 
by 20 percent a quarter, won’t have 
to take on riskier borrowers for years. 
“There’s no need to loosen standards,” 
Laplanche says. “It’s all growing very 
fast, but it’s a controlled growth.”

It may well be that the speed 
and efficiency of the Web funda-
mentally changes the business of 
lending. Institutional investors are 
certainly betting that way. The P2P 
boom won’t just test a new business 
model. It will also show whether 
Wall Street has learned its lesson.

EDWARD ROBINSON
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McKinsey, 
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A Bunch of 
Loaners
Peer-to-peer loans have skyrocketed 
since 2012, though they still amount 
to just 0.08 percent of the $96 trillion 
in outstanding global corporate and 
household debt.
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Here are a few 
more examples 
from among the 
most valuable 
California 
agricultural 
products.

ENVIRONMENT

King of the Mountain
Why the dealmaker behind Vail Resorts 

went Down Under to expand his skiing empire

WHEN ROB KATZ, CEO of Vail Resorts, 
bought Podunk ski areas outside of Detroit 
and Minneapolis in 2012, some people in 
the business thought he was nuts. They 
probably knew better than to underesti-
mate him as he added another obscure 
bump in March: Australia’s Perisher, where 
much of the snow is man-made and half the 
lifts are T-bars, J-bars, and rope tows.

Katz, 48, has a plan. The former invest-
ment banker (Drexel Burnham Lambert) 
and buyout guy (Apollo Global Manage-
ment) now has 11 resorts in his portfolio, 
including Park City   and Heavenly  . That’s 
up from five when Katz became Vail’s boss 
in 2006. What’s more, you can ski at all of 
them with a single-season Epic Pass that 
will cost $769 this year. It can 
be a very good deal: A single 
day at Vail Mountain is $159.

Katz agreed to buy Perisher 
in part to lure Australians   
north during their January 

holiday, when they log 1 million visits ski-
ing abroad. Vail’s resorts capture less than 
10 percent of those trips, he says. By offer-
ing a pass they can also use at home, Katz 
hopes to grab a bigger share of their ski dol-
lar. The     model proved itself in the Midwest, 
says Katz: “There are so many skiers in De-
troit and Minneapolis—as many as in all of 
Colorado.”

The Epic Pass, launched in 2008, has be-
come Katz’s killer app, not his loss leader. 
“This is a trade,” he says. Skiers score a dis-
count for risking a purchase before the 
snow flies, and Katz gets a hedge against 
poor snowfall. “It’s a fair deal.”

By having resorts in many different 
weather regions and by preselling so many 

season passes, Katz has kept Vail’s 
winter-dependent stock hot in a 
warming world.   Vail—ticker MTN 
US on the NYSE—returned 64 per-
cent in the 12 months ended on 
April 21.        ANTHONY EFFINGER
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0
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Global averages. Source: Water Footprint NetworkSource: Bloomberg

THIRSTY 
ALMONDS
AMID THE WORSENING drought in 
California, one factoid has been 
repeated often: that it takes 1 gallon 
of water to produce an almond. 
Really?

It’s actually worse than that. 
Water Footprint Network, based in 
the Netherlands, studies the amount 
of water used to produce food 
worldwide. In California, the group 
fi nds, more than 4 gallons of water 
gets used per shelled almond, 
including water in the soil, precipita-
tion, irrigation, and clean water that 
gets polluted by agricultural runoff . 
That’s some 1,500 gallons for every 
pound of this healthy snack.

Rice: 299 gal/lb

Lettuce: 
28 gal/lb

Tomatoes: 
26 gallons/pound

Strawberries: 
42 gal/lb

 
OF U.S. COAL-FIRED POWER CAPACITY WILL VANISH IN THE 
NEXT FEW YEARS, SOME 7.5 PERCENT THIS YEAR  ALONE.

            Source: Bloomberg New Energy Finance
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ASK MAIN STREET about Wall Street and 
you probably won’t hear this: Banker pay is 
surprisingly low. But that’s what financial 
professionals say.

Asked whether they earn more or less 
than they expected when they decided 
to pursue a finance career, 48 percent of 
those polled in a Bloomberg survey  say 

compensation is less or much less than they 
had hoped for. Just 14 percent say their pay 
exceeds expectations. A third say they earn 
about what they thought they would.

And that’s not the only worry. The mid-
April survey of traders, analysts, money 
managers, and executives who are Bloom-
berg customers  finds concern  that Wall 

Street may continue to shrink as tighter 
regulations crimp profits. And many re-
spondents have little faith that regulators 
will prevent the next meltdown. Banks, 
they say, are still too big to fail.

The largest banks, after getting bailed 
out in 2008 and 2009, are under pressure 
to reduce costs as new regulations force 
them to use less leverage, take less risk, and 
get out of some businesses altogether. That 
means cutting pay. It’s a topic executives 
discuss every quarter. In earnings calls in 
April, Morgan Stanley CEO James Gorman 
and JPMorgan Chase CFO Marianne Lake 
were among those boasting  about declines 
in employee pay as a portion of revenue.

The trend is clear. Goldman Sachs, for 
one, set aside $12.7 billion for compensa-
tion last year, or 36.8 percent of revenue. 
Since the company went public in 1999, the 
only lower number was 36 percent in 2009 . 
The 2014 figure averages out to $373,265 
per employee, down from $504,750 in 2007.

“They’re still making decent money, but 
it’s nothing like 2007,” says Jeanne Bran-
thover, head  of the financial services di-
vision at Boyden Global Executive Search. 
“It’s harder to get a big bonus because there 
are more metrics that come into play, in-
cluding how well the whole firm does.”

Still, while bankers may complain about 
getting hit in the wallet, buy-side employ-
ees are seeing their pay hold up fine, Bran-
thover says. “Areas of finance like wealth 
management, asset management, which 
didn’t suffer too much during the crisis, are 
still doing well,” she says. The poll is a rep-
resentative sample of Bloomberg custom-
ers, so it covers both the buy and sell sides.

Overall, the future of Wall Street in 
the next decade looks smaller: 

Unmet Expectations
Financial professionals fret about their pay (too low), their industry (shrinking), 

and their regulators (don’t even get them started).

M E T H O D O LO GY:  Our survey of 1,280 Bloomberg terminal subscribers was conducted 
April 14 and 15 by Selzer & Co. of Des Moines, Iowa. The margin of error is plus or minus 
2.7 percentage points.

Bloomberg 
Markets 
Global Poll

A R E  YO U  B E I N G  PA I D  M O R E  O R  L E S S 
T H A N  YO U  E X P E CT E D  W H E N  YO U 
D E C I D E D  O N  A  F I N A N C E  CA R E E R ? 

Less 35%

More 11%
Much more  3%

Not sure 5%

About as 
expected 33%

Much less 13%
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Forty-three percent say it will shrink  as reg-
ulation erodes opportunities, while a sur-
prisingly high 18 percent say it will collapse 
in another crisis. Just 7 percent pick the 
rosy outlook of growth and greater profit.

Even as they see shrinkage, respondents 
aren’t optimistic that regulators have fixed 
a key problem from 2008, when the col-
lapse of Lehman Brothers left the finan-
cial system teetering. Banks are still too 
big to fail, 71 percent of those polled say , 
either because they’re too complex (the 
most popular response) or because regu-
lators focus on the wrong things. Only 21 
percent say too big to fail has been fixed 
through decreased leverage or regulatory 
plans to wind down troubled companies.

If banks are still too big to fail, don’t just 
blame the regulators. Thomas Hoenig, vice 
chairman of the U.S. Federal Deposit Insur-
ance Corp., says the fault may lie with the 
institutions themselves. “They’re just too 
big and complex to manage,” he says. “Ev-
ery time they turn around, they break a rule, 
violate some sanction. That’s why there 
is continuing pressure to break them up. 
The market will force the biggest banks to 
shrink, divest, or even break up.”

While financial pros complain about reg-
ulations, there’s a split , with 39 percent say-
ing there has been significant or extensive 
damage to their business. A slim majority 
of 51 percent say the impact has been lim-
ited or nonexistent. Some 5 percent say reg-
ulations have actually been good for them.

When it comes to compensation, finan-
cial professionals aren’t just worried about 
their own. They’re also concerned about 
income inequality across society—up to 
a point. The best way to address that, 43 
percent of respondents say, is for govern-
ment to spend more on education and in-
frastructure. Another 25 percent say taxes 
should be cut to promote growth, while 13 
percent say inequality isn’t a problem. On 
the other hand, relatively few go with the 
option that might hit closest to home: Just 
16 percent recommend taxing the rich.

YALMAN ONARAN

W H I C H  S C E N A R I O  I S 
M O ST  L I K E LY  FO R 
WA L L  ST R E E T  I N  T H E 
C O M I N G  D E CA D E ?   

6%
Not sure

18%
Collapse 
in another 
financial 
crisis

14%
Disruption by new 
technology and 
startups

Shrinkage as regulation erodes business opportunities 
43%

7%
Growth and greater 
profit than ever 

Bloomberg 
Markets 
Global Poll

A R E  T H E  L A R G E ST 
G LO B A L  B A N KS 
ST I L L  TO O  B I G 
TO  FA I L?

26%
Yes, 
regulators 
focus on the 
wrong risks.

8%
Not sure

45%
Yes, they 
are too 
complex to 
manage 
safely.

12%
No, because 
leverage is 
reduced.

9%
No, regulation 
makes orderly 
wind-down possible.

12%
Status quo
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Ascendant Europe
With U.S. rates likely to rise this year and quantitative easing boosting 
the long-struggling euro zone, investors have a new favorite market.

The euro region bumps the U.S. 
out of the top spot for the first 
time since 2010. A majority now 
predicts a Grexit. 

W H I C H  O N E  O R  T WO  C O U N T R I ES 
O F F E R  T H E  B E ST  I N V E ST M E N T 
O P P O RT U N I T I E S ? 

D O  YO U 
E X P E CT 
T H AT 
G R E E C E 
W I L L  . . . ? 

EURO ZONE*

U.S.

INDIA

CHINA

JAPAN

BRAZIL

April  

April  

January poll  

January poll  
19%

8%

54%

29%

13%

7%

8%

35%

5%

33%

27%

14%

13%

10%
*In January, this question was asked about the European Union, not the euro zone.

By the end of 2015 Stay in the euro Not sure

61%

43%52%+

++ =

+ =

6%

18%
By the end of 2016

14%

22%

31%

After 2016

11%

12%
Leave 
the euro

Bloomberg 
Markets 
Global Poll
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Bloomberg 
Markets 
Global Poll

Investing Champs

Given a list of prominent 
names to choose from, 
survey respondents pick 
Warren Buffett, of course, 
but Ray Dalio also rises 
above the fray.  

W H I C H  P E RS O N  I S 
T H E  M O ST  TA L E N T E D 
I N V E STO R ? 

Buffett is most admired; Bridgewater’s Dalio is a strong 
second, even though hedge funds overall get low marks. 

W I L L  H E D G E  F U N D S 
O U T P E R FO R M  STO C KS 
I N  T H E  F U T U R E ?  

17%

9%

Not sure

9%

No, the best days for hedge 
funds are past.

25%

Yes, they may 
outperform in 
declining markets.

Yes, they will get 
their mojo back.

No, they may be uncorrelated 
but won’t outperform.

40%

A R E  YO U  O P T I M I ST I C  O R 
P E S S I M I ST I C  A B O U T  T H E S E 
L E A D E RS ’  P O L I C I ES  AS  T H E Y 
A F F E CT  T H E  I N V EST M E N T 
C L I M AT E ?

Pessimistic Not sureOptimistic

A N G E L A  M E R K E L 
C H A N C E L L O R  O F  G E R M A N Y   

60%

49%

14%

19%

26%

32%

V L A D I M I R  P U T I N
P R E S I D E N T  O F  R U S S I A  

11% 10%79%

N A R E N D R A  M O D I
P R I M E  M I N I S T E R  O F  I N D I A

60% 31%9%

B A R A C K  O B A M A 
P R E S I D E N T  O F  T H E  U . S .  

37% 14%49%

D I L M A  R O U S S E F F 
P R E S I D E N T  O F  B R A Z I L   

9% 27%64%
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OVER THE YEARS, the Institute for the 
Works of Religion, better known as the 
Vatican Bank, has been linked to swin-
dlers, crooked politicians, assorted Mafi-
osi, and the occasional suspicious death. 
Two years into his papacy, Francis has 
made a heroic effort to crack down on such 
iniquities. He still has a way to go.

The bank was founded, in 1942, to man-
age money for charities and religious 
works. But from the beginning, it shunned 
outside audits and regularly destroyed its 
records. Its address and phone number 
went unlisted. It published no annual re-
ports, paid no taxes, and was accountable 
to no one but the pope, as Jeremy Kahn re-
ports in “God’s New Bankers,” page 74.

In banking, as in life, such secrecy cor-
rodes the soul. And in the decades that fol-
lowed, plenty of crooks took advantage of 
the institute’s opacity.

Although his predecessors made at-
tempts—of varying ambition—to clean all 
this up, Francis has been unyielding. He 
shook up the bank’s hierarchy, ousted its 
chief, and installed financial professionals 
on its board. The bank shut hundreds of 
shady accounts, started publishing annual 
reports, and made substantial progress in 
combating money laundering.

But Francis’s reforms went deeper. 
He replaced the entire board of the Vati-
can’s Financial Intelligence Authority, the 
bank’s regulator. He hired consultants to 
examine the bank’s books, rationalize its 
accounting, and improve its management. 
Perhaps most crucially, he created a new 
oversight system to demand budgetary 
transparency throughout the Holy See.

The key to further reform is the Finan-
cial Intelligence Authority. It needs to 
maintain its independence from the Vat-
ican’s bureaucracy, and it must stay ag-
gressive in inspecting the bank’s account 
holders and ensuring compliance with 
know-your-customer laws. Doing a bet-
ter job of vetting employees would also go 
a long way toward improving the bank’s 
culture.

And if all this doesn’t stem the corrup-
tion? Then the pope should simply close 
the bank’s doors, as he has threatened. 
The Vatican’s finances could surely be 
handled by an international bank with the 

wherewithal to prevent corruption, offer 
advice, and conduct transactions across 
the church’s global network.

That would diminish the Vatican’s fi-
nancial independence. And it would dis-
appoint the insiders who liked the quiet 
discretion and expansive patronage op-
portunities of the old system. But it would 
remove a constant source of temptation 
that only encourages corruption. And it 
would free the Vatican, and the church at 
large, to focus on life’s higher callings.
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To read more editorials, type VIEW <Go> on the Bloomberg 
Professional service or go to BLOOMBERGVIEW.COM.

The pope’s push to reform the long-troubled Vatican Bank 
is historic and heroic. But his work is not yet done. 

Cleansing the Temple
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The trouble was, Elizabeth Warren, the senior sen-
ator from Massachusetts, was getting ready to speak 
on the Senate floor. She had his bank on her mind.

What Warren wanted to talk about was an item 
tucked into page 615 of a 1,603-page spending pack-
age: the repeal of section 716 of the Dodd-Frank 
Wall Street Reform and Consumer Protection Act of 
2010. Known as the swaps push-out rule, section 716 
required banks to set up separate subsidiaries, not 
backed by the govern-
ment, to trade certain 
derivatives. If the rule 
stood, it would gener-
ate huge administra-
tive costs for the big 
banks.

Citi had fought 
hard on this. The 
bank’s lobbyists had 
worked on lawmakers 
and helped draft language for the repeal. Getting it 
into a big spending package Congress was sure to 
pass was a coup. In the ongoing wars between Wall 
Street and the forces of government regulation, this 
repeal was a big win for the banks.

“Today I am coming to the floor not to talk about 
Democrats or Republicans,” Warren began her speech, 
“but to talk about a third group that also wields 
tremendous power in Washington—Citigroup.” With 
that, Warren turned Citi into exactly the kind of vil-
lain so many people suspect lurks in the backrooms of 
the Capitol. In one particularly striking moment, she 
connected nine top government officials—includ-
ing Treasury Secretary Jacob J. Lew—directly to the 
megabank. She invoked Teddy Roosevelt, her favor-
ite trust-busting president, who took on the big cor-
porations of his day.

“There is a lot of talk coming from Citigroup 
about how Dodd-Frank isn’t perfect,” Warren con-
tinued. “So let me say this to anyone who is listening 
at Citi. I agree with you, Dodd-Frank isn’t perfect.” 

She paused, then spoke very slowly and emphati-
cally: “It should have broken you into pieces.”

Warren didn’t succeed in blocking the bill. It 
passed the Senate the next day, and on Dec. 16, Pres-
ident Barack Obama signed it into law. But her clash 
with Citi generated the kind of headlines no bank 
wants to see these days. “Why Citi May Soon Regret 
Its Big Victory on Capitol Hill,” one from American 
Banker read. Warren’s speech got half a million You-
Tube hits. A few days later, protesters showed up 
outside Citi’s New York headquarters, holding plac-
ards that said things like “Break Up the Big Banks.”

Starting with December’s showdown with Citi, 
Warren, who turns 66 in June, has been on a tear. 
Only two years into her term as senator, she has 
the kind of clout and attention it takes most law-
makers decades—or a presidential run—to build. 
Her stance as watchdog over the financial industry 
helped her win a Senate seat. Now, she’s harness-
ing that into something bigger and more powerful.

In January, Warren’s protests effectively blocked 

Obama from appointing Antonio Weiss, a banker 
at Lazard, to the No. 3 position at the Treasury De-
partment. In February, she took on Federal Reserve 
Chair Janet Yellen, calling out the central banker for 
the conduct of Scott Alvarez, the Fed’s top lawyer, 
who criticized the swaps push-out rule in a speech. 
For months, she’s been attacking the Trans-Pacific 
Partnership, a treaty intended to regulate trade be-
tween North America and Asian countries outside 
of China. The White House wants the agreement 
badly; Warren casts it as a giveaway to multina-
tional corporations.

Now, as the 2016 run for the White House begins, 
this could be a very hot campaign season for Wall 
Street. Warren, who declined to be interviewed for 
this story, is not running for president—although 
an army of supporters, including a corps of Holly-
wood celebrities, is clamoring for her to do so. But 
her impact on the race is already evident. There are 
frequent references to a Warren wing of the Demo-
cratic party and to the need to appeal to it. Hillary PR
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He taught her how 
Washington works; she 
now has his Senate seat.

Former colleagues 
have contributed 
$312,550 to date.

H A R V A R D  S TA F F

S H E I L A  B A I R

‘I got a lot of push 
from some of my 
Republican friends.’
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T H E  A R T I S T S 
F O R  W A R R E N 

M O V E M E N T

PA U L  V O L C K E R

She is fi ercely defending 
the Volcker Rule in the 
face of Wall Street 
opposition. In January, 
she lost her bid to 
block Congress from 
delaying it.

Ex–FDIC chair 
supported her 
Senate bid.

T E D  K E N N E D Y T E D D Y  R O O S E V E LT

G E O R G E  S O R O S J E F F R E Y 
K AT Z E N B E R G

Her favorite 
president
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‘Her TARP oversight 
hearings often felt more 
like made-for-YouTube 
inquisitions than serious 
inquiries,’ he writes in his 
2014 book Stress Test.

‘So hit me with a fi ne. We 
can aff ord it,’ Dimon replied, 
according to Warren, after she 
told him JPMorgan might be 
in danger of breaking the law. 
(The bank says her account is 
inaccurate.)

She blasted him in a Senate 
hearing for getting a raise 
after the London Whale 
incident. Also describes 
a testy meeting with him 
in her book.

‘Let me say this 
to anyone who is 
listening at Citi,’ 
Warren said on 
the Senate fl oor. 

‘I agree with you. 
Dodd-Frank 
isn’t perfect. It 
should have 
broken you into 
pieces.’

Is opposing his 
Trans-Pacifi c 
Partnership and 
is in general 
a progressive 
thorn in his side.

She took 
shots at 
Yellen for Fed 
leaks and the 
conduct of 
Fed counsel 
Scott Alvarez.

‘When are we 
going to get 
rid of too big 
to fail?’ she 
asked Bernanke 
during a testy 
exchange at a 
Senate banking 
hearing. 

J P M O R G A N 
C H A S E C I T I G R O U P

L A R R Y  S U M M E R S

B A R A C K  O B A M A

J A M I E  D I M O N

B E N  B E R N A N K E

T O
T R E A S U R Y

T O  T H E
F E D T I M  G E I T H N E R

J A N E T  Y E L L E N

A N T O N I O  W E I S S

She signed a letter, along 
with other Democrats, 
asking Obama to appoint 
Yellen rather than Summers.

‘It’s time for the Obama administration 
to loosen the hold that Wall Street banks 
have over economic policy making,’ 
Warren wrote for the Huffi  ngton Post.



Clinton, the Democratic front-runner, is openly 
courting her. “Elizabeth Warren never lets us forget 
that the work of taming Wall Street’s irresponsible 
risk taking and reforming our financial system is far 
from finished,” Clinton wrote for Time magazine’s 
100 Most Influential People issue in April.

Warren is a problem the financial industry didn’t 
expect to have right now. With the Republicans 
in control of Congress, this should be the time for 
Wall Street to soften regulators and their rules. The 
financial crisis is over, the housing market is recov-
ering, and the economy is stable. A year ago, the 
sense of urgency about keeping a close watch over 
the financial industry seemed to be subsiding. Not 
anymore. Warren has re-sounded the alarm.

...
“MORE THAN ANY OF THE SENATORS, SHE IS 
making Wall Street nervous,” says Dick Durbin, 
a Democratic senator from Illinois and a fellow 
financial reformer. This spring, news broke that 
bank executives had told Democrats they were un-
happy about the anti–Wall Street rhetoric coming 
from Warren and others. In some conversations, ex-
ecutives reportedly suggested they might withhold 
donations. Warren used the news as an opportunity 
to remind the public once again how banks wield 
power in Washington. “The big banks have issued a 
threat, and it’s up to us to fight back,” she promptly 
e-mailed supporters, asking for donations.

Barney Frank, the former congressman from Mas-
sachusetts and co-author of the Dodd-Frank legis-
lation, says Warren has protected the  act. “She can 
raise hell and make clear to people they will pay a 
political price if they try to attack it,” says Frank. In 
particular, he says, Warren has helped make modify-
ing Dodd-Frank politically untenable for Democrats, 
without some of whom Republicans can’t hope to roll 
back the law. “I think it is safe until 2016,” Frank says.

“A Republican Senate would not take up Wall 
Street deregulation now,” says Dennis Kelleher, 
president and CEO of Better Markets, a watchdog 
organization that monitors Wall Street’s influence 
in Washington. “Nobody wants to be seen as siding 
with the big Wall Street banks.”

Not even the big banks. Executives at Citigroup, 
JPMorgan, Goldman Sachs, Bank of America, and 
other financial institutions declined to be inter-
viewed for this story. Even the head of the Securi-
ties Industry and Financial Markets Association, 
or SIFMA, a lobbying group for the securities in-
dustry, wouldn’t discuss Warren publicly. “It would 
be foolish for financial institutions to get into a 

head-to-head with Senator Warren,” says Tony 
Fratto, a former Treasury official who is now a part-
ner at the public-affairs consulting firm Hamilton 
Place Strategies. “It’s exactly what she wants, and it’s 
a debate you can’t win.”

Dodd-Frank has transformed Wall Street. The law 
created hundreds of new rules, which are enforced by 
more than a dozen regulatory agencies. One of them 
is the Consumer Financial Protection Bureau, first 
envisioned by Warren while she was still a law pro-
fessor at Harvard University. It’s tougher to get up to 
no good these days. It’s also tougher to make a buck.

Higher capital requirements and compliance 
costs are reshaping the industry. Banks are shed-
ding operations that under the new rules are no lon-
ger worth the trouble. They’ve laid off thousands of 
traders, analysts, investment 
bankers, and support staff.

At the same time, they’re 
hiring armies of compliance 
officers. “It affects almost ev-
erything we do,” Lloyd Blank-
fein, CEO of Goldman Sachs, 
told Bloomberg in January. 
“I can’t think about our tech-
nology spend without think-
ing of the number of heads 
I have to hire to build the 
systems to comply with the 
new regulatory reporting 
functions.”

“The United States is at 
risk of losing its status as 
the world’s capital mar-
kets leader,” Daniel Galla-
gher, a commissioner at the 
Securities and Exchange 
Commission, said in a speech in January. “I see it 
everywhere: Rather than thinking creatively about 
ways to promote capital formation, legislators and 
regulators are layering on law after law, regulation 
after regulation —strangling entrepreneurs, their 
enterprises, and, of course, their employees and 
customers. We are not even resting on our laurels; 
we are actively throwing those laurels on a bonfire.”

Still, at this point, executives from the big banks 
tell Bloomberg they want the Dodd-Frank wars to be 
over; they’re digesting the new rules, and the costs, 
and trying to get back to making money.

For Warren, the fight is definitely not over. In 
April, in a speech titled “The Unfinished Business 
of Financial Reform,” she laid out how she hopes to 
move her agenda forward. Among other things, she 
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called for the breakup of the big banks; they are still 
too big to fail, she said, and bailing them out of the 
next crisis would cost billions. And she wants jail 
time for managers who violate the law. “It’s time to 
stop recidivism in financial crimes and to end the 
‘slap on the wrist’ culture that exists at the Justice 
Department and the SEC,” Warren said.

An important part of her legislative agenda is the 
21st Century Glass-Steagall Act, which she and three 
co-sponsors introduced in 2013. The bill is a mod-
ern version of the 1933 law that split commercial 
and investment banks. (The original Glass-Steagall 
was effectively repealed in 1999.) So far, 21st Century 
Glass-Steagall hasn’t gained traction on Capitol Hill, 
but for Wall Street, this will be one to watch.

...
“THERE ARE ONLY TWO THINGS I’M LOOKING 
for from the biggest financial institutions in this 
country,” Warren says one cool spring night in New 
York. She’s standing before a packed crowd on the 
fourth floor of a Barnes & Noble bookstore on 17th 
Street. She’s come here, while the Senate is in re-
cess, to promote the paperback version of her auto-
biography, A Fighting Chance.

Dressed in black slacks and a purple blazer, her 
glasses perched on her nose, she looks like the 
law professor she once was. But she’s anything 
but bookish. She’s a great speaker. She recounts 
her girlhood in Oklahoma and her chaotic days as 
a young mother grinding through law school in a 
way that makes you feel as if you know her. She has 
a warm, easy smile. She tells jokes, laughs at her-
self. She has one very funny anecdote about nearly 
burning down her kitchen trying to make toast. At 
one point during her talk, reggae music inexplica-
bly starts blasting through the bookstore—and she 
begins dancing to the beat.

Those two things she wants from the banks: 
“No. 1, I don’t think they ought to be able to cheat 

people,” Warren says. “Second thing, I don’t think 
they ought to be able to risk destroying this econ-
omy. Too big to fail has got to end.” The room erupts.

This is what Warren does better than anyone else: 
laying out the fight. There are good guys and bad 
guys—so pick a side. This helped win her an elec-
tion. It draws crowds, produces YouTube hits, and 
sells books.

Warren’s arguments tap into very real worries. 
Wages are stagnating, and the gap between rich 
and poor is widening. Since the beginning of 2013, 
the world’s richest 100 people have gained $378 bil-
lion, according to the Bloomberg Billionaires In-
dex. In an economic system that feels unfair and 
imbalanced, a lot of people are going to look for vil-
lains. Bankers make good ones. “We’ve given her a 
very easy target,” concedes one banking executive 
who asked not to be identified for fear of backlash 
against his institution.

A story Warren tells in her autobiography shows 
how expertly she can deliver a bad guy. In 2013, she 
writes, she had a meeting with Jamie Dimon, CEO 
of JPMorgan. They argued over the powers of the 
CFPB, she says, and at one point she told him that 
if JPMorgan wasn’t careful, it could end up in viola-
tion of the law. He replied, according to her: “So hit 
me with a fine. We can afford it.”

A JPMorgan spokesman says Warren’s account 
is inaccurate. Still, that’s almost beside the point. 
“She is perceived as the white hat,” says Tony Fratto.

Warren isn’t the only politician tapping into the 
public’s frustration and anger at the financial sys-
tem. Other lawmakers have been vocal supporters 
of tighter regulation. David Vitter, a Republican sen-
ator from Louisiana, sided with Warren and other 
Democrats in December in their fight against Citi. “I 
know it surprised a lot of people,” he says, explain-
ing that he also fears the risks posed by large institu-
tions. “Too big to fail is alive and well.” In late April, 
Bloomberg reported that Vitter and Warren were 
working together on another piece of legislation, 
this one designed to curb the authority of the Fed to 
bail out banks in a crisis. John McCain, the senator 
from Arizona and former Republican presidential 
candidate, is a co-sponsor of the 21st Century Glass-
Steagall Act, along with Democrat Maria Cantwell 
and independent Angus King.

Last fall, Clinton tried to mimic Warren’s populism, 
declaring in a speech, “Don’t let anybody tell you that 
it’s corporations and businesses that create jobs.” This 
was way off the mark Warren hit when she famously 
argued during her Senate campaign in 2011 that busi-
nesses owe some part of their success to citizens and 

Tracking Financial Industry Legislation
You can use the U.S. Government Legislation (BILL) function to monitor the progress of 
legislation that could aff ect banks. Type BILL <Go> on the Bloomberg Professional ser-
vice. Click on Financials under Industries to display a list of Bills to Watch. Bills to Watch 
are pieces of legislation that Bloomberg’s BGOV Washington Insight analysts have iden-
tifi ed as potentially important. Click on H.R. 37, for example, for more information on the 
Dodd-Frank Reform bill that passed the House in January. BGOV analysts have identifi ed 
companies that stand to be aff ected should the bill become law. They’ve also adjudged 
the likelihood of that happening as low to medium.   JON ASMUNDSSON
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to the government. (Obama echoed Warren’s rhetoric 
in his 2012 “you didn’t build that” speech.)

The Warren version is worth examining. It gives, 
in plain language, her view of American capital-
ism: “You built a factory out there? Good for you. 
But I want to be clear: You moved your goods to 
market on the roads the rest of us paid for; you 
hired workers the rest of us paid to educate; you 
were safe in your factory because of police forces 
and fire forces that the rest of us paid for. You 
didn’t have to worry that marauding bands would 
come and seize everything at your factory, and hire 
someone to protect against this, because of the 
work the rest of us did.”

...
ON A COLD WINTER DAY IN WASHINGTON, A 
group of community bankers and credit union 
managers has traveled from across the country—
Nevada, Georgia, South Carolina, New York—to tes-
tify before Warren and the other lawmakers who sit 
on the Senate Banking Committee. These guys are 
not Wall Street. They fund the local grocer or bar-

ber; they put people in their 
first homes.

They’ve come here for 
help. They say the Dodd-
Frank rules meant to con-
trol the big banks are in fact 
crushing little ones. “Con-
gress and regulators ask a 
lot of small, not-for-profit 
financial institutions when 
they tell them to comply 
with the same rules as JP-
Morgan, Bank of America, 
and Citibank,” Wally Murray, 
CEO of the Greater Nevada 
Credit Union, tells the sena-
tors. He points out that credit 
unions are now subject to 
more than 190 rule changes  
directed by some three dozen 
government agencies.

Coming at regulation through small banks is 
probably the banking industry’s best shot at rally-
ing public support to repeal more of Dodd-Frank. 
Warren knows this, and so she listens with partic-
ular interest to the testimony of R. Daniel Blanton, 
a community banker from Augusta, Georgia. “My 
bank doesn’t represent a risk to anybody,” he says.

What draws Warren to him, though, isn’t his 
take on tough times in small-town Georgia. It’s his 

position as chairman-elect of the American Bankers 
Association, the trade group that is one of her oldest 
and toughest adversaries. Warren has accused the 
ABA of using the little banks it represents as fronts 
for the bigger ones it also represents.

“We’ve heard a lot today about how smaller banks 
are being smothered by unnecessary regulation, sup-
posedly because of Dodd-Frank rules,” Warren says 
to Blanton after he finishes his testimony. “But a lot 
of the time, the legal changes they are asking for  
aren’t really about helping community banks.”

The tension level in the room ratchets up. What 
had been a humdrum hearing is about to become 
news. Those who spend time in banking hearings 
know the signs. Reporters and photographers are 
ready for exactly these moments. “All the cameras 
turn. You hear click-click. I tease her and say, ‘I’m 
just trying to get out of your shot,’” says Senator 
Heidi Heitkamp of North Dakota, a fellow Demo-
crat who has the seat next to Warren’s in the com-
mittee room.

Warren begins by asking Blanton a series of in-
creasingly uncomfortable questions. She asks 
for specifics on data and metrics that the banker, 
caught off guard, can’t provide. He looks flustered. 
At one point, Warren asks him to explain how a 
rules change he is recommending would affect not 
just his bank but also Wells Fargo, JPMorgan, and 
Citi. He throws up his hands and shakes his head, 
unable to answer her. “Maybe you can get back to 
me,” Warren tells Blanton coolly.

The exchange makes instant headlines. “Watch 
Elizabeth Warren Put a Banker in His Place,” a pro-
gressive website trumpets, with a video link to the 
testimony. Almost immediately after the hearing, 
Blanton’s e-mail begins filling up with people who’d 
watched it. “I had no idea so many people watched 
C-SPAN,” he says. Days later, back in Georgia, he 
can’t shake the encounter: “I keep thinking now of 
the things I should have said,” he says. “You know 
how that happens?”

Warren is moving on. In April, she lobbed a new 
attack at the White House over its refusal to provide 
details on negotiations over the Trans-Pacific Part-
nership. “The government doesn’t want you to read 
this massive new trade agreement. It’s top-secret,” 
she wrote on her website. “We’ve all seen the tricks 
and traps that corporations hide in the fine print 
of contracts. We’ve all seen the provisions they slip 
into legislation to rig the game in their favor. Now 
just imagine what they have done working behind 
closed doors with TPP. We can’t keep the American 
people in the dark.”
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off his success as a lead adviser on last year’s 
$2.05 billion initial public offering of online re-
tailer JD.com, Fan Bao was secretly dreaming of 
merging China’s two Uber-style taxi apps into a 
$6 billion behemoth. It was part of his quest to 
unearth China’s next big tech thing.

The problem was the dueling founders, Dexter 
Lu and Cheng Wei, and their equally competitive 
billionaire backers. “These guys were entrepre-
neurial gladiators who never shied from a fight,” 
Bao says, reclining in a high-backed leather 
armchair in the Beijing headquarters of China 
Renaissance, the boutique investment bank 
he formed in 2004. “But they were killing each 
other. I wanted them to make peace, not war.”

Bao resorted to stealth. He code-named his 
merger-prodding strategy “Project Rush” for 
the 2013 film in which Formula One racing 
rivals James Hunt and Niki Lauda ultimately 
find friendship and mutual respect. Lu’s com-
pany, Kuaidi Dache, was “Lauda.” Cheng’s Didi 
Dache was “Hunt.” Their powerful shareholders, 
Internet giants Alibaba Group Holding and Ten-
cent Holdings were “Ferrari” and “McLaren,” re-
spectively. “It was superconfidential,” says Bao, 
44, who honed his rapid-fire English while work-
ing at Credit Suisse and Morgan Stanley.

Bao launched his mission by persuading the 
founders they were reducing their own equity 
as they tapped cash from outsiders to escalate 
their rivalry. On Feb. 14—Valentine’s Day—the 
companies agreed to matchmaker Bao’s plan to 
marry them in China’s biggest Internet merger. 
Bao took fees from both sides as sole arranger. 
(He declines to say how much.) Lu says he had 
no compunction about hiring Bao, even though 
the banker had done previous deals with Didi’s 

Cheng. “He has a great reputation for integrity,” 
Lu says of Bao. “We could not have found a bet-
ter guy or firm to use.” 

Bao’s 15-year connection to Beijing’s thriving 
entrepreneurial scene, centered in the funky 
Zhongguancun neighborhood where Didi got 
its start, helped seal the deal. Now, the merging 
companies want to grow internationally. If suc-
cessful, the combined Didi and Kuaidi could 
join Internet giants Baidu, Alibaba, and Ten-
cent—adding a fourth member to what’s now a 
holy trinity of Chinese tech companies known 
reverentially by the acronym BAT. “We want to 
be the fourth BAT,” Kuaidi co-founder Joe Lee 
says. Cheng declined to comment for this story.

If the taxi-app entrepreneurs don’t pull off 
their global aspirations, others will, Bao says. 
And he wants to be the one to find them. In a 
nation where one-time schoolteacher Jack Ma 
turned his Alibaba startup into China’s biggest 
e-tailer, Bao is confident more Mas with world-
class ideas are out there. “We are trying very 
hard to dig out the next Alibaba,” he says.

China’s masses and their technology frenzy 
are working in his favor. Even Ma, 50, the coun-
try’s richest man after Alibaba raised $25 billion 
in the planet’s biggest IPO last year, can’t win it 
all. The nation of 1.37 billion, almost entirely on 
the wrong side of the digital divide just 15 years 
ago, has undergone a wildebeestlike stampede 
to the Internet. Some 850 million Chinese—
almost triple the U.S. population—will be online 
at the end of 2015, up from 649 million just 12 
months earlier, the government estimates. Three 
of China’s four richest men are Internet entrepre-
neurs. Behind Ma, with $35.6 billion as of April 
17, and property tycoon Wang Jianlin, 60, there’s 
Ma Huateng, 43, the founder of instant-messag-
ing and online gaming company Tencent. He’s 
worth $20.1 billion, according to the Bloomberg 
Billionaires Index. Robin Li, 46, who built Baidu 
into China’s largest search engine, has a $15.1 bil-
lion fortune.

China’s expansion-minded techies are get-
ting timely help from the nation’s rulers. Gross 
domestic product growth is slowing to what 
the government predicts will be 7 percent this 
year from a searing annual average of almost 10 
percent since 1978. China is promoting e-com-
merce and technology to rebalance an econ-
omy unhealthily dependent on investment and 
exports to one driven by consumption. One ef-
fort, dubbed “Internet Plus,” will use Web 
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Although China 
Renaissance didn’t play 
a role in Alibaba’s IPO, 
it did advise on the four 
next-largest Chinese 
offerings in the U.S. 
last year.

*China 
Renaissance 
was a joint lead 
manager/book 
runner. 
**China 
Renaissance was 
a co-manager. 
Source: 
Bloomberg



innovation to invigorate manufacturing. Ven-
ture capitalist Hugo Shong expects a new wave 
of entrepreneurs to benefit. “Every age has its 
heroes, and a younger, better-educated gener-
ation will definitely emerge and be even more 
outstanding,” says Shong, a Beijing-based part-
ner in IDG Capital Partners. The VC firm was 
among early investors in Tencent, Baidu, and 
smartphone maker Xiaomi, which, at $45 bil-
lion, is the world’s most valuable startup.

The next tech hopefuls face opportunities 
and challenges as big as the market they’re tar-
geting. In their favor, the migration to the Inter-
net among one-fifth of humankind means the 
best local startups can become titans, in many 
cases just by adopting U.S. business models and 
applying them at home. If only a handful follow 
Ma onto the global stage, many more will build 
big businesses by settling for the second prize 
of domestic stardom.

That’s if they don’t run afoul of the nation’s 

official censorship. While the so-called Great 
Firewall of China gives homegrown companies 
an edge by blocking U.S. competitors such as 
Google, Facebook, and Twitter from operating 
on the mainland, it can also impede the locals. 
Last year, the government issued rules restrict-
ing instant-messaging apps such as Tencent’s 
WeChat. In April, it threatened to suspend Nas-
daq Stock Market–listed Sina’s news services 
for failing to censor what it termed “illegal con-
tent.” While major tech companies have no op-
tion but to comply, other netizens have posted 
subtle online protests.

With every tech boom, there are inevitably more 
losers than winners—and China is no different in 
this respect. “To let young people have dreams 
and be entrepreneurial is a good thing,” says Andy 
Xie, a former Asia-Pacific chief economist at Mor-
gan Stanley who now works independently out of 
Shanghai. “But many of them are just looking to 
make a quick buck and most will fail.”

The E-Plaza building, at right, 
houses offices for startups 
above a disused shopping mall 
in Beijing’s Zhongguancun 
neighborhood.



If that’s true, it may bring grief to Chinese 
domestic investors who’ve sent technology 
shares on the mainland’s two stock exchanges, 
Shanghai and Shenzhen, into bubble terri-
tory. The CSI 300 Information Technology In-
dex jumped 66 percent this year as of April 17. 
That’s more than double the rise of the parent 
CSI 300 Index, itself one of the world’s best 
performers. Bao himself estimates a casualty 
rate as high as 10-to-1 among startups that get 
early funding. Those who do make it may find 
that the size of China’s consumer base far ex-
ceeds its spending power given that the na-
tion’s GDP per capita is just under $7,000, less 
than Botswana’s, the World Bank says.

Glancing across Beijing’s futuristic, ever-
changing skyline, Bao sees few such clouds. Al-
ready the megacity of 21.5 million is home to 20 
tech companies valued at more than $1 billion 
apiece, second only to Silicon Valley, according 
to London-based VC firm Atomico. The Zhong-
guancun neighborhood of incubators and 
coffee shops abutting the capital’s most presti-
gious universities spawned startups at a rate of 
49 a day last year, Science and Technology Min-
ister Wan Gang said in March.

Yin Qi, a dropout from a Columbia University 
doctoral program, is one of the neighborhood’s 
denizens. His startup, Megvii, specializes in tech-
nology he hopes will revolutionize banking secu-
rity by recognizing the identity-card mug shots of 
the entire population. Such software could even-
tually allow the public to dispense with PIN codes 
and ATM cards and even avoid compulsory branch 
visits to open an account. Qi, 27, who has piqued 
Ma’s interest in his technology, opened a small of-
fice in Zhongguancun to be close to the univer-
sities where he recruits. “Geniuses are basically 
lazy,” he says. “They don’t like to travel far to work.”

Bao is counting on his first-mover advan-
tage, and a tech-savvy squad he calls his “Al-
pha Team,” to spot the smartest of the smart. 
In a country where local investment banks have 
amassed easy money taking state-owned enter-
prises to market, he’s made private-sector tech 
companies his niche. It isn’t the first time Bao 
embarked on a less-trodden route. He studied 
at Shanghai’s prestigious Fudan University be-
fore joining an early wave of young Chinese 
heading abroad. While many chose the U.S. or 
U.K., Bao spent four years at BI Norwegian Busi-
ness School in Oslo and then landed in London 
and on Wall Street. Returning to China in 1998 

as a Morgan Stanley vice president, Bao cov-
ered what few technology companies existed. 
Two years later, smitten by the Web, he joined 
Beijing-based telephone software company 
AsiaInfo Holdings as chief strategy officer. The 
job earned him introductions to emerging en-
trepreneurs such as Ma, who was struggling to 
turn a profit. Bao figured many local startups 
were in the same boat—too tiny to attract in-
ternational investment banks. He set up China 
Renaissance to fill the void. “They were very 
small back then, but you could see they had a 
huge potential to grow at lightning speed,” he 
says. “I thought: If we can start servicing these 
people early, we can grow together.”

The strategy worked. Since then, Bao has ad-
vised on some $26 billion of IPOs, M&A deals, 
convertible bond offerings, and private place-
ments for Chinese tech clients. China Renais-
sance itself has built about $600 million of 
assets under management by taking equity in 
promising companies in lieu of fees.

Bao attributes some of his success to the 
sort of technological innovation he’s looking 
for in his clients. He hired investment banker 
and former venture capitalist Xiang Zhou, 34, 
to head his Alpha Team. Ruoyu Sun, 24, is the 
tech guru. The pair created an Internet plat-
form based on the WeChat messaging app 
to match early-stage startups with funders.
Potential investors specify what they’re look-
ing for, the amount they want to spend, and 
the sectors they want to focus on. They can 
browse for startups that match their needs on 
their smartphones. Bao’s bankers, meanwhile, 
are freed up to pound the pavement looking for 
the next Alibaba. Investment banking is long 
overdue for such a transformation, Bao says. 
“The Internet has disrupted many industries, 
and it is pretty amazing that investment bank-
ing is the last man standing,” he says.

Zhongguancun is one of the Alpha Team’s 
prime hunting grounds. Here, amid warrens 
of tiny offices, dozens of angel investors, VCs, 
and bankers are tripping over each other on 
an overcast March day. Unlike the original Sil-
icon Valley, there are no trees, and the pollu-
tion can be so thick with particles that the act 
of breathing is akin to eating the air. But there’s 
innovation aplenty—so much that a gentrified 
pedestrian precinct, once filled with book-
shops, has been renamed Innovation Way. 
“Geek is the new sexy,” screams a poster in 
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China says 850 million of
its citizens will be online by
the end of 2015—spurring
a rush of dealmaking.
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English inside AngelCrunch, which promises 
“speed dating” to connect startups with inves-
tors within a week. Almost next door, the in-
dustrial chic Garage Café and 3W coffeehouse 
host customers hunched over laptops or deep 
in conversation, soliciting or offering funding.

Garage Café clientele this day includes 
Steven Wang, a Harvard graduate who spent 
nine years at IBM before returning to China. 
He’s now president of Shanghai Liuhe Venture 
Capital Partners. “It’s much more dynamic here 
than in the U.S.,” says Wang, who says his firm 
oversees $1 billion, including investments in 
more than 10 early-stage startups.

In a country as big as China, even niche play-
ers have the potential to become giants. A few 
minutes’ walk from Innovation Way, the far less 
hip 18-story E-Plaza appears deserted following 
the closure of a ground-floor shopping mall that 
once sold cheap tech knockoffs. Walk around 
the back, however, and the sole unlocked door 
leads to elevators. Several levels up, the floors 
are crammed with tiny offices such as those of 
Baozhi 360, founded by former finance indus-
try executive Zhang Luofu. Zhang, 39, invested 
$3 million in savings to create a platform to 
match buyers and sellers of distressed debt. 
He’s talking to VCs about a further $30 million. 
“We want to become the world’s bad-asset man-
agement data engine,” he says.

In his search for the next Jack Ma, Bao often 
bumps up against Jack Ma himself. Ma is vy-
ing to buy stakes in promising startups, such 
as he did with the Kuaidi Dache taxi-app com-
pany. He even opened an exclusive business 
school, called Hupan University, whose 35 stu-
dents were selected from among the brightest 
startup founders.

One wunderkind Hupan attendee is Megvii’s Qi. Another is 
Justin Sun, 24, a University of Pennsylvania graduate who’s 
among the 20 entrepreneurs Bao’s team has discovered in the 
past six months. Sun launched a company called Raybo, which 
offers currency-clearing systems for banks as well as more-
exotic exchange services. One lets customers trade loyalty pro-
gram incentives, such as swapping airline frequent-flier points 
for hotel rewards. Sun turned to Bao’s bankers to raise early 
funding and is now using them again to seek a further $10 mil-
lion. In total, he’s raised $25 million from investors, including 
Shong’s IDG.

Sun’s office features what’s become a symbol of protest against 
Internet censorship: an alpaca plush toy. The Chinese name of 

Yin Qi, right, has 
piqued Jack Ma’s 
interest in a startup 
he says may allow 
people to dispense 
with ATM cards.

Who’s Funding China’s Techies? 
You can use the Private Equity Fund Search (PEFS) function to fi nd VC 
funds that are investing in Chinese tech companies. Type PEFS <Go>
on the Bloomberg Professional service. In the Screening Criteria section 
of the screen, click on Strategy/Sub-strategy. Click on Venture so it 
appears under Selected on the right side of the window. Click on Update. 
Next, tab in to the INDUSTRY FOCUS fi eld, enter TECHNOLOGY, and 
select the matching item. In the REGION FOCUS fi eld, enter CHINA and 
select the match. As of April 17, those criteria generated a list of 165 
funds. For more information on a particular fund, click on its name and 
type 1 <Go>.   JON ASMUNDSSON



Justin Sun holds a 
toy alpaca—a symbol 
of opposition to 
Internet censorship.

and exports 30 percent of them to the U.S. 
Wang, 34, was born in Ma’s hometown, Hang-
zhou, and then set up shop in Shenzhen. His 
drones, mainly used for aerial photography 
and as “eyes in the sky” in disasters, turn up 
in unlikely places. In January, one caused a 
security scare when its owner accidentally 
landed it on U.S. President Barack Obama’s 
front lawn. The following month, a love-struck 
Chinese musician, Wang Feng, used a DJI 
drone to send his girlfriend, actress Zhang Ziyi 
of Crouching Tiger, Hidden Dragon fame, a 
diamond engagement ring. (She accepted the 
proposal.)

As Bao unearths and promotes China’s 
startups, he’s convinced at least some of the 
now-little-known enterprises will achieve
Alibaba-style dominance. His clients certainly 
don’t lack the confidence to become the next 
Jack Ma. “We have these thoughts,” says Justin 
Sun, whose idea to trade frequent-flier points 
as well as currencies found backers with the 
help of Bao’s Alpha Team. “There are now two 
superpowers in the Internet world,” Sun says. 
“One is the U.S. and the other is China. The rest 
of the world will just be like colonies of these 
two powers.”

With assistance from Haixing Jin in Beijing and Belinda Cao in New York.

a mythical species of the animal sounds like 
an expletive involving one’s mother. Sun says 
he wants his company to have the same in-
ternational impact as Alibaba. “It is very easy 
for Internet companies to become global,” he 
says. “You just need to do it in different lan-
guages. This is a huge opportunity for Chinese 
companies.”

Bao has already discovered one mini-Ma—
Richard Liu, 42, the billionaire founder of 
JD.com. In March 2014, Bao advised the 
Amazon.com-style e-commerce operator when 
it sold a 15 percent stake to Tencent in a com-
plex transaction JD.com CFO Sidney Huang 
says was worth billions of dollars. After the 
deal, JD.com invited China Renaissance to join 
Bank of America, UBS, and Barclays as under-
writers of the company’s Nasdaq IPO, which, 
until Alibaba, was the biggest Chinese offering 
in the U.S. last year. “Fan advised our side, but 
he knew the other company very well,” Huang 
says. “His access to the senior guys at Tencent 
helped a lot.” JD.com’s $41 billion market value 
makes Liu China’s 10th-richest man with a 
$9.7 billion fortune on April 17.

JD.com was one of six Chinese tech compa-
nies Bao helped take to market in the U.S. in 
2014. That record, measured by deal count, 
ranks China Renaissance fourth, ahead of the 
likes of Goldman Sachs and Morgan Stanley, in 
underwriting China-related IPOs in New York.

Skeptics question how genuinely innovative 
China’s new tech companies really are. Michael 
Pettis, a former head of emerging markets at 
now-defunct Bear Stearns who teaches finance 
at Peking University, says many new-economy 
giants have merely copied U.S. highfliers. Baidu is 
China’s Google. Alibaba is a mishmash of Amazon 
and EBay. The merging Didi-Kuaidi is a Chinese 
Uber. “That’s not really high tech,” Pettis says.

Bao doesn’t underestimate the challenges fac-
ing Chinese companies seeking to follow Aliba-
ba’s path. Could Didi-Kuaidi eventually make it 
globally? “They need to kill Uber first,” Bao says. 
“The U.S. market could be tough, but there are 
other markets around the world up for grabs.”

Bao and his tech squad point to numerous 
companies they say are indisputably different 
from what’s come before. The Alpha Team’s 
Ruoyu Sun singles out SZ DJI Technology. 
Founded in 2006 by Frank Wang, a model-air-
craft enthusiast, DJI designs and manufac-
tures more than half the world’s small drones 
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when Dallas-based Energy Transfer Partners announced plans 
last June to build a 1,134-mile pipeline that would pump crude 
from North Dakota’s Bakken shale through an Illinois terminal 
to the Gulf Coast.

The price had dropped to $69 when the 100 Grannies activist 
group protested the pipeline at a Dec. 1 meeting in Fort Madi-
son, Iowa. By March 12, when a coalition of South Dakota busi-
ness and labor interests declared support for the project, oil was 
at $47.05 and still hadn’t hit bottom.

Nobody was happier about the crash than Energy Transfer 
Chairman and CEO Kelcy Warren. “We got so lucky,” he says, 
flashing a giddy smile during an interview in his capacious Dal-
las office. “All of our competition vaporized.”

Enterprise Products Partners, a giant rival of Energy Trans-
fer, shelved plans to build its own Bakken line as producers grew 
skittish about future drilling and shied away from commitments 
to pay for more pipeline capacity. Warren stabs a finger at North 
Dakota on a U.S. map. “I don’t think there’s ever going to be 

another pipeline built to the Gulf Coast out of there,” he says. Un-
less the star-crossed Keystone XL pipeline wins approval, “we’re 
all by ourselves.”

Warren, a solidly built 59-year-old with a head of cottony white 
hair, is among America’s new shale tycoons who’ve amassed for-
tunes by tapping gas and oil deposits in dense rock that’s being 
cracked open by horizontal drilling and hydraulic fracturing. His 
company does no divining or drilling. Rather, it takes the stuff 
others pull from underground and moves it from one place to an-
other, chilling, boiling, pressurizing, and processing it until it’s 
worth more than when it burst from the wellhead.

The fracking revolution that has generated a glut of oil and 
gas has been a boon for Warren and his cohorts in the pipeline 
industry. They’re remapping America’s 2.5 million–mile (4 mil-
lion–kilometer) pipeline network, reversing the historical south-
to-north flow that carried crude imports and refinery products 
away from the Gulf Coast. Oil gushing out of North Dakota and 
gas flowing from Ohio and Pennsylvania have created new and 
more-complex transportation needs.

More than 40 pipeline projects are in the works in Ohio’s Utica 
and Pennsylvania’s Marcellus fields alone, says Rick Smead, who 
specializes in natural gas markets at Houston-based RBN En-
ergy. The U.S. will need more than $600 billion in new oil and gas 
infrastructure by 2035, the industry-funded Interstate Natural 

Gas Association of America Founda-
tion estimates.

Some pipeline companies are 
feeling pain, thanks to the oil bust. 
The Standard & Poor’s pipeline in-
dustry index fell 11 percent from 
July, when oil prices started to 

With acquisitions 
and construction 
projects, Energy 
Transfer now has 
71,000 miles 
of pipeline. 
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gas flowing from Ohio and Pennsylvania have created new and 

More than 40 pipeline projects are in the works in Ohio’s Utica 
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specializes in natural gas markets at Houston-based RBN En-
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Gas Association of America Founda-

Some pipeline companies are 
feeling pain, thanks to the oil bust. 
The Standard & Poor’s pipeline in-
dustry index fell 11 percent from 
July, when oil prices started to 
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of a treehouse. “Isn’t that cool?” Warren asks as he shows a vis-
itor around.

Giraffes, javelinas, and a hulking, ill-tempered species of 
Asian oxen called a gaur roam Warren’s 11,000-acre ranch north-
west of Austin. He also has ranches in eastern Texas and south-
west Colorado, a house on Lake Tahoe, and an island off the 
coast of Honduras.

He donated millions of dollars (he declines to say how many) 
to have a Dallas park named for Klyde. He indulged his passion 
for music by co-founding a label called Music Road Records.

Five years ago, Energy Transfer was a little-known family of 
partnerships with about $6 billion in revenue and pipelines that 
moved nothing but gas almost entirely within Texas. Today, it’s a 
71,000-mile oil-and-gas transportation-and-processing web that 
spans the country and exports worldwide. 

“To be where we are today, it’s like a dream,” Warren says. “I 
swear to God, I almost think we did it without anybody noticing.”

ONE SUNNY MARCH AFTERNOON, Warren settles into the cabin 
of his Dassault Falcon 900 jet, taking pains to note that he, not 
Energy Transfer, owns this and his other jets. The next day, he’ll 
hop one of those planes for a meeting in Tegucigalpa with the 
president of Honduras about a potential project.

Now, he’s in jeans and a 
white Energy Transfer polo, 
heading for a quick visit to 
his Austin recording stu-
dio. Joining him are En-
ergy Transfer colleagues 
Matt Ramsey and Cliff Har-
ris. They love to needle him 
about his houses and planes 
and how his hip replace-
ment last year helped his 
golf game (or not). As the 
Falcon exits Dallas airspace, 
they shut up long enough 
for their friend to tell some 
of his story.

He grew up middle class in 
little White Oak, Texas, about 120 miles east of Dallas, popula-
tion 1,903 when he lived there. His father worked in the oil fields 
and urged his son to get an education so he wouldn’t have to do 
the same.

Young Kelcy flunked out of the University of Texas at Arlington 

The Bloomberg Billionaires Index estimated Warren’s net 
worth at $6.3 billion as of mid-April. The polished mahogany 
desk in his office is draped with maps of bountiful natural gas 
and oil fields that Energy Transfer now serves after a five-year, 
$40 billion acquisition binge. Across the room stands a chrome 
sculpture of a 42-inches-in-diameter circle meant to signify 
a pipeline. It celebrates a risky but lucrative decision Warren 
made to build an unusually large connector pipeline from his 
home state’s Barnett field, America’s first major shale play, to 
Louisiana.

He lives in north Dallas with his third wife, Amy, 50, in a 
23,000-square-foot (2,100-square-meter) home on 10 acres in 
the pricey Preston Hollow neighborhood, where one house was 
for sale in April for $33 million. Warren’s six-bedroom, 13-bath-
room home has a chip-and-putt green, a pole-vault pit, a four-
lane bowling alley, and a 200-seat theater where the billionaire’s 
musician pals play private concerts. A polished 12-foot section 
of an oak tree gives his 12-year-old son Klyde’s bedroom the feel 

plunge, through mid-April. A prolonged shale bust could begin 
to test Energy Transfer, not just its rivals. If oil prices stay low, 
Smead says, demand for new infrastructure will tail off. A growth 
slowdown that curtails investment could start a vicious cycle, he 
says. Partnerships like Energy Transfer need to be careful where 
they invest—and need to not run out of places to invest.

Warren voices no such worries. He says the price shock will weed 
out weak players so that well-capitalized and diversified outfits—
such as Energy Transfer, which accrued $3.2 billion in cash last year 
to distribute to its investors—can snatch them up cheap and put their 
assets to better use. “Like Mother Nature, the energy industry purges 
itself now and then,” says Warren. “I don’t wish any negatives on my 
friends, but the most wealth I’ve ever made is during the dark times.”
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after a year of partying and went home to work for his dad’s em-
ployer, Sun Pipeline. He attended night classes while toiling on 
a pipeline under construction nearby. “That was hot, dirty work,” 
Warren recalls. “I really grew up.”

He returned to UT, earned an engineering degree in 1978, and 
took a $1,333-a-month job designing pipelines for Lone Star Gas 
in Dallas. “I thought I was rich,” he says. He moved to Odessa, 
Texas, to learn the commercial side of the business and then 
back to Dallas to work for another pipeline outfit, Endevco.

Endevco got into financial trouble after an ill-advised pur-
chase of a refinery, paving the way for Warren’s first stab at prof-
iting from a problem. In 1993, he and a well-heeled friend, Ray 
Davis, now co-owner of the Texas Rangers baseball club, bought 
Endevco out of bankruptcy. When they sold it two years later, 
Warren made $13 million. “It was more money than I’d ever 
dreamed of seeing,” he says. “So I 
chucked it all in the middle of the 
table, and so did Ray Davis, and we 
started Energy Transfer.”

The fall of Enron, which owned 
pipeline assets, offered Energy Trans-
fer its earliest opportunities. “People 
were running from pipelines because 
all of a sudden they were persona non 
grata,” says Ramsey, a director for En-
ergy Transfer’s parent, Energy Trans-
fer Equity. “They became incredibly 
cheap, and Kelcy was one of the guys 
who not only identified it but exe-
cuted on it.”

Pipeline companies make money 
by charging fees set in long-term contracts for moving mole-
cules from point A to point B. They also can profit on spreads 
between spot market prices at different junctures. Increasingly, 
they’re also adding value to gas as it moves by using heat, cold, 
and pressure to fractionate dry gas into propane and other liq-
uids in heavy demand in the U.S. and abroad.

Successful operators keep construction and maintenance 

costs low and their pipelines full from the minute they start 
pumping. While these companies aren’t totally insulated from 
swings in commodities prices, they’re better off than most, es-
pecially if they spread the risk over a diverse array of businesses.

Some of what the young Energy Transfer bought included 
pipes tapping the Barnett shale around Fort Worth—at a time 
when production there was beginning to climb. “We made a very 
ballsy move,” Warren says. Thinking he could funnel gas nation-
wide, he ordered up a 42-inch pipeline from the Barnett to East 
Texas and then on to Louisiana.

It was one of the first pipelines with a diameter that big in 
the U.S. Few pipe mills could supply the raw materials, and few 
construction companies had the requisite skills, making the fat 
conduit costlier than more-traditional pipe. But Warren’s sales 
team got contracts with the producers who would use the line, 

Forecasting Energy Transfer
Partners’ Dividends
You can use the Bloomberg Dividend Forecasts (BDVD) function to see 
projections for payouts by Energy Transfer Partners. Type ETP US <Equity> 
BDVD <Go> on the Bloomberg Professional service. As of April 17, 
BDVD forecast that ETP would raise its dividend payable in August to 
$1.035. For more on the methodology Bloomberg analysts use to create 
the forecasts, click on More Info on BDVD in the upper-right corner of 
the screen. To map North American oil pipelines, type BMAP <Go>. 
Click on North America Oil Pipes on the right side of the screen and then 
on the box to the left of Crude Oil (Majors).   JON ASMUNDSSON

assuring it would be full—and profitable. Energy Transfer gave 
customers commemorative sculptures like the one in Warren’s 
office.

The willingness to take risk where others might not was typ-
ical of Warren, says Harris, a former Dallas Cowboys All-Pro 
safety who’s now director of a gas technology company owned by 
Energy Transfer. “At the same time, it’s expected that the people 
who work for him are going to fill that pipeline up,” Harris says.

Despite its appeal to investors, growth isn’t a goal in and of it-
self, Warren says. “Our strategy always has been about creating 
a more efficient hydraulic machine,” he says. The pipes and 
other pieces of the system have to work well together, trans-
porting the right products to the right hubs, ports, and process-
ing facilities. The machine, as of 2010, was getting almost all 
of its revenue from gas in Texas. Making money was becoming 
tougher because shale production up north had created a glut 
that cut prices. Warren decided he needed a bigger and more di-
verse network.

ON A FRIDAY EVENING IN MARCH 2011, Warren had come to relax 
with Amy and Klyde at his ranch near Palestine, Texas, after los-
ing a bid to buy a trove of pipelines and other properties from 

chucked it all in the middle of the 
table, and so did Ray Davis, and we 
started Energy Transfer.”

The fall of Enron, which owned 
pipeline assets, offered Energy Trans-
fer its earliest opportunities. “People 
were running from pipelines because 
all of a sudden they were persona non 
grata,” says Ramsey, a director for En-
ergy Transfer’s parent, Energy Trans-
fer Equity. “They became incredibly 
cheap, and Kelcy was one of the guys 
who not only identified it but exe-

after a year of partying and went home to work for his dad’s em-
ployer, Sun Pipeline. He attended night classes while toiling on 
a pipeline under construction nearby. “That was hot, dirty work,” 

He returned to UT, earned an engineering degree in 1978, and 
took a $1,333-a-month job designing pipelines for Lone Star Gas 
in Dallas. “I thought I was rich,” he says. He moved to Odessa, 
Texas, to learn the commercial side of the business and then 
back to Dallas to work for another pipeline outfit, Endevco.

Endevco got into financial trouble after an ill-advised pur-
chase of a refinery, paving the way for Warren’s first stab at prof-
iting from a problem. In 1993, he and a well-heeled friend, Ray 
Davis, now co-owner of the Texas Rangers baseball club, bought 
Endevco out of bankruptcy. When they sold it two years later, 
Warren made $13 million. “It was more money than I’d ever 
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from a fractionation plant on a site once owned by Dreyfus in 
Mont Belvieu, Texas. The propane is moving all over the world.

“When they make an acquisition, they’ve got an ability to see 
something associated with that acquisition nobody else sees,” 
says Brian Kessens, managing director at Tortoise Capital Advi-
sors, one of the biggest unitholders in Energy Transfer and re-
lated entities.

The counterpoint is that the complexity of Warren’s empire 
might eventually catch up with him, says senior analyst Ethan Bel-
lamy of Robert W. Baird & Co. “There’s a danger that there’s so many 
moving parts that it’s hard for anyone to keep their finger on it all.”

Energy Transfer Partners is one of five master limited partner-
ships over which Warren has effective control. (There will be one 
fewer if Regency Energy is merged into Energy Transfer Partners 
as planned.) MLPs, used primarily by energy companies, don’t 
pay income taxes. Instead, investors holding units—the rough 
equivalent of shares—pay taxes on the quarterly cash distribu-
tions they receive.

That gives MLPs a lower cost of capital for acquisitions and 
construction projects. But they have to crank out those cash pay-
ments to keep unitholders happy, which means they must keep 
acquiring new properties or expanding existing ones. “You must 
grow until you die,” Warren says.

Louis Dreyfus Highbridge Energy. The lake there shimmered be-
neath a flawless sky as he nursed his disappointment over miss-
ing out on a chance to expand his gas liquids business, where 
margins can be much larger than for pure gas.

He and Klyde were about to take a spin on ATVs when Warren’s 
mobile phone rang. He took the call on the lakeside deck, where 
cell coverage was good. An investment banker told him Energy 
Transfer could win the Dreyfus deal if Warren could stomach a 
higher price and other conditions. Within 90 minutes, he’d got-
ten his board of directors, all by phone, to give a go-ahead on 
what would be a $2 billion acquisition.

The Dreyfus purchase touched off a string of dealmaking that 
made Wall Street nervous. Next, Energy Transfer won a bid-
ding war with Williams Partners to acquire Southern Union for 
$8.5 billion. Southern Union brought 20,000 miles of pipelines 

stretching into Florida and Michigan as well as a liquefied nat-
ural gas facility in Lake Charles, Louisiana, that Warren saw as 
a potential export gold mine.

The deal had barely closed when he learned that venerable 
Sunoco, operator of 4,900 gas stations and a vast Texas shipping 
terminal—the company where his father worked for more than 
40 years—was available.

It seemed a stretch for Energy Transfer. “We were not in gas 
stations and peanuts and Slurpees,” Warren says. Worse, “we 
were getting a reputation as deal junkies. We had critics saying 
anybody can grow if they just keep buying things.”

Again Warren turned to his board. The directors saw a good 
fit, he recalls. “They said: ‘Kelcy, what are we missing? Why 
wouldn’t we do that?’” He sent deputies to New York to calm the 
ratings firms. Sunoco went to Energy Transfer for $8.7 billion.

Even as Energy Transfer Partners has added debt, it has kept its 
rating at the lowest investment-grade level. Both Moody’s Investors 
Service and S&P say the outlook for the debt rating is stable.

More deals were to come, including January’s $18 billion pact 
to merge with Dallas-based Regency Energy Partners. But it was 
Dreyfus, Southern Union, and Sunoco that gave Energy Trans-
fer the financial and geographic heft to vie with the likes of En-
terprise Products Partners and Kinder Morgan, the largest U.S. 
pipeline company and source of Chairman Richard Kinder’s 
$12.6 billion fortune.

Warren says the pieces of his hydraulic machine are working 
well together. Today, the company is converting an old Southern 
Union gas pipeline to carry Bakken crude from Illinois to the Su-
noco terminal in Nederland, Texas. Ships that tie up at one of the 
five Nederland docks recently started loading propane funneled 
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Energy Transfer is developing a $9.6 billion 
export-import facility for liquefied petroleum 
gas on the Gulf Coast with partner BG Group, 
the U.K. gas producer that’s agreed to sell it-
self to Royal Dutch Shell. With oil prices half 
what they were a year ago, BG has yet to com-
mit to its part of the investment, and Energy 
Transfer expects the facility won’t be in ser-
vice until 2020, a year later than planned. 
“I’m not happy about it,” Warren says.

Generally, MLPs are overseen by one en-
tity encompassing a general partner respon-
sible for the operating units and strategy. In 
Energy Transfer’s case, that’s Energy Trans-
fer Equity. ETE holds a 1.1 percent share 
of Energy Transfer Partners in addition to 
incentive distribution rights, essentially 
claims on the operating unit’s cash flow.

In theory, these claims give top manag-
ers an incentive to grow cash payouts to 
unitholders in the limited partnerships. As those distributions 
grow, the general partner’s share of the cash grows disproportion-
ately. Payouts of IDRs can be enormous. Last year, Energy Transfer 
Partners paid ETE $504 million. Warren, who’s also chairman of 
ETE, has much of his wealth tied up in that entity.

Critics of MLP structures say the arrangement benefits the 
general partner at the expense of limited partners. Kevin Kaiser, 
an analyst at Hedgeye Risk Management, a Stamford, Connecti-
cut, investment advisory firm, says limited partners’ relative 
benefit can shrink as the general partner’s share of the cash payouts 
balloons. “The more complex you make the MLP structure, the 

less obvious it is where these fees are going,” Kaiser says. “What 
[limited partners] pay that fee for is up for debate.”

In Energy Transfer’s case, says Bellamy of Robert W. Baird, 
they’re paying for the smarts and guile of one of the world’s top 
pipeline managers: Warren. Investors baffled by the complexity 
of Energy Transfer’s structure often park their money alongside 
Warren in publicly traded ETE. That entity’s total return to inves-
tors was more than 250 percent during the past three years, ac-
cording to Baird.

FOR ALL OF HIS SUCCESS, Warren remains a small-town sort 
of guy who likes to have buddies to his Dallas mansion on 

Wednesdays for beers, shuffle-
board, and chain yanking. “He’s 
just a normal cat,” says Jimmy La-
Fave, the Austin singer-songwriter 
who co-founded Music Road Re-
cords with Warren in 2007. La-
Fave was playing a Dallas pub 20 
years ago when Warren’s brother 
introduced them because Warren, 
barely a millionaire then, was too 
nervous to approach the singer. 
“For all I knew, he was a plumber,” 
LaFave says.

Warren started playing guitar 
after a friend gave him an acous-
tic for his 40th birthday. He now 
has more than 30 guitars, includ-
ing a 1943 Martin D-28 “that just 
sounds incredible,” he says. He co-
wrote a song, “Talk to an Angel,” 
on LaFave’s new album. “All you’ve 
got to do to get some bullshit you 
wrote on a record is invest in a re-
cord company,” Warren says.

The music business has hardly 
been a pipeline of profits. Music 
Road has released 18 albums, in-

cluding a collection of songs written by a Warren favorite, Jack-
son Browne, as performed by Bruce Springsteen, Bonnie Raitt, 
and others. “Some of our projects make money; others don’t,” 
Warren says while chatting with LaFave, Ramsey, and Harris at 
the old Austin farmhouse that’s home to his Cedar Creek Record-
ing studio. “It’s a hard business.”

Building pipelines isn’t so easy, either. New projects are en-
countering more resistance over safety, fracking, and environ-
mental concerns. It’s a way to slow the proliferation of fossil 
fuels, says Karthik Ganapathy, communications manager for the 
climate activist group 350.org. “We’re building to a place where 
every single new pipeline will face a backlash,” he says.

Opposition from environmentalists recently prompted En-
ergy Transfer to scrap plans for a new gas pipeline in Michigan; 
instead, it contracted with Vector Pipeline to connect with ex-
isting pipe. Warren says necessary infrastructure will get built, 
especially to move oil from shale deposits. “Pipelines are emi-
nently cheaper and safer than shipping by rail,” he says. “I don’t 
think it’s fair for a few activists to decide what the American peo-
ple want.”

Warren says he thinks Energy Transfer can more than double 
its pipeline mileage to 150,000 in the next 10 years. It would help, 
he says, if oil prices would stay low a bit longer. “The weak and 
the wounded will be vulnerable,” he says. “There will inevitably 
be those that feel they should consolidate into a more sustain-
able entity. We’ll be there.”

Indulging his 
love of music, 
Kelcy Warren 
owns a studio 
in Austin and 
a record label.
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PA R A DI SE I SL A N D,  BA HA M AS
Ocean Club Estates. 121’ private white sand beach, 6 BR, en-suite 
baths and stunning ocean views from every room. Gated 
community with golf, beach club and resort amenities. WEB: 
VC6BX3. Price upon request. Monty.Roberts@sothebysrealty.com
Damianos Sotheby’s International Realty
+1 242.424.4944   |   SIRbahamas.com

S A N D S  P OI N T,  N Y
Set atop a bluff a model of modern architecture boasting soaring 
ceilings and walls of glass offering panoramic 180° water views of 
LI Sound. Breathtaking landscapes & indoor pool. Masterpiece 
Listing SD #4. MLS# 2606102. $6,890,000. Nava Mitnick.
Daniel Gale Sotheby’s International Realty
+1 516.883.2900  |  danielgale.com

L AKE SU NA PEE,  NH
Waypointe is a waterfront home of renowned adventure capitalist 
Dean LeBaron. 2.7 pvt acres, 6,800 sf main house & guest house. 
Soaring glass, indoor pool solarium, heated paddle tennis, 5 fplcs. 
Close to Boston. $4,950,000. Pam.Perkins@sothebysrealty.com
Four Seasons Sotheby’s International Realty
+1 603.526.8500   |   WayPointeLakeSunapee.com

NEW YORK,  NY
Move right into this mint condition, beautifully furnished 3 BR,  
3 bath home in the full-service Barbizon/63 Condominium. 
WEB: 0019675. $6,350,000. Danielle J. Englebardt.
Sotheby’s International Realty 
East Side Manhattan Brokerage
+1 212.606.7608  |  sothebyshomes.com/nyc

ST.  HELENA,  CA
This 7 BR, 9 full & 3 half bath estate occupies a 21+ acre hilltop 
with unsurpassed views of the wine-producing region of the 
Napa Valley. Pool, spa and quintessential resort living. 
$28,000,000. Bill Bullock and Lydia Sarkissian
Decker Bullock Sotheby’s International Realty
+1 415.517.7720   |   101RutherfordHill.com

F I E L D STON ,  N Y
Exceptional Mediterranean Spanish Revival home. Magnificent 
renovation with period details intact. Large 6,500 sf home 
features 7 BR, 5.5 baths. Recently on NBC New York  
Open House. $3,595,000. Anne Shahmoon.  anne@epsir.com
Exclusive Properties Sotheby’s International Realty
+1 914.262.5679   |   epsir.com

ISL A MOR A DA ,  FL
Private 6+ acre bay front estate in the Florida Keys offering main
residence, 2 guest cottages, pool/spa, cabana, tennis court,
boat house, and rare deep water boat basin with jetty for
large boats. $14,500,000. Leslie.Leopold@sothebysrealty.com
Ocean Sotheby’s International Realty
+1 305.712.8888   |   OceanSIR.com

OR I N DA ,  C A
Rare estate property located on prime 8.6 acres. Main house, 
carriage house, banquet room, fully equipped sports complex in 
all total approx 24,000 sf. Solar provides electricity for all three 
main structures. Price upon request. Mark Attarha.
Bay Sotheby’s International Realty
+1 510.851.5241   |   Orinda-Hilltop-Estate.com

S ONOM A ,  C A
Approx 140 acre ranch. Approx 11,800 sf home with 6 BR,  
lake, beach, softball, tennis court, Manager’s building, 15 mins to 
Sonoma Plaza. 60 mins to San Francisco. WEB: 0243305.  
Price upon request. Donald Van de Mark.
Sotheby’s International Realty San Francisco Brokerage
+1 707.337.2227   |   SonomaRanchEstate.com

NEW YORK,  NY
37 West 70th St. This iconic brownstone, steps from Central Park. 
was built in 1891 and was meticulously restored. WEB: 0019846. 
$17,950,000. Mark Thomas Amadei & Roberta Golubock.
Sotheby’s International Realty 
East Side Manhattan Brokerage
+1 212.431.2440/606.7704 | sothebyshomes.com/nyc

S C OT T SDA L E ,  A Z
North Scottsdale European Manor located in the exclusive Upper 
Canyon at Silverleaf DC Ranch. Expanding over 14,000 sf with  
7 BR, 9 full bath, 4.5 baths with unobstructed city and mountain 
views. $8,000,000. Paul Sexson and Dave Pattison. 
Russ Lyon Sotheby’s International Realty
+1 602.799.4088   |   Russlyon.com

E AST HA M P TON ,  N Y
2.44± acre property on coveted Georgica Pond. 7,000 sf home,  
5 BR, 6.5 baths, state-of-the-art kitchen w/ fireplace, master suite 
w/ marble fireplace and private deck. Heated gunite pool & pool 
house. WEB: 0045068. Price upon request. Edward Petrie. 
Sotheby’s International Realty East Hampton Brokerage
+1 631.907.8442   |   sothebyshomes.com



  Then-president Lula, below, with his hand on the 
wheel, at the groundbreaking for Petrobras’s Abreu 
e Lima refinery in 2007 . Opposite: A protest in the 
streets of São Paulo on March 15. More than a 
million people marched in Brazil’s cities on that day.
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Alberto Youssef, suspected of running an 
illicit black-market bank for the rich, had 
paid 250,000 reais (about $125,000 at the 
time) for a Land Rover. The black Evoque 
SUV ended up as a gift for Paulo Roberto 
Costa, formerly a division manager at Bra-
zil’s national oil company, Petrobras. “We 
were investigating a money-laundering 
case, and Petrobras wasn’t our target at all,” 
says Marena. “Paulo was just another client 
of his. So we started to ask, ‘Why is he get-
ting an expensive car from a money laun-
derer? Who is that guy?’”

Marena had spent the previous decade 
building cases against money launderers, 
and Youssef had been a perennial target. 
He’d been arrested at least nine times for 
using private jets, armored cars, clandes-
tine pickups by bagmen, and a web of front 
companies to move illicit cash. But Youssef 
had been spared serious jail time by testify-
ing repeatedly against other doleiros, Bra-
zilian slang for specialists in laundering 
unreported cash.

The Petrobras connection suggested 
Youssef was into something bigger. Marena 
and her partner, investigator Márcio An-
selmo, dug into Costa from offices in the 
modern glass-and-concrete federal police 
headquarters in the city of Curitiba, 400 ki-
lometers (250 miles) south of São Paulo. A 
dozen more investigators and prosecutors 
joined, and the case grew so big that Brazil’s 
attorney general set up a task force in tem-
porary office space across town.

By March 2014, federal judge Sérgio Moro 
had begun rounding up dozens of suspects. 
(In Brazil’s justice system, a judge formally 
charges a defendant, approves major steps 
in the investigation by police and prosecu-
tors, hears the evidence, and then decides 
whether the defendant is guilty or inno-
cent.) They were accused in Moro’s court of 
participating in a bid-rigging scheme of as-
tounding proportions. For years, prosecu-
tors have alleged in Moro’s court, a cartel 

of Brazil’s biggest and richest builders fixed 
a vast swath of the world’s seventh-biggest 
economy, subverting competition in the 
oil industry and, possibly, the huge pub-
lic works programs that drive growth and 
employment.

Brazilians are riveted by the scandal, 
nicknamed Operation Carwash because 
some funds were laundered through a ser-
vice station. Moro has ordered more than 
a dozen dragnets so far, and the arrests of 
executives, bankers, politicians, and bag-
men, marching some to jail past a phalanx 
of television cameras. One suspect took 

the money in a bid for leniency.
Since March 2014, prosecutors have ac-

cused more than 110 people of corruption, 
money laundering, and other financial 
crimes. Six construction and engineering 
firms have been accused of illegal enrich-
ment in what is known as a noncriminal 
misconduct action. On April 22, Moro de-
livered the first convictions. He found 
Costa and Youssef guilty of money laun-
dering, including the Land Rover purchase. 
Moro gave both men reduced sentences—
two years’ house arrest for Costa and three 
years in prison for Youssef—for cooperat-
ing with prosecutors.

All of that is something of a preview of 
the big show: Prosecutors say they may ac-
cuse some of Brazil’s largest builders with 
running an illegal cartel. “It’s been clearly 
proven in this case that there was a crimi-
nal scheme inside Petrobras that involved 
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a cartel, bid rigging, bribes to government 
officials and politicians, and money laun-
dering,” Moro wrote in sentencing Costa 
and Youssef. “There will be a cartel indict-
ment,” says Carlos Lima, a lead prosecutor 
in the case. “I don’t like to get ahead of my-
self and say this will happen, but it will. It’s 
just a matter of time.”

In filings in Judge Moro’s court, prose-
cutors have named 16 companies that al-
legedly formed a cartel to fix Petrobras 
contracts between 2006 and 2014. The list 
includes some of Brazil’s largest construc-
tion and engineering firms, including Cam-
argo Correa, OAS, UTC Engenharia, and the 

his private jet to Curitiba to turn himself 
in. Another spent his last hours of freedom 
in a hotel suite on Rio de Janeiro’s fabled 
Ipanema beach to avoid being taken from 
his home handcuffed. The arrested shared 
four holding cells in Curitiba police head-
quarters with unenclosed communal toi-
lets. Some slept on mattresses strewn on 
the bare floor. A dozen have confessed to 
making or accepting payoffs and rigging 
contracts, some in videotaped testimony 
that is posted online.

One former Petrobras manager, Pedro 
Barusco, described taking almost $100 mil-
lion in bribes; he’s since returned most of 
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rigged by the alleged cartel.
For years, a co-owner of the engineering 

firm UTC called members to meetings at 
his offices in São Paulo via text messages, 
according to testimony and documents 
submitted in Moro’s court. The partici-
pants were greeted by an assistant, who 
handed out name tags. At the meetings, ex-
ecutives took copious notes detailing how 

a group member lists the chosen winners 
of upcoming bidding for 14 contracts for 
a refinery, with the title Fluminense Final 
Bingo Proposal, using a nickname for the 
state of Rio de Janeiro.

Prosecutors say the builders got away 
with it by paying kickbacks, usually 3 per-
cent, on every contract. Petrobras esti-
mates that the graft added up to at least 

6.2 billion reais, much of which, prosecu-
tors say, was funneled into the war chests of 
the parties that backed Luiz Inácio Lula da 
Silva, president of the country from 2003 
to 2010, and his handpicked successor, 
Dilma Rousseff. Lula and Rousseff haven’t 
been charged with wrongdoing, but special 
prosecutors have opened criminal investi-
gations into more than 50 members of con-
gress and other politicians implicated in 
the corruption scheme.

It’s not just the drama of the snowball-
ing scandal that holds Brazilians’ atten-
tion. There is a growing resignation—and 
anger—that Brazil, a country that seemed 
so close to joining the ranks of the world’s 
developed nations, isn’t going to pull it off. 
Lula inspired the country with promises of 
a “new Brazil” that would leave behind five 
centuries of poverty and corruption. Bra-
zilians now understand that behind Lula’s 
message was a rigged, corrupt game that 
enriched a few and hobbled the country’s 
ability to compete.

A corruption scandal is the last thing 
Brazil’s economy needs: It’s already mired 
in the worst four-year slump in a quarter 
century. Finance Minister Joaquim Levy 
is trying to close deficits to avert a cata-
strophic downgrade of Brazil’s credit rating 
to junk. He proposes to cut social programs 
that serve millions of people.

Perhaps more serious, the scandal has 
corroded Brazil’s democracy, weakening 
Rousseff’s government so much it doesn’t 
have the clout to get major legislation 
through congress. Rousseff’s approval rat-
ings slid to 9 percent in April, the worst for 
a Brazilian president ever. On March 15 and 
again on April 12, throngs of people poured 
onto the streets of Brazil’s large cities, de-
manding an end to corruption and the 
impeachment of Rousseff. The spoiled for-
tunes have revived, with a new bitterness, 
an old, popular refrain: “Brazil is the coun-
try of the future and always will be.”

ONE MUGGY FEBRUARY morning, Antô-
nio Delfim Netto sits in his office in an old 
stone house in São Paulo, incredulous 
over the reach of the Petrobras scandal. 
But perhaps the 87-year-old economist 
shouldn’t be surprised. In a way, Netto laid 

biggest of them all, Construtora Norberto 
Odebrecht. All of these companies deny be-
ing part of a cartel, except Camargo Correa, 
which declined to comment.

Petrobras says it knew nothing about 
the bid rigging and is “collaborating” with 
authorities in the investigation. As to 
whether it was the victim of a cartel, “the 
company is certain,” Mario Jorge Silva, 
Petrobras’s executive manager for perfor-
mance, said at an April 22 news confer-
ence. In financial filings, Petrobras says 
199.6 billion reais’ worth of contracts were 

the alleged cartel would divvy up Petrobras 
contracts, at inflated prices. One builder 
put together a 2½-page encoded guide for 
group members that describes contract bid-
ding as a soccer tournament, with leagues 
and teams. Another document drawn up by 

Clockwise from opposite page, far left: Erika 
Mialik Marena, at right, with Operation 
Carwash investigators; Judge Sérgio Moro; 
Corinthians Arena, in São Paulo, built by 
Odebrecht; Dilma Rousseff and Lula;  
former Petrobras manager Pedro Barusco, 
who accepted and then returned almost  
$100 million in bribes
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the foundation for Brazil’s intertwined 
world of politics, business, and fi nance.

In 1969, at the height of the military dic-
tatorship that took power after a coup in 
1964 and ruled Brazil until March 1985, 
Netto, as finance minister, designed a pol-
icy called market reserve. It gave Brazilian 
builders a lock on government contracts by 
shutting out most foreign competitors. Tax 
breaks and subsidized credit followed. The 
military commanders had plans for huge 
public works to tie together the vast, unin-
habited expanses of Brazil, and a few fam-
ily-owned builders got the big contracts. 
“We needed the builders to be strong and 
completely loyal to Brazil,” says Netto, his 
broad torso dwarfed by his big wooden 
desk. Two-dozen framed caricatures of 
Netto by Brazil’s most famous cartoon-
ists cover the walls, and some of his tens of 
thousands of economics books fill a shelf.

Brazil’s builders at intertwining busi-
ness with politics. That has been the case 
since 1944, when Norberto Odebrecht, 
then a soft-spoken 24-year-old engineer, 
convinced a state bank to bail out his fa-
ther’s bankrupt construction company, 
Emílio Odebrecht & Cia., in the city of Sal-
vador in northeastern Brazil. Norberto 
then created the company that bears his 
name, which absorbed the operations of 
his father’s business. The construction 
company is now part of Odebrecht SA, 

a conglomerate with 15 divisions spread 
across 21 countries.

Petrobras was critical to Odebrecht’s 
growth in the 1950s and 1960s. The com-
pany won a slew of Petrobras contracts to 
build pipelines, canals, power plants, and 
oil wells across Brazil’s northeast. One of 
Odebrecht’s first big jobs outside the north-
east was Petrobras’s 27-story headquar-
ters in Rio de Janeiro, completed in 1971. 
The imposing concrete monolith is across 
the street from the sloping dark-glass 
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headquarters of the state development 
bank, BNDES, which Odebrecht also built.

The military dictatorship continued to 
steer contracts to Odebrecht, including 
those for Rio’s international airport and the 
Angra Nuclear Power Plant. Odebrecht also 
worked political ties to win business out-
side Brazil, starting with contracts to build 
a hydroelectric plant in Peru and reroute a 
river in dictator Augusto Pinochet’s Chile. 
In 1981, four Odebrecht executives flew 
to Moscow on a trade mission with Netto, 
who was planning minister at the time. 
Odebrecht wanted the government’s help 
swaying the Soviets to persuade allies to 

As Netto engineered protectionist poli-
cies, the builders cultivated ties to the dic-
tators, according to the National Truth 
Commission, which issued a report in 
December about abuses during the mili-
tary dictatorship. Camargo Correa, impli-
cated in the current scandal, was among 
the companies that won favor by helping 
fund Operation Bandeirantes, a campaign 
to hunt down and torture suspected insur-
gents in the 1970s, the commission con-
cluded. One of the operation’s victims was 
Rousseff, who was then a young member 
of an armed leftist opposition group. She 
was arrested and tortured. (Netto said in a 
Truth Commission hearing last year that 
he had no knowledge of any torture.)

Construtora Norberto Odebrecht, the 
largest builder in Latin America by rev-
enue, is perhaps the most adept of all 

Clockwise from above: 
Antônio Delfim Netto ; 
a protest outside Petrobras 
headquarters in Rio de 
Janeiro; Emílio Odebrecht; 
General Ernesto Geisel, 
former Petrobras head and 
ex-president of Brazil
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give it business, Netto says. The trip helped 
produce major contracts in Brazil and Peru 
and Odebrecht’s first project in Angola. 
“There’s nothing strange about any of that; 
it’s what governments do for their compa-
nies all the time,” says Netto.

Norberto’s son, Emílio, became CEO of 
the company in 1991. Shortly after that, São 
Paulo’s state governor, Mário Covas, intro-
duced Emílio to a leader who’d been jailed 
90 days by the military regime: Luiz Inácio 
Lula da Silva.

Marcelo Odebrecht, who succeeded his 
father, Emílio, in 2008, tells the story in an 
interview at Odebrecht’s São Paulo head-
quarters. “He said, ‘Emílio, this is one of the 
politicians with the brightest future in Bra-
zil. It’s worth knowing him,’” Marcelo says. 
“Since then, we have always had interac-
tion with Lula.”

Odebrecht poured money into politi-
cal campaigns, including Lula’s, mirror-
ing a practice by all the major builders. The 
builders being investigated in the Petrobras 
scandal legally contributed 344 million 

reais to political parties in 2014, an election 
year. About half went to the three parties 
implicated in the scandal, according to Bra-
zilian election records. The share of Ode-
brecht and its subsidiaries was 88 million 
reais, most to the three parties.

Marcelo Odebrecht says his company 
has contributed to about 150 members of 
congress. “If you believe in a guy who’s go-
ing to be important and can support you 
in congress, you have to support him,” he 
says. “If you are someone who contributes 
to someone, at the least he’s going to give 
you a meeting and listen.’’

After Lula won the presidency in 2002, 
in the biggest landslide ever in Brazil, Ode-
brecht grew rapidly. Lula and his Workers’ 
Party promised a revolution that would 

take Brazil to the next level, with bold pub-
lic works projects at the center of his plans. 
Odebrecht was awarded some of the big-
gest contracts. 

Early on, Lula introduced Marcelo to 
Rousseff, who was then energy minister. 
“We interacted with her a lot,” Marcelo 
says. “We’ve always had a relationship of 
trust.”

Lula had foreign policy goals as well; he 
talked of transforming Brazil into a sort of 
superpower for the developing world. That 
meant new business for Brazilian construc-
tion companies in places such as Cuba and 
Ecuador, funded with subsidized financing 
from BNDES. Under Lula and then Rous-
seff, Odebrecht projects outside Brazil were 
showered with 5.5 billion reais of BNDES fi-
nancing from 2009 to 2014, more than any 
other Brazilian company except for the air-
craft maker Embraer.

Odebrecht has not been charged in con-
nection with Operation Carwash; neither 
has any individual employed by the com-
pany. “Odebrecht never participated in 
cartels, whether in contracts with Petro-
bras or any other government or private 
client,” the company said in a statement 
to Bloomberg. Nevertheless, the company 
is being investigated, with other builders, 
in at least three criminal and regulatory 
probes. In November, Moro ordered fed-
eral agents to search the homes and offices 
of two Odebrecht executives. The searches 
did not result in charges being filed.

One of those executives was Márcio 
Faria. According to sworn testimony in 
Moro’s court by Youssef, the convicted 
money launderer, Faria negotiated with 
Costa a 20-million-real payoff for 4.5 bil-
lion reais in Petrobras refinery contracts 
the company won in December 2009. 
Youssef said the bribe was funneled to 
politicians.

Faria, now a director of an Odebrecht 
industrial engineering division, referred 

Brazil’s economy boomed under President Luiz Inácio Lula da Silva, fueled by a strong currency, 
soaring commodities prices, and a government spending spree. Dilma Rousseff ’s fi rst term 
coincided with the country’s worst four-year slump in a quarter century.
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questions to Odebrecht. Faria didn’t do 
anything illegal in business dealings with 
Petrobras, Odebrecht said in a written 
statement. “Odebrecht denies making any 
payments or deposits into supposed ac-
counts of any executive or ex-executive,” 
the company said, referring to Petrobras.

Since Lula left office, on Jan. 1, 2011, 
Odebrecht has flown the former president 
outside Brazil as a paid speaker at events 
for clients and business groups. “We are 
trying to strengthen the country’s image,” 
Marcelo says. “I see that everywhere in the 
world.”

Netto, the economist, has advised 
every president save one in the past three 
decades. He understands how power is 
wielded in Brazil. Still, he says, he’s as-
tounded by the cartel that is alleged to have 
penetrated Petrobras. “What’s shocking is 
how a cartel colluded with the state in Bra-
zil’s most important company,” says Netto, 
shaking his head in disbelief. “But I don’t 
have any regrets for what I did. Those com-
panies built modern Brazil.”

IN EARLY SEPTEMBER 2007, Lula 
trudged through a driving rain at the con-
struction site at Petrobras’s Abreu e Lima 
refinery in northeastern Brazil’s Pernam-
buco state. Wearing white work gloves and 
a Petrobras hard hat, he climbed onto a 
backhoe and helped steer the machine’s 
steel bucket into the red earth, breaking 

ground on the project. Petrobras would 
build Abreu e Lima with financing from 
then–Venezuelan President Hugo Chávez, 
a socialist like Lula, to turn that country’s 
tarlike crude into fuel for Brazilians. (Ven-
ezuela later backed out of the agreement.) 
Every real would be spent wisely by Petro-
bras, Lula said, and Rousseff, then Lula’s 
chief of staff and chairman of Petrobras, 
would make sure of it. “They used to say 
that Petrobras didn’t have to justify spend-
ing to anyone,” Lula said. “But today I will 
put Dilma Rousseff on top of it.”

In the months after Lula’s visit, prosecu-
tors say, the cartel made plans for Abreu e 
Lima. In April or May 2008, Rogerio Araújo, 
then a director of Odebrecht’s industrial 
engineering division, handed Barusco, ex-
ecutive manager of Petrobras’s engineering 
division, a list of cartel members to invite to 
bid on the refinery contracts, Barusco said 
in testimony in the criminal case in Moro’s 
court. Araújo, now an executive in Ode-
brecht’s industrial engineering division, 
denied through a company-issued state-
ment being part of a cartel or committing 
any wrongdoing. “Odebrecht vehemently 
denies allegations made by a confessed 
criminal,” the company said.

Within two months, Barusco signed a 
plan to seek bids on 12 packages of con-
tracts, which were later awarded to the 

companies in the alleged cartel. Central to 
the scheme were the alleged cartel’s part-
ners inside Petrobras. They charged build-
ers kickbacks of up to 3 percent for the right 
to fix a contract, Costa and other witnesses 
testified. The graft, they said, was divided 
among three political parties and the ex-
ecutives themselves, via payments fun-
neled through Alberto Youssef and other 
intermediaries.

Soon, government auditors began warn-
ing that contractors were vastly overcharg-
ing for Abreu e Lima. That brought the 
matter to Homero de Souza’s tiny cubicle 
in the Consultancy, congress’s in-house 
auditing arm in the labyrinthine legislative 
annex in Brasília. Souza, a senior Consul-
tancy auditor, recommended that congress 
block funding for the project. “It was so ob-
vious, this pattern of theft,” says Souza. “I’d 
never seen anything on the scale of Abreu 
e Lima.” Congress’s Irregular Works Com-
mittee recommended excising the refinery 
from the 2010 federal budget, effectively 
halting work, and congress voted to ap-
prove. Lula vetoed the recommendation, 
assuring Petrobras the funding it needed 
to pay the builders to forge ahead.

The refinery rose at a time when Brazil 
seemed to have no limits. Record prices 
for oil, iron ore, soy, and other commodi-
ties exports; a roaring currency that made 

Tracking Petrobras
You can use the Supply Chain Analysis   (SPLC) 
function to identify the companies that are most 
exposed to Petrobras. Type PETR3 BZ <Equity> 
SPLC <Go> on the Bloomberg Professional ser-
vice. Click on Relationship Exposure to rank sup-
pliers by the portion of their revenue derived from 
Petrobras. For an overview of the diff erent share 
classes of Petrobras stock, type MSH <Go>. 
Type DRSK <Go> for the Bloomberg Default Risk 
function. DRSK uses market and fundamental 
data in a quantitative model to estimate the 
probability of a company’s defaulting in a year. 
To graph the spread of fi ve-year credit-default 
swaps on Brazil, type BRAZIL CDS USD SR 5Y 
<Corp> GP <Go>.   JON ASMUNDSSON

In September 2007, 
Brazilian President 
Luiz Inácio Lula da 
Silva broke ground 
on the Abreu e Lima 
oil refi nery on the 
country’s northeast 
coast. Prosecutors 
say an  illegal cartel 
rigged the bidding 
for construction 
contracts, pushing 
costs to $18.5 
  billion, eight times   
the original budget. 
Here is the scheme, 
as described by 
prosecutors and in 
court testimony. 

The alleged cartel meets in the 
São Paulo offi  ces of one of its 
members, the engineering fi rm 
UTC, to develop plans to divvy 
up contracts at infl ated prices.¹ 
(UTC denies being part of a 
cartel.)

A representative for Odebrecht, 
Brazil’s biggest builder, 
secretly asks Petrobras to 
restrict bidding to members of 
the alleged cartel.² (Odebrecht 
denies being part of a cartel.)

Petrobras formally limits 
bidding to the companies on 
the list.² Petrobras executives 
help the chosen winners bid 
close to the maximum allowed 
by the company, in exchange 
for kickbacks. 4

Sources: ¹March 2015 criminal complaint by Brazilian prosecutors. ²Testimony in court by former Petrobras executive Pedro Barusco. ³Petrobras 
internal documents. 4Based on estimates described in court testimony and criminal complaints.

The original budget for the 
refi nery was $2.3 billion . 
Infl ated bids lead Petrobras 
to boost the budget to $13.4  
billion when construction 
begins in 2009. Years of cost 
overruns infl ate the cost even 
more.³

The alleged cartel pays 
bribes (via intermediaries) 
equal to 3 percent of each 
contract’s value, or a total of 
about  $550 million. Bribes 
on some major contracts are 
divided as follows: 2 percent 
for the ruling Workers’ Party; 
0.7 percent for Petrobras 
refi ning division executives; 
0.3 percent for the Popular 
Socialist  Party, part of the 
ruling coalition.2, 4 
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Instead of policing the project, Rousseff 
failed to disrupt what might be one of Bra-
zil’s biggest single cases of corruption ever.

Rousseff says she knew nothing about 
the alleged cartel scheme. “This isn’t an is-
sue of management, pure and simple. The 
Petrobras board was comprised of very 
qualified businesspeople,” Rousseff told 
Bloomberg in April in a one-hour inter-
view at Planalto, the presidential palace in 
Brasília. “None of us even saw a sign. Ev-
erything points to a cartel and the corrup-
tion of some employees.”

Maria das Gracas Foster, an old friend of 
Rousseff’s who became CEO of Petrobras in 
2012, has also said she didn’t know what was CL
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consumer goods more affordable for the 
growing middle class; and plummeting 
interest rates were fueling a boom that al-
most tripled the size of the economy during 
the Lula years. A wildly successful welfare 
program pulled 40 million people out of 
poverty.

By the time Lula turned over power to 
Rousseff, Brazil’s giddy boom had fizzled, 
revealing a foundation built on good for-
tune (those high commodities prices), cor-
ruption (including a vote-buying scandal 
that reached up to Lula’s top political lieu-
tenants), and a near-doubling of the na-
tional debt, to $1.2 trillion. When Rousseff 
traveled north to inaugurate Abreu e Lima, 
in December 2013, there was little to cele-
brate. The refinery had cost Petrobras $18.5 
billion, eight times the original budget. 

going on. Late last year, Foster launched a 
massive investigation. She also temporar-
ily banned more than 20 companies being 
probed in the scandal from doing business 
with the company; that led directly to three 
big builders  —Galvão Engenharia, Grupo 
Schahin, and OAS—filing for bankruptcy. In 
February, Rousseff forced out Foster, along 
with all of her top management.

Under its new CEO, Aldemir Bendine, 
Petrobras is seeking reimbursement for 
damages from the companies in the al-
leged cartel. It is also, it says, establishing a 
new compliance, governance, and risk di-
vision. “We are embarrassed,” Bendine said 
on April 23. “We are cleaning up mistakes.”

The scandal has all but crippled the com-
pany. In February, Moody’s Investors Ser-
vice chopped its credit rating to junk. In 
April, Petrobras took charges of 44.6 bil-
lion reais, most for overpriced and unfin-
ished refineries that were the target of the 
alleged builders’ cartel. The writedown 
caused a 21.6-billion-real loss for 2014. Ben-
dine is trying to sell $13.7 billion of assets 
to raise cash. It’s a stunning change of for-
tune from the Lula heyday, in 2010, when 

Petrobras raised a whopping $70 billion by 
selling stock to investors.

Everyone in Brazil knows the Portu-
guese term for the inefficiencies that hold 
back the economy: custo Brasil, or Brazil 
cost. When it comes to the ease of starting a 
business, Brazil fell seven spots this year to 
167th in the world, behind Uganda, accord-
ing to the World Bank. Corruption will cost 
the economy as much as 120 billion reais 
this year, says José Ricardo Roriz Coelho, 
competitiveness director at Fiesp, the 
country’s biggest industrial association.

An increasingly independent judicial 
branch may finally stop the alleged Petro-
bras cartel from driving up costs and si-
phoning funds from the investments the 
country sorely needs to compete, but the 
damage it caused won’t be undone quickly. 
And the problem goes beyond Petrobras. 
Last year, the Brazilian antitrust regula-
tor fined cement makers 3.1 billion reais 
for operating a cartel for years. Recently, 
the regulator launched investigations 
into cartels that may have rigged the mar-
ket for school supplies and medicine. The 
custo Brasil is growing harder and harder 
to bear.

With assistance from Anna Edgerton in Brasilia; 
David Biller, Yasmine Batista, and Peter Millard 
in Rio de Janeiro; and Francisco Marcelino in São Paulo.

From top: Maria 
das   Gracas Foster, 
former head of 
Petrobras; Marcelo 
Odebrecht, CEO of 
Construtora 
Norberto Odebrecht; 
Lula at Abreu e 
Lima in 2009; 
Abreu e Lima in 
2014



All amenities, features and facilities described herein are proposed based upon current development plans, which plans are subject to change without notice, and there is no guarantee that said 
amenities, features and facilities will be provided, or, if provided, will be of the same type, size or nature as described. These materials are not intended to and shall not constitute an offer to sell 
nor a solicitation of offers to buy or lease real estate at Encore Resort Homes at Reunion by residents of Connecticut, New York, New Jersey and in any jurisdiction where prior registration, 

CBC License Number: CBC 1255355

Orlando, Florida
EncoreResortHomes.com

407-396-9000

Encore Resort Homes at Reunion is 

literally next door to the number one tourist 

attraction in the world. That means that 

many vacationing families are looking for 

alternatives to crowded, over-priced hotels. 

Now you and your clients can own one of 

those alternatives, enjoy it while visiting 

Orlando and rent it while you’re not there.

Own.
Vacation.
Rent.
Repeat.



68   BLOOMBERG MARKETS   JUNE 2015

THE BILLIONA
VS. THE DEAL

A SHOWDOWN BETWEEN 

FREEWHEELING MARKET
WHERE COLLECTORS TRA
LIKE CHIPS IN A CASINO.

STEPHANIE BAKERBY AND HUGO MILLER
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Dmitry Rybolovlev, above right, alleges that 
Yves Bouvier misled him about the price of 
Mark Rothko’s No. 6 (Violet, Green and Red). 
The Russian shelled out €140 million, the 
highest amount ever paid for a work by the 
American painter.
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Geneva to Singapore and Luxembourg. All 
the while, operating below the radar, he’s 
quietly become one of the biggest art deal-
ers in the business. 

After three days of questioning, Mona-
co’s Public Prosecution Department in-
dicted Bouvier on criminal charges of fraud 
and complicity in money laundering and 
released him on €10 million ($11 million) 
bail. As part of the alleged fraud, the indict-
ment cites the sale of the Rothko—one of 
his best-known works, its bold rectangular 
blotches bleeding into one another.

The Monaco complaint alleges Bouvier 
fraudulently inflated invoices for some 
of the artwork Rybolovlev bought and 
may have “secretly withheld part of the 
sale price.” The prosecutor charged Tania 
Rappo, Rybolovlev’s translator and god-
mother to his second child, with money 

laundering in connection with the com-
missions Bouvier paid her as an intermedi-
ary. Frank Michel, Rappo’s lawyer, says her 
commissions were “perfectly legal and jus-
tified.” Bouvier denies he was complicit in 
any money laundering and says commis-
sions paid to those who introduce a buyer 
to a vendor, as Rappo did, are normal in the 
art world. If convicted, Bouvier could face 
up to five years in prison for fraud and 10 
years for complicity in money laundering. 
He denies the charges. 

HE SHOWDOWN IN MO -
NACO has blown the lid off an 
opaque area of the art market: 

private sales, in which the most sought- 
after pieces often change hands through 
well-connected dealers, avoiding a pub-
lic bidding war. Of the record €51 billion in 
art sold last year, 52 percent of the transac-
tions were private deals, says Clare McAn-
drew, founder of research and consulting O
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PHOTOGRAPH BY DANIEL STIER 

Bouvier stands inside the freeport in 
Geneva where he started an art shipping 
business in the late 1980s.

N A SUNNY MORNING IN LATE 
February, Yves Bouvier, a Swiss 
art dealer, flew into Nice and 

drove 20 miles along the French Riviera 
to Monaco to meet his top client, Russian 
billionaire Dmitry Rybolovlev. Bouvier 
had come to work out the final payment 
for Mark Rothko’s No. 6 (Violet, Green and 
Red), which Rybolovlev had agreed to buy 
for €140 million back in August. Bouvier, 
51, entered the lobby of the cream-colored, 
belle époque mansion where Rybolovlev’s 
penthouse apartment overlooks Monte 
Carlo’s yacht-filled marina.

Assuming business as usual, Bouvier ap-
proached a man he thought was one of Ry-
bolovlev’s bodyguards. He was wrong. The 
man turned out to be one of eight Monaco 
police officers who were there to arrest 
him. Bouvier didn’t know that six weeks 
earlier, Rybolovlev had filed a complaint 
against him for fraud, alleging Bouvier had 
misled him about the prices of artworks he 
was buying.

That evening, while Bouvier sat in a 
Monte Carlo police station, Rybolovlev, 
majority owner of AS Monaco Football 
Club, was celebrating with Prince Albert 
II at London’s Emirates Stadium: His team 
beat perennial English powerhouse Arse-
nal, 3-1.

The dispute between Bouvier and Ry-
bolovlev has turned into one of the big-
gest cases of alleged fraud to ever hit the 
art market, pitting one of Russia’s richest 
men against a little-known Swiss art mer-
chant. Rybolovlev, a 48-year-old cardiol-
ogist-turned-businessman from the Urals 
region, made most of his $10 billion fortune 
through the sale of his fertilizer company, 
Uralkali, in 2010. Using a series of offshore 
companies during the past decade, he’s 
spent more than $2 billion buying almost 
40 works of art through Bouvier, amass-
ing a dream collection of works by Picasso, 
Leonardo da Vinci, Rothko, Gauguin, Ma-
tisse, and Rodin.

Bouvier owns an art shipping company 
along with stakes in a network of free-
ports—bonded warehouses where the su-
perrich can store paintings, wine, and 
antiques tax-free. In the past five years, 
he’s exported the freeport concept from 
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firm Art Economics. In this arena, billion-
aires often bid against each other without 
even knowing it, frequently through off-
shore companies. Rather than flaunting art 
on their villa walls, investors are increas-
ingly stashing it in freeports, where it can 
appreciate tax-free before being sold again, 
tax-free. The value of the works is often 
hard to assess, determined mostly by what 
a buyer’s willing to pay. What Rybolovlev 
paid for No. 6 was a record for a Rothko, 
whose large canvases have soared in value. 
In February, Qatar 
Museums, accord-
ing to widespread 
reports, bought Paul 
Gauguin’s When Will 
You Marry? for $300 
million, the highest 
price ever paid for 
a work of art. (Qatar 
Museums did not 
respond to calls for 
comment.)

Nouriel Roubini, 
an economist at 
New York University 
and an art collector, 
said on his personal 
blog earlier this year 
that the art market is 

prone to money laundering and price ma-
nipulation and badly needs regulation. 
“There are a number of serious distortions 
in the art market that suggest that there is 
some shady behavior going on,” he wrote 
in February, adding later, “Price opacity in 
the art market leads to insider information, 
which makes insider trading in art far more 
likely.”

T ITS HEART, THE BOUVIER- 
Rybolovlev feud centers on a de-
cade-long arrangement that was 

never spelled out on paper. Rybolovlev, 
who declined to be interviewed for this 
story, considered Bouvier his broker, nego-
tiating prices from third-party sellers, says 
Tetiana Bersheda, a lawyer representing 
Rybolovlev. “He made us believe that we 
were acquiring the paintings directly from 
the owners and paying him a commission,” 
she says. “In reality, he would charge the 
highest price to my client while making us 
believe this was the lowest price he could 
get from the seller.”

Bouvier says he never had any formal 
contract with Rybolovlev. He says he was 
merely a seller, not a broker, adding that 80 
percent of the bills he issued to Rybolov-
lev’s companies listed him as the seller. 

“He chose to pay those prices,” Bouvier 
says during a two-hour interview at his 
lawyer’s office in Geneva in March. “He is 
not a naive man. He knows very well how 
the market works for such masterpieces.”

Complicating the picture is a protracted 
divorce between Rybolovlev and his ex-
wife, Elena Rybolovleva, which began in 
2008 and has yet to be resolved. She was 
awarded 4 billion Swiss francs ($4.2 bil-
lion) by a Geneva court in May 2014, a 
decision that Rybolovlev is appealing. Ry-
bolovleva’s lawyers have sought unsuc-
cessfully to enforce a Swiss order to freeze 
14 works acquired by a Rybolovlev trust 
while they were still married. Since 2010, 
according to his Monaco complaint, Ry-
bolovlev has bought paintings through Ac-
cent Delight International, a British Virgin 
Islands–based company held by a Cyprus 
trust he set up to benefit, among others, his 
eldest daughter, Ekaterina—a move that 
has bedeviled the divvying up of assets in 
the divorce.

OUVIER’S RELATIONSHIP WITH 
Rybolovlev might have contin-
ued but for a chance encoun-

ter on the Caribbean island of St. Barts 
in the run-up to New Year’s Eve last year. 
Rybolovlev was lunching with friends at 
Jean-Georges Vongerichten’s restaurant at 
the Eden Rock hotel. As they chatted over-
looking the turquoise waters of St. Jean 
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Rybolovlev, right, and Prince Albert II 
celebrate Monaco FC’s win over 
Arsenal in London on Feb. 25—the 
same day Bouvier was arrested.
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Dmitry Rybolovlev—
an investor and 
collector who 
amassed his $10 
billion fortune from 
the sale of a Russian 
fertilizer company—
owns three of the 
11 most expensive 
works of art ever 
sold.

Rich
List

1

When Will You Marry? (1892)
PAU L  G A U G U I N
$300 million SOLD IN 2015
Buyer: QATAR MUSEUMS

2

The Card Players (1892-95)
PAU L  C É Z A N N E
$250 million SOLD IN 2011
 ROYAL FAMILY OF QATAR

As of April 17. Price estimates are 
taken from published reports.  
Source: Bloomberg

A
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Bay, a mutual friend introduced Rybolov-
lev to Sandy Heller, art adviser to hedge 
fund billionaire and noted collector Steven 
A. Cohen.

They began talking about the art mar-
ket, according to people familiar with the 
conversation. The discussion moved on 
to Amedeo Modigliani’s Reclining Nude 
With Blue Cushion, which Cohen had sold 
in 2012 to a mystery buyer. What unfolded 
next was a surprise to both men. With Co-
hen’s blessing, Heller disclosed that he’d 
received $93.5 million for the Modigliani.

Rybolovlev was shocked, the people say. 
He’d paid $118 million for the painting—
more than $24 million above what Cohen 
got—in a deal arranged by Bouvier, whom 
he considered a trusted adviser. Now, Ry-
bolovlev told Heller, he was worried Bou-
vier might have been milking him on other 
paintings over the years. Could Heller have 
a look at other deals? Heller did and con-
curred, saying the prices Rybolovlev had 
paid for some works appeared wide of the 
mark. Less than two weeks after meeting 
Heller, Rybolovlev sprang into action and 
filed a fraud complaint against Bouvier in 
Monaco, where the two had met at least 
five times to hash out deals.

In March, at the Russian billionaire’s 
instigation, the High Court in Singapore, 
where Bouvier is a resident, froze up to 
$500 million of his assets pending the out-
come of the Monaco investigation. Three 

weeks later, the court ordered Rybolovlev 
to post a $20 million deposit in the event 
damages are awarded to Bouvier.

OUVIER’S POSITION AS THE
owner of an art shipping and 
storage business gave him not 

only a Rolodex of top collectors around the 
world, but also a privileged perspective on 
what artworks are in play. To keep track of 
his empire, he says he typically travels 300 
days a year. Bouvier displays a meticulous 
approach to detail; he wears hand-tailored 
shirts monogrammed with his initials as 
well as the year and season in which he ac-
quired them.

Bouvier’s highflying lifestyle is far from 
what he says was an ordinary childhood in 
Geneva, where his father owned a general 
shipping and storage company called Natu-
ral Le Coultre. Bouvier began studies at the 
University of Geneva before dropping out 
to work for his dad in between spells as a 
snowboarding instructor in the Alps.

In 1989, Bouvier and his father began 
specializing in art shipping for galleries, 
auction houses, and museums. Natural 
Le Coultre rents space from Geneva Free-
port, a 125-year-old bonded warehouse 
that once stored mainly grain, tobacco, 
and wine. Historically, freeports have ex-
isted to allow exporters and importers to 
store goods free of customs duties before 
they reach their final destination, where 

taxes are paid. Today, Geneva Freeport 
holds tens of billions of dollars’ worth of 
fine art, according to Robert Read, head 
of fine art at London insurer Hiscox. Bou-
vier says his holding company, Euroasia In-
vestment, owns less than 5 percent of the 
freeport, alongside the Canton of Geneva, 
which owns 86 percent.

Even in Bouvier’s hometown, his role as 
a dealer was something of a secret. Philippe 
Davet of Geneva-based gallery and art con-
sultants Blondeau & Cie. says it was news 
to him. “He was known as a transporter, 
very reliable, very discreet,” he says. “There 
were rumors that he was a dealer, but it was 
a surprise to me.” Bouvier says bigger deal-
ers knew of him as a buyer of major works.

Bouvier first met Rybolovlev by chance 

B

Among those with a view on the 
matter, there’s a strong sense 
that the art market is overly 
exuberant. 

IS FINE ART IN A BUBBLE? 

16%   
NOT A 

BUBBLE 39%  
NOT SURE

18%   ON THE VERGE

FOR MORE POLL RESULTS, SEE PAGE 18.

27%   ALREADY A
 BUBBLE

Bloomberg 
Markets 
Global Poll
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Three Studies of Lucian Freud (1969)
F R A N C I S  B AC O N
$142.4 million SOLD IN 2013
 ELAINE WYNN

4

The Dream (1932)
PA B LO  P I CASS O
$155 million SOLD IN 201  1
 STEVEN A. COHEN

3

No. 6 (Violet, Green and Red) 
(1951)
M A R K  R OT H KO
$186 million SOLD IN 2014
DMITRY RYBOLOVLEV



JUNE 2015   BLOOMBERG MARKETS   73

in 2003 at Geneva Freeport, where the Rus-
sian was viewing a painting by Marc Cha-
gall that he wanted to buy from another 
dealer. Rybolovlev speaks little English or 
French so he brought along Rappo to trans-
late. According to court documents, Bou-
vier later contacted Rappo with a message 
to pass on: If Rybolovlev wanted to con-
tinue investing in art, Bouvier could help—
and the Russian was keen.

As Rybolovlev began buying, according 
to his Monaco complaint, he rarely signed 
a sales contract with either a third-party 
seller or with Bouvier. Bouvier issued an 
invoice for the sale price, and the painting 
was transferred as soon as the money hit 
his bank account. “Bouvier said we needed 
to keep things confidential,” lawyer Ber-
sheda says. “He said he would be able to get 
a better price if people didn’t know the ac-
quisition was being made by a trust related 
to a Russian billionaire.”

Bersheda says Bouvier charged a 2 per-
cent commission on most transactions. 
Bouvier says the charge was not a broker’s 
commission but rather a fee to cover ad-
ministrative costs, including insurance, 
transport, and condition reports and, in 
some cases, escrow accounts between 
down payment and final payment. Some 
art experts and dealers say it’s unusual for 
a seller to be charging for administrative 
costs, which rarely amount to 2 percent of 
the sale price.

In the wake of the financial crisis, Bou-
vier’s freeport business took off as inves-
tors began shifting some of their assets out 
of stocks and bonds. “After the banks lost 
everything, there was a feeling that people 
should diversify into property and art,” he 
says. “There was a surge in demand for a 
place to store that art. We became a hub.”

In 2010, Bouvier opened a 30,000-square-
meter (323,000-square-foot) high-tech 
freeport warehouse on the grounds of Sin-
gapore’s Changi Airport. Christie’s leased a 
whole floor at the storage facility, which is 
majority owned by Bouvier and also houses 
wine, jewelry, antiques, and vintage cars.

The deal that sparked his feud with Ry-
bolovlev began in late 2011, when Bouvier 
started negotiating to buy Modigliani’s 
Reclining Nude. On Dec. 23, he e-mailed 
Mikhail Sazonov, a financial adviser to Ry-
bolovlev, according to the Monaco com-
plaint. The owner of a “very important 
painting” might put it on the market, Bou-
vier wrote. “For financial and tax reasons, I 
think he’s going to sell.”

Unknown to Rybolovlev, the owner was 
Cohen, who had consigned the painting’s 
sale to now-defunct New York art dealer 
Giraud Pissarro Ségalot. The dealer sold 
it to Bouvier for $93.5 million, plus a com-
mission of about $2.5 million, according to 
an affidavit filed by Sazonov in Singapore. 
In January 2012, Bouvier’s Hong Kong–
based company, MEI Invest, presented 

Rybolovlev’s trust with an invoice for $118 
million, leaving Bouvier with $22 million 
after the New York dealer’s commission.

The blockbuster deals kept coming. 
In early 2013, Bouvier told Sazonov that 
Leonardo da Vinci’s recently discovered, 
masterful oil-on-walnut painting of Christ, 
Salvator Mundi, was up for sale. In May of 
that year, a Rybolovlev trust agreed to pay 
$127.5 million for the painting. Rybolovlev 
questioned the price he’d paid after read-
ing a New York Times article—citing un-
named dealers—that said the da Vinci was 
sold by a consortium for $75 million to $80 
million, according to the Monaco com-
plaint. Bouvier declined to discuss the de-
tails, citing the investigation.

ITH HIS FREEPORT HAT ON,
Bouvier last September opened 
a €52 million facility in Luxem-

bourg that looks more like London’s Tate 
Modern than a warehouse. Bouvier owns 
60 percent of the freeport, which has pri-
vate art showrooms and can store 750,000 
bottles of wine.

In the summer of 2014, as he was gearing 
up for the Luxembourg opening, Bouvier 
presented Rybolovlev with an opportunity 
to buy a work by one of America’s most 
important postwar artists: Mark Rothko. 
Christie’s had sold his Orange, Red, Yellow
at auction for a record $87 million in 2012. 
Bouvier had found a private collector who 
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Woman III (1952-53)
W I L L E M  D E  KO O N I N G
$137.5 million SOLD IN 2006
STEVEN A. COHEN

8

Portrait of Adele Bloch-Bauer I  (1907)
G U STAV  K L I M T
$135 million SOLD IN 2006
RONALD LAUDER

6

No. 5, 1948  (1948)
J AC KS O N  P O L LO C K
$  140 million SOLD IN 2006
UNKNOWN

T H E  B I L L I O N A I R E  V S .  T H E  D E A L E R 
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wanted to sell No. 6 (Violet, Green and Red), 
one of the abstract impressionist’s most fa-
mous works. He began negotiating with 
Rybolovlev on the price.

After some back and forth, the two men 
settled on €140 million, making it one of 
the most expensive paintings ever sold. Ry-
bolovlev agreed to sell a Modigliani sculp-
ture, Tête—which he’d bought via Bouvier 
in 2012—for €60 million as a partial pay-
ment for the Rothko. “I convinced the seller 
of the importance of Tête by Modigliani, 
and he agrees to take it in part exchange 
for 60m euros,” Bouvier wrote to Sazonov 
on Aug. 4, 2014, the complaint says.

Unknown to Rybolovlev, the seller of 
the Rothko was Cherise Moueix, the wife 
of Christian Moueix, a French winemaker 
who oversees Château Pétrus. She declined 

to comment. Bouvier told 
the Monaco prosecutor 
that he bought the Rothko 
from Moueix through an in-
termediary for $80 million 
plus an unspecified com-
mission—roughly €80 mil-
lion less than the Russian 
agreed to pay at the time.

The Singapore court, 
meanwhile, has put No. 6 under judicial 
supervision; its exact whereabouts hav-
en’t been disclosed. Bouvier says Rybolov-
lev still owes him about $40 million for the 
painting, based on the agreed price. Ry-
bolovlev has refused to pay the balance, 
saying he’s already shelled out more than 
the $80 million Bouvier paid.

Bouvier says no one forced Rybolovlev to 
pay the prices he did. “No matter the price, 
he wanted it and he was ready to pay the 
agreed price,” says Bouvier. “That Rothko 
is the most beautiful painting in the world. 
Everybody wanted to buy that piece.” Da-
vid Bitton, Bouvier’s lawyer, says the dis-
pute is just a pawn in Rybolovlev’s fierce 
divorce battle. Marc Bonnant, the lawyer for 
Rybolovlev’s ex-wife, says Rybolovlev may 
even be trying to get a court to endorse the 

notion that his art collection is overvalued to 
help reduce his divorce bill. “He won’t suc-
ceed,” says Bonnant. Bersheda, the lawyer 
for Rybolovlev, says the divorce proceedings 
have nothing to do with her client’s com-
plaint against Bouvier. She says it was the 
St. Barts encounter that prompted Rybolov-
lev to lodge his complaint in Monaco—eight 
months after the $4.2 billion divorce ruling. 
“Their argument makes no sense,” she says.

Bouvier—sitting in his lawyer’s office in 
Geneva in March, juggling two buzzing 
phones, red eyed from lack of sleep—says 
the accusation that he ripped off 
a man as smart as Rybolovlev is ridiculous. 
“How could a Russian who’s become a 
billionaire, achieved all he did, and is so 
clearly bright, be taken advantage of by 
me?” he asks.                                              
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Hedge fund billionaire Steven 
A. Cohen, left, and art adviser 
Sandy Heller attend a gallery 

reception in 2011.

T H E  B I L L I O N A I R E  V S .  T H E  D E A L E R 

10

The Scream (1895)
E DVA R D  M U N C H
$119.9 million SOLD IN 2012
 LEON BLACK

11

  Reclining Nude With Blue Cushion (1917)
A M E D E O  M O D I G L I A N I
$118 million SOLD IN 2012
DMITRY RYBOLOVLEV

9

Salvator Mundi (ca. 1490-1519)
L E O N A R D O  DA  V I N C I
$127.5 million SOLD IN 201  3
DMITRY RYBOLOVLEV

Global art sales, public and private, hit 
a record high in 2014.

Money Market

Source: TEFAF Art Market Report 2015
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BY JEREMY KAHN

POPE FRANCIS 
HAS BROUGHT 
IN OUTSIDERS 
TO CLEAN UP 

THE VATICAN’S 
FINANCES----  

RISKING A 
CONFRONTATION 

WITH THE 
POWERFUL CURIA 

THAT GOVERNS 
THE CATHOLIC 

CHURCH.
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OPE FRANCIS LISTENS 
attentively at the front of the packed lec-
ture hall, a one-man island of white amid 
a sea of cardinals in black cassocks and 
scarlet zucchettos, or skullcaps. The pope 
and these “princes” of the Roman Catho-
lic Church have gathered in Vatican City’s 
Synod Hall, a modern glass and steel build-
ing steps from the Renaissance-era St. 
Peter’s Basilica, to get an update on the fi-
nancial health of the Holy See.

In any other setting, the scene would 
have been unremarkable: PowerPoint pre-
sentations, charts, graphs. But the Vatican 

has until recently regarded its finances 
as so sensitive that its full accounts were 
known only to the pope and his closest 
aides. The Feb. 13 briefing, says Vatican 
spokesman Father Federico Lombardi, 
was the first time the Consistory of Cardi-
nals had ever received such a detailed look 
at the books. Equally groundbreaking, the 
presenters included lay experts, not just 
clergy. And some of them spoke in English, 
the language of commerce, not in one of 
the Vatican’s two recognized tongues: Ital-
ian and Latin.

The Synod Hall gathering reinforced 
the notion that Pope Francis is not your fa-
ther’s Holy Father. From his stand on ho-
mosexuality (of gay priests, he once said, 
“Who am I to judge?”) to helping midwife 
a rapprochement between the U.S. and 
Cuba to his social-media savvy (he tweets!), 
Francis has made headlines and stirred the 
faithful. He’s reinvigorated a church poi-
soned by years of sex-abuse scandals and 
perceived even by many devout Catho-
lics as out of sync with modernity. What’s 

more, the princely assemblage highlighted 
a more earthly side of Francis’s church re-
forms: risking a potentially crippling con-
frontation with the Roman Curia, the Holy 
See’s powerful governing bureaucracy, in 
order to attack waste, mismanagement, 
and corruption.

The Vatican isn’t a financial power-
house. Aside from its priceless art col-
lection, it controls less than $7 billion in 
assets—and that’s being generous in valu-
ing its real estate portfolio. Separately, the 
Vatican Bank, formally known as the Insti-
tute for the Works of Religion, has less than 
$6.5 billion in assets, most belonging not to 
the Vatican itself but to Catholic dioceses, 
orders, and charities. Still, management 
of the Vatican’s finances matters because 
it reflects on the moral authority of the 
church, says Joseph F. X. Zahra, a Maltese 
businessman and economist who is one of 
Francis’s closest financial advisers.

This is especially true at a time when the 
pope is preaching ethical, socially respon-
sible capitalism to the 1.2 billion Catholic 
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The Vatican has recruited Joseph F. 
X. Zahra, below, as a financial 
adviser and named René Bruelhart 
as chief financial regulator.
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faithful and beyond, Zahra says. To tackle 
turbid, sometimes corrupt, finances, the 
pope is bringing in international account-
ing standards, Big Four audit firms such as 
KPMG and Ernst & Young, a new Vatican fi-
nance ministry, and an increasingly global 
workforce.

Other popes have tried to reform the an-
tiquated Curia—long dominated by Ital-
ian cardinals—and failed. “Curial reform 
is really a stillborn child of Vatican II,” says 
Robert Mickens, editor-in-chief of Global 
Pulse, an online Catholic magazine. The 
Second Vatican Council, begun under Pope 
John XXIII in 1962 and concluded under 
Pope Paul VI in 1965, introduced sweeping 
liturgical and doctrinal modernizations 
but had only a modest impact on the ad-
ministration of the Holy See.

In 2010, Francis’s predecessor, Pope Ben-
edict XVI, promulgated the Vatican’s first 
anti–money laundering law and created its 
first financial regulator. In 2011, upending 
centuries of Vatican resistance to outside 
scrutiny, he invited the Council of Eu-
rope’s Moneyval anti–money laundering 
advisory committee to evaluate the Holy 
See’s practices.

Then, in May 2012, Benedict’s small rev-
olution came to a halt. Ettore Gotti Te-
deschi, his transparency-minded Vatican 
Bank president, was unseated. Gotti Te-
deschi, an executive at Banco Santander 
in Milan, says he was ousted because his 
reform drive threatened the interests of 
formidable forces within the Curia; the Vat-
ican says the bank’s board lost confidence 
in him. That same year, leaked confidential 
Vatican documents alleged Vatican City of-
ficials had awarded favored companies in-
flated, no-bid contracts and showed the 
Vatican Bank wasn’t cooperating with Ital-
ian organized-crime investigations.

When the College of Cardinals selected 
Jorge Mario Bergoglio to be pope in March 
2013, it gave the Argentine prelate a man-
date for financial reform, according to Car-
dinal Wilfrid Fox Napier, the archbishop 
of Durban, South Africa. The cardinals’ 
desire for scandal-free Vatican finances 
dominated their pre-election meetings, 
Napier says. “We needed to get rid of this 
cloud that was hanging over the church: 

The Vatican Bank could be used for money 
laundering; the Vatican Bank is not being 
run properly,” he says.

The Vatican Bank has seen enough scan-
dal and intrigue to fill a bookshelf of Dan 
Brown novels. (See timeline, page 79.) Pope 
Pius XII created it in 1942 on sovereign 
Holy See territory to circumvent a U.S.-en-
forced ban on wire transfers out of Axis 
nations, including Italy. The bank doesn’t 
make loans, but it does take deposits, of-
fer asset management services, and pro-
cess wire transfers. Only the Holy See and 
Catholic organizations, charities, clergy, 
and Vatican City employees are supposed 
to have accounts there. And yet for de-
cades, the institution, opaque and unregu-
lated, functioned as an offshore bank in the 

heart of Rome, much to the vexation of Eu-
ropean regulators and police, whose juris-
diction stopped at the Vatican’s walls.

The most infamous of the bank’s scan-
dals involved the mysterious 1982 death 
of Roberto Calvi, who was found hanged 
beneath London’s Blackfriars Bridge, 
his clothes stuffed with bricks. Calvi was 
chairman of Milan’s Banco Ambrosiano, 
which collapsed that year. The Vatican 
Bank, which was Ambrosiano’s largest 
shareholder and had vouched for many of AP
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Chief reformer Cardinal Pell, left, and current 
Vatican Bank President Jean-Baptiste de 
Franssu, center, join outgoing bank President 
Ernst von Freyberg at a press conference 
about the pope’s financial overhaul.
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Calvi’s suspect investments, ended up pay-
ing out $244 million to settle claims from 
Ambrosiano’s creditors. Italian prosecu-
tors concluded in 1997 that the Sicilian Ma-
fia probably killed Calvi, although no one 
has been convicted of his murder. As dis-
tant as the Ambrosiano affair is, John Allen 
Jr., editor of the Catholic website Crux, says 
the rallying cry at the March 2013 conclave 
that elected Francis was, “No more Calvis.”

It didn’t take long for the pope to be 
handed a mini-Calvi moment of his own. 
On June 28, Italian authorities arrested a 
priest, a suspended member of Italy’s se-
cret service, and a stockbroker; prosecutors 
allege the men had attempted to smuggle 
€20 million ($21 million) in undeclared 
cash into Italy from Switzerland aboard a 
private plane. The priest was Monsignor 
Nunzio Scarano, the chief accountant for 
the department that manages the Vati-
can’s real estate and investment portfolios. 
Among his colleagues at the Vatican, Sca-
rano had earned the nickname “Monsignor 
Cinquecento” because of his fondness for 
carrying around €500 notes.

Prosecutors say Scarano used his Vati-
can Bank accounts to launder money for 
businessmen in Naples. Scarano, on trial 
in late April, has denied the charges. The 
Vatican Bank’s second- and third-high-
est-ranking employees, who had signed off 
on Scarano’s money transfers, resigned.

On a flight from Rio de Janeiro to Rome 
in July 2013, Francis told reporters the Sca-
rano affair forced him to accelerate his re-
form calendar. “The financial part I was 
planning to address next year, because 
it is not the most important thing that 
needed to be done,” the pope said. “But 
the agenda changed on account of circum-
stances.” Events were now causing him 
to act. “You try to go in one direction,” he 
said, “but then someone throws you a ball 

from another direction, and you have to bat 
it back.”

Francis’s first move was to summon to 
Rome six Davos-caliber lay Catholics, in-
cluding Zahra, a former chairman of Mal-
ta’s Bank of Valletta and director of the 
island nation’s central bank, who chaired 
the group; George Yeo, Singapore’s former 
finance minister; Jochen Messemer, chair-
man of insurer Ergo; and Jean-Baptiste de 
Franssu, the former head of asset manager 
Invesco’s European business. They met at 
Casa Santa Marta, the limestone guesthouse 

where Francis lives, having shunned the tra-
ditional papal apartments in the Apostolic 
Palace. The pontiff charged the group with 
figuring out how to make the Vatican’s fi-
nancial operations transparent and ac-
countable. “He wanted to make sure that 
the values of the church were actually mov-
ing the administration and the finances of 
the Holy See,” says Zahra, who has photos 
of audiences with Francis and Benedict on 
his office credenza. As Zahra’s commission 

deliberated, Zahra says, Francis kept close 
tabs, even dropping in on meetings. “This 
was not an arm’s-length exercise,” he says.

In February 2014, acting on the Zahra 
commission’s recommendations, the pope 
announced the first major changes in the 
structure of the Curia since Paul VI’s pa-
pacy 50 years earlier. He established a new 
Secretariat for the Economy—essentially a 
Vatican finance ministry—and a 15-mem-
ber Council for the Economy to advise him 
on policy. The council is headed by a car-
dinal but includes seven lay members with 
voting power—including Zahra and two 
of his commissioners. For the first time, 
nonclergy are more than mere advisers. 
“This is an enormously significant step,” 
says Kerry Robinson, executive director 
of the National Leadership Roundtable 
on Church Management in Washington, 
which advises U.S. dioceses.

To head the new secretariat, Francis ap-
pointed Australian Cardinal George Pell. A 
blunt-talking former rugby player, Pell, 73, 
has a reputation as a tough administrator 
and one of the College of Cardinals’ loud-
est advocates for financial reform. He’s 
also the target of criticism: An Australian 
government commission admonished Pell 
for his zealous efforts to dissuade victims 
of clerical sexual abuse from pursuing le-
gal action. Unlike Francis, Pell is a theolog-
ical conservative, an advocate, for example, AP
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Monsignor 
Nunzio Scarano, 

formerly  
a senior Vatican 

accountant, is 
being tried on 

money-laundering 
charges, which he 

denies.

‘THE VATICAN HAS A VERY STRONG OBLIGATION—A MORAL 
OBLIGATION—TO 1.2 BILLION CATHOLICS,’ SAYS CHIEF BANK 
REGULATOR RENÉ BRUELHART.
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of the pre–Vatican II Tridentine Mass. But 
Global Pulse’s Mickens sees in Pell’s ap-
pointment evidence of Francis’s politi-
cal genius: an example of keeping your 
friends close and your enemies closer. Pell 
declined to be interviewed for this story.

Pell announced a flurry of changes. He 
required all Vatican departments to use in-
ternational accounting standards and, be-
ginning later this year, to submit detailed 
annual budgets and quarterly reports. (In 
the past, there were no standard account-
ing procedures, and budgets were sketchy 

summaries of total spending.) His secretar-
iat would take control of the Vatican’s real 
estate portfolio. He wanted English to be-
come the official language of his ministry. 
He would report only to the pope.

With every step, however, Pell has accu-
mulated potent foes within the Curia, par-
ticularly after saying on several occasions 
that “Italian culture” was to blame for 
the Vatican’s opaque bookkeeping. Anti- 
reformers fought back. First, a commit-
tee of cardinals that reviews Vatican laws 
asked Francis to consider curbing Pell’s 
independence, substantially reducing the 
role of lay experts, and exempting several 
large Vatican offices from having to sub-
mit budgets to Pell.

Then, in late February, someone leaked 
copies of Pell’s own expenses to the Italian 
newsmagazine L’Espresso. The documents 
showed Pell’s office had spent €500,000 in 
six months on business-class flights, pricey 
office furniture, and generous salaries for 
lay financial experts. Potentially most em-
barrassing, Pell expensed a €3,000 bill 
from Ditta Annibale Gammarelli, Rome’s 
famous ecclesiastical tailor. Pell’s office 
was forced to deny speculation he had or-
dered a cappa magna, the long-trained 

of what he wanted. Pell’s secretariat would 
report to the Council for the Economy, not 
directly to the pontiff. Real estate would re-
main outside Pell’s direct control. English 
and Italian would be the secretariat’s work-
ing languages.

Overall, though, it was a win for Pell 
and for Zahra’s commission: No depart-
ments would be exempt from budgetary 
oversight, and the voting power of the lay 
experts was confirmed. With the new stat-
utes, Allen says, Francis has proved he 
won’t be intimidated or hamstrung by the 
Curia. Others, such as Andrea Tornielli, a 
veteran Vatican journalist for Italy’s La 
Stampa newspaper, remain skeptical. He 
says changing the Curia’s structure won’t 
change its culture. “Real reform of the Cu-
ria requires changing the hearts of the peo-
ple there,” he says.

The Vatican Bank itself was fortunate to 
survive Francis’s financial housecleaning. 
The pope at one point considered simply 
closing it. “St. Peter didn’t have a bank ac-
count,” Francis said during a mass on June 
11, 2013. But the reform efforts of Ernst von 
Freyberg, the aristocratic German finan-
cier who assumed the bank presidency 
in the waning days of Benedict’s papacy, 

silk mantle favored by ultratraditional-
ists; the bill, his office said, was for chapel 
vestments.

Lombardi, the Vatican spokesman, 
called the leaks “illegal” and “petty and 
undignified.” To Crux’s Allen, they were 
a dismaying sign that “the nasty is back” 
in Vatican politics—and that Francis’s re-
forms were in danger of falling victim to 
the same Curial infighting that hobbled 
Benedict’s papacy.

On Feb. 22, when Francis signed a set of 
new economic statutes, he gave Pell part 

DIRTY MONEY
From murder to slush  
funds, scandals have  

rocked the Vatican Bank 
since its founding  

in 1942.
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Scarano denies the charges.
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convinced Francis the institution still 
serves a vital purpose: It helps poor dio-
ceses, especially in Africa and Asia, safe-
guard their limited funds, and it enables 
charities to transfer money to the needy in 
remote or war-torn places, such as Syria. In 
addition, the Holy See is dependent on the 
bank’s profits. Without income from the 
bank, the state would operate in the red.

Secrecy was the bank’s original sin, and 
von Freyberg set about atoning for it. He 
invited journalists inside the fortresslike 
headquarters that once served as a gun-
powder store. The bank, which previously 
hadn’t even listed its phone number in the 

Vatican directory, launched a website. In 
October 2013, it published its first-ever an-
nual report. In his transparency drive, von 
Freyberg has a formidable ally in René Bru-
elhart, who was hired in late 2012 to head 
the Vatican’s newly created regulator, the 
Financial Intelligence Authority. Bruel-
hart, a suave 42-year-old Swiss lawyer who 
favors dark, skinny suits and fashionable 

stubble, had previously been the direc-
tor of the anti–money laundering agency 
in Liechtenstein. “The Vatican has a very 
strong obligation—a moral obligation—not 
toward supervisors or shareholders but to 
1.2 billion Catholics in the world,” he says.

To that end, the Vatican Bank has closed 
hundreds of dodgy accounts. The 2012 
Moneyval assessment had found that 10 
percent of the cardinals holding accounts 
were actually deceased. Those accounts 
have been shuttered. More than 750 oth-
ers held by people not entitled to use the 
bank—including former diplomats, doc-
tors, lawyers, and even a nephew of Pope 
Pius XII—have also been closed or are in 
the process of being closed.

Promontory Financial Group, a com-
pliance consulting firm in Washington, 
helped the bank strengthen its know-your-
customer requirements and install soft-
ware to hunt for suspicious transactions. 
Before Bruelhart arrived, the financial in-
telligence unit had only ever examined 
one such transaction. By the end of 2013, 
the number was 202, he says. “We now 
have a full-fledged institutional and legal 
framework in place that is completely in 
line with international standards,” Bruel-
hart says.

Having spared the Vatican Bank, Fran-
cis has big plans for it. In July 2014, he re-
placed von Freyberg—who stepped down 
to run his family’s shipping and engineer-
ing business—with the Zahra commis-
sion’s de Franssu. The Frenchman’s asset 
management experience was a key factor 
in his appointment, Zahra says. The pope 
wants to create a hub for Catholic invest-
ing. Francis’s vision is of a bank offering 
Catholic institutions attractive, socially re-
sponsible returns.

The concept has potential, says Crux’s 
Allen. But, he cautions, “a lot of bish-
ops would be very skeptical investing any 
money they ever need to see again in some-
thing run by the Vatican.” It’s possible that 
Francis, who has surprised Catholics and 
others in so many ways so far, will over-
come this skepticism, too. As his chief re-
former Pell has written, Francis knows that 
“a poor church, for the poor, should not be 
poorly managed.” VA
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Having begun to make his mark as  
a social and theological modernizer, 
Pope Francis is pursuing financial 
reforms that were in some cases 
instigated by his predecessor, Benedict.
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ILLUSTRATION BY GUNO PARK

WITH HIS PONZI SCHEME UNRAVELING, 
DAVID SMITH TURNED FOR HELP TO THE HEAD OF THE 

LARGEST FOREX-TRADING  SCHOOL IN THE U.S. 
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David Smith 
won’t soon 
forget his 
38th-birth-
day party. 
Standing on the grounds of an estate in 
Kingston, Jamaica, in front of a throng 
of some 200 investors in his foreign- 
exchange-trading fund, Smith listened 
sheepishly as his mentor and hero, Jared 
Martinez, compared him to Moses leading 
his flock to the promised land. “I wanted 
to buy something like the staff that Mo-
ses used to carry,” said Martinez, whose 
remarks have been preserved on video. 
“David has freed so many people down 
here,” Martinez told the crowd, referring to 
Smith’s 10 percent monthly returns. “Da-
vid, we’d like to say thank you for being our 
Jamaican Moses.”

Smith, now 46, recalls the moment as 
fraught with mixed emotions. The char-
ismatic Martinez, 59, who runs the old-
est and largest trading school in the U.S. 
serving the lightly regulated $400 billion–
a-day retail forex market, had grown into 

a trusted father figure for Smith. Under 
Martinez’s tutelage, Smith had succeeded 
in expanding his fund and increasing his 
personal fortune enough to afford a $2 
million seaside mansion and a Learjet. Yet 
Smith knew he was no Moses. His fund 
was a fraud.

Three years later, in August 2010, U.S. 
prosecutors alleged Smith and his co- 
conspirators laundered more 
than $200 million of investor 
money through multiple U.S. 
bank accounts created by Mar-
tinez and two of his sons. Those 
transactions were the basis of 19 
counts of money laundering and 
conspiracy against Smith, with 
Martinez and his sons identified 
as unindicted co-conspirators. 
Smith was also charged with four 
counts of fraud.

Smith sees himself as a vic-
tim—a con man duped by an-
other con man who proved 
more savvy. Smith met with a 
Bloomberg Markets reporter in 
January in a detention facil-
ity on the Turks and Caicos is-
land of Providenciales, a tourist 
mecca for beachgoers and snor-
kelers. He says he admitted guilt 
as part of a plea bargain with 
U.S. prosecutors filed in March 
2011, expecting to testify against 
Martinez and his two sons, Isaac, now 31, 
and Jacob, now 34. He had already been 

convicted and sentenced to 
6½ years in a Turks and Cai-
cos prison and was hoping for 
leniency.

The Martinez family was 
never charged and in August 
2011, a U.S. federal judge in Or-
lando sentenced Smith to a con-
current 30-year term. Smith is 
fighting extradition to the U.S. 
Martinez’s brokerage was fined 
$250,000 by the National Fu-
tures Association, a self-reg-
ulatory group, for failing to 
investigate Smith’s operation. 

“Once I decided I’d plead 
guilty, there was no holding 

back,” Smith says, locked up just a few 
miles from the turquoise waters and sea-
side villa where he often entertained the 
Martinez family. “I went all the way. I did 
everything they asked me to do. I got noth-
ing in return.”

Smith doesn’t deny that he commit-
ted a crime. He has confessed to defraud-
ing some 6,000 people out of $220 million 

when his Ponzi scheme collapsed. He just 
thinks that if he has to take up residence 
in a U.S. prison, he should have gotten 
a reduced sentence in exchange for his 
cooperation.

T EN YEARS AGO, MARTI- 
nez accepted Smith as a stu-
dent at his forex-trading 
school outside Orlando. Mar-
tinez then followed Smith 

to his native Jamaica to sell classes to his 
investors. In classic Ponzi-scheme fash-
ion, Smith used money from new inves-
tors to pay off his existing clients, much of 
it laundered through Martinez-controlled CO
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Jared Martinez congratulates David Smith, left, 
 at a party with their wives, Tracy and Susan.

Smith, now held in Turks and Caicos, is 
fighting extradition to the U.S., where he 
would serve out a 30-year prison sentence. 
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accounts, according to prosecutors. Smith 
contends Martinez outsmarted prosecutors 
by claiming he and his sons had no knowl-
edge that they were laundering money for 
Smith. Martinez and his two sons declined 
to comment for this story. “I really felt this 
man was genuine, that he loved me like a 
son,” says Smith. “He just threw me under 
the bus.”

Smith’s plea agreement describes wiring 
more than $100 million of investor funds 
from Turks and Caicos to I-Trade FX, a bro-
kerage firm he owned in Florida with the 
Martinez family. Cash flowed through JP-
Morgan Chase, Bank of America, and other 
banks before circling back to the Caribbean. 
Almost no foreign exchange was traded.

“It was a huge washing machine,” says 
Assistant U.S. Attorney Bruce Ambrose, 
who prosecuted Smith for money laun-
dering. Yet he didn’t seek to indict Mar-
tinez family members he identified as 

co-conspirators. Ambrose would not ex-
plain why. The U.S. Attorney’s office later 
issued a statement to Bloomberg Markets 
saying it stands by its decision not to pros-
ecute the family, saying Smith did not fully 
cooperate. Moreover, “the statute of limita-
tions has long since expired for charging 
anyone who may have been involved in 
criminal activity with Mr. Smith,” it said.

Law enforcement agents from the 
U.S., Jamaica, and Turks and Caicos say 
that the Martinez family actively par-
ticipated in Smith’s criminal enterprise, 
and they were stunned that U.S. prosecu-
tors never charged the father and sons. 
“It was a great case,” says Louis Skenderis, 
a special agent with the U.S. Department of 
Homeland Security, who spent three years 
investigating the family’s role in helping 

Smith move cash in and out of the U.S. 
“We brought David to Florida as a witness 
against the Martinezes, and he agreed to 
plead guilty as part of the deal.”

“I think David Smith is just a pawn,” says 
Janice Holness, executive director of Ja-
maica’s Financial Services Commission, in-
terviewed at her office in Kingston. “Smith 
is a crook and got what he deserves, but 
there are bigger fish. He’s taking a fall for 
these people, including Jared Martinez.”

Martinez has said that’s simply not true. 
“It’s difficult to be falsely accused of any-
thing,” he said in an October 2011 press 
release, two months after Smith was sen-
tenced. “And it is unfortunate that we were 
perceived to be guilty by association.”

Martinez, whose Florida license plate 
reads “FX Chief,” says he has earned mil-
lions of dollars trading and running 
forex classes at his Market Traders In-
stitute, which he founded in 1994 and 
which employs 115 workers. Dozens of 
telemarketers hawk his classes. He says 
he’s taught 30,000 students a formula 
for making consistent profits with MTI’s  
Ultimate Traders Package, which sells for 
$7,995. Yet, in an interview with Bloomberg 
Markets last year, Martinez estimated no 
more than half his customers make back 
trading what they spend on their MTI 
tuition.

Martinez also said the retail forex in-
dustry is cleaner now than it was a decade 
ago. “Ten years ago, it was the Wild West,” 
he said. “Ponzi schemes were running 
rampant.” (See “The Currency Casino,”  
December 2014.)

SMITH, DRESSED IN BLUE  
gym shorts and a baggy gray 
T-shirt in the Providenciales 
police station, described how 
he turned from a legitimate if 

failed forex trader to a criminal who put all 
his hopes in one friendship. He grew up in 
a middle-class family in Kingston, the son 
of two high school science teachers. When 
he was 24, Smith took a job as a trader for a 
financial firm called Jamaica Money Mar-
ket Brokers. While working there, he also 
earned a B.S. in business from Nova South-
eastern University’s Jamaica campus. Two 
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Smith turned to Martinez, founder of a 
forex-trading school, after his fund tanked. 
He says Martinez was like a father to him. 

THE CON MAN AND HIS MENTOR



years later, in 2003, Smith was let go from 
the firm for what its marketing manager 
Kerry-Ann Stimpson describes as a breach 
of the firm’s “core values.” She declined to 
elaborate. 

SMITH SET UP A FOREX- 
trading company in 2005 called 
Olint, short for Overseas Locket 
International. Olint didn’t start 
out as a Ponzi scheme, he says. 

Smith just wasn’t very good at trading. “I 
lost a lot of money,” he says. “I could have 
declared losses and given back what was 
left, but I didn’t want to do that.” Instead, 
according to his plea agreement, he told 
clients that Olint accounts were earning re-
turns averaging 10 percent a month. When 
the word spread, money from middle- and 
upper-class Jamaican investors poured in.

The losses, though, were piling up. “I 
stopped trading totally and started looking 
for education,” Smith says. Searching the 
Web, he discovered Martinez’s MTI. Smith 
flew to Orlando in April 2005 to take MTI’s 
four-day course, which promised to show 
students how to predict currency-trading 
patterns with “technical analysis”—read-
ing and interpreting charts of, say, the dol-
lar versus the euro’s past behavior.

When Martinez, who was born on the 
Blackfeet American Indian reservation in 
Montana, learned that Smith ran his own 
investment firm, he and Isaac approached 
Smith about forming a partnership, Marti-
nez later told regulators. In February 2006, 
Smith invested $1 million to help fund 
I-Trade FX, the Martinez family’s new Flor-
ida-based forex brokerage.

Smith’s operation in Jamaica, run from 
a shopping mall storefront in downtown 
Kingston, was bustling. Olint was organized 
as an exclusive private club that accepted 
only new investors referred by members. 
Early investors received monthly e-mailed 

statements showing re-
turns as high as 12 percent. 
To manage withdrawals, 
Smith says, he would de-
cide returns to be paid each 
month. He would drag out 
payments during periods 
when requests for with-
drawals increased. If plenty 
of new money was com-
ing in, he would lower the 
return for that month. If 
withdrawals were rising, he 
would increase it in an ef-
fort to hold on to investors.

In March 2006, Smith’s 
scheme nearly unraveled. 
Following a tip by an in-
vestment banker, police 
and agents from Jamaica’s 
Financial Services Com-
mission executed search 
warrants at Olint’s office, 
hauling off documents, 
cash, and computers, in-
cluding a Bloomberg ter-
minal. A cease-and-desist 
order banning Olint from opening new ac-
counts soon followed from the FSC.

Smith invited nervous investors to 
pull out even though he knew he didn’t 
have enough to pay everyone. The gambit 
worked, quashing press reports that Olint 
was a Ponzi scheme. “The money flew back 
in,” quickly tripling Olint’s assets, Smith 
says. “If I’d gotten requests for another $1.1 
million, I couldn’t have paid it,” he says.

No criminal charges were filed against 
Smith in Jamaica. That might have to do 
with the money he was spreading around 
the island in campaign contributions for 
local politicians—many of whom were also 
investors. Smith gave away more than $8 
million of client money, according to court 
documents, including $5 million to the 

Jamaica Labour Party and $2 million to its 
rival, the Jamaican People’s National Party, 
which now controls the government. While 
the JLP says only its candidates received 
contributions from Smith, the PNP ac-
knowledges receiving direct contributions.

Peter Bunting, the investment banker 
who brought the case to the attention of 
the police and who now serves as Jamaica’s 
national security minister, says Olint inves-
tors represented a who’s who of Jamaica, 
including politicians, businessmen, and 
judges. “The enmeshment with the official 
system was very substantial,” Bunting said 
at his Kingston office in February.

Olint needed to find an alternative to 
the Jamaican bank accounts that had been 
used to receive investor deposits, accord-
ing to Smith’s plea agreement. A week af-
ter the cease-and-desist order, Martinez 
and his son Isaac, who served as president 
of the brokerage, asked the NFA to license 
I-Trade FX. The regulator awarded I-Trade 

Advertising in Jamaican newspapers, 
Martinez invited investors to learn the same 
forex-trading skills he taught Smith.

‘Why aren’t the co-conspirators  
behind bars?’ asks Chris Walker,  
a doctor who lost more than  
$1 million in the Olint scam. 
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a brokerage license in August 2006,  and 
Smith began transferring funds to the firm.  

Martinez, meanwhile, began conduct-
ing forex-trading seminars in Jamaica, cap-
italizing on the island’s buzz around Smith 
and Olint. Dominic Azan , who became 
MTI’s Jamaica sales manager, still remem-
bers the electricity he felt in the summer 
of 2006 listening to Martinez onstage, his 

audience in thrall, as he talked up the trad-
ing success of MTI graduates. Azan felt re-
assured about the $1 million he and his 
family had invested in Olint— nearly all of 
which was later lost. “Who didn’t want to 
be part of it? Here’s the guru, the  FX Chief  
himself, the guy who taught David how to 
trade,” says Azan, who recalls admiring 
Martinez’s Breitling watch collection and 

gleaming Rolls-Royce. 
Martinez made the most of his opening: 

“TURN $2,000 INTO  $10,000 in Twenty 
Days. Learn How!” urged an MTI advertise-
ment in a Jamaican newspaper in Septem-
ber 2006. Students lined up for classes paid 
for by Smith: Olint paid $1.9 million to MTI 
for investors’  seminars , according to a re-
port prepared for the Turks and Caicos gov-
ernment by PricewaterhouseCoopers. The 
result was a faithful following who believed 
so deeply in Smith and Martinez that they 
were willing to entrust their life savings to 
the pair. Smith says there is no doubt Mar-
tinez was aware of his  scam. “He knew the 
money wasn’t being traded, and yet I was 
paying people 10 percent a month,” says 
Smith. “He knew it was a lie.”  

Martinez later testified before the NFA 
that he was aware of David’s regulatory 
problems in Jamaica and had had more 
than 500 conversations about them . Still, 
he said he found nothing suspicious  about 
Smith before the Ponzi scheme collapsed 
in 2008. “We did a substantial amount of 
due diligence,” Martinez told the NFA, 
which began a probe of I-Trade FX in 2007. 
He said he never asked to see proof of 
Smith’s returns. “Some people, especially 
Jamaicans, they can be very offended by 
that,” he explained.

Regulators have suggested Martinez 
should have known better. “Advertised re-
turns of the magnitude Smith claimed are 
often fraudulent,” the NFA wrote in an 
April 2009 ruling. “I-Trade should have 
questioned them.”

SMITH FLED JAMAICA’S
regulatory heat in the summer 
of 2006, relocating 400 miles 
(644 kilometers) northeast to 
Turks and Caicos, where he used 

investors’ money to buy his family’s water-
front home on Providenciales. He also set 
up two new investment clubs to raise cash, 
which he wired to I-Trade in Florida. 

In March 2007, the Martinez family 
opened JIJ Investments , a hedge fund 
incorporated in Florida as “an alterna-
tive depository” outside the purview of 
the NFA, according to Smith’s plea agree-
ment. “Unindicted co-conspirators are the 

2

4

5

5

$128 M

Money to pay 
redemptions 
circles back 
from JIJ 
Investments to 
Olint in Jamaica 
and Turks and 
Caicos.

$24  M

NFA investigates I-Trade. The Martinez 
family sets up JIJ Investments in the same 
offi  ce suite. The Martinez family moves Olint 
investor money to JIJ from I-Trade. 

David Smith 
brings in $220 
million in deposits 
to his forex-
trading club run 
from a Kingston, 
Jamaica, shopping 
mall. Most funds 
are never traded.

Smith wires investors’ 
money to the I- Trade FX 
 brokerage in Lake Mary, 
Florida, run by Jared, Isaac, 
and Jacob Martinez.

‘It was a huge washing machine.’
—ASSISTANT U.S.  ATTORNEY BRUCE AMBROSE 

Some investor money fl ows directly from 
Olint in Turks and Caicos to JIJ Investments.

3

1

Smith moved at least $149 
million of $220  million in 
investor money through Florida 
accounts run by Jared Martinez 
and his sons  Isaac and Jacob. 
Those transactions were the 
basis of 19  counts of money 
laundering and conspiracy 
against Smith, with Martinez 

unindicted co-conspirators.

Source: U.S. Attorney’s Offi  ce for the Middle District of Florida
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Chris Walker, an obstetrician 
in Orlando, says Martinez 
introduced Smith as ‘the best 
student he’s ever had.’

listed directors of the firm,” according to 
the criminal complaint. JIJ Investments’ 
directors were Jared, Isaac, and Jacob. 
The Martinez family wired $76 million 
from I-Trade to its JIJ accounts at JPMor-
gan, Bank of America, and Wachovia Bank, 
later purchased by Wells Fargo. Each wire 
transfer was described as money laun-
dering in the criminal complaint against 
Smith. None of the banks was accused of 
any wrongdoing.

While Smith operated from Turks and 
Caicos, the families remained close, ac-
cording to NFA testimony by Isaac, who of-
ten stayed at Smith’s island house. “His kids 
called me Uncle Isaac,” he said. “I would fly 
with him on his private jet.” Smith says he 
and Isaac enjoyed deep-sea fishing for yel-
lowtail snapper. Isaac told the NFA that he 
never knew about Smith’s illegal activities.

THE GOOD TIMES ENDED 
in July 2008 when the Turks 
and Caicos police executed 
a search warrant at Smith’s 
home and office in Providen-

ciales. Olint and its victims were the talk of 
the island.

Dominic’s father, Khaleel Azan, says he 
and Martinez often dined together. He says 
he appealed to Martinez in late 2007, when 
he couldn’t withdraw the family’s $1 mil-
lion from Olint. “Jared told me, ‘I promise, 
we have over $100 million from David. I’ll 
make sure you get your money.’” But the 
family’s investment was lost.

Chris Walker, an Orlando obstetrician, 
also lost more than $1 million investing 
with Olint, and his father, Kenneth Walker, 
lost $1.5 million—his life savings. Chris 
Walker met Smith at a forex-trading semi-
nar conducted by Martinez in Jamaica. He 
recalls Martinez ushering Smith up onto a 
podium in front of hundreds of attendees, 
at a hotel in Ocho Rios. “Jared introduced 
David like the Messiah, as the best student 
he’s ever had,” says Walker. He says he 
poured more cash into Olint after the sem-
inar. “Jared is a very effective salesman,” 
Walker says.

Walker later sued Smith, as well as Mar-
tinez and his sons, in Florida state court, 
alleging fraud, but says he gave up after 

running out of money. “It boggles my mind 
why the Martinez family did not get in-
dicted,” he says. “Why aren’t the co-con-
spirators behind bars?”

Smith was arrested in February 2009. In 
April 2009, I-Trade was fined $250,000 by 
the NFA for failing to sufficiently investi-
gate suspicious activity by several custom-
ers, including Smith. A month later, I-Trade 
shut down, though Martinez’s forex school 
is still in business. In 2010, Isaac, as pres-
ident and compliance officer of the firm, 
was fined an additional $50,000 for fail-
ure to supervise. Jacob, meanwhile, was 
banned from the industry for three years 
in 2012 and ordered to pay a $150,000 fine 
should he seek to return to the industry.

Smith didn’t get off so easily. In 2010, 
he was convicted of Ponzi-related crimes 
in Turks and Caicos. In March 2011, he 
pleaded guilty in a federal court in Or-
lando, resulting in his 30-year prison term. 

“I’m really shocked the Martinez family 
has escaped U.S. prosecution for a massive 
money-laundering exercise,” says Mark 

Knighton, the retired head of the Turks 
and Caicos financial crimes unit, who ran 
the island’s investigation of Olint. “We cer-
tainly had the evidence.”

On Jan. 23, in a surprise to the U.S. De-
partment of Justice, Smith was released 
two years early from his Turks and Caicos 
prison cell. He spent that night with his 
wife, Tracy, and their four children, ages 5 
to 13. It was the first time in four years the 
family had been together. “I am enjoying 
the moment right now,” he said in a tele-
phone interview amid the excited screams 
of his kids. “I don’t know when they’re go-
ing to come and get me.”

Less than 24 hours later, Smith was taken 
back into custody at the request of the Jus-
tice Department. The U.S. will present its 
case for extradition at a hearing on Provi-
denciales on June 5. It could be a long time 
before David Smith goes home again.      
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President Joko Widodo is spending $6 billion—and wants 
to do much more—to modernize his nation’s ports.

Jakarta’s Tanjung Priok Port is the nation’s largest. A new dock offshore from the capital will be bigger than 150 soccer fields. 

BY NEIL CHATTERJEE, FATHIYA DAHRUL, AND CHRIS BRUMMITT
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HE SCENE IN SEMARANG ON 
Indonesia’s Java island looks like it belongs 
to the previous century, if not the one be-
fore that. On a humid March day, trucks 
laden with goods bump through pools of 
seawater on roads to the sinking Dutch-
era port. Shirtless men heave sacks of rice 
off wooden schooners as a lighthouse from 
1884 towers above. At the container facil-
ity next door, by contrast, there are signs 
of modernity. Laborers are expanding the 
storage yard and lengthening the dock to 
accommodate three ships at a time, up 
from one. Pumps keep the seawater at bay.

For Sutikno Khusumo, the confluence of 
old and new symbolizes what’s wrong with 
Indonesia’s port system—and shows why 
he’s hopeful that President Joko Widodo 
will fix it. Sutikno’s father, Harto, started 
a shipping company with one leased boat 
in 1987. Today, Pelayaran Tempuran Emas 
is the nation’s biggest container shipper, 
with 22 vessels. But the fleet, which nav-
igates the 17,000 islands of the world’s 

largest archipelago, can spend as much 
time waiting as it does sailing. “If there are 
delays, it’s like throwing all your money in 
the sea,” Sutikno says.

Widodo, who took office in October 
and is universally known as Jokowi, is in-
vesting $6 billion in the seafaring nation’s 
ports. It’s a small start. He estimates it will 
take $450 billion to fix his country’s in-
frastructure—outmoded dams, airports, 
and rail lines. The tangled logistics in 
the world’s fourth-most-populous nation 
can cause absurd anomalies. It’s cheaper 
to import oranges from China to Jakarta 
than to transport the fruit domestically 
from Borneo, a quarter of the distance. In 
Semarang, it can take 10 days to move ma-
terials through the container port, forcing 
manufacturers to hold bloated invento-
ries. “There’s no reliability, no regular fre-
quency, so you cannot do ‘just in time,’” 
says Richard Lino, CEO of state port com-
pany Pelabuhan Indonesia II. He sees 
progress under Jokowi: “It’s completely 
different because we have 100 percent sup-
port from the top.”

Jokowi, who turns 54 on June 21, plans 
to link industrial centers in Jakarta to a 
new port in the capital by building a road 
and raising canal bridges to accommodate 
barges. In January, the government broke 
ground on a new deep-sea port in Medan on 
Sumatra. Jokowi wants to start construct-
ing four more ports in October and expects 
to have finished an offshore project begun 
earlier at Kalibaru in Jakarta by then.

It’s all part of his commitment to drive 
domestic trade and increase exports of 
everything from palm oil to cars. “When 
we have good infrastructure, there’s con-
nectivity from city to city, from prov-
ince to province, from island to island,”  
Jokowi said in a February interview with 
Bloomberg in his office, where he displays 
a bust of Indian independence leader  
Mahatma Gandhi. “There is connectivity 
to ensure that our economy will grow fast.”

Jokowi has reason to act quickly. Gross 
domestic product in Southeast Asia’s big-
gest economy grew 5 percent last year, 
the weakest since the financial crisis. He 
wants to lift that to 7 percent within five 

SMOOTHER  
SAILING

Figures are for 2014 except where noted. Sources: Indonesian Trade Ministry, World Bank

GDP GROWTH: 5.0% 
PROJECTIONS: 5.2% (2015); 5.5% (2016)
GDP PER CAPITA (2013): $3,475
TOTAL IMPORTS: $178 billion
TOTAL EXPORTS: $176 billion

TOP EXPORTS
 1  PALM OIL: $13.26 billion    2  LIQUEFIED NATURAL GAS: $11.70 b    3  CRUDE PETROLEUM OIL: $9.53 b    4  BITUMINOUS COAL: $9.40 b    5  OTHER COAL: $9.29 b

Indonesia wants to cut  
logistics costs to get the  
economy growing.
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years, in part by cutting logistics costs that 
account for almost a quarter of the $811 bil-
lion economy.

To pay for his program, Jokowi had to 
first tackle the politically perilous topic 
of fuel subsidies. For decades, the govern-
ment had subsidized gasoline and diesel—
even as the former OPEC crude producer 
became a net oil importer. That made fuel 
as cheap as 50 cents per liter, a popular 
subsidy in a country where GDP per capita 
is about $3,500 a year. In 2014, the subsi-
dies cost the government about $20 billion, 
or 14 percent of its budget. On Jan. 1, 
Jokowi scrapped gasoline subsidies com-
pletely and left a small discount on diesel. 
He got a break that eased a brewing back-
lash when global oil prices plunged by half 
in late 2014. Jokowi’s moves freed about 
$18 billion in the 2015 budget.

The president wants to help fund his 
domestic agenda by expanding the number 
of Indonesians who pay taxes to 20 million 
from 4 million. In the interview, he called 
inequality “dangerous,” saying he’d work to 
lift millions out of poverty. For businesses, 
he’s opened a center to speed permits.

Shipper Sutikno backs the president’s 
efforts. He’s spent 20 years navigat-
ing maritime challenges and today runs 
Temas Lestari, the holding company for 
Pelayaran Tempuran Emas. He’s been 
stymied by a shortage of berths to ac-
commodate the 75,000-ton vessels he 
needs to ship cement to Pontianak on 

jungle-covered Borneo. With new ports 
coming, Sutikno will spend $100 million to 
almost double the fleet. “Before Jokowi, oh 
my goodness, I had so many headaches,” 
he says.

Signs of a nascent boom abound. In Pon-
tianak, along a winding equatorial river, 
five bright new cranes boost the volume 
the inland port can handle. To the north, 
a planned deep-sea port would meet 
Su tikno’s needs. In eastern Indonesia, port 
chief Lino wants to build a deep-sea hub 
at Sorong on New Guinea and improve 35 
small docks to feed into the $500 million 
development. Today, ships from northern 
Australia sail from Brisbane, up to South 
Korea or China before heading to Jakarta, 
Lino says. They could stop en route at the 
Sorong terminal, cutting the month-long 
trip for goods to Jakarta to one week.

Still, it can take years to make head-
way on infrastructure. In January, 
Jokowi attended the groundbreaking for 
the $700 million new Medan port. It had 
been stalled for eight years over a land 
dispute, and Jokowi got the state planta-
tion company to hand some property over. 
Taming other obstacles will be difficult. 
Buying land, improving the availability of 
financing, reining in corruption, and over-
hauling regulations are challenges, says 
Juniman, an economist at Bank Interna-
sional Indonesia who goes by a single 
name. The previous government prom-
ised to do those things, yet there was no 

improvement, he says.
Investors sense change is coming. Shares 

of Pelayaran Tempuran Emas soared five-
fold from Jokowi’s July 9 election to 
April 17. The Jakarta Composite Index may 
gain as much as 15 percent in 2015, the 
Jakarta arm of U.K. asset manager Schroders 
says. Shippers bet Jokowi’s port emphasis 
will mean lower costs and larger volumes—
along with rising shares. Workmen near 
Sutikno’s Jakarta office prepare concrete 
and steel slabs next door to the capital’s 
main Tanjung Priok Port for an offshore 
dock bigger than 150 soccer fields. “I have 
no doubt about investment on the ports 
side,” Sutikno says. “We feel it.”
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Navigating Indonesian 
Trade
You can use the Bloomberg Commodity 
Maps (BMAP) function to track ship traffi  c 
into and out of the port of Semarang on 
Java. Type BMAP <Go> on the Bloomberg 
Professional service and click on Vessels 
& Ports on the right side of the screen to 
display the Vessel and Port Wizard. Type 
12 <Go>. Enter SEMARANG and click on 
the port’s name in the list of matches. Click 
on Update and then on Search. On the 
map that appears, you can click on a vessel 
icon for more information on the ship. To 
track Indonesian trade fl ows, type ECTR 
ID <Go>. For rupiah exchange rates, type 
FXIP IDR <Go>.   JON ASMUNDSSON

President Joko Widodo, farthest right, took a post-election port tour in September.

ACCOMPLISHMENTS

NOV. 18, 2014: Cuts fuel subsidies, saving 
$18 billion for 2015 budget
JAN. 26, 2015: Starts one-stop shop for 
business permits
JAN. 27: Breaks ground on new Medan port
APRIL 1: Forms new Jakarta traffic 
authority

TO-DO LIST

Boost tax revenue to 16% of GDP from 12%
Build ports, dams, roads, and rail lines
 Increase growth to 7%
 Lift rural incomes and reduce inequality

JOKOWI’S WAY 
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WHEN THE MANAGERS of the Hennessy Focus 
Fund invest in publicly traded shares, they try to 
think like business owners.

Instead of trading in and out of a stock to rack 
up small gains, David Rainey and his co-managers, 
Brian Macauley and Ira Rothberg, look to buy com-
panies they can hold—for years.

The low churn of the $1.7 billion fund backs them 
up on that. “Our turnover in the fund averages less 
than 15 percent a year,” Rainey says. That implies a 
holding period of 6½ years, he says.

The managers add only three or four stocks to 
the fund in a normal year and sell out of three or 
four others, Rothberg says.

The fund held shares of only 21 companies at the 
end of March. “Our sweet spot is 20 to 30 names,” 
says Rainey. “We concentrate our capital in our 
best ideas. The top 10 holdings are about 65 per-
cent of assets.”

That concentration is paying off. The Hennessy 
Focus Fund returned 16.6 percent annually, net of 
fees, for the five years ended on April 17. That track 
record topped 97 percent of peer funds, according 

98

to data compiled by Bloomberg. By contrast, the 
Standard & Poor’s 500 Index returned 14 percent 
during the period. For three years, the fund gained 
20.2 percent annually, and for one year, 22.8 per-
cent. This year through April 17, it returned 6.3 per-
cent, topping 92 percent of similar funds.

THE ROOTS OF the Hennessy Focus Fund go back 
to 1997, when Chuck Akre started the FBR Focus 
Fund. Under Akre, it earned one of the 
best records among U.S. mutual funds. 
After Akre left to create another fund in 
2009, Macauley, Rainey, and Rothberg, 
who’d all been analysts for FBR Focus, 
took over as co-managers.

In 2012, Hennessy Funds bought the 
fund, and the three managers set up 
their own shop, Broad Run Investment 
Management in Arlington, Virginia, to 
subadvise it. Publicly traded Hennessy 
Advisors—which is headed by founder 
Neil Hennessy—manages a total of $6 bil-
lion in 16 funds.

Looking Under 
the Hood
The managers of the Hennessy Focus Fund beat 
97 percent of peers over the past five years by 
identifying businesses with advantages that can drive growth.

BRIAN MACAULEY, 
DAVID RAINEY, 
IRA ROTHBERG
CO-MANAGERS,
HENNESSY FOCUS FUND
  Invest in stocks of 20 to 30 

companies.
  Look for competitive 

advantages that enable 
companies to grow earnings.

  Concentrate capital in 
best ideas.

STRATEGIES

BY JON ASMUNDSSON
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Left to right: David Rainey, 
Brian Macauley, and Ira 
Rothberg outside their 
Arlington, Virginia, office
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the numerical IDs used to track inventory items.  
A distribution center—a warehouse that’s much 
bigger—may have 120,000 SKUs. “To be able to offer 
a 99.5 percent fill rate, you need access to all that in-
ventory that’s in a big distribution center,” he says. 
In the 10 years ended on April 17, shares of O’Reilly 
have gained an average of 25 percent annually.

WORK ON ONE investment may lead to another, 
Rothberg says. The fund holds shares of Penn Na-
tional Gaming, which operates 20 casinos in places 
such as Charles Town, West Virginia. “As we learned 
more about what it took to optimize a regional ca-
sino floor, we learned a lot about equipping the ca-
sino floor,” Rainey says. About 90 percent of that 
space is occupied by slot machines.

Slot machines led the managers to Bally Tech-
nologies. The reason: The company’s software 
platform gave it an advantage over other slot ma-

chine makers by enabling gamblers to use 
player cards to earn bonuses such as free 
meals. “Bally realized years ago that not 
only could they perform slot accounting 
for the casino operators and the regula-
tory agencies, but they could build player 
interfaces into that enterprise-grade soft-

ware system,” Rainey says. “And then they built 
player bonusing.”

Once in place, Bally’s bonusing system made it 
hard for casino operators to replace its machines 
with those of another maker, Rainey says. Shares 
of Bally gained 14.4 percent annually over the five 
years before the company was purchased by Sci-
entific Games in 2014. The fund collected its own 
bonus from Bally: the 36 percent premium that Sci-
entific Games paid when it made the acquisition.

Macauley, Rainey, and Rothberg look for compa-
nies with a secret sauce—a competitive advantage 
that will help them to grow earnings by a factor of 
three to five times over a 10-year horizon, Rainey 
says. “That’s a midteens rate of return,” he says. 

“But that’s a compounded rate of 
return.”

Finding such companies in-
volves detective work, Rothberg 
says, the goal of which is to fig-
ure out what enables some busi-
nesses to earn outsize profits for 
an extended time. “What is the 
nature and source of their sus-
tainable competitive advan-
tages?” he says. “What types of 

returns are they going to earn on incremental capi-
tal they deploy?”

Such research helped make O’Reilly Automotive, 
the third-largest U.S. supplier of aftermar-
ket car parts, the fund’s largest holding. 
“What differentiates them is they have a 
unique distribution infrastructure that al-
lows them to provide the highest fill rate 
and speed of delivery to their professional 
customers,” Rothberg says. The fund has 
owned Springfield, Missouri–based O’Reilly since 
2005.

“If you’re a mechanic, you get the car up on the 
lift, and you see you need parts A, B, and C,” Roth-
berg says. “You call up your favored distributor, 
and you say, ‘When can you get me these parts and 
do you have all of them?’” If a store doesn’t, it won’t 
remain favored for long, he says.

That’s where O’Reilly’s advantage comes in. 
“O’Reilly has many more distribution centers per 
store than their competitors,” Rothberg says. A typ-
ical 7,000-square-foot (650-square-meter) retail 
store may have 25,000 SKUs, he says, referring to 

COMBING THROUGH 13-Fs
To look for ideas, the managers of the Hennessy Focus Fund have a regular 
process of combing through the 13-F filings of investors they respect, 
Rothberg says. “There’s nothing in this business against plagiarism,” he says. 
“Someone else has a good idea; why not benefit from it?” You can use the 13F 
Filing Summaries (FLNG) function to track changes in the holdings reported 
to the U.S. Securities and Exchange Commission by specific asset managers. 
Type FLNG <Go> on the Bloomberg Professional service.   JON ASMUNDSSON

‘WE LEARNED  
A LOT ABOUT 
EQUIPPING THE 
CASINO FLOOR,’ 
RAINEY SAYS.

Type FSRC 
<Go> for the 
Fund Screening 
function.
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Before investing, consider the funds’ investment objectives, risks, charges and 
expenses. To obtain a prospectus or summary prospectus, which contains this and 
other information, call 1.866.787.2257 or visit www.spdrs.com. Read it carefully.
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If your newspaper rarely 
landed on your front porch, 
would you hit the roof?  

 Maybe. But what you wouldn’t tolerate is 
an investment that wasn’t precisely on target 
with your goals. 
 State Street Global Advisors can help. We 

With over 140* SPDR ETFs to choose from, 
there’s a fund for virtually every investor need. 
 So if you don’t want your investments to 
land just anywhere, visit spdrs.com/highlights.

WHAT GOOD IS AN INVESTMENT THAT HITS 
THE MARK IF IT’S THE WRONG MARK?

TYPE SPDR <GO>
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A ONE-OFF EVENT can sometimes obscure 
what’s happening with the ongoing operations of 
a company.

Take Yahoo!, for example. Yahoo sold 140 mil-
lion shares of Alibaba in its initial public offering 
last year. The Chinese e-commerce company’s IPO 
priced at $68 a share on Sept. 18, and Yahoo col-
lected a cash windfall of $9.4 billion, net of under-
writing costs. Yahoo’s total pretax gain on the sale 
was $10.3 billion.

That income flowed through to Yahoo’s earnings 
per share. Diluted EPS skyrocketed to $6.70 in the 
third quarter of 2014. That was an almost 26-fold 
jump from the previous quarter, when Yahoo’s di-
luted EPS was 26 cents. In the fourth quarter, it 
was 17 cents.

Those results, of course, were reported in con-
formity with generally accepted accounting prin-
ciples. For a clearer picture of what was happening 
with Yahoo’s underlying business, you could ad-
just its results to remove one-time items such as 
the gain on the sale of Alibaba shares. To do that, 
you can use the enhanced fundamental data that 
Bloomberg recently introduced.

YOU CAN TAP the enhanced data in the Graph 
Fundamentals (GF) function, for example, to 
chart Yahoo’s adjusted and GAAP pretax income. 
Type YHOO US <Equity> GF <Go> on the Bloom-
berg Professional service. If any data items are al-
ready graphed in GF, click on the red X’s to remove 
them. Tab in to the field below Select Fields, enter 
INCOME, and click on the Pre-Tax Income item 
in the list of matches. Repeat that step to select 
a second Pre-Tax Income item. To change one of 
those items to adjusted—instead of GAAP—click 
on the pencil icon to the right of it. In the Field Ed-
itor window that appears, click on the circle to the 

left of Adjusted (If Available) to select it and then 
click on Update.

The graph shows the huge spike in income in 
Yahoo’s third-quarter 2014 GAAP results that came 
from the sale of shares in Alibaba’s IPO. The chart 
also displays another big spike two years earlier, in 
the third quarter of 2012, which came from a trans-
action on Sept. 18, 2012. That’s when Alibaba re-
purchased 523 million ordinary shares at $13.54 
a share—giving Yahoo a pretax gain of $4.6 billion.

If the one-time gains on sales of Alibaba shares 
are excluded, Yahoo’s performance actually 

101

Accounting for
One-Time Gains

BY MALINI MURTHY AND DEBBIE MASSIELLO

Type GF <Go> to compare GAAP and adjusted results for a selected company.

ABNORMAL ITEMS
The adjusted income statement reclassifi es certain line 
items as “abnormal” and removes their gains or losses 
from the operating results. Such items include:

Acquired in-process R&D
Asset writedown
Credit valuation adjustment
Debt valuation adjustment
Disposal of assets
Early extinguishment of debt
Impairment of goodwill
Impairment of intangibles

Insurance settlement
Legal expense
Merger expense
Nonhedging derivatives
Restructuring expense
Sale of business
Sale of investments
Unrealized investments

ADJUSTED
Click on the pencil 
icon to select non-
GAAP results.
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Type PFE US <Equity> FA <Go> to analyze Pfizer, 
for example. For the income statement of the New 
York–based drugmaker, click on the I/S tab. Pro 
forma results with the impact of abnormal items 
taken out are shown under the Adjusted subtab. 
GAAP results are displayed under the GAAP subtab. 
The Reconciliation subtab lets you see the items 
that are taken out of GAAP results to get to adjusted 
numbers.

In fiscal 2014, Pfizer reported earnings before in-
terest and taxes of $13.2 billion. That was a drop of 

13 percent from the pre-
vious year’s $15.2 billion. 

The reconciliation, 
though, shows that one 
major source of the drop 
was Pfizer’s nearly 900 
percent increase in re-
search and develop-
ment spending in fiscal 

2014. Click on the $1.2 billion figure for more in-
formation on the expense. To display the underly-
ing source document, click on the document icon.

Bloomberg analysts have combed through ev-
ery financial report and its footnotes since the first 
quarter of fiscal 2009 for about 4,300 companies—
current and former members of the Russell 3000 
Index—to build out the enhanced fundamentals. 
You can access adjusted data in functions such 
as Equity Screening (EQS) and Relative Valuation 
(RV) as well as FA and GF. 

You can also tap the more-granular data in sam-
ple spreadsheets such as the Discounted Cash Flow 
template. Type XLTP XDCF <Go> 1 <Go> to down-
load a copy. 

looks quite stable. Adjusting these gains out 
brings operating income back in line to more ac-
curately reflect the company’s ongoing business 
operations.

So, should you use GAAP or adjusted numbers? 
Generally accepted accounting principles are the 
guidelines that companies rely on when preparing 
their financial statements. The standards offer uni-
formity in how companies report results.

One argument against relying only on GAAP 
numbers is that GAAP income statements don’t  

always reflect the ongoing perfor-
mance of a company’s underlying 
operations.

A company, for example, may 
write down an asset or restructure. Such actions of-
ten come with large one-time costs that can distort 
results. In such cases, adjusted results that exclude 
these “abnormal” items may give a more-accu-
rate picture of the underlying profitability of the 
company.

BOTH THE GAAP and adjusted accounting meth-
ods have their flaws, though. For one thing, just be-
cause a cost is infrequent doesn’t necessarily mean 
it’s nonrecurring. And whereas GAAP can poten-
tially understate EPS, adjusted numbers can over-
state them.

To get the clearest picture of a company’s profit-
ability, it helps to have access to both GAAP and ad-
justed numbers and connect them to each other so 
you can understand what’s driving any differences. 
To do that, you can use the new reconciliation 
statement in the Financial Analysis (FA) function.
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Type FA <Go> and 
click on the I/S tab  
and then on the 
Reconciliation subtab.

Type BPS 
L#2450277 
<Go> for more 
on enhanced 
fundamentals.

RECONCILIATION
For more information 
about an adjustment 
item, click on it.



type  APPS CS:DEMA<GO>         www.DeMARK.com

DeMARK Analytics helps the world’s leading investors make sense of natural price rhythms with 
objective market timing tools. ACCESS DeMARK today to learn how our products can help you 
identify and exploit patterns.



STRATEGIES TRADING

STRAIGHT-THROUGH PROCESSING is the holy 
grail of operations in the financial industry. It en-
ables an entire transaction, from initiating a trade 
to its final settlement, to be handled electronically 
without manual adjustments.

So, what’s keeping brokers, traders, and inves-
tors from implementing STP? 

One major barrier is symbology. Firms, ex-
changes, and vendors have over the years 
created hundreds of proprietary systems 
for identifying financial instruments. Such 
codes are not used uniformly across asset 
classes, among firms—or even sometimes 
by the front and back office in a given bank. 

The U.S. Office of Financial Research 
has noted that financial data standards 
are often plagued by gaps and overlaps. “They are 
sometimes subject to limits on use when they are 
proprietary, there is no common vocabulary or 
mapping to navigate among them, and they were 
not conceived or operated with a systemic perspec-
tive,” said the OFR’s 2012 annual report.

As a result, trading, settling, and clearing a 

single security may involve laborious translating 
between multiple closed systems, which slows pro-
cessing and adds to overall costs.

SO TO HELP streamline trading workflows, the 
Bloomberg Open Symbology initiative now offers 
a free system of instrument identifiers assigned 
across asset classes globally. The Financial Instru-

ment Global Identifier, or FIGI, is a unique, 
unchanging, 12-character alphanumeric 
code assigned to a particular stock, bond, 
currency pair, derivative, index, structured 
product, or other financial instrument. 

In September, Object Management 
Group, a nonprofit technology standards 
consortium, adopted FIGI as its method-

ology for identifying financial instruments. The 
FIGI standard has been accepted by the Financial 
Industry Regulatory Authority in the U.S. and is 
used internationally by a range of financial firms, 
stock exchanges, consultants, and vendors. Among 
them are Advent Software, GoldenSource, Misys 
Kondor+, Morningstar, Nasdaq, the New York Stock 
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The FIGI, or BBGID, is displayed on the description pages for various financial instruments. Type DES <Go>. 

Equities Indexes

Type BSYM 
<Go> for more 
information 
on Open 
Symbology.

Streamline Trading 
Workflows With FIGIs

BY INESSA COLLIER

Options
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To find the identifiers in the Data Field Finder 
(FLDS) function, spreadsheets, or other applica-
tions, you can use the following IDs and mnemon-
ics. For FIGIs, it’s ID135 and ID_BB_GLOBAL. For 
composites, it’s ID145 and COMPOSITE_ID_BB_
GLOBAL. For the share class level, it’s ID236 and 
ID_BB_GLOBAL_SHARE_CLASS_LEVEL.

FIGI is also freely available for non-Bloom-
berg clients on the Web at bsym.bloomberg.com. 
The portal lets you search by name, symbol, or 
identifier. It also offers a free mapping service 
to help you enrich your data sets with these free 
identifiers.

Using FIGIs in your securities master database 
can simplify technical identification of financial 
instruments, streamline data management, and in-
crease efficiency. With FIGI powering master data-
bases, integrating and automating trade workflows 
into STP can become a reality.

Exchange, Quote MTF, SIX Financial Information, 
Sungard MarketMap, Tradar, U.S. Bank, and others.

FIGI—which is also known as the Bloomberg 
Global Identifier, or BBGID, on the Bloom-
berg Professional service—now covers more 
than 240 million active and inactive financial 
instruments across asset classes globally. In 
addition, 600 trillion FIGIs can potentially 
be created, making the system well suited for 
fast-changing derivatives markets. 

FIGIs cover instruments that otherwise 
lack global identifiers—loans, futures con-
tracts, and options, among others. That 
makes the system useful for regulatory reporting. 

Current regulations such as EMIR and MiFID 
II require the use of standard identifiers for reg-
ulatory reporting. The European Securities and 
Markets Authority’s recent consultation paper 
reviewed the current market identifiers and re-
quested additional feedback about the market’s 
need for a standard. Many systems don’t identify a 
trading venue, which is critical for tracking pricing 
and for use in trade reporting.

FOR EQUITIES, FIGI provides a tiered, granular 
identification starting at the specific trading-venue 
level, aggregating to the composite level (typically 
a country or region), and then all linked to a global 
share-class-level identifier.

Take IBM stock, for example. The FIGI for 
IBM common shares that trade on Nasdaq BX is 
BBG000BLNR78. For shares that trade on the 
NYSE, it’s BBG000BLNQG0. The U.S. composite 
is BBG000BLNNH6. The global share-class-level 
identifier for IBM common stock is BBG001S5S399.
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Inessa Collier is on the staff of the Global Data department at Bloomberg 
in London. icollier1@bloomberg.net

Type 
bsym.bloomberg.  com 
in a Web browser for 
the Bloomberg Open 
Symbology portal.
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You can use a couple of new sample spread-
sheets to get insight into expectations for policy 
rates. First type XLTP <Go> on the Bloomberg 
Professional service for the Excel Template Library. 
Tab in to the SEARCH fi eld, enter XRATE, and press 
<Go>. For a description of the Market Implied Policy 
Rates template, click on the Read More button. Click 
on the Open button to download a copy. The 
application lets you view expectations for central 
bank policy rates implied by trading in forward 
overnight index swaps and covers 30 countries. To 
chart a particular nation, click on its currency ticker. 
The chart and tables let you see how expectations 
have evolved from an earlier date. Next, on the XLTP 
screen, press <Menu>. Tab in to the SEARCH fi eld 
again, enter XDOTS, and press <Go>. Click on the 
Open button to download the FOMC Dot Plot 
spreadsheet, which overlays market expectations 
onto the U.S. Federal Reserve’s dot plot. The dots in 
the dot plot represent individual (unidentifi ed) 
members of the Federal Open Market Committee 
who are polled about what they deem appropriate 
levels for the fed funds rate in the future.

Compiled by 
JON ASMUNDSSON
jasmundsson@bloomberg.net

How can I track 
expectations for 
policy rates?

For more recent 
enhancements, 
type NEW <Go>.

ANALYZING CARRY 
AND ROLL DOWN
Carry and Rolldown 
Analysis is a new 
function that enables 
you to analyze carry or roll 
down for spot or forward-
starting interest-rate 
swaps, spreads, or 
butterfl ies. Type CARY 
<Go> and click on a circle 
in the upper-left corner 

of the screen to select 
the Single Currency or 
Multi Currency view. A 
so-called positive carry 
trade involves borrowing 
at low rates at the short 
end of the yield curve and 
investing at higher rates 
farther out. Carry is the 
diff erence between the 
rate you borrow at and 
the rate you invest at. 

CHARTING FX 
TRADING SESSIONS
FX Session Chart is a 
new graph that displays 
the price of a selected 
currency pair over 24 
hours overlaid with 
colored rectangles 
that represent trading 
sessions in major foreign-
exchange centers. Type 
USDJPY <Crncy> FX24 

<Go> to chart trading 
in the Japanese yen 
against the U.S. dollar, 
for example.

Roll down comes from 
the yield you pick up 
while you’re in the trade.

WHO’S THE BEST-
PAID CEO?
Bloomberg Pay Index is a 
new function that ranks 
the 100 most highly paid 
executives at publicly 
traded U.S. companies. 
Type PAY <Go>.

USEFUL FUNCTIONS FOR RATES
FED <Go> displays a snapshot of Federal Reserve data and news.
ECB <Go> provides an overview of European Central Bank info.
BI LTRO <Go> lets you access LTRO repayment data and research.
XLTP XCBM <Go> monitors policy rates for more than 50 central banks.
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BEST OVERALL 
LARGE FUND 
COMPANY THREE
 YEARS IN A ROW. 
FOR THE FIRST TIME EVER.

1The Lipper Award is given to the group with the lowest average decile ranking of three years’ 
Consistent Return for eligible funds over the three-year period ended 11/30/12, 11/30/13, and 
11/30/14 respectively. TIAA-CREF was ranked among 36 fund companies in 2012 and 48 fund 
companies in 2013 and 2014 with at least fi ve equity, fi ve bond, or three mixed-asset portfolios. 
Past performance does not guarantee future results. For current performance and rankings, 
please visit the Research and Performance section on tiaa-cref.org. TIAA-CREF Individual & 
Institutional Services, LLC, Teachers Personal Investors Services, Inc., and Nuveen Securities, 
LLC, members FINRA and SIPC distribute securities products. ©2015 Teachers Insurance and 
Annuity Association of America–College Retirement Equities Fund (TIAA-CREF), 730 Third Avenue, 
New York, NY 10017. C22459B

Consider investment objectives, risks, charges and expenses carefully before 
investing. Go to tiaa-cref.org for product and fund prospectuses that contain 
this and other information. Read carefully before investing. TIAA-CREF funds 
are subject to market and other risk factors.

1

TIAA-CREF is the only company ever to win Best Overall 
Large Fund Company1 three times in a row, a historic
achievement for a global asset management powerhouse.

Get award-winning performance 
at TIAA.org/3Awards
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