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“We’re subsidizing a retail venture

'“';f13 ?“'”

It flies 1in thé-face of

p44

every trend
in economic
development” |

the economy of the

state or region.

“We have purposefully
not invested in some new
equipment because ... we

don’t have the talent to

operate and maintain it”
pi13

“My kids can
live here. There
are no bombs”

p16

“Sea-levelrise is happening,
and we have to adapt.
And I'm sure that the folks
at Mar-a-Lago are going
to want to adapt, too”
p26
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“The story is about shrimp, they’re—"

“YUMI”
“They’re being grown in—"

“God, | love shrimp. Absolutely love
those delicious little critters.”

“They’re being grown
in farms that—"

“Shrimp cocktail is my
favorite. Also love shrimp scampi,
peel-and-eat shrimp, garlic shrimp,
shrimp po’boys, popcorn shrimp,
seafood paella, and pretty much any
type of pasta with shrimp. Also, in
some restaurants they serve you
bloody marys with a little shrimp on
top. | don’t even like bloody marys, so
| order one, eat the shrimp, and then
give the rest to a friend.”

“I'm going to step away now. Why
don’t you read the story and we can
talk again in a few hours.”
“Looking forward to it!”

(Two hours later)

“Oh, God. Why, God, why?”
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How Climate Rules
Might Fade Away

By Matthew Philips, Mark Drajem, and Jennifer A. Dlouhy

Obama used an arcane
carbon cost estimate to craft
his regulations. Trump

could useittoundo them

In February 2009, a month after Barack
Obama took office, two academics sat
across from each other in the White
House mess hall. Over a club sand-
wich, Michael Greenstone, a White
House economist, and Cass Sunstein,
Obama’s top regulatory officer, decided
that the executive branch needed to
figure out how to estimate the economic
damage from climate change. With
the recession in full swing, they were
rightly skeptical about the chances that
Congress would pass a nationwide cap-
and-trade bill. Greenstone and Sunstein

knew they needed a Plan B: a way to reg-
ulate carbon emissions without going
through Congress.

Over the next year, a team of econ-
omists, scientists, and lawyers from
across the federal government con-
vened to come up with a dollar amount
for the economic cost of carbon emis-
sions. Whatever value they hit upon
would be used to determine the scope
of regulations aimed at reducing the
damage from climate change. The
bigger the estimate, the more costly
the rules meant to address it could

be. After a year of modeling different
scenarios, the team came up with a
central estimate of $21 per metric ton,
which is to say that by their calcula-
tions, every ton of carbon emitted into
the atmosphere imposed $21 of eco-
nomiic cost. It has since been raised to
around $40 a ton.

This calculation, known as the
Social Cost of Carbon (SCC), serves as
the linchpin for much of the climate-
related rules imposed by the White
House over the past eight years. From
capping the carbon emissions of power
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plants to cutting down on the amount
of electricity used by the digital clock
on a microwave, the SCC has given the
Obama administration the legal justifi-
cation to argue that the benefits these
rules provide to society outweigh the
costs they impose on industry.

It turns out that the same calcula-
tion used to justify so much of Obama’s
climate agenda could be used by
President-elect Donald Trump to undo
a significant portion of it. As Trump
nominates people who favor fossil
fuels and oppose climate regulation to
top positions in his cabinet, including
Oklahoma Attorney General Scott Pruitt
to head the Environmental Protection
Agency and former Texas Governor
Rick Perry to lead the Department of
Energy, it seems clear that one of his
primary objectives will be to disman-
tle much of Obama’s climate and clean
energy legacy. He already appears to be
focusing on the SCC.

On Dec. 7, the Department of Energy
received a memo from the Trump tran-
sition team asking a litany of questions,
many of which focused on identify-
ing agency employees and contractors
who worked on climate rules. Among
its 74 questions, the memo includes a
number of detailed requests about the
Social Cost of Carbon: who worked on
it, what methodology was used to calcu-
late it, and what e-mails and materials
could be provided that were associated
with it. (A Trump transition official later
disavowed the memo, telling CNN it
“was not authorized.”)

Trump can’t undo the SCC by fiat.
There is established case law requir-
ing the government to account for
the impact of carbon, and if he just
repealed it, environmentalists would
almost certainly sue. “Unfortunately,
you can’t just pull this thing up by
the roots,” says Marlo Lewis, a senior
fellow at the Competitive Enterprise
Institute (CEI), a free-market think tank
in Washington. “While that might actu-
ally be a great idea on the merits, you
have to address the court cases that will
be litigated.”

There are other ways for Trump to
undercut the SCC. By tweaking some of
the assumptions and calculations that
are baked into its model, the Trump
administration could pretty much
render it irrelevant, or even skew it to
the point that carbon emissions come
out as a benefit instead of a cost.

The SCC models rely on a “dis-
count rate” to state the harm from
global warming in today’s dollars. The

higher the discount rate, the lower
the estimate of harm. That’s because
the costs incurred by burning carbon
lie mostly in the distant future, while
the benefits (heat, electricity, etc.) are
enjoyed today. A high discount rate
shrinks the estimates of future costs
but doesn’t affect present-day benefits.
The team put together by Greenstone
and Sunstein used a discount rate of
3 percent to come up with its central
estimate of $21 a ton for damage
inflicted by carbon. But changing that
discount just slightly produces big
swings in the overall cost of carbon,
turning a number that’s pushing broad
changes in everything from appliances
to coal leasing decisions into one that
would have little or no impact on policy.

According to a 2013 government
update on the SCC, by applying a dis-
count rate of 5 percent, the cost of
carbon in 2020 comes out to $12 a
ton; using a 2.5 percent rate, it’s $65.
A 7 percent discount rate, which
has been used by the EPA for other
regulatory analysis, could actually lead
to a negative carbon cost, which would
seem to imply that carbon emissions are
beneficial. “Once you start to dig into
how the numbers are constructed, I
cannot fathom how anyone could think
it has any basis in reality,” says Daniel
Simmons, vice president for policy at
the American Energy Alliance and a
member of the Trump transition team
focusing on the Energy Department.
“Depending on what the discount rate
is, you go from a large number to a neg-
ative number, with some very reason-
able assumptions.”

Greenstone, who left the White
House in 2010 and now teaches
economics at the University of Chicago,
insists that his team operated under a
self-imposed “veil of ignorance” and
made decisions without trying to make
the final cost of carbon higher or lower.
He concedes there is a broad range of
values to ascribe to carbon but says that,
if anything, they were too conservative
in their cost estimates, and that it should
be higher than it is. “Just because it
can’t be written on the back of a napkin
doesn’t mean the Social Cost of Carbon
is not real,” says Greenstone.

Most serious policymakers believe
the SCC is a valid concept, says
Jeff Holmstead, a former senior EPA
official under George W. Bush. “The
problem is that the number is so mal-
leable, you can almost put it wherever
you want.” Putting a specific value on it,
Holmstead says, “gives artificial precision

The Social Cost of
Carbonunderpins a
large portion of Obama’s
climate policies

to something that is highly uncertain.”

Another issue for those who
question the Obama administration’s
SCC: It estimates the global costs and
benefits of carbon emissions, rather
than just focusing on the impact
to the U.S. Critics argue that this
pushes the cost of carbon much higher
and that the calculation should instead
be limited to the U.S.; that would lower
the cost by more than 70 percent,
says the CEI’s Lewis. But to some, it
makes sense to use a global estimate for
the SCC, since climate change is world-
wide. “This gets at a very basic eco-
nomic concept of protecting the global
commons and the natural resources
we all share,” says Kenneth Gillingham,
who served as senior economist at the
Council of Economic Advisers in the
White House in 2015 and now teaches
economics at Yale.

Still, by narrowing the calculation
to the U.S., Trump could certainly
produce a lower cost of carbon. Asked
in an e-mail whether the new adminis-
tration would raise the discount rate or
narrow the scope of the SCC to the U.S.,
one person shaping Trump energy and
environmental policy replied, “What
prevents us from doing both?”

At an energy summit sponsored by
the Heritage Foundation and the Texas
Public Policy Foundation on Dec. 8,
David Kreutzer, a senior research
fellow in energy economics and climate
change at Heritage and a member of
Trump’s EPA transition team, laid out
one of the primary arguments against
the SCC. “Believe it or not, these
models look out to the year 2300. That’s
like effectively asking, ‘If you turn
your light switch on today, how much
damage will that do in 2300?’ That’s
way beyond when any macroeconomic
model can be trusted.”

For climate economists, that doesn’t
mean you shouldn’t try. Frances Moore,
an assistant professor at the University
of California at Davis, has co-authored
a paper that suggests the cost of carbon
should be much higher, closer to $200 a
ton, or about five times higher than
current estimates. “It comes down to
whether or not you value the future,”
she says. “Arguing for a lower number
means you inherently don’t.” @
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Keeping the Dealand
CrackingDownonlran

Trump doesn’t need to ditch a hard-won
agreement to get Tehran to behave

>
s od

As a candidate, Donald Trump said his “No. 1 priority” was to
dismantle the “disastrous” nuclear deal with Iran. Tempting
as that may be, he should resist. Instead, the man who fancies
himself the world’s greatest negotiator should use U.S. lever-
age to hold Iran to the letter of the agreement.

This is the hard work of diplomacy, which takes place
mostly out of public view and off Twitter. At least Trump’s
job will be made easier by Congress, which just extended the
Iran Sanctions Act, allowing the U.S. to punish Iranian entities
involved with terrorism, illegal weapons, and human-rights
violations. Trump can and should also end the de facto policy
of looking the other way at Iran’s early infringements of the
pact, such as the recent revelation that it had exceeded the
deal’s cap on how much heavy water it’s allowed to stockpile.

Trump should make clear he’ll have no tolerance for even
minor transgressions such as this. The administration should
go to the five other nations that signed the deal to negotiate
an across-the-board response, such as reinstituting sanctions
on some Iranian companies. If those nations demur, the U.S.
can then level the sanctions unilaterally.

In the long term, the six nations should try to negotiate
changes in both the nuclear pact itself and the related side
agreements. Iran may well be willing to come to the table. It
complains that it’s seen little of the estimated $100 billion of its
assets that had been frozen in foreign banks, because of other
U.S. sanctions and rules making it hard to “dollarize” the funds
for transfer. In addition, the hoped-for rush of investment by
European energy companies—and the banks that accompany
them—has been slow to materialize.

As for U.S. investment, so far only Boeing has received a
waiver to enter the Iranian market, and even that could be
revoked should Iran continue to support terrorist groups such
as Hezbollah. Many Iranian companies are also hampered in
doing global business by U.S. money-laundering laws.

All this gives the parties to the agreement plenty of leverage
with Iran. They could ask for changes to the deal itself, such
as a stricter limit on the number of centrifuges Iran is allowed
to use for “civilian” nuclear research and a longer ban on its
production of weapons-grade fuel. More feasible is a renego-
tiation of the side deal on inspections of suspected nuclear
sites by the International Atomic Energy Agency. The system
relies too much on Iranian self-reporting and allows Iran to
delay inspectors for up to 54 days after a request to visit a site.

Outside the context of the deal, Trump should use U.S. sanc-
tions more forcefully to crack down on Iran’s illegal ballistic
missiles. He should also expand on President Obama’s effort
to better arm Saudi Arabia and other Gulf allies, particularly
their antimissile defenses.

Making America
(Measurably) Great

The CDC’s statistics on life expectancy are
sobering but also a prod to shape health policy

Is there a way to measure a country’s overall success? Gross
domestic product indicates how well the economy is working.
Labor force participation rates and median wages are a gauge of
how workers are faring. Newer measures of happiness, pride,
and other intangibles may fill in some details.

There’s one metric, however, that speaks volumes about
how well a country or society operates: life expectancy. Last
year average life expectancy in the U.S. fell for the first time
since 1993, according to a report from the Centers for Disease
Control and Prevention. That should come as a wake-up call.

The CDC report doesn’t say what’s causing the decline, but it
offers three clues. Life span declined only among the non-elderly.
The cause of death that increased most, after Alzheimer’s, was
unintentional injury. And death rates rose most among whites.
All these point to the opioid addiction epidemic.

State and federal efforts to stem the epidemic have clearly
been inadequate. Donald Trump has pledged to restrict the flow
of drugs into the country, approve more treatments for addic-
tion, and provide more services for people with substance-
abuse problems. Legislation that Congress passed to provide
more money to states to fight overdoses may also help. Trump
and Congress should also work to improve drug courts and
overcome resistance by doctors to treat addiction.

Yet Trump will also want to consider how his other prom-
ises might impede progress. The obvious concern is his pledge
to do away with the Affordable Care Act, which has extended
health insurance to at least 20 million people who didn’t have
it before and free preventive care to tens of millions more. The
ACA also mandates insurance plans cover substance abuse,
something a third of individual plans previously didn’t.

Policies have consequences, and the CDC numbers show a
way to improve on the American success story. @
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Movers

oL A Republican John
4 Tillerson ™~ Kennedy won the
By Kyle Stock / Louisiana runoff Iran ordered 80 Boeing
election, cementing passenger planes

A Team Trump drafted a few more players. The
president-elect tapped ExxonMobil CEO Rex Tillerson
A America’s as secretary of state, former Texas Governor
first offshore Rick Perry as energy secretary, and Montana
;‘;'a“r‘:efg"“ Representative Ryan Zinke as secretary of the
spinning near interior. Donald Trump met with Kanye West but

the coast of did not pick him for a cabinet position.
Rhode Island.
The five turbines, developed by Deepwater Wind
and sourced from General Electric, will generate
enough electricity to power 17,000 homes.

the GOP’s Senate $1 66 b

majority at 52 seats.

Asahi bought a bunch
of AB InBev brands

in Europe, including R
Pilsner Urquell
$78by

Amundi acquired
Pioneer Investments,
UniCredit’s asset
management shop

$41b

A Amazoncommade | JjetSmarter, an app for

A The Federal Reserve’s Open Market
Committee raised the benchmark rate by a
quarter of a percentage point and signaled there
will be more hikes next year.

A Google spun off Waymo, its e
seven-year-old self-driving car :
unit. In San Francisco, Uber

started picking up passengersin o its first commercial booking private planes,
self-driving cars, ) delivery by drone, raised a round of capital
expanding a pilot A Goldman Sachs’s Gary Cohn is to a man near at a unicorn valuation
program that began | giving up the COO job to become Cambridge, UK., who
in Pittsburgh. Trump’s chief economic adviser. ordered a bag of $1 5 b

It will take two men to fill his -

popcorn and a Fire

shoes: David Solomon, co-head
of the investment banking unit, 13 Service added a

and CFO Harvey Schwartz will A Microsoft co-founder Bill Gates joined minutes. 640-acre tract to Grand
share COO duties. At Exxon, with 19 other wealthy individuals to launch Teton National Park in
heir apparent Darren Woods was Breakthrough Energy Ventures, a billion-dollar investment fund Wyoming

elevated to the top job. to foster advances in clean energy production. (Bloomberg
Businessweek owner Michael Bloomberg is an investor.)

TV stick. The trip took The National Park

Neiman Marcus posted

“Most of what | did, with very few s 13 atost e

. as sales slumped
exceptions, can be understood 8 poroent
& $23.5m

¥ Chipotie without having any idea o _
. : UniCredit plans massive
Mexican Grill h h T job cuts in a bid to
co-cEOMonty | WNAt game theory is. roduce costs
M Samsgng Moran ste?ped V¥ Thomas Schelling, an economist and Nobel laureate, who died 1 4 k
Electronlcg it will ill down, ceding at age 95. Schelling was best-known
o Galory Note 7 full control of for using game theory to inform U.S. V¥ Christine Lagarde, CalPERS, the largest
Y h li negotiating strategies during the Cold War. : di t f th U.S. pension fund
smartphones the struggling managing director of the oo o lower it
starting on Dec. 19. burrito empire International Monetary prepared to lower Its
Despite the handset’s tof d - Fund t trial i long-standing annual
propensity to burst O Tounder un. » went on tria !n . return target
into flames, about Steve Ells. Paris. She faces criminal 7 50/
7 percer: of l}lo}e d7 charges that, when she . 0
owners have failed to s £ -
trade theirs in. W?S- France’s fma_nce Lockheed Martin
minister, her negligence Ehare132 pl?ngid on
f . ec. 12 after Trump
resu!ted in the misuse of complained about the
¥ The US. public funds. If convicted, price tag on its F-35
Department of she could spend up to a fighter jet

Justice accused two
pharma executives
of fixing prices

on generic drugs,
the first actionin a
probe that spans a

year in prison. _55%

U.S. retail sales in
November barely
budged from a month

V Parents worldwide
panicked as they

dozen companies. struggled to find earlier. Grinchy!
one of the hottest
Jeffrey Glazer, former toys of the holida 0
CEO of Heritage V y (o)
. season, a fuzzy -
Pharmaceuticals,

talking bird called

the Hatchimal. The
spoils go to Canada’s
Spin Master...and the
opportunists flipping
the toys on EBay for
multiples of its $60
sticker price.

and Jason Malek, an
ex-president, were
charged.

¥V Civilians in the Syrian city of Aleppo were massacred as a cease-fire broke down
between advancing government forces and small pockets of rebels. Citing “credible
reports,” the United Nations said women and children were rounded up and executed.
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Korea’s president is
on her way out. Are the
chaebol next? 15

Germany’s immigrants
bring along a valuable
commodity: Babies! 16

Chinese capital flight
gets grounded 17

***Also Wanted: Forklift

» A shortage of workers and investment could soon hinder the economy

> “We’ve moved from...cyclical,demand-side recovery to structural, supply-side stagnation”

All Paul Heinauer wants is a few good
auto-glass installers, no experience
necessary. The only requirements are
mechanical aptitude, a clean driving
record, U.S. citizenship or a green
card, friendliness, and honesty; pay
starts at $12 an hour and goes up to
$70,000 a year including overtime and
bonuses. So few people are applying
that Heinauer, the owner of Glasspro in
North Charleston, S.C., went to Blessed
Sacrament Church in Charleston

on Dec. 11 to make a pitch after the
Spanish-language Mass. “I’ve spent the

majority of my time trying to recruit
within the last year,” he says.

Futurists have been saying for a
while that the U.S. is hurtling toward a
jobless economy, with driverless long-
haul trucks and cashier-free brick-
and-mortar Amazon stores. Someday,
maybe. Right now the problem isn’t too
many workers who can’t find jobs. It’s
too many jobs that can’t find workers.

The U.S. economy is going through
a sea change in which the main con-
straint isn’t demand but supply. There’s
plenty of consumer demand for goods

and services, but companies lack the
workers to satisfy it. Workers, in turn,
don’t have the tools they need to do
their jobs, because business investment
in modern machines, software, and
buildings has been weak. Government
is also to blame: Congested roads,
bridges, and ports are evidence of
chronic public underinvestment in the
infrastructure that supports growth.
“We’ve moved from a period of cycli-
cal, demand-side recovery to struc-
tural, supply-side stagnation,” says
Robert Atkinson, president of >
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<« the Information Technology and
Innovation Foundation (ITIF).

This has big implications for
President-elect Donald Trump. When
Barack Obama took office at the height
of the financial crisis, the U.S. economy
had abundant spare capacity; all it
needed was someone
to use it. Hence the
roughly $800 billion
American Recovery and Reinvestment
Act, which boosted demand but added
to a big—and unpopular—federal
budget deficit.

Trump takes office at a time \Wwhen
Keynesian stimulus is no longer'the
most urgent need. The slack is mostly
gone. The president-elect’s aim of
roughly doubling annual growth “is
nearly impossible to achieve over a
sustained period, absent transforma-
tive factors outside the government’s
control,” the Committee for a Respon-
sible Federal Budget, an anti-deficit
group, wrote in a Dec. 9 blog post.

Tax cuts and government spending
increases will backfire if all they do

is rev up demand temporarily, and
Trump’s plan to expel undocumented
aliens would shrink the workforce,
depressing growth.

What could work, economists say,
are government policies, including
strategic tax cuts, focused on fixing
the supply side of the economy. These
would include education and training
to lift the productivity of the American
workforce; more and better equipment
for workers to use; and infrastructure
spending to clear traffic jams and other
bottlenecks, not just put shovels into
people’s hands.

The change in the economy is most
obvious in the labor market. The U.S.
unemployment rate fell in November, to
4.6 percent—well below the 5.8 percent
average since monthly record keeping
began in 1948. The number of unem-
ployed people per job opening is
down to just 1.4, from a high of 6.6 in
July 2009, according to the Bureau of
Labor Statistics. Thirty-one percent of
small businesses have jobs they can’t
fill, according to a November survey by
the National Federation of Independent
Business. That’s tied for the most since
2001. Tight labor markets “could slow
down the economy in the next couple
years,” says Gad Levanon, chief North
America economist at the Conference
Board, a business research group.

Labor has grown
scarcer since 2008

Sealed Air, the maker of Bubble
Wrap IB and other cleaning and pack-
aging products, commissioned a study
of company shortages. Energy, water,
and land came up, but the No. 1 answer
around the world was skilled labor, says
Ron Cotterman, Sealed Air’s vice presi-
dent for sustainability. “That was a real
surprise to us,” he says.

At the end of 2009 it took Aaron
Wiegel less than a week to fill an
opening for a skilled labor position at
Wiegel Tool Works, a precision-metal-

stamping company
Working in Wood Dale,
With Less 1Il. “Today it’s a
Unemployed people matter of months,
per job opening and that’s if I can
7 find someone,”
says Wiegel, the

company’s presi-
dent. Most are job-

xﬂ\
4
J \-\ switchers. “These
1 coming off of

aren’t people

12/2005 12/2015 unemployment.”
A ‘ Some econo-
verage age o . .
business equipment mists Fluesuon
162 | how tight the
labor market

Years
T lis.“In the early
156 | 19508 he unem-

ploymentxate fell
below 3 percent,”

;5 | Deutsche Bank
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A ] Economist Joseph
\verage age o .

government assets* Lanrgn a pomted

5, |Outinanoteto

Years < clients on Dec. 13.
Forei;

226 !thlOl’l 1S co u-
ing to depress
wages in many

o1 | S€ctors, he says.

2005 2015 | Average hourly
earnings grew only

2.4 percent over the past year, below
the sum of inflation and productiv-

ity growth, says Elise Gould, a senior
economist at the Economic Policy
Institute. On the other hand, the Wage
Growth Tracker of the Federal Reserve
Bank of Atlanta, which tracks pay for
the same workers over time, reached
an eight-year high of 3.9 percent in
November. Strength in jobs helped
persuade the Federal Reserve to
announce a quarter-point increase in
the target range of the fed funds rate, to
0.5 percent to 0.75 percent, on Dec. 14.

Outdated equipment is a second
constraint on growth. That seemed like
less of a problem in the years after the
financial crisis. If anything, unions and
politicians worried that new machines
would displace workers. But now that
unemployment is low, more busi-
ness investment would clearly help
workers, not hurt them. By making
them more productive, it would allow
them to command higher pay without
hurting a company’s profit margin or
causing inflation. The sluggish wage
growth of the past eight years is par-
tially a result of the slow improvement
in labor productivity, which in turn is
a consequence of weak investment by
businesses in “labor-augmenting” tech-
nology such as improved software.
“Many manufacturers lack a sense of
urgency” about adopting digital tech-
nologies, Boston Consulting Group said
on Dec. 12, based on a survey of 380 U.S.
executives and managers.

On paper, U.S. industry still has
plenty of capacity; according to the
Federal Reserve, the utilization rate
was just 75 percent in November, below
the long-term average. But some of that
capacity is old. The stock of nonresiden-
tial equipment assets per worker—stuff
like computers and machine tools—fell
23 percent from 1995 to 2014, accord-
ing to Bureau of Economic Analysis
data. “Why would we expect workers
to be more productive when they have
fewer or less valuable tools?” asks the
TIF’s Atkinson. In companies’ defense,
itdoesn’t make sense for them to put in
machines their workers can’t handle.
“We\have purposefully not invested in
some\new equipment because...we
don’t have the talent to operate and
maintain it,” says JB Brown, president
of Bremen Castings, a foundry and
achine shop in Bremen, Ind.
he third area where scarcity is
becoming an issue is public invest-
ment. For all the talk about spending on
infrastructure, it hasn’t been happen-
ing, partly because the states and local-
ities thdt do a lot of it have cut back to
their budgets, as required by

) state law. Investment has
Businesses and .
governments are  Darely offset the deteri-
underinvestingin  oration of the old stuff,
equipmentand  whather sewers, water
infrastructure . R
conduits, levees, or high-
ways. The average age of fixed assets
owned by governments rose from less
than 21 years in 2000 to 24 years in 2015.
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Federal Reserve Chair Janet Yellen
has been slow to raise interest rates
for fear of choking off demand.

In an October speech, she mused
about the “high-pressure economy”
theory, which says that an extended
period of very low unemployment
pulls workers in from the margins
of society, ultimately beefing up the
supply side of the economy. That
could work. But, depressingly, today’s
low jobless rate hasn’t done much
to pull in workers: The labor force
participation rate for men of prime
working age (25 to 54) is lower than
it was during the 2007-09 recession.
The supply side of the U.S. economy
is clearly coming under strain.
—Peter Coy and Matthew Philips

The bottom line A triple shortage in skilled labor,
business equipment, and public infrastructure could
foil Trump’s plans for 4 percent economic growth.

Power
South Korea Tries to
Curb the Chaebol

» Legislators grill leaders of the
huge conglomerates about bribes

» “Executives should go to jail and
be punished”

Even before South Korean prosecutors
tied the chaebol to the influence-
peddling scandal that culminated with
the Dec. 9 impeachment of President
Park Geun-hye, 2016 was a year to
forget for the conglomerates that
dominate the economy. The coun-
try’s biggest container line, Hanjin
Shipping, filed for bankruptcy pro-
tection in August, stranding an esti-
mated $14 billion of goods at sea. The
top automaker, Hyundai Motor, suf-
fered 3 trillion won ($2.6 billion) in
lost production from labor disputes,
including a three-week wage strike in
September and October. Prosecutors
in October indicted five members of
retail giant Lotte Group’s founding
family, including Chairman Shin Dong-
bin, on charges including tax evasion
and embezzlement. In the most embar-
rassing setback, mighty Samsung
Electronics in October killed its Note 7
smartphone after the handsets kept

exploding or catching fire. Samsung
says the debacle will cost Korea’s
premier chaebol more than $5 bill
hen came the news about chaebol
favors for Park confidante Choi Soon-

political and business elite. None of
the nine groups has been charged
with wrongdoing. The testimony has
released the pent-up anger of a popula-
tion struggling with the transition to a
slow-growth era.
Economists expect South Korean
gross domestic product this year
to expand 2.7 percent, marking the
first five-year period with growth
below 3.5 percent since the 1950s.
Manufacturers are suffering from the
slowdown in China, South Korea’s top
export market, and soft demand else-
where. Export growth has declined
in 21 of the past 23 months. Youth
unemployment is 9.3 percent, in part
because rigid labor laws discourage
employers from hiring young gradu-
ates. “Without some serious restructur-
ing,” says Emily Dabbs, an economist
for Moody’s Analytics in Sydney, the
outlook “is going to be quite weak.”
Koreans are struggling to boost
their living standard—despite clock-
ing an average of 2,113 hours on the job
last year, behind only Mexico among
Organization for Economic Cooperation

[

the third quarter from a year earlier. As
recently as 2012, income growth reg-
ularly topped 5 percent. Many jobs
low-paying temporary positions
ithout the insurance, pensions, and
other benefits regular workers enjoy.
Temporary employees, who make up
one-third of the workforce, earn on
average about 41 percent of what a full-
fledged employee does. “In Korea,
many nonregular workers or in-house
subcontract workers find themselves
in a no-man’s-land,” according to an
OECD report published in July, “holding
jobs that are in practice neither well-
protected by labour laws nor by social
protection schemes.”

The confluence of business failures,
political scandal, economic malaise,
and the emergence of a more cynical
generation threatens to upend a system
that made South Korea a global indus-
trial powerhouse. Since the end of mili-
tary rule in the late 1980s, an unwritten
social compact has allowed corruption
among the political and corporate elite
as long as ordinary Koreans enjoyed
solid economic growth. As the economy
matures and inequality grows, that deal
is fraying. “The back-scratching alliance
of the government and businesses”
needs to end, says Lim Jin-hui, a 19-year-
old student at Dongguk University in
Seoul who joined an anti-Park protest
before the Dec. 9 impeachment vote. »

Protesters march

in Seoul
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<« “This cozy relationship must stop.”

Older Koreans are joining young
adult activists demanding more
accountability. “Some of the chaebol
executives should go to jail and be pun-
ished,” says software engineer Cho
Pum-suk, 38, who marched with Lim
and hundreds of thousands of other
Koreans in protests.

Emboldened by their victory over
Park, members of the opposition
People’s Party are promising not to stop
with impeachment, saying reform must
include measures to reduce the influ-
ence of the chaebol. National Assembly
members have said they intend to ques-
tion chaebol executives about contro-
versial government decisions such as
the awarding of duty-free retail licenses
to several chaebol affiliates.

More scrutiny will follow, with the
People’s Party proposing limits on the
cross-shareholding structures that
allow chaebol to maintain control of
the component companies in their
sprawling empires. Impeachment “will
open a new era for Korea, an era where
chaebol-politician ties are cut,” said
Park Jie-won, the party’s floor leader in
the National Assembly, on the day Park
was ousted.

The families in charge of the chaebol
managed to survive earlier storms. The
Constitutional Court of Korea has up
to six months to rule on the National
Assembly’s decision to impeach Park;
corporate executives are hoping pop-
ulist anger against them will subside if
she leaves office before her term expires
in 2018. “These companies and their
leaders know if they keep their heads
down for a little bit, it’s very hard to dis-
lodge them,” says David Kang, direc-
tor of the Korean Studies Institute at the
University of Southern California. The
chaebol know how to play tough: They
“operate basically like they are gang-
sters,” Chu Jin-hyung, former chief exec-
utive officer of Hanwha Investment &
Securities, told lawmakers. “Whoever
goes against their wishes, they punish
that person to make sure others follow
their orders.”

The renewed skepticism about
the chaebol could yet lead to greater
support for reforms to provide more
rights to minority shareholders in
chaebol-affiliated companies; discour-
age the conglomerates from hoarding
cash; and limit their ability to invest in
noncore businesses. The impact of such

reform would be as big as the transition
to democracy in the late 1980s, says
Paul Choi, head of research for CLSA
Securities Korea. “Most people want to
end the collusion between politics and
chaebol,” he says.

With presidential elections likely next
year, the conglomerates face one of
their most challenging political environ-
ments. Chaebol reforms, according to
Park Sanghyun, an analyst for research
firm Smartkarma, “will get a lot of
public support in the next 12 months.”
—Bruce Einhorn, Peter Pae, Jungah Lee,
Kanga Kong, and Abhishek Vishnoi

The bottom line The collusion between politicians
and the chaebol in South Korea may come to an
end in the wake of President Park’s impeachment.

Demographics
Germany’s Maternity
Wards Are Booked

» Immigrants are helping spur a
badly needed baby boom

» In developed countries, “there’s a
dearth of millennials” giving birth

As Germany wrestles with the political
and economic fallout of surging immi-
gration, one thing has become clear.
The foreigners are giving the country
something it needs: more babies.

In 2015, Germany’s birthrate rose to
1.5 per woman, the highest in 33 years.
The state statistics service attributed
the increase mainly to foreign-born
mothers, who accounted for a record-
high 1in 5 births. German-born moms
have an average of 1.4 kids; for foreign-
born women, the figure is higher than
1.9. “It’s much easier to be a family and
have kids here,” says Basima Shhadat,
who gave birth to a daughter in Munich
in 2015, a year after arriving from Syria
with her husband and five sons. Four
other sons died in Syria, she says. “My
kids can live here. There are no bombs.”

The birth surge is encouraging news
for Germany, which has the world’s
lowest birthrate. As in many developed
countries, “there’s a dearth of millen-
nials” having babies to replenish the

ey

ranks of workers who help finance
pensions and health care for retirees,
says Stijn Hoorens, a Rand Corp.
demographer in Brussels. Immigrants
are generally in their childbearing
years, and once established in their
host countries they tend to have bigger
families than native-born counterparts,
Hoorens says.

In the U.S. a recent study by the
Pew Research Center found that
foreign-born women now account for
23 percent of births, though immigrants
represent only 14 percent of the popu-
lation. “Were it not for the increase in
births to immigrant women, the annual
number of U.S. births would have
declined since 1970,” the study said.

Germany has Europe’s largest immi-
grant population, including 3 million
with Turkish roots. The country is still
short of the 2.1 babies for every woman
of childbearing age that demographers
say is needed to prevent population
decline. The recent influx of refugees
could help with that, as most come
from countries such as Afghanistan
and Syria, where average family sizes
exceed those in Europe, Hoorens says.

Births had started to inch upward
even before the arrival of almost
2 million refugees over the past three
years. Thomas Bernar, head of the

maternity clinic
Fertility Rates at the Helios
in Germany Kliniken hospi-
By mother’s tal in Pforzheim, a
citizenship 22 | heavily immigrant
Foreign city, says his clinic
\/\\ [/ had logged almost
16 | 1,600 deliveries in

2016 as of Dec. 9,
more than the
10 | total 1,479 for all
of 2015. The hospi-
tal is expanding its
maternity ward from 17 to 24 beds and
hiring more midwives and doctors.
The boom may not last: Second-
generation immigrants tend to adopt
the childbearing habits of their host
countries. The birthrate among
Mexican-born women in the U.S.,
for example, has fallen more than
26 percent over the past decade,
according to Pew. That decline has been
offset by more-recent immigrants from
Asia, Africa, and the Middle East who

1991

2015
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tend to have more children. This raises
the question of what impact President-
elect Donald Trump’s anti-immigrant
position will have on the birthrate.
Reiner Klingholz, head of the
Berlin Institute for Population and
Development, contends that Germany
shouldn’t rely on immigration alone
to prevent population decline. More
important, he says, are family policies
such as more generous parental leave
and financial help with schooling—
measures the German government has
started to implement. —Carol Matlack,
with Naomi Kresge and Oliver Sachgau

The bottom line Immigrants to Germany could
fill the gap that marks the difference between
shrinking and stabilizing the population.

Mergers & Acquisitions
Beijing Moves to Curb
Overseas Investments

» Efforts to contain capital flight
threaten to gum up dealmaking

» “The credibility of China Inc. will
be badly damaged”

For years, China has encouraged its
companies to make acquisitions over-
seas to gain access to new technology,
brands, and management expertise.
Under its “Go Abroad” policy, or zou
chuqu, Beijing has loosened approval
requirements for international deals
and eased capital controls. In the first 10
months of 2016, outbound direct invest-
ment by Chinese enterprises reached
$146 billion, up 53.3 percent from the
same period a year ago, according to
China’s Ministry of Commerce.

That push may stall as Chinese regu-
lators redouble efforts to clamp down
on capital flight amid concern that a
weakening currency could further spur
outflows. China is planning sweeping
curbs on its companies’ overseas acqui-
sitions, including barring most foreign
investments of $10 billion or more,
people with knowledge of the matter
told Bloomberg in late November.
Officials won’t approve requests to
bring yuan overseas for conversion into
foreign currency without a valid busi-
ness reason, according to people with
knowledge of new measures drafted

by the People’s Bank of China. China’s
bureaucrats have also weighed in pub-
licly: We will “crack down on false
overseas investment activities,” while
ensuring “the legitimacy and authen-
ticity of overseas direct investment,”
the State Administration of Foreign
Exchange said in a Nov. 29 statement
reported by Xinhua, China’s official
news agency.

Chinese authorities are “closely mon-
itoring” transactions in areas such as
real estate, hotels, studios, entertain-
ment, and sports clubs for evidence of
“frrational overseas investment tenden-
cies,” according to a Xinhua story that
quoted Dec. 6 statements made by offi-
cials from the National Development
and Reform Commission, the Ministry
of Commerce, and other agencies. The
pointed warnings come after months of
quieter efforts to control cross-border
money flows, including most recently
a limit on the amount holders of China-
issued cards can withdraw at a time
from ATMs in Macau.

“The Chinese government has long
been encouraging more active partici-
pation by Chinese companies in global
markets, and the central bank has been
liberalizing investment rules. This is a
setback,” says Fred Hu, chairman and
founder of Primavera Capital Group, a
Beijing-based investment firm. “This is
going to create tremendous uncertainty
and slow down outbound investment
by all Chinese companies. The credibil-
ity of China Inc. will be badly damaged.”

Concern that Chinese businesses
are spiriting money abroad under the
guise of foreign investment has grown
among Chinese officials, particularly
since financial outflows surged follow-
ing a surprise 1.8 percent devaluation
of the yuan in August 2015, says Thilo
Hanemann, director and economist at
the Rhodium Group, a New York-based
consulting firm that monitors Chinese
investment abroad.

The yuan fell to an eight-year low of
6.87 against the dollar in November,
and China’s financial authorities
worry a too-rapid depreciation could
encourage even more money to flee.
“Policymakers are willing to see the cur-
rency weaken somewhat, but not too
much,” says Louis Kuijs, head of Asia
economics at Oxford Economics in
Hong Kong. A strengthening dollar—a
byproduct of Donald Trump’s election—
and the U.S. Federal Reserve’s Dec. 14

rate hike will put more pressure on the
Chinese currency, Kuijs says.

Companies that invest outside their
core business area and those that
expand abroad rapidly will draw partic-
ular scrutiny from regulators, according
to a foreign exchange official quoted in
a Dec. 8 Xinhua story. Still, Beijing “will
continue to support capable and qual-
ified businesses to carry out outbound
investment activities,” said the official.

Despite such assurances, the recent
pronouncements could damp Chinese
companies’ appetite for foreign ven-
tures and the willingness of Chinese
and international banks to finance
future deals, says Primavera’s Hu. Also,
officials may be more cautious about
approving transactions in the runup to
next fall’s Communist Party Congress,
a once-every-five-years event that
can make or break a cadre’s career.
“The current environment incentivizes
local officials to play it safe, and they
could just freeze investment deals,”
says Rhodium’s Hanemann, who adds
that a 20 percent to 30 percent drop
in deal value would be manageable,
but there’s substantial risk of a much
larger drop. “The question is, how are
these rules going to be implemented,
and will they lead to a crash in Chinese
outbound investment?”

Beijing’s U-turn comes at a time when
legislators in the U.S., Australia, and
other countries are voicing anxiety
that national security could be com-
promised by deals that give Chinese
companies with government connec-
tions control over cutting-edge tech-
nology or resources including oil, coal,
and agricultural land. Confronted with
so much uncertainty, American and
European companies may decide to
turn down offers from Chinese inves-
tors, says Dan Harris, a lawyer at
Harris Bricken in Seattle who works on
cross-border deals. “If 'm a seller and
there’s a Chinese company that can pay
$50 million and an American company
that will pay $45 million, I would
think long and hard about taking the
$50 million,” he says. —Dexter Roberts,
with Bloomberg News

The bottom line Beijing policymakers have
warned that Chinese companies involved in foreign
transactions will face increased scrutiny.

Edited by Christopher Power
and Cristina Lindblad
Bloomberg.com
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» Volkswagen set aside $19.3 billion to cover its emissions scandal—now it wants to remake itself

> “My jobis to step onalot of people’s toes”

In November 2014 the captains of
Germany’s auto industry gathered at a
19th-floor private club with sweeping
views of Berlin for a ceremony honor-
ing the year’s best cars. As dozens of
corporate A-listers glad-handed and
sipped wine, Porsche Chief Executive
Officer Matthias Miiller received three
Golden Steering Wheel awards—part of
Volkswagen’s six-trophy haul. But the
most valuable thing he may have picked
up that evening was the business card
of Thomas Sedran, a former consultant
who’s also served as the interim CEO at
General Motors’ Opel unit.

Shortly after being appointed VW’s
CEO a year later, Miiller rang up
Sedran. The company had acknowl-
edged rigging 11 million diesel vehi-
cles to cheat on emissions tests and
was now reviled for besmirching the
hallowed made-in-Germany brand.
Recalling Sedran’s work in restruc-
turing GM’s European operations,
including the politically sensitive task
of closing a German Opel factory,
Miiller invited him to Volkswagen’s
Wolfsburg headquarters.

For decades, few had challenged
convention at VW, and Miiller wanted

an outsider who might give him
unvarnished opinions. Sedran out-
lined how VW could absorb the blow
from the scandal while still invest-
ing in the changes disrupting the
industry. Less than a month later,
Miiller hired Sedran for the newly
created position of strategy chief,
tasked with eliminating inefficien-
cies and remapping the direction
of a colossus with 620,000 workers,
121 factories, 13 brands ranging from
the budget Skoda to the extrava-
gant Lamborghini, and development
spending that exceeds Apple’s. “When
Miiller called me, I thought, Awesome!
What a chance,” Sedran says. “My job
is to step on a lot of people’s toes.”
VW needs some toe-stepping, or
even stomping. Like all big auto-
makers, the company must invest bil-
lions to adapt to the shift to electric
cars and self-driving technology. Yet
VW has other burdens: Its flagship
brand is barely profitable, and
it faces criminal investigations,

fines and repairs, its market value has
dropped by €10.3 billion—more than
13 percent—and its U.S. sales are off by
10 percent this year.

Overcoming the scandal will involve
more than simply paying damages
and rolling out electric cars. Miiller
is using the rehabilitation as a cata-
lyst for a sweeping overhaul. He’s insti-
tuted English as an official language—a
small but notable change for a multina-
tional. And he says VW must redefine
its rigid, top-down management and
soften an atmosphere of fear. “We need
the courage to make mistakes,” he says.
“If we can combine the new world with
the old, we’ll be successful.”

Hiring a newcomer like Sedran was
an early sign of Miiller’s intention to
combine those worlds and overcome
the company’s conservative instincts.
A small cadre of executives with ties
going back decades has long over-
seen VW’s management. And a major-

ity of seats on the supervisory
board are held by employee rep-
hundreds of lawsuits, and incalculable | resentatives and officials from its home

damage to its image from the emis-

sions cheating. Even as VW has set =

aside €18.2 billion ($19.3 billion) for

state of Lower Saxony, who often
. ally to protect jobs. To implement
"any real change at VW, “you need »
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~ Dealer settlement
$1.2b
Costly Deceit :zfgebf'”es project but leveraging Volkswagen’s
Volkswagen’s disclosed legal and retail costs related to Leg.]al fees* size while curbing complexity. In
its emissions scandal [ $0.3b recent years, the automaker’s portfolio
ballooned to more than 330 models;

Customer settlement
$14.7b

\
‘ VW has earmarked

<« alot of negotiations to ensure polit-
ical support and the backing of labor,”
says Jiirgen Pieper, head of research at
Bankhaus Metzler.

For a company built around mobil-
ity, VW is surprisingly static, with a
record of success that never neces-
sitated hard analysis of its Byzantine
organization. Its Wolfsburg facility—

a jumble of manufacturing halls and
office buildings that covers an area

as big as Monaco—was established by
the Nazis in the 1930s to turn out a
“people’s car.” Its state backing and
isolation from other German indus-
trial centers contributed to an insular
culture with its own set of rituals.

There are clubby benefits like the
“Service Factory”—3,400 caterers and
custodians paid the same wages to
serve sandwiches and sodas as workers
who assemble Golfs and Tiguans. An
in-house butcher churns outmore
than gyl EEIEEEEY A year, and a
garden center fills employees’ flower
orders. And traditionally there’s been
an extreme deference to authority, with
underlings exiting elevators to make
way for top brass, and lunches in the
executive dining room delivered under
shining silver domes.

Miiller and Sedran have curtailed
the powers of the Product Strategy
Committee, or PSK, a politburo that
lorded over every aspect of devel-
opment. Before the change, teams
from engineering, sales, and finance
shared responsibility; the PSK settled
the inevitable disputes—and
often added features sought
by the engineers, leading
to ballooning costs and

complexity. Today, the

manager in charge ofa

model line must " ensure

that any new .~ option

will generate "~ enough profit

to justify its ' expense.
Sedran has pushed for

Volkswagen to streamline the group’s
sprawling component operations,
which include about 70,000 workers at

more than two dozen locations. That
angered some managers, because it
threatened to take away lucrative parts
businesses from some brands, but the
move is aimed at finding groupwide
savings. “The burdens are enormous,”
Sedran says. “We need discipline to stay
the course.”

A key area for reform will be labor
costs. Volkswagen employs about
80 percent more people than Toyota
to produce roughly the same number
of vehicles. In November, VW reached
alandmark labor deal, with the power-
ful workers’ council agreeing to cut as
many as 30,000 jobs and trim the com-
pany’s annual costs by €3.7 billion by
2020. “We know things must be done
differently, but it has to be fair,” says
Bernd Osterloh, Volkswagen’s works
council chief.

That’s an acknowledgment that
hift to an era of electric-powered
is will likely mean fewer
people churning out transmissions
and engines\and more software devel-
opers and cloyd-computing experts.
Volkswagen hasn’t shown itself to be
adept at dealing with that kind of tran-
sition, but there|are green shoots. In
a dull concrete building in Wolfsburg,
about 100 people are working on the
company’s response to Tesla’s $35,000
Model 3, due next year.

Heading the push to sell as many
ion electric cars annually
. 5vithin a decade is Christian
il Senger, another new recruit,
» from BMW and parts maker
Continental. The 42-year-old has
eschewed a private office, taking
a desk in the corner of what looks
like a public school classroom. A
dozen workstations salvaged from
other facilities are arrayed along the
windows, and the only privacy is
found in a cramped meeting room
wedged into a corner. “If you want a
parking spot with your name on it,
you can look elsewhere,” Senger says.

Ultimately, the challenge isn’t just
succeeding with a single high-profile

the Golf was burdened with 89 choices
for the steering wheel and two dozen
radiator grilles. The company is start-
ing to reduce the bloat, as the VW
brand plans to eliminate about 15,000
parts variants and cut car prototypes
by at least a third.

It’s also invested $300 million in a
taxi-hailing app called Gett, which
will form the nucleus of Moia, a new
“mobility services” brand. Such
moves are emblematic of the kind of
change VW will need if it’s to thrive
when battery-powered vehicles are
the norm and fewer customers buy
cars, instead relying on Uber-like ser-
vices to get around. “We’re undergo-
ing three-dimensional change,” says
Sedran. “In all areas, we’re making
progress.” —Christoph Rauwald and
Chris Reiter

The bottom line Volkswagen, which employs about
80 percent more people to build the same number
of cars as Toyota, is trying to be leaner.

Workplace

The Same Gold Watch,
It Just Arrives Later

» Phased retirement lets businesses
keep veteran workers a bit longer

> “It’s a win-win because he has...
skills we’re short on”

David Warsen has refurbished hun-
dreds of machines at Steelcase’s
Kentwood, Mich., plant, from 50-year-
old presses to new laser cutting
equipment. When a press stopped
operating recently, the 39-year
veteran at the office furniture maker,
a principal electrician, diagnosed

and fixed the problem in minutes. So
his boss was relieved when Warsen,
who turns 65 in February, decided

to take advantage of the company’s
phased retirement program rather
than simply end his career. Instead of
the six-day-a-week schedule he used
to work, including many Saturdays
when production lines are down and
equipment is repaired, Warsen puts in
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30 hours
over four
weekdays.

- “It’s a win-win because

he has vast experience and skills
we’re short on and need to teach
younger workers, and he doesn’t
have to go cold turkey into retire-
ment,” says Steve Kempker, manager
of skilled trades at the plant, where
a quarter of the 800 workers will

be eligible to retire over the next
three to five years. “This gives me an
opportunity to slow down from a
very intense work schedule,” says
Warsen, who’s spending more time
golfing and biking, “so I can get used
to my next chapter.”

With 10,000 baby boomers turning
65 each day, businesses are scram-
bling to find ways to slow an exodus
of the most experienced employ-
ees and ensure that they pass along
their knowledge before they leave.
Companies from Steelcase to First
Horizon National in Memphis
and Bon Secours Virginia Health
System in Richmond are offering
older workers part-time jobs and
flexible schedules to ease them into
retirement. Fourteen percent of U.S.
companies offered either a formal or
informal phased retirement program
this year, up from 10 percent in 2012,
according to the Society for Human
Resource Management.

Redefining the Golden Years

Preferred work status in retirement years
among pre-retirees age 50 and up*

Work full time
5%

work for

] Work part time
pay again

35%

28% 5

Cycle between
work and leisure
33%
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“There’s a need for
N more companies to do
this if they want to pre-
serve their best prac-
tices, innovations, and
customer relations,” says
Paul Irving, chairman of
> the Milken Institute Center
SO\ for the Future of Aging. “And
there’s receptivity among
older workers, a majority of
whom want to stay engaged and keep
working, but in new ways.”

Phased retirement means different
things at different companies. At Bon
Secours, full-time employees of retire-
ment age can switch to schedules of 16
to 24 hours a week. At First Horizon,
employees within three years of
retirement can reduce their schedules
to 20 to 30 hours weekly if their duties
can be performed in that amount of
time, they’re willing to mentor succes-
sors, and they commit to staying on
for one to three years.

“It makes sense to have a transi-
tion instead of a sudden departure,
especially for leaders,” says John
Daniel, executive vice president. A
35-year veteran on his staff is about
to start working a reduced schedule
while her successor is chosen and
will stay on to offer guidance. “She’s
got decades of knowledge about
people and processes, and I don’t
want that walking out the door, even
though it will cost us a bit more to
keep her and also hire her replace-
ment,” Daniel says.

Realizing that it soon would face a
tsunami of retiring boomers, espe-
cially in its IT and manufactur-
ing departments, Steelcase started
offering phased retirement in 2012.
Currently about 800 employees,

15 percent of its U.S. workforce,

are eligible to retire based on age
and years of service. So far, 47 have
elected phased departures.

Those interested must propose the
jobs they want to do—for at least six
months and no more than two years—
and why they think the arrange-
ment will benefit the company. One
manager got approval to work just
one day a week to complete a project
while mentoring his successor. “We’re
asking employees to make a business
case about how they’ll handle this and
why it’s good for both them and us,”
says Laurent Bernard, vice president

for global talent management.

Such arrangements require adjust-
ments from both veteran employees
and managers. At Steelcase, electri-
cian Warsen has had to get used to not
being the go-to guy when problems
arise and “sometimes feeling outside
the mainstream of the department,”
he says. “The good part is seeing
that others can take charge. It’s like a
parent letting go of a child.”

He and his boss initially disagreed
about his schedule. He’d wanted to
leave early on Thursdays and take
Fridays off, but “that didn’t fit with
our workflow,” says Kempker. The two
finally agreed Warsen wouldn’t work
Mondays and would have three-day
weekends, but would be at the plant
on the busiest days.

For Kempker, retaining skilled older
employees like Warsen is crucial. The
plant, which manufactures more than
5,000 desks, tables, and file cabinets
a day, has an apprentice program for
millennials, but there’s a shortage of
Generation X workers. “We’ve got a big
gap in the middle, so we have to keep
talented people in their 60s a little
longer,” says Kempker, who has three
employees doing phased retirement.
“It’s like maintenance on a piece of
equipment: You can’t just close your
eyes to the problem and wait for it to
break down.” —Carol Hymowitz

The bottom line About 14 percent of U.S.
companies let workers ease out of jobs with
formal or informal phased retirement plans.

E-Commerce

A Startup That Dare Not
Speak Ilts Name

» That’s Personal has a problem: Its
adult products seem too racy

» “Will this category do well? Sure!
Is it investable? Difficult to say”

Indian e-commerce startup That’s
Personal boasts the kind of financial
metrics venture capitalists typically
salivate over: a consistent doubling of
annual sales, gross margins exceeding
50 percent, low customer acquisition
costs, and strong repeat traffic. Yet not
a single big-name investor has bitten. »
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<« The likely reason: That’s Personal
sells adult products online—edible body
paints, slinky lingerie, erotic board
games—in a land where many people
consider such items taboo.

Founder Samir Saraiya is betting that
gradually liberalizing attitudes toward
sex will lead to a boom in what he calls
sexual wellness products. Yet more
than two millennia after the publica-
tion of the Kama Sutra, much of Indian
society remains prudish. As a result,
Saraiya is struggling to persuade skit-
tish venture firms to plow $5 million
into his three-year-old company.
Investors say the regulatory environ-
ment is uncertain and fear Indian offi-
cials will shut That’s Personal down if it
runs afoul of conservative sensitivities.
This is a nation, after all, where even
dating apps have been criticized for
being unseemly.

Rajiv Sahney, who runs the India
offices of New Vernon Capital, partici-
pated in a round of funding 18 months
ago that raised $1 million. He says
getting others to pony up will be a
challenge. “There are people in India
with a view on what India is and what
India should be,” he says. Even poten-
tial backers who deem the online adult
segment a winner have been deaf to
Saraiya’s entreaties. “Will this category
do well?” asks Nikhil Khattau, manag-
ing director at the India unit of Silicon
Valley venture firm Mayfield. “Sure! Is
it investable? Difficult to say.”

Saraiya remains undaunted, trudg-
ing to venture firm offices with a bagful
of merchandise. “Investors need to be
educated on what this category is all
about, what is a cream, what is a lubri-
cant, and what is the product range we
stock,” he says.

When Saraiya quit running
Microsoft’s Southeast Asia busi-
ness development office in 2011 to
join India’s e-commerce revolution,
he quickly discovered that every big
e-commerce segment already fea-
tured a dozen or more players. Then
inspiration struck. Too mortified to
buy condoms in the store opposite his
apartment building, he traveled to a
distant neighborhood where no one
knew him. He figured at least a few
hundred million of his countrymen
faced the same predicament. “That
was it,” he says. “I decided to solve my
own problem.”

Saraiya roped in two of his Microsoft

buddies as angel investors and
jumped into what he calls “discreet
e-commerce.” Let others promote
convenience, price, and choice. He
would sell privacy: “Buy from me and
nobody will know.”

He went to a lawyer’s office to get
clarity on the rules. “While it is illegal
to import and sell quote-unquote
obscene products in India, the rules
dealing with obscenity make no refer-
ence to adult products, the lawyer told
me,” Saraiya says. To keep officials at
bay, all the merchandise would have
to conform to a statute forbidding any
form of nudity on the packaging. The
lawyer liked the concept so much that
he invested and became a co-founder
when Thatspersonal.com launched in
January 2013.

Saraiya’s biggest challenge was still
to come: how to break the news about
his entrepreneurial exploits to friends
and relatives. He solved the problem
in part by calling the company Digital
E-life and printed only that name on
his business card. “My children are 4
and 9, and when someone asks them
what does your father do, they inno-
cently say he runs
Digital E-life,” he

1 says.
The country’s
million changing demo-
graphics seem
to be working to

That’s Personal’s
advantage. Almost
three-quarters of
India’s 1.3 billion
citizens are under
45—many of them digitally savvy and
willing to try new things. More than
40 percent of the company’s custom-
ers are women, and one of its most
popular products is women’s intimate
shaving cream. “In India people glare
at a woman if she smokes,” Saraiya
says. “Can you imagine a woman
walking into a store and asking for this
cream?”

Advertising has been a challenge
because strict rules govern what mer-
chants can show online. Google
users in India must turn off their
“safe search” option to view the ads.
Facebook bans such words as “mas-
sager” and “vibrator” in the country.
That’s Personal has made an art of
discretion. To thwart prying rela-
tives or domestic helpers, packages

Amount raisedina
2015 angel round of
funding for That’s
Personal’s online adult
products business

are unmarked and the invoices
euphemistic. Racy lingerie is “one-
piece apparel”; massage cream is

a “one-piece novelty item.” Some
customers who live with their parents
or extended families have even asked
That’s Personal to relabel the products.
Saraiya is considering providing such a
service—for a fee. —Saritha Rai

The bottom line Selling adult products openly is a
challenge in conservative India. But e-commerce
site That’s Personal is doubling sales every year.

Airlines
China Challenges the
Giants With Low Fares

» Its discounters are hurting
established long-haul lines

» “Chinese airlines are still hardly
scratching the surface”

Most travelers wouldn’t choose to

kill four empty hours at Guangzhou
Baiyun International Airport waiting
for a China Southern Airlines con-
nection to Sydney. But for Gina
Capella, it was a no-brainer. The
Boston resident and her friend saved
hundreds of dollars last year taking
China Southern instead of a nonstop
flight from Seoul with Korean Air
Lines or Asiana Airlines. “We didn’t
mind the layover because it was so
much cheaper,” she says. “Like, almost
half the price.”

Chinese airlines are flooding the
world with some of the lowest long-
haul fares ever seen—think Air China’s
$399 round-trip flash sale from New
York to Tokyo, Seoul, and Hong Kong
in July. International operators from
Delta Air Lines and American
Airlines in the U.S. to Cathay Pacific
Airways and Korean Air in Asia are
feeling the squeeze from the fast-
expanding reach of mainland carriers.

China’s three biggest carriers—Air
China, China Eastern Airlines, and
China Southern—are state-controlled.
Along with offering cheap fares on
popular routes long dominated by
major airlines, the discounters are
adding hundreds of overseas flights
a year from lesser-known mainland
Chinese cities such as Chengdu and

TEH ENG KOON/GETTY IMAGES
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Chongging to airports across Asia
and to Europe, the U.S., and Canada.
“Chinese airlines are still hardly
scratching the surface of their poten-
tial, not just in China but globally,”
says Will Horton, an analyst at the
CAPA Centre for Aviation. “If an airline
today cannot compete with or grow
alongside a Chinese airline, the future
will be bleak.”

According to CAPA, mainland
Chinese airlines, led by Air China
and Hainan Airlines, have opened
75 long-haul routes since 2006. More
than two-thirds of those routes were
opened only in the past two years.
The Chinese carriers’ expansion has
taken a toll on rivals. First-half profit
at Cathay plummeted 82 percent
as Chinese travelers bypassed the
airline’s Hong Kong hub to reach
overseas destinations directly.
American Airlines President Robert
Isom said in October that the carrier
was experiencing “continued weak-
ness in China” as excess capacity
seeps into its new routes from Los
Angeles to Hong Kong, Tokyo-Haneda,
Sydney, and Auckland.

A round trip on China Eastern
between New York and Bangkok,
via Shanghai, recently cost $570.06.
That’s about $145 less than flying with
United Airlines through Hong Kong. On
Expedia, flying from Seattle to Hong
Kong in mid-February with Hainan via
Beijing is 19 percent cheaper than on
American Airlines.

“U.S. airlines dominated the China-
U.S. route in the past, but now it’s the
Chinese airlines,” says Chen Suming,
an analyst at Shanghai Chongyang
Investment Management. “Most of the
new air travelers are from China, not
the U.S.”

The fare competition can be

particularly fierce
to destinations in
Southeast Asia and
Australia. China
Southern is selling
February flights
from Sydney to Seoul
via Guangzhou for
$588.30, according to
Webjet.com. That’s
38 percent less than
flying direct with
Qantas Airways.

Of course, price isn’t everything.
Cathay and Singapore Airlines both
have five-star ratings for product and
service from airline rater Skytrax.
Hainan is the only mainland carrier
among the world’s nine top-rated air-
lines. Air China has three stars.

For years, the easiest way to get
to a second- or third-tier city on the
Chinese mainland was to fly to long-
established transit centers such as
Hong Kong and take a local connec-
tion. Now Chinese carriers in these
cities are bypassing hubs and flying
directly to destinations abroad. That
poses a threat to airlines such as
Cathay and Singapore Air, which have
built huge businesses connecting fliers
through their hubs.

In December, Hainan began
nonstop flights between Beijing
and Las Vegas, the airline’s 10th
North American destination. Hainan
also serves eight European cities.
Meanwhile, British Airways will
halt its London-Chengdu service in
January because it says it’s not com-
mercially viable. “While it might
not work for foreign carriers to fly
to second-tier cities like Chengdu
and Xiamen, it will still work for
the Chinese because the originating
market is very big,” says K Ajith, an

Beasts of the East

Growth in systemwide traffic* in the most recent fiscal year
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analyst at UOB Kay Hian in Singapore.

There’s little chance the inun-
dation will end anytime soon. The
number of international air routes
from China jumped 35 percent, to
660, last year, according to the Civil
Aviation Administration of China.
By 2021, Chinese will be the top vis-
itors to America, the U.S. National
Travel and Tourism Office predicts.
One consequence of that growth:
Chinese airlines will need 6,810 new
planes valued at $1 trillion in the next
two decades to meet travel demand,
according to Boeing.

U.S. airlines are seeking to bolster
ties with Chinese carriers and
share in that bounty. Delta invested
$450 million in China Eastern in 2015
for a 3.6 percent stake. And United
Continental Holdings this year
signed a deal with Air China to improve
connections and enhance frequent-
flier benefits between the airlines.

Regulatory limits could slow the
Chinese onslaught in some key
markets. While capacity growth on
routes between the U.S. and Shanghai,
Beijing, or Guangzhou has been
“off the charts,” says Kris Kelley, an
airline analyst at Janus Capital Group,
Chinese airlines have already hit
the ceiling on adding routes under
the current agreement between the
two nations. But Australia on Dec. 4
announced an agreement with China
to remove all capacity restrictions.
And in October, Britain agreed to
double the number of flights between
U.K. cities and China. —Angus
Whitley and Kyunghee Park, with
Michael Sasso, Mary Schlangenstein,
and Dong Lyu

The bottom line China’s airlines are using low
fares and nonstop service to second-tier mainland
cities to win business from established carriers.

Edited by James E. Ellis
Bloomberg.com
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The Disabled
American Worker

Where jobs vanish, disability insuranceis the safety net

“ltalk to people who could work, and they’re crying”

If you’ve paid into Social Security,
become injured or sick, and can no
longer earn more than $1,130 a month,
you can get a monthly subsidy from
Social Security’s Disability Insurance
Trust Fund. In 1990 fewer than

2.5 percent of working-age Americans
were “on the check.” By 2015 the
number stood at 5.2 percent. That
growth has left the fund in periodic
need of rescues by Congress—most
recently in 2015, when the Bipartisan
Budget Act shifted money from Social
Security’s old-age survivors’ fund to
extend the solvency of the disability
fund to 2023.

“None of us should be surprised that
the cost of the program was rising,” says
Stephen Goss, Social Security’s chief
actuary. He says the program’s growth
is mostly a consequence of demo-
graphic change. Older workers are
more likely to get sick, and as women
have entered the workforce, they too
have become eligible for benefits.

The geographic distribution of
people on disability tells a different,
but complementary, story: Workers
who might have endured pain for a
physical job apply for disability when
jobs disappear. This has created what

Disabled Average
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some economists call “disability
belts”—rural areas in Appalachia, the
Deep South, and along the Arkansas-
Missouri border.

In a 2013 paper, David Autor, an
economist at MIT, and his co-authors
wrote that Social Security disability
insurance was the single biggest source
of federal transfers into areas that had
been directly affected by trade with
China and Mexico. Dan Black, now at
the University of Chicago, found in a
2004 paper that growth in disability
claims in Appalachia dramatically out-
paced those in the rest of the country.
Although it’s not designed to, Autor
says, Social Security disability benefits
function as unemployment insurance.

In 1956, when the disability insur-
ance fund was created, qualification

was based on a list of accepted medical
conditions. In 1984, Congress broad-
ened the criteria, giving more weight
to chronic pain and mental disorders.
The qualification process also became
more subjective. Now, rather than
check diagnostic conditions against a
list, the process determines whether
applicants are able to perform work
that’s available. “It’s not as if you go to
the doctor, the doctor says, ‘I’'m sorry,
son, you’ve got disability, ” Autor says.
“It’s a social construct, because it’s
about whether you can work.”

In Van Buren County, Ark.,
11.3 percent of working-age adults get
federal disability benefits, putting it
in the top 5 percent nationally. It’s
been a tough decade for the county.
In 2006, Volex moved a plant that
made electrical cable to Hermosillo,
Mexico. Pilgrim’s closed its poultry
processing plant in 2008, eliminating
300 jobs. That same year, a tornado
destroyed Rivertrail Boat, which
had employed 30 people. There’s a
Walmart Supercenter on the state
highway, but in Clinton, the county
seat, about half the shops on Main
Street are shuttered.

Resident Christa Cossey found work
at age 20 as a long-haul truck driver,
a well-paid job for someone without
a college degree. Now 51, she’s been
on disability since 2008 because of ail-
ments related to her years of driving:
obesity, asthma, atypical chest pain,
diabetes, fibromyalgia, high blood
pressure, and arthritis in her neck,
shoulders, elbows, wrists, and fingers.
She also suffers from degenerative disc
disease, degenerative joint disease,
and bulging discs in her lower back.

During her approval process, a
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vocational expert testified that Cossey
could perform sedentary work, such as
at a call center, with frequent breaks.
No jobs fitting that description are
available in Van Buren County, and
Cossey and her husband—who gets
disability payments for his cerebral
palsy—don’t want to move away from
family. Instead, she supplements her
$1,000 disability check with part-time
work as a “secret shopper,” checking
up on retail employees. She makes less
than $810 a month. “I would work as
much as my body would let me,” she
says. “I went from making over a thou-
sand dollars a week to making less than
that a month. It was hard.”

Shannon Cleveland, a nonprofit
employee who’s paid through a

grant from the
Social Security
Administration to
help people on dis-
ability navigate the complicated rules
for going back to work, says the way
the program is structured can trap
people who live in low-wage areas
like Van Buren County. Recipients
are often hesitant to look for full-time
employment because they don’t want
to risk losing the financial cushion and
access to health care that disability
insurance provides. “It’s scary to try to
work,” says Cleveland, herself a quad-
riplegic after surviving a car accident
at 17. “I talk to people who could work,
and they’re crying.”

Interest from Congress tends to spike

when the disability fund is almost out
of money. In 2015 it required Social
Security’s Office of the Inspector
General (OIG) to open joint fraud inves-
tigation offices with local officials in all
50 states. These offices first opened in
the late 1990s. In 2013 fraud made up a
little more than 70 percent of the OIG’s
caseload; it’s now 86 percent. But out-
right fraud is unlikely to explain all the
program’s growth. The OIG reports
that its fraud units saved the fund

$416 million in 2015; total payments
that year were $89 billion.

In the coming Congress, Republican
Representative French Hill, who rep-
resents Van Buren County, plans to
reintroduce a disability insurance
reform bill he wrote after hearing 4




<« Autor, the MIT economist, present
his analysis of the program-—a talk that
echoed things Hill had heard from folks
back home. The bill would require
more frequent reviews of disability
recipients with nonpermanent condi-
tions. It would also allow recipients to
keep some of the subsidy even after
they’re employed rather than being cut
off. “The cliff aspect of it is a frustrat-
ing flaw in many federal safety net pro-
grams,” Hill says. Asked whether he
thinks lagging economic growth helps
explain why so many of his constitu-
ents have turned to disability insur-
ance, he answers, “Undeniably.” But,
he adds, “that’s not a reason not to
think critically about the program.”
—Brendan Greeley

The bottom line Economists believe declining
job prospects and an aging workforce, not fraud,
explain the growth of disability claims.

Will Beijing Also Have
A Friend at State?

Exxon CEO Rex Tillersonis
Trump’s pick for top diplomat

“This type of diplomacy believes
in mutual business interests”

With two decades of dealmaking in
Russia, Rex Tillerson has close ties
with Russian President Vladimir
Putin. The ExxonMobil chief, who’s
been nominated by Donald Trump to
head the U.S. Department of State,
met then-Premier Putin in 1999. In
2011, Putin presided over the signing
of a deal between Exxon, the biggest
U.S. oil company, and state-owned
Rosneft that gave Exxon access to
oil in the Arctic. Two years later

he awarded Tillerson the Order of
Friendship, one of the country’s
highest honors for foreigners. Like

others Trump picked for his cabinet—
including national security adviser
Michael Flynn and retired General
James Mattis, who’s been tapped for
the Department of Defense—Tillerson
has been warmly received by the
Kremlin. “This is a fantastic team,”
says Sergei Markov, a consultant to
Putin’s staff. “These are people that
Russia can do business with.”

That’s prompted questions from
Republicans on the Senate Foreign
Relations Committee, which
will decide in January whether
Tillerson’s nomination will
proceed to a full confirma-
tion vote. Arizona Senator John
McCain said in a statement he
has “concerns about what kind
of business we do with a butcher,
a murderer, a thug, which is exactly
what Vladimir Putin is.” Florida
Senator Marco Rubio also raised con-
cerns about Tillerson’s potential con-
flicts of interest.

What hasn’t yet drawn public scru-
tiny is Tillerson’s long relationship with
Beijing, which has included tension
over Exxon’s activities in the con-
tested South China Sea. In 2009, Exxon
bought the rights to jointly explore
almost 14 million acres there with
Vietnam’s national oil company. China
warned Exxon about its exploration
activities with Vietnam, according to
leaked U.S. diplomatic cables released
by WikiLeaks. In 2014, China parked an
exploration rig near Vietnam, setting
off clashes at sea. Representatives of
Exxon didn’t immediately reply to
e-mailed questions. The company has
previously said that details of explora-
tion projects are confidential.

Trump’s protocol-breaking phone
call with Taiwan’s president and his
Twitter attacks on China have sparked
friction. Fu Mengzi, vice president
of the State Security Ministry-backed
China Institutes of Contemporary
International Relations, says a Trump-
Tillerson team would shift the U.S.
from the security-focused diplomacy
of the Obama administration toward
economic diplomacy. “This type of
diplomacy believes in mutual business
interests and transactional equality,
which holds value for China,” Fu says.

Exxon has been doing business in
China for more than a century. Its
predecessor Standard Oil sold kero-
sene there in the 1890s. It was one of

“This is a fantastic
team. These are
people that Russia
can do business
with.”

—Putin consultant
Sergei Markov

the first multinational companies to
jump when China opened its door to
foreign investment in the late 1970s.
Exxon has investments in explora-
tion and drilling in China and invests
in chemical companies in several
provinces. Tillerson spoke at the
opening ceremony of a $4.5 billion
joint venture refinery in the eastern
province of Fujian in 2009, when
then-Vice President Xi Jinping sent a
congratulatory message.

Tillerson went to China
earlier this year and
saw Wang Yilin, chair-
man of China National
Petroleum. CNPC’s website
showed a photo of them
shaking hands and smiling.
Foreign Ministry spokes-

man Geng Shuang, speaking at a

briefing on Dec. 13, said China is willing
to work with whomever becomes sec-
retary of state: “We hope that depart-
ments in charge of foreign affairs of our
two countries can enhance communi-
cation and cooperation.” —Ting Shi,
David Tweed, and Aibing Guo, with
Ilya Arkhipov, Chris Blake, Joe Carroll,
and Henry Meyer

The bottom line Trump’s secretary of state
nominee, Rex Tillerson, has a complicated
relationship with China.

Trump’s Tax Bill
For Global Warming

Floridians in Palm Beach spend
millions to deal with rising seas

“Three feet of water-level change
would severely impact us”

Donald Trump shelled out $409,759 for
property taxes in 2016 on Mar-a-Lago,
his oceanfront club above billionaire’s
row in Palm Beach, Fla. Some of those
tax dollars will go toward combating
the ravages of climate change, a phe-
nomenon the president-elect has dis-
missed as a hoax. Trump tweeted

in 2012 that “the concept of global
warming was created by and for the
Chinese” to make U.S. industry less
competitive. In early December he
told Fox News that “nobody really
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knows” whether chmate change is
real. He’s picked Oklahoma Attorney
General Scott Pruitt, a staunch denier
of climate change, to run the U.S.
Environmental Protection Agency.

That’s not stopping officials in Palm
Beach from preparing to deal with
its effects. This year, the town over-
hauled 12 pumping stations to push
storm runoff up a huge pipe to the
Intracoastal Waterway under a 20-year,
$120 million infrastructure plan to deal
with increased rainfall and street flood-
ing, among other issues. Palm Beach’s
system can now suck up almost
1 million gallons of runoff a minute. “I
just deal with the reality that sea levels
are rising,” says Palm Beach Town
Manager Thomas Bradford. “I don’t
want to rile people up about it.”

A bike path along the Intracoastal
Waterway floods when the full moon
and high seas cause so-called king
tides, which have grown more intense.
Brackish water bubbles out of the
ground, forced up by pressure on
the water table from rising sea levels.
According to Palm Beach County’s
online climate-change mapping tool,
the back quarter or so of Mar-a-Lago’s
verdant, palm-tree-lined grounds would
flood if sea levels rise two to three feet.
The town recently changed the con-
struction code to require higher sea-
walls around homes built on the water

because of the threat of higher seas.

In 2015 the county created a depart-
ment dedicated to staving off the
effects of climate change and hired
Natalie Schneider to be its first
climate-change and sustainabil-
ity coordinator. The county is plan-
ning to add two more people to her
department in 2017. “These are all
very complex issues that [ know some
people have trouble understand-
ing,” says Schneider, a marine policy
and planning specialist. “We’re antic-
ipating the extremes will get more
extreme, and we have to get everyone
engaged in preparing for that.”

Palm Beach County has participated
since 2010 in joint planning with neigh-
boring Broward, Miami-Dade, and
Monroe counties under the Southeast
Florida Regional Climate Change
Compact. According to a report pro-
duced by the group, sea levels in the
region could increase from the 2010
mean level as much as seven inches by
2030 and two feet by 2060.

As much as $557 million of prop-
erty in Palm Beach County is vulnera-
ble assuming a one foot increase in sea
level. That worries Robin Bernstein, a
Mar-a-Lago member who’s president
of an insurance brokerage. The barrier
island that the town sits on is only two
blocks wide where she lives. “So you
can imagine, three feet of water-level

$410k
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#l Mar-a-Lago resort
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to deal with higher
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change would severely 1mpact us,” she
says. Yet Bernstein, a Republican, says
she’s not bothered by Trump’s stated
position on climate change. “What I
trust in Donald Trump is that he will
look at all sides of an issue,” she says.
“He will surround himself with the
best and the brightest people and find
ways to come up with creative solu-
tions to combat today’s and tomor-
row’s problems.”

John Morgan, director for envi-
ronmental services in Delray Beach,
south of Palm Beach, isn’t waiting for
Trump to come around. The ocean is
already crashing over bulkheads and
swamping marinas. Morgan estimates
the town sees 30 to 45 days a year of
street flooding caused by king tides; it
used to be just a few days a year. Like
Palm Beach, Delray is spending mil-
lions of dollars to install special valves
and pumps to keep rising seas out of
storm sewers. There are plans to raise
seawalls. “Sea-level rise is happening,
and we have to adapt,” Morgan says.
“And I’'m sure that the folks at Mar-a-
Lago are going to want to adapt, too.”
—Michael Smith and Jonathan Levin

The bottom line Trump has rejected the science
of climate change, but a quarter of his Mar-a-Lago
resort could be lost to the sea in coming decades.

Edited by Allison Hoffman
Bloomberg.com
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Code School’s Out

» A shuttered school exposes flaws in the boot-camp model

» “Regulationis pretty much minimal”

Two years ago, Jose Contreras had the
worst job interview of his life. Most
recently a theater technician, he was
meeting with the chief technology
officer at a business-research startup,
areal chance to break into coding.
Contreras had a lot at stake: At 25,
he’d just paid $14,400 for a three-
month crash course in software
development at Coding House,

one of the non-degree-granting
programming boot camps that had

recently sprung up across the country,

wooing students with visions of new
jobs and big salary bumps.
Coding House, located in the Bay
Area, didn’t quite give Contreras what
he wanted. During his interview, whi

had a technical focus—typical in the
software world—he struggled to solve
basic problems involving JavaScript,

a programming language that was a
subject of the course he’d taken. “Given
you can’t answer this question,” he
recalls the interviewer saying, “you
should ask for a refund.”

Eventually, Contreras did, and he
wasn’t alone. Last month, the Bureau
for Private Postsecondary Education,
the regulator that oversees code schools

California, ordered Codin

He also continued running the school
for years without approval from the reg-
ulator, which had denied his formal
request to operate.

Coding House has suspended its pro-
grams while it appeals the decision.
James said in an e-mailed statement,
“Our aim was to change the way educa-
tion was delivered, and we made some
great strides and helped many people
change their lives, learn how to code,
and get a great job.”

Coding House offers an extreme
example of what employers, recruit-
ers, and more than a dozen gradu-
ates of various boot camps say has
been a common experience. About
18,000 people will graduate this year
from the 91 full-time coding boot camps
in the U.S. and Canada, researcher
Course Report estimates. (Two years
ago the numbers were 6,000 and 43.) A
handful are free or almost free for stu-
dents, but most charge an average of
more than $11,000, and some take cuts
of students’ future salaries.

The 12- to 14-week programs typically
bill themselves as a fast way for strug-
gling liberal arts types to shift to more
lucrative careers and an easy answer
for companies that can’t find enough
programmers. Often, though, the boot
camps don’t provide enough of an edu-
cation to ready students for the jobs
they want.

“Our experience has found that most
graduates from these programs are not
quite prepared for software engineer-
ing roles at Google without additional
training or previous programming roles
in the industry,” says Maggie Johnson,
Google’s director of education and
university relations. Mark Dinan, a
recruiter who works with companies
including Salesforce.com, says many
have told him not to bother sending
code school grads. “These tech boot
camps are a freaking joke,” he says.

A Course Report survey published in
September, which included responses
from a self-selecting group of 1,143 code
school students who completed their
studies before Aug. 12, 2016, showed
that more than a quarter weren’t
employed in a full-time coding job. Only
about half the respondents found a job
within 60 days of finishing; one-third »

Average cost of a code school,
according to Course Report
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<« didn’t have one after 90 days.

There have been success stories. In
January 2015, Randall Kanna graduated
from Dev Bootcamp, which opened in
2012 as one of the first for-profit code
schools, and she quickly landed a job as
a software engineer at Ticketfly, now
owned by Pandora Media. She says her
salary increased by $75,000 from her
previous job in marketing. “It com-
pletely changed my life,” she says.

But success isn’t as guaranteed as
code schools often make it sound. In
2013, Dev Bootcamp, now owned by
Kaplan, claimed more than 90 percent
of its grads found jobs within three
months of graduation, with average
salaries of about $83,000. It has since
removed those figures from its website
and says industry numbers can be mis-
leading out of context.

At Coding House, the school’s
website claimed 95 percent of gradu-
ates got hired within two months at an
average salary of $91,000, and it listed
21 companies, including U.S. Bank and
startup Infuse, on a page titled Where
Our Graduates Work Now. The BPPE
review of Coding House data showed
only 57 graduates reported employ-
ment and salary information, and only
two were hired by any of the 21 compa-
nies the code school cited.

California requires for-profit schools
to seek government approval, but
most of the 28 code academies in the
state haven’t completed the process
and haven’t faced repercussions.

Few schools have independent audi-
tors verify their job-placement rates.
“Regulation is pretty much minimal,”
says Bob Shireman, a senior fellow at
think tank Century Foundation who
studies for-profit schools.

The environment at Coding House,
according to the BPPE allegations, was
chaotic, and many students say they’ve
been shocked by the extent of the regu-
lator’s findings. The school, where stu-
dents also lived, moved among several
houses in residential neighborhoods—
most recently in Pleasanton, Calif.—
violating zoning rules. To avoid
drawing attention, students were told
to stay inside with the blinds drawn.

One night at the school, a male
student allegedly sexually assaulted
a female student, according to the
BPPE report. The student says she was
sleeping when her classmate climbed
into her bed and began groping her.

She fended him off but left the school
a few weeks later, partly because of
the attendant trauma, and has filed a
formal complaint with the regulator.
Starting in September, Coding House
demanded that students sign agree-
ments prohibiting them from publicly
or privately disparaging the school.
According to the BPPE report, those

agreements are

illegal.
Contreras and

other students

say software lan-

guages they signed
up to learn were
The number of dropped from
code academies :
in California, most th‘elr courses
of which lack midway through

government approval | without advance

notice, and some
teachers had little experience.

The former theater technician even-
tually got his refund, in $1,000 incre-
ments transferred via PayPal last year,
after agreeing to take down a blog post
that was critical of James’s school. And
he ultimately got a job programming—
in the education industry. He builds
apps for Texas Tech University, where
he’s working toward a master’s degree
in computer science. As for Coding
House, he says, “I'm just glad it’s over.”
—Sarah McBride

The bottom line The available data on code
school graduates often don’t match up with the
schools’ rosy claims.

Social Media
Everybody Must
Get Streamed

» The live-broadcasting trend
boosts business for video experts

> “We believe our audience expects
high-quality programming”

Suddenly, it seems, the whole world is
live-streaming. Thanks to Facebook,
Google (YouTube), Amazon.com
(Twitch), and Twitter (Periscope),
anyone even vaguely interested in
broadcasting live video online can
figure out how to do it. The sales pitches
from these companies are simple:
stream first, ask questions later. And as

with the heyday of blogging a decade
ago, the live-streaming gold rush means
there’s money for anyone selling
shovels. In this case, that translates to
the technical hardware, software, and
know-how needed to make amateur live
video look more professional.

One of the early leaders in this
growing subset of America’s online
video ad market is the aptly named
Livestream, a Brooklyn, N.Y., startup
that’s raised $17 million since its 2007
founding. Livestream sells its 10,000
clients editing software, analytics, and
consulting services, including help
with production, that range from $99 a
month for one-man shows to upwards
of $1,199 a month for custom corpo-
rate gigs. “We can take you through the
whole customer journey, from dipping
your toe in for the first time to step-
ping up your game to a full multicam-
era production,” says Chief Executive
Officer Jesse Hertzberg. “You can plug
in our system and be live very quickly.”

Typically, an interested business
would have to piece together its own
hardware and software from special-
ized sellers. Hertzberg says Livestream’s
advantage is combining everything
in one package. ExxonMobil, Tesla,
Spotify, IMG Worldwide, and
Ralph Lauren are among its corpo-
rate customers, streaming meetings
to remote offices and the occasional
product launch to the public. Other
clients include municipal governments
(including Chicago), universities
(Yale, Rhode Island School of Design),
conference holders (the Clinton
Global Initiative, the World Economic
Forum), cultural institutions (the New
York Philharmonic), megachurches
(Champions Centre), and the odd sports
league (Professional Bull Riders).

Experiments on Facebook and
YouTube tend to be the gateway
drug. For free, “YouTube Live gives
away a lot of what we do,” Hertzberg
says. “That’s awesome, but there’s no
support. We invest heavily in our cus-
tomer service.” That means, among
other things, embedding live broad-
casts on clients’ websites, manag-
ing their Facebook Live streams, and
charging viewers or selling ads via
automated markets if clients want.
Sometimes, Livestream buys display
ads on websites that just show a cus-
tomer’s stream, a service it calls “audi-
ence booster.” >

GETTY IMAGES (2)



Charlie Rose talks about...

Cybersecurity

Former National Security Adviser Tom Donilon and retired IBM CEO Sam
Palmisano, leaders of the national cybersecurity commission, discuss Russia’s
role in the presidential election and the path to a safer digital future

v

Tom, as national security adviser
you dealt with Putin. You have the
president calling for an investigation.
What'’s going on?

Donilon: First of all, the investigations
are fully appropriate at this point. Last
spring and summer you had private-
sector organizations saying that
entities that had a long association
with the Russian intelligence services
were responsible for hacking into

the Democratic National Committee.
Then you had an extraordinary thing
happen in October: The director

of national intelligence, General

Jim Clapper, announced that the
Russian Federation, directed from

the government itself, was involved in
hacking related to the election. You had
Mike Rogers, head of NSA, say that
you had a country—and it was clearly
Russia—that had tried to interfere

in the election to try to get specific
effects. This is information warfare. It's
part of a broader kind of confrontation
that we're having with Putin’s Russia.

“It’s part of abroader kind of confrontation
thatwe’rehavingwithPutin’sRussia” i

Do the motives of the Russians matter
more here? Or is it their ability to hack
into important places?

Donilon: We're not debating that it was
necessary to the outcome of the election
here. We've had an election, we're going
to go forward. But it is important, as Sam
said, for the country to know what the
vulnerabilities were here from a technical
perspective. And it's important from a
strategic perspective to know whether

or not the Russian Federation, at Vladimir
Putin’s direction or the direction of his senior
people, tried to interfere in the election.

How does this compare to
recent Chinese hacking?
Donilon: | want to separate out
the two cases. One case is
state-sponsored, cyber-enabled
theft of intellectual and other
property. China has interest
because they want to be a

large e-commerce country. It’'s another thing if
it turns out to be the case here that a foreign
power engages in theft of information and then
uses the information for warfare purposes,
Charlie, as to have an effect in the real world.

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

How do you keep the internet of things from
becoming a way in for hackers?

Palmisano: Think about the energy star. When
there was a big focus on energy several years ago,
there was a star on [efficient] electronic devices.
We'll have a cyber star. When you, as a consumer,
purchase a software product or a device with this
star, you at least know that it competes at some
level of the standard of security. The incentives
are interesting. We've debated this at length in the
commission. It should be market-driven, vs. heavily
regulated, because this stuff moves too fast.

What does your commission
recommend? How do you stop this?
Palmisano: There are some things
that can be done immediately, as

far as establishing a collaborative
initiative between the private sector
and the public sector around things
like identity management. So, making
it harder for them to identify or hack
you. Then, the internet of things: how
to make those cameras, sensors—
whatever—more secure so that
whether you have a thermostat in your
house or use a Fitbit, they’re more
secure and the standards exist and
security is designed in on Day One.
Address those two things first: how
they get access to us as individuals
who are sloppy with our passwords
or through those devices no one
associates as being computers.

My impression is that large
companies are hit all the time
by hackers. Is that fair to say?
Palmisano: But they’re better at
[security]. Financial services—
with as much focus as hackers
put on financial services—
probably is the best. Technology
companies are also extremely
good. But then you have to put
the banks right up there with
them. They're very, very good.
Our vulnerability is the midsize
companies. They have to adopt
the same standards that the
large guys already have.




Livestream’sTough
Mudder broadcast

Technology

/ drew a million views

< Livestream also sells its own gear.
It often suggests corporate clients
buy a handful of its coffee-mug-size
Mevo cameras, which retail for $399
and can be mounted inconspicuously
on stands near the edge of a stage
and controlled with an iPhone app.
Whoever’s operating the app can
pan across a set, zoom in, or switch
cameras. The goal, says Hertzberg, is
to avoid the fixed-camera monotony
common to low-end live video.

In November, Tough Mudder used
Livestream’s in-house production team
to stream cliff jumps and commando
crawls from one of its extreme 24-hour
obstacle courses in the desert outside
Las Vegas. It racked up a million views.
“We’re not trying to build our own
TV production company,” says Jesse
Bull, a Tough Mudder executive. “But
we believe our audience expects high-
quality programming.”

Livestream’s industrial-chic head-
quarters feature glossy cement floors
and exposed brick walls, interspersed
with murals by local artists. Many of
its 180 staffers eat at Fitzcarraldo, an
attached cafe named for the surreal
Werner Herzog film. Hertzberg, who
joined the company last year after
stints at Etsy and Squarespace, says the
company is self-sufficient and revenue
is up almost 50 percent in 2016, though
he wouldn’t provide specifics.

While the boom in live video shows
no sign of ending, some early adopt-
ers have become disillusioned. “Unless
you are a celebrity, big business or
brand, or there is some huge break-
ing news story, the chances are live-
streaming from whichever service
you use will do nothing for you or

. #WorldsToughestl6

your business,” social media consul-
tant Mark Shaw recently wrote on his
eponymous blog, announcing that he
was finished with live-streams after
doing about 700. “There are just too
many other things we can all be doing.”
Still, Greg Dumas, pastor of the
Crossing Church, says the medium
helps amplify his message. “From a
business standpoint, multiplication
of the Gospel happens best with the
permeation of a new region,” says
Dumas, who uses Livestream to broad-
cast services from a handful of Florida
churches to a weekly audience of about
1,200. “You can’t use something that
is subpar from what your teenage kids
are watching at home.” —Felix Gillette

The bottom line Startup Livestream is selling
preachers, wannabe stars, and ExxonMobil on
tools to improve their online video broadcasts.

Cybersecurity

Cloud Armor That’s
Not Quite So Fluffy

» Blockchain-style ledgers can log
changes to files stored online

> “My suspicion is that everybody’s
going to have to do this”

The tiny Baltic nation of Estonia is

a strong contender for the title of
most digital society. Its citizens can
vote, file income taxes, check health
records, and register a business in a
matter of minutes, all from their living
rooms. Skype was born there, as was

the early file-sharing software Kazaa.
So Estonia was a natural home for
Guardtime, whose unique approach to
cybersecurity is rooted in blockchain,
the digital-ledger software underlying
electronic currencies like bitcoin.

Guardtime developed its technology
to address one of the risks that came
with Estonia’s leap into e-governance,
a newfound vulnerability to hackers
and data loss. The company sees fresh
opportunity in a similar transition that
affects every government and most
businesses: the move into the cloud.

The advantages of cloud computing
come with a serious downside. Storing
and managing data cheaply on remote
servers means that, at the end of the
day, users don’t fully control their own
files. “There’s no ability to audit what’s
going on, there’s no legal recourse
when things go wrong, and they simply
have to trust the cloud service pro-
vider,” says Guardtime Chief Executive
Officer Mike Gault.

Whether you’re worried about a doc-
ument stored on a cloud server or the
software that makes a machine run,
Guardtime’s technology fingerprints
that data, creating 80-digit numeric
strings to represent different parts of
it. Its software then encrypts them into
unique codes added to its blockchain.
The encryption software runs simul-
taneously on a network of approved
computers, which notice changes to
the codes if anyone tries to access the
data and can alert security staff.

Gault says it took even him about
six months to fully understand
Guardtime’s technology, but custom-
ers whose top priority is data secu-
rity seem to get it. They include
General Electric, defense contrac-
tor Lockheed Martin, and several
government departments in Estonia,
including the health agency, which
maintains more than 1 million
citizens’ records.

“My suspicion is that every-
body’s going to have to do this over
the next several years,” says Jason
Hoffman, cloud chief at networking-
equipment maker Ericsson, which
uses Guardtime to monitor its cloud
hardware and software. “It’s the digital
equivalent of signing a contract and
notarizing that signed contract, then
registering that signed contract with
the notary and your lawyer,” he says.

Guardtime was founded in 2007
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Technology

after a cyber attack disabled Estonian
government and business networks.
The hack prompted Estonian cryp-
tographers Ahto Buldas and Mart
Saarepera to try securing government
data with a digital time-stamping tech-
nique they’d developed. Saarepera
talked Gault into quitting his job as

a derivatives trader in Japan to help
start Guardtime. They’d met in the
1990s, when Gault was studying
quantum computing.

The employee-owned company has
more than 100 people in Estonia’s
two biggest cities, Tallinn and Tartu;
Irvine, Calif.; and Amsterdam. Tim
Fitzpatrick, president of the company,
says customer contracts worth
tens of millions of dollars in annual
revenue cover Guardtime’s costs, but
he declined to provide more finan-
cial specifics. Some users pay a few
cents apiece for Guardtime to verify or
monitor a small number of documents.
On the high end is a custom system
called Black Lantern, which can cost
$10 million or more to set up for mili-
tary clients and other complex jobs.

Blockchain-based systems can be
gamed, too. The one underpinning
digital currency Ethereum suffered a
$60 million hack this year. Gault says
such incidents are the fault of sloppy
developers, not blockchain.

Careful development has helped
Guardtime stand out in an increasingly
crowded field, enough that the Defense
Advanced Research Projects Agency
(Darpa), the Pentagon’s research arm,
has dedicated $1.8 million to putting
the company’s system through its
paces. Tim Booher, manager of Darpa’s
Information Innovation Office, says
the study is meant to mathematically
prove Guardtime’s technology works
as advertised, which could help per-
suade U.S. government customers to
adopt it. He’s optimistic.

“They did their homework very
carefully,” Booher says. “I haven’t
found anyone else that uses this
efficient of a construct and has the IT
and demonstrated history of years of
this working in a real government and
at massive scale.” —Dune Lawrence

The bottom line Employee-owned Guardtime,
whose software is rooted in blockchain, is the
Pentagon’s early leader for cloud security.

Edited by Jeff Muskus
Bloomberg.com

Innovation
Yardbot

Form and function

The Kobi robot uses interchangeable
attachments to autonomously mow, remove
leaves, and clear snow once it has, Roomba-like,
learned its route.

Innovators Andrew Ewen and
Steven Waelbers

Ages 49 and 30

Co-founders of Kobi Co., a year-old New York
startup with five employees

Setup With an accompanying

smartphone app, an owner
trains the 2-foot-tall Kobi

by steering it over grass,
walkways, or driveways. The
robot weighs as much as
200 pounds, depending on
battery capacity.

Funding The
company has raised
about $750,000
from angel investors,
the founders, and

a grant from the
Belgian government
and is working to
raise more.

Origin Over beers
in 2014, Ewen and
Waelbers—then
co-workers at

the same bank—
discussed a snow-
clearing robot that
Waelbers, a lifelong
hobbyist, had been
developing. The two
men quit to start Kobi
out of Ewen’s Long
Island garage the
next year.

Customers Ewen
and Waelbers are
targeting small
businesses and
homeowners

who don’t want to
maintain their own
properties or hire
landscapers.

Use Once trained, the robot
can mow, mulch, collect
leaves, or blow snow by
itself, using one of three
attachments. Cameras, GPS,
and sensors keep it on track
and away from people and

Rivals While other
robots can mow
grass or clean
gutters, Kobi’s leaf-
and snowblowing
are unique.

other obstacles. Its recharging
station is included.

Next Steps

The company plans to get feedback on 10 early production models from beta
testers starting this month and to sell the robot for $4,000 through dealers
in early 2017. John Santagate, an analyst at researcher IDC, says modular
robots are the future and that the Kobi is setting the bar for lawn-care bots.
“I'm excited to follow them,” he says, “and see where this goes.”

—NMichael Belfiore
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Loose ends at abank that Trump’s pick for Treasury helped torun

“Thereverse mortgageis anicky business”

When Donald Trump announced his
choice for Treasury secretary last
month, he called Steven Mnuchin

a “world-class financier,” citing
business successes such as his profit-
able turnaround of a California bank.

But soon after Mnuchin sold
OneWest Bank last year, problems
emerged that may tarnish his record
there. The U.S. Department of Housing
and Urban Development opened an
investigation into foreclosure prac-
tices in a division that handles loans
to senior citizens. Accountants deter-
mined the unit’s books were a mess.
Eventually, the bank’s new owner,
CIT Group, discovered a shortfall
of more than $230 million. “I want
to express our disappointment,” CIT
Chief Executive Officer Ellen Alemany
told investors in July. “We have a
new management team in place,
and they’re making good progress in
implementing practices to strengthen
the controls and procedures.”

The old management team had
included Mnuchin. He stepped down
as CIT’s vice chairman in March.
When he left, less than a year into a
three-year employment contract, he
received about $10.9 million in sev-
erance—an amount consistent with
what he would have been entitled
to if he had been fired, according to
regulatory filings. He remained on
the board until this month.

Three people with knowledge of
the departure say it wasn’t related
to the troubled unit, Financial
Freedom. Rather, they say, Mnuchin
was one of more than a dozen
executives who left as Alemany pre-
pared to take over and install her
own team. Mnuchin, who declined

to comment through a spokesman,
may have personally received about
$380 million in sale proceeds and
dividends from OneWest, according
to Bloomberg calculations.

CIT said in November the accounting
issue probably won’t be cleaned up by
the end of the year and that it’s begun
talks to resolve the HUD investigation.
Meanwhile, it’s been trying to sell
the unit. Matt Klein, a spokesman for
CIT, says the company “will continue
to implement enhancements to
strengthen controls and practices
of the legacy Financial Freedom
business.” A spokesman for HUD
declined to comment.

While Mnuchin can count on the
support of the Republican majority
in the Senate for confirmation,
Democrats have signaled a tough
fight. Ron Wyden of Oregon, the top
Democrat on the Senate Finance
Committee, which vets and confirms
appointments at the Department of
the Treasury, described Mnuchin’s
leadership at OneWest as “profiting off
the victims of predatory lending.”

During the go-go years of the mort-
gage boom—before Mnuchin’s involve-
ment in the bank—Financial Freedom
was one of the biggest providers of
reverse mortgages. These government-
backed loans allow Americans over
62 to borrow against the value of their
homes. They don’t have to pay inter-
est and can stay in the home until they

In2009, Mnuchinled a
team of investors that

bought the remains of
afailed bank

die. Then a sale of the property can be
used to repay the debt.

The loans were often marketed
aggressively, especially before the
housing collapse. Financial Freedom
commercials featured the actor James
Garner. Sometimes lenders encour-
aged a borrower to remove a spouse
under the age of 62 from the home’s
title, setting the stage for a poten-
tial foreclosure on an elderly widow
or widower when the borrower
died, according to a 2012 report by
the Consumer Financial Protection
Bureau. “The reverse mortgage is
an icky business,” says Christopher
Whalen, head of research at Kroll Bond
Rating Agency in New York, noting
big banks such as Wells Fargo stopped
selling the product in recent years.

Financial Freedom was part of
Pasadena, Calif.-based IndyMac
Bancorp, which collapsed and
was seized by the Federal Deposit
Insurance Corp. in 2008. Enter
Mnuchin, a former Goldman Sachs
executive who later ran a hedge fund.
He led a team of investors, including
George Soros and John Paulson, that
bought the remains of IndyMac in 2009
with the help of billions of dollars’
worth of government incentives.

Mnuchin renamed the bank
OneWest. He slowed reverse-mortgage
lending and stopped making new
loans in 2011. From then on, Financial
Freedom operated as a servicer,
managing mortgages on behalf of
investors such as Fannie Mae that
owned the loans. Financial Freedom
would collect on loans when they came
due, often in the event of a death,
and foreclose if necessary. It’s carried
out 16,220 foreclosures since 2009,
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or about 39 percent of the country’s
reverse-mortgage foreclosures,
according to HUD data obtained by
the California Reinvestment Coalition,
a nonprofit that monitors banks and
has accused OneWest of foreclosing
too aggressively.
The HUD investigation revolves
around an issue called curtailment
of interest. The loans that Financial
Freedom services are backed by
insurance from the Federal Housing
Administration, an arm of HUD. When
a mortgage comes due, servicers must
meet deadlines to complete tasks such
as getting an appraisal and starting
the foreclosure process. If they miss
\ /) them, theyaren’t
entitled to earn
380 interest from the
FHA while waiting
million for the agency
to pay a claim,
which can take
years. In indus-
try parlance, the

Estimated sale
proceeds and
dividends Steven

Mnuchin may interest payments
have received from « Ted”
OneWest are “curtailed.
In 2013,

Matthew McDonald, an executive at
another servicer, Walter Investment
Management, filed a whistle-blower
complaint claiming his employer was
bilking the government of tens of
millions of dollars by routinely missing
deadlines and then falsely claiming it
met them to maximize FHA compensa-
tion. The government took up his case
and settled with Walter Investment
for $29.6 million. The company neither
admitted nor denied wrongdoing.
McDonald said in his complaint
that Financial Freedom was doing the
same thing, though he didn’t have
any firsthand evidence. Around the
time it settled with Walter last year,
HUD issued the first of several sub-
poenas relating to the curtailment of

interest at Financial Freedom. Then,
in February, CIT disclosed its auditors
found a “material weakness in internal
controls” at Financial Freedom.

That led to the discovery of the
$230 million shortfall. As CIT Chief
Financial Officer Carol Hayles
explained on a conference call,
the Financial Freedom unit hadn’t
been accurately tracking how much
interest it was entitled to from FHA
insurance claims and had over-
estimated how much it would get.

In a roundabout way, the possibil-
ity that Financial Freedom might have
been foreclosing too slowly to meet
federal deadlines bolsters the case
OneWest executives have made in
defending their foreclosure record. At
a hearing in California last year, then-
OneWest Bank CEO Joseph Otting por-
trayed the lender as merely carrying
out the government insurance pro-
gram’s aggressive timeline. “The vast
majority of criticism of our servicing
practices are really criticisms of the
regulations,” he said at the hearing.

That argument doesn’t satisfy critics
such as Sandy Jolley, who battled
Financial Freedom over her parents’
reverse mortgage and later became
a consultant who is sometimes paid
for her advice to other borrowers.
Financial Freedom seems bent on fore-
closing on borrowers as fast as possible,
she says. After she tried unsuccessfully
in court to void the loan on her moth-
er’s home in Thousand Oaks, Calif.,
Financial Freedom in 2010 tried to fore-
close by claiming that the mother no
longer lived there, even though she did,
Jolley says. At the time, her mother was
widowed, in her 80s, and suffering from
Alzheimer’s disease. CIT declined to
comment on the case.

“When you have nowhere to
turn and you are being wrongfully
threatened with foreclosure and

displacement from your home, that
stress can be overwhelming,” says
Jolley. Financial Freedom finally
completed the foreclosure in 2013,
she says, after her mother died.
—Zachary Mider and Saleha Mohsin

The bottom line Steven Mnuchin made a lot
of money at his last job, but now the company is
sorting through an accounting problem.

JPMorgan Traders Get
Into Property Deals

They’re making risky loans as
commercial banks show caution

“A smart lender can step up and
find an opportunity”

Real estate developers who can’t
get funding from regular bankers at
JPMorgan Chase may have another
option: JPMorgan’s trading desk.
There, a group of traders that nor-
mally makes deals to sell mortgage-
backed securities is also directly
underwriting loans not suitable for
bundling into bonds, such as those for
big construction projects, according to
people with knowledge of the matter.
The desk has been involved in deals to
fund Manhattan condominiums and
a troubled mall in New Jersey.
Traditional commercial lenders have
been pulling back from construction
loans, which carry bigger risks but also
pay higher yields than normal mort-
gages. Even the commercial banking
side of JPMorgan, where loans are typ-
ically made, has been cautious about
property deals after a six-year surge in
prices. But traders in the company’s
investment banking group are taking »




<« advantage of developers’ demand
for funding. “They’re lending into a
higher-risk area when we’re clearly
at an inflection point in the cycle,”
says Mark Williams, a former Federal
Reserve examiner who lectures on
financial risk at Boston University.

Why are commercial bankers and
traders looking at risk differently?
One reason may be that the commer-
cial bank is more likely to keep the
loans it makes on its balance sheet:

It loses if they go sour. The trading
desk hangs on to a piece of the loans—
usually 10 percent to 40 percent—and
sells the remainder to other investors,
according to one of the people with
knowledge of the desk’s moves.

Such loans “make up a small
fraction of our business,” says Brian
Marchiony, a JPMorgan spokesman.
“But if an opportunity comes along
where we can help finance a project
for a client in a smart and thoughtful
way, we’re going to do it.”

Since prices have risen more than
20 percent above their 2007 peak, bank
regulators have warned of a poten-
tial bubble in commercial real estate.
JPMorgan Chief Executive Officer Jamie
Dimon in early December acknowl-
edged risks in the market and said the
company has always been cautious in
real estate, with its commercial bank
focusing on relatively stable invest-
ments such as multifamily housing.

Many banks are more careful about
construction lending than they were
ayear ago. “The environment is
more challenging than it’s been in my
career,” says Bruce Batkin, CEO of
Terra Capital Partners, a real estate
debt fund. “Borrowers are having
an enormously hard time getting the
proceeds they need.”

Doug Petno, who leads JPMorgan’s
commercial bank, said at an investor
conference in November the market
is “at the later stages” of an upswing
and warned that financing for luxury
condos is vulnerable to an economic
slowdown. Yet the trading group has
been involved in those types of loans.
JPMorgan teamed with Oaktree
Capital Management to provide
a $500 million loan to HFZ Capital
Group, according to people with
knowledge of the matter. The three-year
loan is linked to four properties con-
verted from rentals to high-end condos.

The deal’s payoft is tied to the sale of

unsold inventory. At a time when many
builders are struggling to sell new
units, this may be seen as a relatively
risky wager, according to Scott Singer,
president of the Singer & Bassuk
Organization, an investment firm that
specializes in real estate financing,
which isn’t involved in the deal. The
lenders would be well compensated for
such uncertainty. “A smart lender can
step up and find an opportunity to
put money in a deal,” he says.
JPMorgan’s investment bank is
also leading a $1.5 billion loan to
resurrect the 2.9 million-square-
foot American Dream complex
in New Jersey’s Meadowlands
(page 44). Canadian company
Triple Five Worldwide is the
third developer to take a stab at
creating a shopping and entertain-
ment mecca on the former landfill,
after more than a decade of delays.
Peter Sotoloff, chief investment
officer of Mack Real Estate Credit
Strategies, which joined the
JPMorgan group on a deal to build a
Times Square hotel, says JPMorgan is
“very careful and conservative in the
risks that they are willing to take.” But
a trader’s idea of caution may differ
from that of a commercial banker.
—Sarah Mulholland and Hugh Son

The bottom line JPMorgan traders see attractive
yields to be had from construction loans, and they
don’t have to bear all the risk.

What Happened to the
New Normal for Bonds?

Trump’s election has investors
rethinking their worldview

Instead of stasis, “it’s going to tip
one way or the other”

Back when he was the chief executive
officer of bond-fund giant Pacific
Investment Management Co., better
known as Pimco, Mohamed El-Erian
popularized the term “new normal”
to describe the long period of slow
growth the world faced in the wake of
the 2008 financial crisis. Others called
it “secular stagnation.” By any name it
was an idea that powered a bond bull

“Important shifts
around real growth,
around inflation,
around policy all
suggest that the
move in bond yields

we are seeing now

can be sustained.”
——BlackRock’s

Richard Turnill

market: Since low growth implied low
inflation and low interest rates, inves-
tors were willing to accept razor-thin
yields on bonds. For example, yields
on the 10-year Treasury closed at a
record low 1.36 percent on July 8. Bond
prices rise as yields fall, and vice versa.

If there’s one thing that’s clear about
Donald Trump, it’s that he’s not the
status quo. For now, markets are taking
an optimistic view about
the effects of Trump’s
calls for deregulation, tax
reform, and infrastructure
spending. In the U.S. stock
market, that’s translated
into a rally. Bond investors,
on the other hand, began
selling in anticipation of
higher inflation and inter-

est rates. Their bet was confirmed
on Dec. 14 when the Federal Reserve
raised short-term rates a quarter point.

The yield on 10-year Treasuries has
gone above 2.5 percent—meaning the
bonds lost 5.4 percent of their value
from Election Day to Dec. 13. The
30-year Treasury, which is more sen-
sitive to changing expectations about
rates, fell more than 10 percent. The
long bond recently saw a 20 percent
loss over five months, meeting one
definition of a bear market. It’s the first
since 2009. “That is a large chunk of
loss on something that, until recently,
was deemed as risk-free,” said Giuseppe
Nuti, head of U.S. rates trading at UBS.

“It is something fundamental that
has changed,” says Richard Turnill,
global chief investment strategist at
BlackRock. “Important shifts around
real growth, around inflation, around
policy all suggest that the move in
bond yields we’re seeing now can be
sustained. I believe we’ve seen the
low point for yields.”

Jeffrey Gundlach, chief executive
officer of DoubleLine Capital said in a
Dec. 13 webcast that Treasury yields
may hit 6 percent by the end of Trump’s
four-year term. Since that would mean
higher borrowing costs throughout the
economy, if yields hit even 3 percent in
2017, he said, losses may spread beyond
bonds and into stocks and real estate.

El-Erian agrees investors have to
rethink their assumptions. “I don’t
see the new normal lasting,” he says.
That doesn’t mean El-Erian, who’s
now chief economic adviser for Allianz
and a columnist for Bloomberg View,
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thinks the economy is on a smooth
upward path. He says “it’s going to tip
one way or the other”—toward more
growth or into financial volatility.

Trump is already drawing criticism
from China, the largest foreign holder
of U.S. Treasuries, for flouting proto-
col by directly speaking with the leader
of Taiwan. Rising barriers in the global
marketplace might tip the U.S. into
arecession, which, if history is any
guide, is overdue anyway. Analysts at
HSBC have argued that yields could
fall again in late 2017 as the economy
hits headwinds such as an aging global
workforce and high debt loads.

Much of the rest of the world remains
stuck in slow growth, with low rates to
match. The Bank of Japan wants to keep
the country’s 10-year debt locked in at a
zero percent yield, and in Switzerland
buyers of 10-year government bonds
get a negative yield—they pay to lend
out their money. That should make the
yield on U.S. bonds look attractive to
global investors, bolstering demand.

For many individuals who hold
bond funds, the market’s change of
heart has meant losses. But it also
means they’ll earn more interest
income, says Thomas Girard, head
of fixed-income investors for New
York Life. “As a long-term investor
in the marketplace,” he says, “I'd
much rather buy 10-year Treasuries
at 2.5 percent than 1.36 percent.”
—Brian Chappatta and John Gittelsohn

The bottom line U.S. investors are feeling good
about growth, which is bad for bond prices. But
they may be ignoring global economic risks.

Chinese Buyers Move
On From Vancouver

A tax on foreign investors makes
Seattle and Toronto look better

“Chinese money isn’t going to sit
and wait”

Just a few days after British Columbia
announced a 15 percent tax on
foreigners buying property in the
Vancouver area, Seattle real estate
broker Lili Shang received a WeChat
message from a wealthy Chinese

businessman who wanted to sell a
home in Canada and buy one in her
area. After a week of looking, he
purchased a $1 million property in
Bellevue, across Lake Washington from
Seattle. He soon returned to buy two
more, including a $2.2 million house
in Clyde Hill paid for with a single
cashier’s check.

Shang says she’s been inundated
with similar requests from China and
Hong Kong since August, when the
government in British Columbia began
its effort to cool soaring real estate
values in Vancouver. Chinese investors,
who represent a huge pool of foreign
capital, are looking for places to put
their cash as a hedge against a weak-
ening yuan and rising prices at home.
“The tax was the trigger of this new
wave of investment now coming to
Seattle,” Shang says. “Why pay more
for the same thing?”

Demand has shifted south of the
border and also within Canada.
Inquiries from China about home pur-
chases have jumped in Seattle and
Toronto since the tax was announced,
according to Juwai.com, China’s largest
overseas property website.

For investors who own property in
Vancouver, where prices for detached
homes have doubled in a decade,
Seattle is a lure because it’s on the water
and only a few hours away by car. It’s
also more affordable than other West
Coast destinations. Toronto, one of the
world’s financial capitals, already has a
base of foreign investment in condomin-
iums. “Chinese money isn’t going to sit
and wait,” says David Ley, a geography
professor at the University of British
Columbia who focuses on housing.

While there are no figures specifically
showing purchases by offshore buyers,
brokers say demand in Seattle and
Toronto has been robust, particularly
for the high-end properties Chinese
investors tend to favor. Single-family
home prices in King County, where
Seattle is located, jumped 10 percent
in November from a year earlier, data
from the local Realtors association
show. In Toronto the average home
price rose 23 percent in November
from a year earlier, while sales soared
17 percent, according to the local real
estate board. Vancouver home sales,
meanwhile, have plunged since July.

Dean Jones, chief executive officer
of Realogics Sotheby’s International

Where Chinese Buyers Are Looking

Change from prior year in inquiries about home
purchases on China’s top overseas property website
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Realty in Seattle, which specializes in
high-end properties, estimates that
about half the homes his firm sells

in the city’s suburbs go to Chinese
buyers. Many of the transactions
required the use of interpreters, inter-
national banks, and multiple escrow
deposits. “This is Vancouver 2.0,”
says Jones, who lived in the Canadian
city about two decades ago, when the
influx of Asian capital accelerated. “A
lot of the same motivations and goals
are being replicated in Seattle.”

There are other dynamics boosting
home prices in the area, such as
limited supply, says Svenja Gudell,
chief economist at Seattle-based Zillow.
Even before the new tax north of the
border, the Seattle metropolitan area
saw a 50 percent jump in housing
prices over the past five years, thanks
in part to a booming technology indus-
try. “I can easily buy the story that
we’re seeing a ton of foreign buyers
here,” Gudell says. “I just don’t think
they’re all from Vancouver.”

In Toronto, Hunter Milborne,

CEO of Milborne Real Estate, says

the Vancouver tax rippled through
the market quickly. The week it was
announced, he went to dinner with
about a dozen Chinese bankers. Talk
was devoted to the tax, and diners
mentioned clients who were closing
their Vancouver accounts and moving
their investment activity to Toronto.

“The key point for Chinese investors
is still, ‘Let’s move that money out
of China. You never know what will
happen to it, ” says Gordon Houlden,
director of the China Institute at the
University of Alberta. “So they’ll go to
Seattle or Toronto.” —Katia Dmitrieva

The bottom line Efforts to cool Vancouver’s
expensive real estate market may be shifting
Chinese cash to other cities.

Edited by Pat Regnier
Bloomberg.com




AS ARE THE PIGS, WHOSE WASTE FEEDS THE FISH.
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From the air, the Pearl River Delta in southern China’s Guangdong
province resembles a mass of human cells under a microscope.
Hundreds of thousands of tiny rectangular blocks, all of them
shades of green, are clustered between cities and waterways.
Livestock pens are scattered among the thousands of seafood
farms that form the heart of the country’s aquaculture indus-
try, the largest in the world.

Beside one of those fish farms near Zhaoqing, on a muggy day
in June, a farmhand wearing a broad-brimmed straw hat hoses
down the cement floor of a piggery where white and roan hogs
sniff and snort. The dirty water from the pens flows into a metal
pipe, which empties directly into a pond shared by dozens of
geese. As the yellowish-brown water splashes from the pipe,
tilapia flap and jump, hungry for an afternoon feeding.

Chinese agriculture has thrived for thousands of years on
this kind of recycling—the nutrients that fatten the pigs and
geese also feed the fish. But the introduction of antibiotics into
animal feed has transformed ecological efficiency into a threat
to global public health.

At another farm, in Jiangmen, a farmer scatters a scoop of grain
to rouse her slumbering swine, penned on the edge of a pond with
20,000 Mandarin fish. The feed contains three kinds of antibiotics,
including colistin, which in humans is considered an antibiotic of
last resort. Colistin is banned for swine use in the U.S., but until
November, when the Chinese government finally clamped down,
it was used extensively in animal feed in China. Vials and contain-
ers for nine other antibiotics lie around the 20-sow piggery—on
shelves, in shopping bags, and atop trash piles. Seven of those
drugs have been deemed critically important for human medi-
cine by the World Health Organization.

The overuse of antibiotics has transformed what had been a
hypothetical menace into a clear and present one: superbugs,
bacteria that are highly resistant to antibiotics. By British gov-
ernment estimates, about 700,000 people die each year from
antibiotic-resistant infections worldwide. If trends continue,
that number is expected to soar to 10 million a year globally by
2050-more people than currently die from cancer.

In November 2015 scientists reported the discovery of a
colistin-resistant gene in China that can turn a dozen or more
types of bacteria into superbugs. Since then the gene has been
found in patients, food, and environmental samples in more
than 20 countries, including at least four patients in the U.S.
Food, it now appears, can be a crucial vector. “People eating
their shrimp cocktails and paella may be getting more than they
bargained for,” says Dr. Martin Blaser, a professor of microbiol-
ogy and an infectious diseases physician at New York University
Langone Medical Center who chairs President Barack Obama’s
advisory panel for combating antibiotic-resistant bacteria.
“The penetration of antibiotics through the food chain is a
big problem.”

Research has found that as much as 90 percent of the antibi-
otics administered to pigs pass undegraded through their urine
and feces. This has a direct impact on farmed seafood. The waste
from the pigpens at the Jiangmen farm flowing into the ponds,
for example, exposes the fish to almost the same doses of med-
icine the livestock get—and that’s in addition to the antibiotics
added to the water to prevent and treat aquatic disease out-
breaks. The fish pond drains into a canal connected to the West
River, which eventually empties into the Pearl River estuary, on
which sit Guangzhou, Shenzhen, Hong Kong, and Macau. The

Previous spread: Aquaculture and pig farms
in Datianlang in Guangdong

estuary receives 193 metric tons (213 tons) of antibiotics a year,
Chinese scientists estimated in 2013.

The $90 billion aquaculture trade accounts for almost half of
all seafood harvested or caught, according to the United Nations.
China supplies almost 60 percent of the global total and is the
biggest exporter. U.S. food regulators have known about the
country’s antibiotic problem for more than a decade. The Food
and Drug Administration intensified its monitoring of imported
farm-raised seafood from China in the fall of 2006 and found a
quarter of the samples tested contained residues of unapproved
drugs and unsafe food additives. The following June an import
alert was applied to all farm-raised shrimp and several other
kinds of seafood from China, allowing the agency to detain the
products at port until each shipment is proved, through labo-
ratory analysis, to be untainted.

But antibiotic-contaminated seafood keeps turning up at
U.S. ports, as well as in restaurants and grocery stores. That’s
because the distribution networks that move the seafood around
the world are often as murky as the waters in which the fish are
raised. Federal agencies trying to protect public health face
multiple adversaries: microbes rapidly evolving to defeat anti-
biotics and shadowy seafood companies that quickly adapt to
health regulations to circumvent them, moving dirty seafood
around the world in much the same way criminal organizations
launder dirty money.

The Chinese government is well aware that the use of antibiotics
has gotten out of hand. In 2011 it initiated a campaign to reduce
antibiotic use in humans, and since then the sale of antibiot-
ics in Shanghai has fallen 31 percent. As last month’s ban on
colistin suggests, there’s a new seriousness about antibiotic
use in agricultural production as well. Nevertheless, China’s
rates of drug resistance remain among the highest in the world.
Surveys across the country have found 42 percent to 83 percent
of healthy people carry in their bowels bacteria that produce
extended-spectrum beta-lactamases, or ESBLs, which create
reservoirs of potential pathogens that can destroy penicillin and
most of its variants. The aquaculture products sold in Shanghai
teem with bacteria that can’t be killed by common antibiot-
ics. In almost a third of random seafood samples collected in
Shanghai from 2006 to 2011, researchers found salmonella, a
major cause of gastroenteritis in people. A closer examination
of the germs showed that 43 percent of the samples harbored
multidrug-resistant strains of bacteria.

Over the past year, scientists have tracked the spread of
colistin-resistant bacteria throughout Asia, Europe, and the
Western Hemisphere. In May the first report of an American
infected with a colistin-resistant superbug was announced. More
U.S. cases were reported in June and July. By August research-
ers were announcing that American patients had been infected
with a strain of bacteria that had developed resistance to colis-
tin and carbapenems, another type of antibiotic often used to
treat patients in hospitals with multidrug-resistant infections.

Initially, the resistant bacteria from breeding grounds such
as China were believed to spread mostly by international travel.
Michael Mulvey, head of antimicrobial resistance at the National
Microbiology Laboratory in Winnipeg, Manitoba, was among
the first to realize that seafood could also be a vector. In 2015,
Mulvey’s lab secured funding for a study that enabled him and
his colleagues to run a test for carbapenem-resistant bacteria



on 1,328 samples of seafood collected from Canadian retail
outlets from 2011 to 2015. Eight, or 0.6 percent, tested positive;
all came from Southeast Asia. The findings meant that some
of the planet’s most difficult-to-treat bacteria could be linger-
ing in people’s refrigerators or on their kitchen countertops.
“We are trying to make the case right now that it’s there, it’s
in our seafood,” Mulvey says.

Since the early 1990s, the average amount of shrimp
Americans eat annually has doubled, turning what was once a
specialty dish into the country’s single most popular seafood. As
recently as the 1980s, most of the shrimp consumed in the U.S.
was raised domestically, primarily off the Gulf Coast. From 1990
to 2006, shrimp import volumes doubled. They’ve since leveled
out at roughly 1.3 billion pounds annually, and today about
90 percent of the shrimp eaten in America comes from abroad.
China’s share of imports touched an 11-year high in 2003 at
16 percent of the market. (It’s now 5.6 percent.) In 2004, the
U.S. Department of Commerce announced a 112 percent tariff
on Chinese shrimp, effective 2005—a response to complaints of
domestic producers that insisted Chinese suppliers were selling
seafood below market prices. In 2007 came the import alert.

Malaysia jumped in to pick up the slack. In 2004 imports of
Malaysian shrimp rose tenfold, according to U.S. government
figures. They remained elevated for a decade, peaking at about
5 percent of the market in 2008 and 2011.

There’s reason to doubt that all that Malaysian shrimp is
Malaysian. Ronnie Tan, vice president of Blue Archipelago,
Malaysia’s largest seafood producer, says that depending on
the year either three or four shrimp producers—including his
own company—operate in the country. Malaysia produced
about 32,000 tons of shrimp in 2015, he says; about 18,000 tons
were consumed domestically, and about 12,000 tons went to
Singapore. That would leave little legitimate Malaysian shrimp
to go to the rest of the world. Yet according to U.S. Department
of Agriculture figures, imports from Malaysia during the past
decade have exceeded 20,000 metric tons a year on average.

It’s a mystery that may be explained, at least partially, by
examining the business practices of Jun Yang, a Chinese-born
entrepreneur based in Texas. Homeland Security Investigations,
a part of U.S. Immigrations and Customs Enforcement, first
knew him as a honey broker. The agency arrested him in 2012

A worker on the Datianlang farm
sets out to feed the fish. The feed

is laced with antibiotics.

(then unarrested him so that he could cooperate with the inves-
tigation, then arrested him again) and charged him with making
false claims about the honey he was selling. It was harvested
in China but was passed through Malaysia, where it acquired
Malaysian certificates of origin. This illegal transshipping, as
the maneuver is called, allowed him to avoid paying almost
$38 million in antidumping duties. The investigators untangled
a network of shell companies that seemed designed solely to
deceive U.S. regulators. In November 2013, Yang was convicted
and sentenced to three years in federal prison.

The investigators also determined that Yang’s main business
wasn’t honey—it was seafood. His company brokered shrimp for
a Houston company called American Fisheries. At the time of
Yang’s first arrest, some of the shipments were still in cold-stor-
age facilities. The feds required him, as part of his cooperation,
to send samples to a laboratory for analysis. Five shipments
tested positive for nitrofurans, a class of antibiotics banned in
the U.S. Those tainted shrimp were eventually destroyed. All
the tainted shipments had been labeled as products of Malaysia.

Despite Yang’s cooperation with the government in the
shrimp investigation, his information wasn’t used to make
a case. But American Fisheries itself may have provided
a way to track the apparent transshipping scheme. In May
2013, American Fisheries sued Yang, saying it had received
only $6.1 million of the $12.1 million Yang owed it for 74 ship-
ments of shrimp, weighing as much as 28,000 kilograms
(62,000 pounds) each, from June 2011 to January 2012. That
case, still pending in Texas, as well as Yang’s countersuit against
American Fisheries, has uncovered a trove of documents that
detail how a Shanghai-based company hatched a plan to get
its Chinese-farmed shrimp into America.

In 2005, about nine months after the U.S. antidumping tariffs on
Chinese shrimp went into effect, a group of seafood executives
gathered in a Shanghai conference room. Many knew one another
from when they’d all worked for Shanghai Fisheries, a large
company overseen by the government. The executives agreed to
create a venture that would focus primarily on exporting shrimp
to the U.S., despite the new tariff. They would finance and control
the company from China, but it would be incorporated in °
Texas. That was the beginning of American Fisheries.
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Antibiotic medicines at a veterinary

pharmacy in Jiangmen.

Some of the same executives also controlled a Shanghai
Fisheries subsidiary called Guangzhou Lingshan, a seafood
packing plant in the Pearl River Delta, and the plant was buying
shrimp. By 2006 the company had purchased 3,000 tons of
it from farmers around the town of Da’ao, according to local
newspaper reports.

Guangzhou Lingshan built a lab inside the complex to test the
quality of its shrimp, and the facility was considered one of the
best in the region. Even so, former executives with the company
say shrimp tainted with antibiotic traces made it into the com-
pany’s stock. “You know what China was like,” says Lv Wei, who
worked for Guangzhou Lingshan in the trade department for nine
years before leaving in 2013. Almost two-thirds of the shrimp
that went through the packing facility ended up with American
Fisheries, she says. “They all went through Malaysia.” Shanghai
Fisheries declined to comment on Guangzhou Lingshan.

No paperwork connected to those 2011 and 2012 shipments of
Malaysian-labeled shrimp indicated they might have originated
in China. The certificates of origin were signed by officials at the
Penang Malay Chamber of Commerce. On a day in August, a man
named Mohd Noordin Ismail sits at a desk in the reception room
of the chamber’s offices in the seaside district of George Town.
Bespectacled and wearing chunky gold rings on his fingers, Mohd
Noordin has a foot-high stack of documents teetering in front
of him. He says he’s worked at the chamber of commerce for
40 years, and his duties include signing certificates of origin for
products produced in Malaysia and then exported. The certifica-
tion process, as he describes it, is built on trust. He’s presented
with documents provided by exporters, and he rubber-stamps
the certificates under the assumption that the documents are
genuine and correct. He doesn’t verify their authenticity.

“We cannot trace if the shrimp is coming from Thailand
or from China or from other countries,” Mohd Noordin says.
“We cannot trace.”

The documents that bear his signature indicate the shrimp

sent to American Fisheries was farmed at two Malaysian aqua-
culture facilities, Chai Kee Aquatic and Aiman Aquatic. But none
of the addresses listed on those forms correspond to an aqua-
culture facility or to a place where shrimp could have been
raised. On two separate import documents, the same address
is listed as the harvesting site for both Chai Kee and Aiman
Aquatic. That address corresponds to a long block of gated res-
idential compounds. No ponds are visible on any of the proper-
ties. A woman who answers the door at one of the houses says
her son was in the seafood business, but she says no aquacul-
ture facilities could be found on her property or elsewhere in
the neighborhood. Another address listed on the documents
for Chai Kee doesn’t appear on Google Maps, and neither the
local police nor officials at the post office can locate the street
named on the forms.

Mohd Noordin says it’s possible the certificates of origin and
his signature could have been forgeries and that the forms never
passed his desk. Malaysia’s shrimp industry is relatively small,
but he says he’d never heard of either Chai Kee or Aiman. Since
2008, when the European Union temporarily banned imports
from the country after several shipments tested positive for
antibiotic residues and heavy metal content, only a few compa-
nies legitimately export shrimp to America, according to Mohd
Noordin and others in the industry. Tan of Blue Archipelago
says that while he has no direct evidence of transshipping activi-
ties, it’s commonly speculated by seafood producers in Malaysia
that Chinese producers use Malaysian companies—both legiti-
mate producers and shell companies that exist only on paper—
to sneak their shrimp into the U.S.

The American Fisheries court documents suggest the
company and its various distributors carefully monitored the
status of the shrimp shipments it brought into the U.S. and
communicated via e-mail and telephone. Once the shrimp was
on a ship bound for America, ownership of the shipment was
transferred to a U.S.-registered company called YZ Marine.

“WE GANNOT TRAGE IF THE SHRIMP IS COMING FROM THAILAND OR
FROM GHINA OR FROM OTHER GOUNTRIES. WE GANNOT TRAGE”



On paper, the company doesn’t seem connected to American
Fisheries and its executives in Shanghai. But the court docu-
ments show that Feng Shao, president of American Fisheries,
had access to YZ Marine’s bank account and wrote a number
of checks on it.

Lawyers for American Fisheries didn’t respond to interview
requests for this story, but in court documents related to the Yang
suit they’ve denied the company illegally transshipped goods via
Malaysia. They’ve acknowledged, however, that the company
was fully financed and staffed via China and that its employees
worked in Texas on three-month rotations because they lacked
long-term U.S. work visas. Court records also show that when
one shipment of Malaysian-labeled shrimp arrived in the U.S.
at a lighter weight than anticipated, a member of the American
Fisheries staff checked with Guangzhou Lingshan—the facility in
the Pearl River Delta—to ask if there had been a packing mistake.

The groups lobbying hardest for intensified scrutiny of imported
shrimp and fish are, unsurprisingly, the American producers of
seafood. The Southern Shrimp Alliance, a trade organization of
U.S. shrimp producers, says the U.S. market is awash in fraud-
ulently labeled and unsafe seafood. “What we have learned
is that there are well-developed channels for getting massive
amounts of food and other consumer goods into this market
while evading U.S. laws,” says John Williams, the organization’s
executive director.

Critics of increased inspection say it would cause gridlock
at U.S. ports. “Think of all the trucks going by on an interstate,
and you have a cop pulling people over for speeding,” says Peter
Quinter, a customs and international trade lawyer in Miami. “You
can’t pull everyone over....Hiring more FDA officers is not the
answer; it’s like shutting down the highway.”

Arguments of that nature didn’t stop the U.S. catfish indus-
try from successfully pushing for more oversight on imports,
a move that could provide a model for shrimp companies. For
years the catfish industry argued that the FDA’s testing proto-
col, which analyzes only 1 percent to 2 percent of incoming
seafood, didn’t adequately protect consumers. With the help
of allies in Congress, catfish farmers got the USDA to take over
import inspections from the FDA. The USDA’s Food Safety and
Inspection Service, which will inspect all catfish imports by
September 2017, began conducting preliminary, noncompre-
hensive inspections this spring, and proponents are thrilled by
a slew of recent enforcement actions.

In April the FDA issued an import alert that said its district
offices could detain and test all imports of shrimp and prawns
from Peninsular Malaysia, a region that includes Penang.
Malaysia’s Ministry of Health responded by announcing that
it would tighten controls at processing plants and assume the
authority to issue certificates of origin from chambers of com-
merce. The U.S. in the past year has started at least two investiga-
tions involving Chinese shrimp producers suspected of shipping
their seafood through Malaysia, according to a U.S. Immigration
and Customs Enforcement official who is familiar with the inves-
tigations. Both probes are ongoing.

The FDA alert has virtually halted Malaysian shrimp imports.
But that doesn’t mean tainted Chinese shrimp aren’t making it
into the U.S. Industry and trade experts say many companies
transship Chinese shrimp by following the American Fisheries
model, each of them creating disposable import companies that
can simply fold, or reincorporate under another name, at the
first sign of regulatory scrutiny. Over the years, when Malaysian
shrimp exporters were added to the FDA’s “red list”—meaning
their shipments would have to be stopped at U.S. ports—the
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In 2011, 75 percent of drug-contaminated shrimp shipments entering the
U.S. originated in China, vs. 6 percent from Malaysia. By 2015, Malaysia
accounted for 77 percent.
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companies didn’t try to clear their names, as companies from
other countries did, says Nathan Rickard, an attorney special-
izing in international trade whose clients include the Southern
Shrimp Alliance. They just incorporated new entities with new
names to do the same work.

It appears now that dirty shrimp is being routed through dif-
ferent countries. One that might be taking Malaysia’s place as
an international transshipping hub is Ecuador, domestic shrimp
producers say.

“The import alert was a huge step forward to prevent con-
taminated shrimp from getting to U.S. consumers, but we
have also seen significant shifts in trade patterns indicating
new routes and methods for getting bad shrimp into the U.S.
market,” says Williams, of the Southern Shrimp Alliance. “As
long as there are distributors, retailers, and restaurants that,
provided that the price is low, do not know and do not care
where their shrimp is coming from, we expect to see shrimp-
trade fraud.”

A recent case illustrates the domestic producers’ concerns.
Ocean Rancho, a company based in Rancho Cucamonga, Calif.,
has imported Malaysian shrimp. The company was formed by
a man named Kai Hua Tan, an employee of a shrimp-farming
company in mainland China called Zhanjiang Newpro Foods.
Tan also has links to Tasty Goody Chinese Fast Food, a chain
of 11 restaurants in California. In November 2014 the U.S.
Department of Commerce said it had obtained documents
showing that Zhanjiang Newpro had evaded tariffs using a
transshipping scheme. When the company refused to answer
questions about its operations during a review, the department
imposed antidumping penalties. Ocean Rancho declared bank-
ruptcy and dissolved, citing about $1.6 million in duties owed
to U.S. Customs and Border Protection. (Tan didn’t respond
to voicemails left at his listed phone number, or to phone calls
and e-mails to Tasty Goody.)

Around the same time, a new company, Mita Group, formed.
It has the same address and phone number Ocean Rancho
used on shipping documents. No one answering the phone
there would speak with a reporter. Last year, Mita Group
imported at least 700,000 pounds of shrimp—from Ecuador. @
— With Wenxin Fan and Pooi Koon Chong
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THIS NEW JERSEY MEGAMALL WILL HAVE A SKI HILL,
A HELIPAD, AND ALL THE HERMES YOU CAN BUY-

SOMEDAY, MAYBE. TWELVE YEARS AND $2 BILLION

AFTER GROUND BROKE, IT’S ONLY A QUARTER BUILT

HS BY ADRIAN GAL

Chris Christie once
called this “the
ugliest damn building
in New Jersey, maybe
America”

Don Ghermezian wants to pitch us on the
American Dream, but he has a few condi-
tions. First, we’re not allowed to record his
eight-minute presentation. Second, we can ask
him only a few questions, at the end. Third, if
they’re about his family, he won’t say much.
“This is a $4.8 billion dollar project that will be
the center of the universe,” he says, promis-
ing we’ll be impressed. If not, “you’ll be the
first ever to leave here without thinking, ‘Holy
shit. These guys are incredible.””

Ghermezian is speaking in the New Jersey
Meadowlands offices of Triple Five, a family
business that owns North America’s two
biggest shopping centers: West Edmonton
Mall and Mall of America. Triple Five are the
incredible guys in question; Ghermezian is
the company’s president. The future center of
the universe is across the turnpike, a 91-acre
tract of filled-in wetlands now home to a struc-
ture Governor Chris Christie, something of an
expert on dismal spectacles, called “the ugliest
damn building in New Jersey, maybe America.”

The first thing Ghermezian means for us
to understand is that his family isn’t build-
ing a mall. Online shopping is killing malls;
American Dream is one of only two in the
country being built from the ground up. Its
extravagant attractions make it “internet-
proof,” says Ghermezian, who is in his 40s
and wears a big watch and expensive sneak-
ers. Beyond its 450 shops and restaurants,
half of the 3 million-square-foot complex will
be devoted to entertainment: a DreamWorks
water park, a Nickelodeon theme park, a
Legoland, a ski slope, an aquarium, a perform-
ing arts space, a movie theater, an ice rink, a
miniature golf course, and a kosher food hall,
all enclosed in a glass bubble.

“We’re spending a billion dollars on a water
park and amusement park,” he says.“It’s there
to push traffic to the stores.” This isn’t just
a tenet of megamall economics; it’s a design
feature. To get to the American Dream’s indoor
ski lift, visitors will have to walk through a faux
Alpine village that consists mostly of boutiques.

Ghermezian expects the mall to be the
highest-grossing in the country. “On par with
Dubai” is how he puts it, referring to the huge
mall in the United Arab Emirates’ largest city.
He says American Dream’s retail space is
already 70 percent leased, although the mall
won’t open for two more years.

We are barraged with fanciful details
about gardens, waterfalls, and Champagne
and caviar bars. The concierge service and
helipad. The cobblestones meant to evoke
Paris. The electronic tracking system parents
can use for their kids. The fountain that will
somehow part every two hours, allowing two
members of Cirque du Soleil to emerge and
perform acrobatics for seven minutes. The
stores have to be “experiential,” Ghermezian
says. They’ll also be really big. Fourteen retail-
ers are building their largest outlets in °
American Dream. He can’t name many




names, but he does mention Hermes,
which will open an 8,000-sq.-ft. store with
a 30-foot glass facade.

When he finally wraps up, some 30
minutes beyond the promised eight, it’s
question time. Mega-infrastructure funded
by public-private partnerships is in the
air, thanks to another wealthy real estate
developer, Donald Trump, and we want
to know whether this project, if it comes
off, will be good for New Jersey. The state
has approved incentives that could be
worth almost $1 billion, which will back
$1.15 billion in municipal bonds. Triple Five
says it will raise an additional $1.5 billion
in private funding to complete the mall.

“We’re creating tens of thousands of
jobs. We’re creating an incredible tax base
and revenue for the state of New Jersey. We
are going to be bringing 45 million people
here,” Ghermezian says. Projects of this
magnitude have to be partnerships, which
just take longer. “I know it will succeed,
because I’ve built them twice before,” he
says. “I didn’t need to come to New Jersey.
I didn’t need to build another project.”

Before the American Dream was the
American Dream, it was Xanadu. When
ground broke on the site in 2004, hun-
dreds of guests attended a million-dollar
party, with martinis in one tent and arti-
ficial snow in another. Xanadu’s devel-
oper, Mills Corp., completed most of’
the main building before running out
of money in 2006. A second developer
ran aground in the Great Recession. The
Trump Organization, among others,
decided against taking on Xanadu, which
sat vacant and ridiculed, having already
cost developers $2 billion.

The Ghermezians announced their
arrival in 2011 with a rousing news confer-
ence soundtracked by Bruce Springsteen’s
The Rising. Armed with the state’s promise
of financial assistance, they soon rede-
signed and expanded the proposed
complex, renaming it American Dream
Meadowlands—a meticulously designed
pleasure dome that would draw visitors the
world over. The first opening date came
and went in 2014. At least two more have
passed since. The latest promise: fall 2018.

For now, the site features only the
blue-and-white-tiled building and a giant
enclosed ramp—the ski slope, minus snow
or people. On the eastern edges, tall reeds
grow in the marsh; in the summer, kay-
akers tour the waterways behind it. Each
year, 100 million or so vehicles pass by on
three highways that converge on the site.
MetLife Stadium sits across the asphalt.
The Manhattan skyline lies just beyond.

Nader Ghermezian, Triple Five’s chair-
man, once told the New York Times that
winning a Triple Five project “is the best
thing that could happen to any city in

the world.” But the Ghermezians have
been trying for decades to build a third
megamall-in Canada, Germany, China,
Japan, Russia, Niagara Falls, Las Vegas,
and suburban Maryland. In most places
their plans collapsed because of economics
or politics. Howard Davidowitz, chairman
of the retail consulting firm Davidowitz &
Associates, believes American Dream can
succeed. But, he says, it has “killed every-
body who’s ever been involved.”

The Ghermezian family story, the one they
don’t often talk about, begins in Central
Asia in the early 20th century. Jacob
Ghermezian, Don’s grandfather, oper-
ated a large bazaar in the Uzbek city of
Samarkand, until the Russian Revolution
abolished private property. He moved
to Tehran and built a real estate fortune
whose centerpiece was a complex with
shopping, entertainment, apartments, and
offices—purportedly the largest structure
in the city at the time.

In the 1950s, amid political and eco-
nomic uncertainty, Jacob, his wife, Miriam,
and their four sons—Nader, Raphael,
Bahman, and Eskandar, who is Don’s
father—left Iran for North America. They
set up a business trading Persian rugs,
eventually making their way to the Western
Canadian city of Edmonton. The family
named their company Triple Five in 1972:
The Triple stood for three generations of
Ghermezians, the Five for Jacob and his
four sons. The men worked in adjoining
offices with shared phone lines and lived
in adjacent homes connected by covered
walkways. Don and his cousins grew up in
the business, and they’re raising their chil-
dren in it, too. Some 120 family members

are involved in the company, which owns
commercial property throughout North
America and has expanded into nuclear
energy engineering, biotech, and private
equity. The Ghermezians are worth at least
$2.5 billion, according to the Bloomberg
Billionaires Index.

The father and sons opened West
Edmonton Mall on the wintry prairie in 1981,
and over the next several years expanded it
toinclude the world’s largest indoor water
park, a triple-loop roller coaster called the
Mindbender, an ice rink, a faux Bourbon
Street, and a lagoon with a huge pirate
ship. “Anything that
they saw, they tried,”
says Adam Finn, a pro-
fessor emeritus at the
University of Alberta
School of Business.
“In the early days they
had a menagerie at the
mall, bears and tigers
and lions in cages.
Then they did away
with that. They had a
dolphin show there,
too. Then they gave up on that.” They
visited Disney theme parks and returned to
build a submarine ride in the lagoon, adver-
tising that their underwater fleet was bigger
than the Canadian Navy’s. (The submarines
are gone now, too.) At one point the mall
held five world records, including one for
the largest parking lot.

As the family built and expanded their
fantasyland—for years, that was the name
of the mall’s hotel and amusement park;
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they changed the latter after Disney sued—
Edmonton didn’t know what to make of
them. An economic development official
told Maclean’s magazine that they ran at
a faster, more intense pace than those
around them. When they sought bids from
vendors, they’d bargain aggressively. When
they needed a decision, they’d call repeat-
edly. “They had to get planning permission
to take over land zoned for residential use.
They had to get height restrictions over-
turned to build the roller coaster inside,”
says Finn. “There was a lot of concern that
they would use any tactic to get their way.”

When the brothers asked the city for
millions in tax concessions to help them
build the indoor amusement park, Mayor
Laurence Decore told Maclean’s, they “pro-
vided less documentation supporting their
proposal than would a group of Boy Scouts
asking for a $1,000 grant.” Still, they won
much of what they requested.

Triple Five soon exported its strategy
to other cities, promising broad bene-
fits while suggesting that without public
money or incentives, the malls wouldn’t be
built. In the mid-’80s, with West Edmonton
Mall bringing in almost
28 million visitors a year, the
Ghermezians bid to build a
second, $650 million mall, on
a 78-acre site in Bloomington,
Minn. “We outlined what we
wanted from the city and what
we wanted from the state,”
says Deane Eldredge, Triple
Five’s former head of mar-
keting. “It was the same thing
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we were asking for from Edmonton—
infrastructure, tax concessions. I genu-
inely believe the projects only work with
those kind of concessions. Government
enthusiasm is huge.”

The enthusiasm in Minnesota was ini-
tially muted. “The Ghermezians’ goal
appears to be to build the best possible
project with the most public dollars. My
goal is to build the best possible project
with the least public dollars,” Michael
Freeman, a state senator, said at the time.
Undaunted, Nader Ghermezian held a news
conference in Bloomington. “You will have
all the shoppers from New York, Rome, Los
Angeles, and Paris coming here,” he said.
“I bring you the moon, and you don’t want
it?” To encourage government support,
the family displayed one of its custom-built
submarines in front of Bloomington City
Hall. They also flew the entire state legisla-
tive assembly to Edmonton, says Eldredge,
and put them up at the Fantasyland Hotel.
“I think seeing West Edmonton was the
deciding factor,” she says. Bloomington
agreed to a $60 million aid package and
other concessions, and signed a deal to
break ground in the spring of 1987.

Like most real estate developers, the
Ghermezians depend on other people’s
money to build. The larger the project,
the riskier it is to investors, because the
steep initial cost comes far in advance of
the revenue. After a difficult quest to find
their share of the funding for the Mall of
America, the family brought in Simon
Property Group, the biggest mall devel-
oper in the country, to help. It worked:

“One more year doesn’t matter”
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The mall opened in 1992 with a ceremony
that featured Ray Charles singing America
the Beautiful. Triple Five bought Simon out
in 2006, after a legal dispute, making it the
sole owner of the property, which is now
worth almost $4 billion, according to one
independent consulting firm. The center
has more than 500 shops, an amusement
park, an aquarium, a Lego play area, a per-
formance venue, and a wedding chapel.
It’s the biggest mall in the country—critics
have called it the “sprawl of America”—
though not as big as the one in Edmonton.

A third mall has proved far more
elusive. Starting in the mid-’80s, Saul Katz,
who was a senior executive at Triple Five,
began scouting places as far-flung as Japan,
the Soviet Union, and West Germany. In
Oberhausen, then a small, economically
depressed city near the Rhine, Triple Five
proposed to build a C$1.8 billion shop-
ping and entertainment complex. But it
wanted the government to construct a rail
line and rent half of a new on-site conven-
tion center. Nothing came of it in the end—
market conditions got in the way, Katz says.

In 1987, the Ghermezians won
$400 million in incentives from New York
to build a $1.2 billion megamall, also called
Fantasyland, in Niagara Falls. As part of a
campaign to lure the development, thou-
sands of residents had sent the family post-
cards saying “Wish you were here.” Sean
Kirst, a local columnist, suspects the family
was more interested in securing an equally
generous deal across the border. “It was
shadow play,” he says. After a year, the
family walked away with nothing built on
either side of the falls.

Triple Five says its false starts °
reflect a need to be “selective.” But
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more often it’s the cities that have balked.

In the mid-’90s, for instance, the family
made its first pitch to build an American
Dream mall, a $600 million complex in
Silver Spring, Md., outside Washington,
D.C. The city was hoping to revitalize its
downtown, but Doug Duncan, who then
headed the county government, says every
time officials met with the Ghermezians,
they wanted to change the deal’s terms. “I
think they expected us, out of desperation,
to just keep putting more public money
into the project,” he says. When Triple
Five didn’t seem able to raise the funds
they needed, Duncan killed the deal. “They
were angry,” he says. “They said the only
thing missing was political will.... I said the
only thing missing is private money.”
Norman Krone, who consulted for
Triple Five in China for two years begin-
ning in 2008, tells a similar story. He says
he presented the Ghermezians with several
potential projects, and even a few nearly
complete deals. “But I never got a project
done,” he says, “because they would never
commit any money of their own.” The
company says that’s normal: Each side
always wants the other to pay more.

In 2010, not long after the Ghermezians
abandoned plans for an $800 million mall
outside Las Vegas, Governor Christie wel-
comed them to the Meadowlands. He
was a year into his first term and eyeing
a second, the recession’s effects were still

being felt, and locals had taken to calling
the abandoned mall “Xanadon’t.” In
short, New Jersey was ready to cooperate.

The following year, the state and Triple
Five agreed on a complicated financing
arrangement that included tax breaks
and tax-exempt municipal bonds backed
by future revenue from the mall. The deal
became more generous as the project
expanded, stalled, and resumed again:
The $200 million in future tax benefits has
almost doubled. Counting local redevelop-
ment tax breaks, the incentives could rise
to about $1 billion. Triple Five’s contribu-
tion to the project, meanwhile, also has
almost doubled, to more than $350 million,
according to the company. Estimates of the
benefits to New Jersey have grown, too.
Triple Five now expects American Dream
to create 23,000 construction jobs and an
equal number of permanent jobs, together
bringing in $183 million in annual taxes. It
expects the total tax benefit to be about
$3.5 billion over two decades.

The family often says that the malls in
Edmonton and Bloomington contribute a
combined $3 billion annually to the local
economies, bringing in almost 70 million
visitors a year. But those malls have advan-
tages that American Dream won’t have.
For one, they’re in small municipalities
that don’t have the massive shopping-and-
entertainment complex that is New York
City a short train ride away. Winters are
also long in Minnesota and Alberta, and

Largest Ferris wheel in North America Pepsi Globe
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local governments benefit from the atten-
tion. “It’s given Bloomington an iden-
tity,” says Schane Rudlang, head of the
local port authority. He adds that the city
is satisfied with the payoff: “The majority
of people in the Minneapolis and St. Paul
area thought the Mall of America was going
to be a ghost town—that it was going to be
a giant 4 million square feet of blight. That
obviously didn’t happen.”

But almost 25 years after the mall
opened, Bloomington is finding, as
Edmonton has, that Triple Five still
expects the government to help out when
it expands. Most recently the company
received $35 million in infrastructure
support for a $350 million project to build
a hotel, offices, and luxury retail space.
Negotiations are under way to add attrac-
tions that would bring its floor space closer
to the 50-50 shopping-to-entertainment
balance that American Dream aims for.
(The current ratio at Mall of America and
West Edmonton Mall is closer to 85-15.)
Asked if he can foresee a time when the
city of Bloomington won’t be on the hook
for funding, Rudlang says, “I truly hope
we get to that point. We’re not there yet,
because these projects are not financeable
in the way we want them to be without
public assistance.”

The New Jersey Economic Development
Authority estimated in 2015 that American
Dream would provide a net benefit of
$730 million over two decades—much less

17-screen movie t
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chairs George Washington University’s
Center for Real Estate and Urban
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than Triple Five predicts. The state’s job-
creation calculations are also less opti-
mistic: After factoring in retail job losses
elsewhere, it places the number of new
jobs at around 11,000, not 23,000. It also
estimates that a typical retail or amuse-
ment park job at American Dream will pay
an average of $19,500 a year, not enough
to rent a one-bedroom apartment in sur-
rounding Bergen County. “It strikes me
that we’re subsidizing a retail venture that
is going to do very little to actually boost
the economy of the state or region,” says
Jon Whiten, the vice president of New
Jersey Policy Perspective, a nonprofit advo-
cating economic fairness. “It flies in the
face of every trend in economic develop-
ment. They’re all about locating a sense
of place and space. This is the exact oppo-
site. We think it’s doomed to not go well.”

After six years in the Meadowlands, Don
Ghermezian has heard the skepticism, the
criticism, the indifference. “I think this
project will bring a great sense of pride,” he

says. “There’s no negativity on my part for
the people in New Jersey who don’t feel the
way [ do. I can’t expect them to feel that
way because they haven’t seen what we
plan to unveil. They just don’t know what’s
coming.” When we ask about the delays—
some self-inflicted, others unexpected—he
says, “This is going to be here for 100 years.
One more year doesn’t matter.”

This autumn, Triple Five pressed New
Jersey to give final approval for the sale of
$1.15 billion in high-yield, high-risk munic-
ipal bonds, which the company said it
needed to close a $1.5 billion private con-
struction loan. In turn, some of that money
was required to settle a prior loan due on
Nov. 4. In a court filing, the company’s
chief financial officer described the situa-
tion as dire, noting that missing the dead-
line could mean default, foreclosure, and
“the likely failure altogether of American
Dream.” New Jersey approved the bonds
in time, but Triple Five didn’t put them on
the market right away. State officials then
said the municipal bonds would be offered
by the end of November. They weren’t.
Ghermezian says the private funding will
be in place by yearend, and the bonds will
go on sale in January.

Typically, financing for successful proj-
ects comes together like “a magnet gath-

American Dream is moving forward. None
of the Ghermezians is available to lead it.
Instead, there’s a site manager wearing a
hard hat with a Xanadu logo and a safety
vest with Mills Corp., the mall’s first devel-
oper, stitched on it. He’s not to be quoted,
nor can he answer questions. We climb a
spare metal staircase to view the water
park and amusement park, which will
connect to the mall by a glass walkways;
for now about three dozen workers are
pouring the concrete floors. Steel and
rebar are stacked up, and the seven tower
cranes, idle for months, are manned. A
request to go inside the main building—
where Triple Five says 300 or so workers
are busy—is turned down.

It’s something, but it certainly doesn’t
look like the country’s biggest retail con-
struction project. Triple Five estimates
that the site is 25 percent complete. Sevin
Yildiz, who teaches at Barnard College’s
urban studies program and is writing a
book about the Meadowlands, says that for
officials, perpetual incompleteness might
be preferable to failure. “I don’t think the
state believes the promises of the develop-
ers anymore, but it’s too huge to fail,” she
says. “That’s what keeps it going.”

Don Ghermezian dismisses any sugges-
tion that the family might abandon New
Jersey. “There was no project that we’ve
come as far as we’ve come with American
Dream and decided to step back. There’s
no fear on my part that American Dream
will not get built,” he says.

If not, well, there’s always another
Dream to pursue. A year and a half ago,
Triple Five announced a potential fourth
mall, this one on 190 acres of undeveloped
land near Miami. “It is our intent that this
project—American Dream Miami—will
exceed our other world-famous projects
in all respects,” Triple Five said in a state-
ment. It’s preparing the way: Last winter,
a state senator who also represents the
company as a lawyer sponsored legisla-
tion that could divert property tax revenue
toward infrastructure that companies are
usually responsible for. And absent gov-
ernment support? “I do not need to build
here,” Eskandar told officials in April 2015.
“We are a family that is very well off.”

The Miami Dream, Don Ghermezian
says, is years away. @

LB ] ering up little pieces of
metal,” says Christopher
Leinberger, an experi-
enced developer who

This story is a reporting collaboration of
Bloomberg Businessweek, NJ Spotlight,
and WNYC.
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mong the passengers gathered for the art
auction, the guy sitting in front of me seemed
the most likely to have attended just for the
free booze. The advertisements left in our
staterooms had promised Champagne, and
amid the smart polo shirts and sundresses,
this middle-aged man stood out as exception-
ally casual: a white tank top with a faded “Virginia
Beach” graphic, black athletic shorts, and a blue base-
ball cap pulled down close to his eyeglasses. It was 11:15 a.m.,
and our cruise ship, the Norwegian Epic, was transiting the
strait between Sardinia and Corsica, taking almost 6,000 pas-
sengers and crew on an eastward course to mainland Italy.
As the auction staff ushered in potential bidders, a waiter
approached with a silver tray of bubbly. The man in the tank
top scooped up a flute. “Breakfast!” he said.

Before bidding could start, the auctioneer instructed us to
explore scores of artworks set up on easels around the room—
impressionistic seasides, twee cottages by Thomas Kinkade,
the Statue of Liberty as rendered by Peter Max, and a surreal
composition featuring an anthropomorphic cocktail olive.

My Champagne-sampling neighbor’s name was Chuck
Bialon, from Pittsburgh. He said he’d been to dozens of these
auctions over the years and whispered a warning: “It’s a shell
game.” Gallery staff milled about within earshot, offering poten-
tial collectors special prebid prices at what they said were
steep discounts. Bialon, his voice lowered, outlined the hidden
danger. The spotty onboard Wi-Fi made it next to impossible to
Google around for fair-market prices, he said—and also made
it unlikely passengers would learn that the company running
the auction, Park West Gallery, has long been accused by angry
customers of selling overpriced art as investments.

Still, Bialon added, there was that time he’d bought a
Rembrandt. Paid almost $12,000 for it on a Carnival cruise
of the western Caribbean. Hangs on his dining room wall. I
wanted to ask more, but the head auctioneer had seen me
taking notes. For the moment, I needed to move along and
mingle with others. The whiff of scandal surrounding high-
seas art auctions was the reason I was on the Epic.

Park West was founded in 1969, is based outside Detroit,
and boasts it’s the world’s biggest art gallery. It sells pictures
and sculptures at thousands of live auctions held on more than
100 ships each year. Norwegian, Royal Caribbean, and Carnival
all host Park West. And they all get a cut of the revenue. Park
West has had annual sales as high as $400 million and counted
more than 2 million customers.

With those big numbers come bitter complaints. Starting
in 2008, a series of lawsuits have alleged abusive sales prac-
tices, including forged Salvador Dali signatures and prom-
ises of investment gains. At least 21 Park West customers filed
11 legal claims across the U.S., according to a 2012 court filing

the gallery made in a separate insurance dispute. Six of
those class-action customer lawsuits were merged into

a single, multidistrict litigation at Seattle’s U.S. District
Court, according to a signed 2013 declaration Park West’s
founder made in the insurance case. The core claim was

that Park West sold art at inflated prices by using high-pressure
tricks, appraisals based on no valid methodology, and false
claims of authenticity. Price lists in the court record show
passengers spent tens of thousands of dollars on works that

Hammer time at a Park West maritime auction

weren’t one-of-a-kind originals. “The scheme targeted indi-
viduals who, while unawares relaxing on their vacations, are
wined and dined by Park West and Cruise Line employees and
are subjected to Defendants’ art fraud scheme,” a 2010 plain-
tiffs’ filing in the lawsuit said. Park West called the suit baseless
but in 2011 agreed to a settlement that it says included partial
refunds and the return of some art. The auction house says
it’s changed some of its practices, including offering returns
within 40 days and exchanges within 40 months.

Norwegian and the rest of the cruise lines have continued
to give Park West access to their captive audience of bored,
boozed-up, and broadband-deprived passengers. Fresh law-
suits against the gallery have followed. In one instance, Rane
Mazzeo, a brow-and-body waxer from Las Vegas, thought she’d
conquered the art market when she stepped off a Norwegian
ship on a spring day in 2011. She’d spent $29,809 with Park West
while at sea; the auction house had given her appraisals that
claimed the works were worth much more. Three years later,
Mazzeo got an independent appraisal that put the actual market
value at a third of what she’d paid. Mazzeo, 55, sued Park
West in September 2015 for fraudulent misrepresentation. The
company disputed the claims and was awarded legal fees after
winning a motion to compel arbitration. The lawsuit was dis-
missed, and the parties settled their dispute. (Mazzeo declined
to comment.) Norwegian, Royal Caribbean, and Carnival say
they’ve required more consumer protections from Park West.

Despite the litigation, Park West says art sales have never
been better. The gallery’s perseverance was either an amazing
corporate rebound or evidence they’d never done wrong. To
find out, I booked a windowless cabin on the Epic for a coun-
terclockwise voyage around the Mediterranean, from Italy to
France to Spain and back again. Yes, I would be drawing a salary
while on a weeklong cruise. But there were certain risks: In
2009, the captain of a Royal Caribbean ship had ordered his
security force to put a New York teacher ashore—in Oslo, in the
middle of his cruise—after he printed a leaflet warning fellow
passengers about the Park West lawsuits. “One minute I was
playing table tennis with my son, the next I was being escorted
away,” he told the Independent newspaper. Royal Caribbean
said at the time it removed the passenger because
he continued to be difficult after being warned
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he was violating the guest conduct
policy. To avoid such a fate, I
wouldn’t advertise my mission. But
neither would I conceal it, if asked.

The Epic, like most modern cruise
ships, is a shopping mall embedded
in a floating hotel. At the top is Deck
15, with swimming pools, three water
slides, and the main buffet restau-
rant. Decks 5 through 7, linked by
escalators and staircases, contain
restaurants, casinos, an atrium
lobby, a pub with a bowling alley,
theaters, boutiques, and a Cavern
Club that’s home to an excellent
Beatles cover band. Park West had
its gallery in the forward section of
Deck 5, a wood-paneled space about
the size of a tennis court, rigged with
spotlights that shone on a set of pic-
tures that changed daily. Positioned next to two banks of eleva-
tors, the space drew a constant flow of cruisers. The auctions
themselves were conducted in various venues around the ship.

One day at sea, just before I came aboard, Scott Bisset
walked into a midday auction in the Epic’s Bliss Ultra Lounge,
a disco and cocktail bar with chain-mail curtains for walls and
a small karaoke stage at the back. Bisset and his wife, Sharyn
Miller, later told me that his outfit—board shorts and a yellow
tank top—was part of a savvy strategy. “You don’t want them
to think you have money,” Miller said. “Prices can go
up.” They are an international couple: Although they
live in Dubai, he’s from the U.K., where they own a
house, and she spends time tending cattle at her family
home in New Zealand. With Park West, Bisset and Miller
said they knew what they were doing. They’d bought at an
auction on a previous cruise and were happy return customers.

After registering for a bid card that would be their auction
paddle, Bisset, 48, and Miller, 51, walked the perimeter of the
disco, examining the 300 pictures on display. They spotted four
they liked, including a “limited edition” Kinkade lighthouse and
a landscape of a bridge in France by the Chinese-born, North
Carolina-based Daniel Wall. According to Park West’s website,
Wall is the founder of a movement called “intense impression-
ism.” Before the auction started, Park West offered to combine
the four works into a single lot and negotiated with Bisset and
Miller a starting bid of $5,100. The figure was a steep discount
from the gallery’s suggested retail price.

Everyone took seats so that bidding could begin. At a podium
on the disco’s stage, the chief auctioneer, Dillon Cilliers, read
highlights from the terms and conditions printed on each bid
card, emphasizing Item 1, which said “all sales are final” in
bold, capital letters.

The bidding was fast-
paced, with Cilliers, a
South African in a snappy
suit, speaking in auction-
eer patter and banging a
wooden gavel on the side
of his podium. Bisset and
Miller’s lot came up. To
“win,” they would only need
for there to be no compet-
ing bids—and there weren’t.

The Norwegian Epic

Sold, for $5,100! “It isn’t an auction as such, is it?” Miller said
afterward. Nevertheless, she added, “I think we saved three
grand.” Bisset and Miller also bought another Wall, of New York’s
Central Park ($570), and a second Kinkade lighthouse ($1,150).

It was on canvas, but was it a painting? It was difficult to
say. Up close, you could see daubs and brushstrokes that gave
the picture three-dimensional texture in a few places. “I think
they call them a serigraph,” Miller said. “He highlights and
paints different parts of it.”

Mostly, Park West doesn’t sell works that are unique in
the sense that most casual collectors might understand.
With a few high-end exceptions, it sells what are, essen-
tially, reproductions with individual embellishments, such
as a signature. The official terms include giclée, a type of
inkjet print; serigraph, or silk-screen; and “mixed media,”
which, in most of the Peter Max works, are paper litho-
graphs with dabs of paint added. It took days of me hanging
around the gallery and attending auctions to understand this—
and I’ve covered art sales for years as a journalist, with the
benefit of a Ph.D. in archaeology. Seeing actual brushstrokes
threw me off. I finally saw in the Park West catalog, a copy
of which is placed in every Epic stateroom, that the “intense
impressionist” pictures were actually “hand embellished
giclée on canvas.”

In fact, according to the company, most of Park West’s art
is mass-produced to some degree. Those Kinkades Miller bid
on? She won’t be getting the exact ones. Instead, she’ll get
others from the same series, sent from Park West’s Florida
framing and shipping facility. That way, the shipboard floor
samples can stay where they are. It’s spelled out in the terms

and conditions, Item 16: If you buy an embellished or
mixed media work, “you likely will instead receive a

unique work that is a variation of the example dis-

played.” Bisset, who works as the finance director of

a company in Dubai, had read the fine print. “I know

these pictures are not originals,” he said. “I know they

are limited-edition copies. I’ve either got to want them or not.”

In all, Bisset and Miller spent $7,079 that afternoon. By
evening, the rush had worn off. Reality hit as the couple sat on
their stateroom’s balcony taking in the sea air, Miller sipping a
Jack Daniel’s and lemonade while her husband drank Grolsch.
“We suddenly thought, How much have we spent?” Miller
said. “We need to start buying originals if we’re going to be
spending that kind of money. Something where there’s not
another copy of it.”

We were anchored off Cannes when the good stuff went up on
the walls of Deck 5. There was a signed, numbered Joan Mir6
lithograph of colored squiggles, a Henri Matisse print, and a few
black-and-white Marc Chagall etchings. The biggest display was
a set of six Salvador Dali prints I immediately recognized—and
couldn’t believe were being sold. In the 1940s, Dali had collab-
orated with Walt Disney on a short film, Destino, for which the
surrealist master drew some storyboards. The project wasn’t
completed during either of their lifetimes but was later revived
by Disney’s nephew Roy, whose animators turned out a seven-
minute film in 2003. For the release, Disney created a set of num-
bered prints based on frames of the film. By 2008, Park West
was offering a set of six Destino prints for $11,000, discounted
from what it said was an appraisal value of $22,000.

Years later, those valuations didn’t hold up. A quick Google
check (we were in port, and I had phone reception) showed
recent auction estimates of $200 to $300 per Destino print. On
Craigslist, someone with a set that had passed through Park




West was trying to offload five for $4,000, including

the company’s frames and certificates of authenticity.

The Destinos also showed up in the class-action litiga-
tion against Park West; the plaintiffs cited a Dali expert who
valued the prints at $100 each.

On the Epic, I was eager to learn how much Park West was
asking and returned that evening for a VIP reception. Park
West galleristas and their guests were decked out in cocktail
dresses, jackets, and ties. A table was laid out with crackers,
cubed cheese, and more Champagne. Several times I heard a
staff member say “I love your dress” to a potential collector.

Bisset and Miller were there, invited because they’d been
big spenders. As Miller checked out the newly hung pictures,
her husband was at Cilliers’s desk in the back, watching a video
on a laptop. It was a promo for artist Chris DeRubeis, with
narration that described him as the pioneer of “abstract sen-
sualism.” A little later, Bisset examined some serigraphs by
Anatole Krasnyansky, pointing out the recurring Venetian car-
nival motif in each. Cilliers complimented his customer’s eye.
“That’s what makes him him,” the auctioneer said.

I asked a staffer for prices on the Mir6, which I really liked,
and the Dali Destino set. She checked a price list in a binder.
The Mir6 was $14,000, and the Dali Destino set could be mine
for $14,900.

The irony of spending day after day examining hand-
embellished giclées in the Mediterranean was that at every
port, we could easily find some of the finest art humanity has
ever produced. Before boarding the Epic in Rome, I’d caught the
train to the port at St. Peter’s Basilica, steps from Michelangelo’s
Sistine Chapel. The next day we hit Tuscany, where shore excur-
sions included trips to Florence’s Ufhizi Gallery, with Botticelli’s
Birth of Venus. In Cannes, I took the train to Nice to see the
Chagalls. And in Barcelona, I went to the hilltop Joan Mir6
Foundation’s museum, hoping to learn more about the litho-
graph of his I'd seen aboard. The museum gift shop had some
similar pieces for about $400, but they weren’t signed.

The next day, during the crossing to Naples, was the day
I met Bialon, owner of the Rembrandt. He wasn’t there for
the free booze after all. He was interested in a Kinkade on
canvas for his house and had arranged a prebid for about
$1,200, he said. That’s when my note taking finally became
too obvious. Cilliers, the chief auctioneer, said he’d noticed
I was writing a lot. I fessed up and waited for
nautical security to swarm.

Instead, Cilliers’s first reaction was to seem
embarrassed that I hadn’t seen enough big
sales. Americans are Park West’s target market,

he said, and they made up only about

10 percent of the Epic’s manifest. If I

wanted to see how well they normally

do, Cilliers said, I should check out a

cruise from New York. Otherwise, for

any comment I’d need to contact headquar-
ters. And that was it. I wasn’t sent to Oslo.

About 40 people showed up to that day’s sale,
in a lounge called Le Bistro. Wearing a dark suit
and lime-green tie, Cilliers told newcomers that if
they wanted the free Champagne or raffle tickets,
they needed to sign up for a bid card. Once they
were seated, he made clear he wanted buyers,
not oglers. “If you’re here to watch the show,”
he said, “you’re in the wrong place.” A waiter
passed flutes of mimosas and Champagne. “This

()

isn’t television,” Cilliers said, pointing to his eyes and

then back at the audience. “I can see you.”
Cilliers started with a Peter Max of a man holding
an umbrella—a “one-of-a-kind” on canvas. Estimated
retail was $23,800, he said, but he’d start bidding at $20,000.
After a flurry of unintelligible auctionese, Cilliers banged
his gavel on the side of the podium and asked for a round of
applause for the Max. It hadn’t sold, but that didn’t seem to
be the point. He’d conditioned the crowd into thinking any-

thing under five figures might be a bargain.

Soon, Cilliers racked up sales. A bronze statue of a cat, retail
$6,400, went to a sole bidder for $4,900. Then a trio of pictures
came to the block, valued at $19,150. An American couple had
arranged a first bid of $9,790 and was hoping nobody pushed
it higher. Cilliers searched the room for competitors, found
none, and banged his wooden hammer. The room erupted
with applause. The husband, the back of his buzz-cut neck
flushed red, beamed with relief.

Cilliers also sold a vellum manuscript page, with red and
black Latin script on it that he described as “a piece of history,”
to another lone bidder for $4,100, as well as a giclée of leop-
ards by Andrew Bone to a man wearing a Yankees T-shirt for
$1,025. (When I spoke to the Yankees fan later, he referred to
the purchase as a “painting on canvas,” and I didn’t have
the heart to tell him otherwise.)

The American couple’s $9,790 purchase had earned
them the close attention of Park West staff. One perched
herself over their shoulders, whispering. Minutes later,
Cilliers offered a Romero Britto picture, saying it was worth
up to $4,200 but could be had for a bid of $1,390. The couple,
now the toasts of Le Bistro, nodded. Cilliers banged the gavel as
his assistant offered the couple more Champagne.

Amid the auction lots came games. Park West is known
for sprinkling in diversions like raffles and mystery items. (At
one auction I won a gift box with a watch, pen, and case for
business cards. I gave it to the Filipino man who cleaned my
stateroom.) Another tactic is bidding by elimination. I watched
as an assistant brought out a print valued at $300, and Cilliers
asked anyone willing to pay $5 to raise his bid card. “If you
don’t have $5,” he said, “I’ll give you $5.” Almost every card
in the room went up. Cilliers started to increase the price,
and a few cards went down each time. At $70, I counted eight
bid cards still up, when he abruptly concluded the bidding,
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taking in a quick $560. It would’ve been confusing for anyone
who didn’t understand that that exact picture wasn’t for sale—
that Park West had hundreds, possibly thousands, of identical
copies from the print run in its warehouse. (Some sore winners
of such rounds later told me they’d thought the game would
continue until there was a single remaining bidder, leaving
them time to drop out.)

To finish off with a bang, Cilliers filled the stage with five
Peter Max pictures worth, he said, $31,460—but available for
$9,999. No takers. He added a sixth image to the bargain. It
was of the Statue of Liberty surrounded by votive candles,
flowers, and an American flag.

“What was yesterday?” Cilliers asked the crowd.

“Monday!” they shouted.

Cilliers, with a beleaguered look, reminded them that it had
been the anniversary of Sept. 11. He continued sweetening the
deal with more pictures, until there were 10 Maxes in all, still for
$9,999. No one bid, and the crowd filed out toward the casino.

When the Epic returned me to Rome, the first thing I did at my
desk was research whether the Mir6 lithograph I'd admired
was a good deal at $14,000. It turned out to be part of a set of
39 sold by Christie’s in London in March 2015 for the equiv-
alent of about $96,000 at the time. Just 13 were signed. The
most generous valuation I could come up with—assigning a
value of zero to the unsigned ones—put the price of a single
signed picture at $7,400. Later I found a precise figure: In 2011,
Swann Auction Galleries in New York had sold one of the Mir6s
for $3,360, including fees. Sure, prices shift from year to year.
But had I paid what could be seen as Park West’s 317 percent
markup, I’d have joined their roster of unhappy customers.

Being safely off the ship, I got in touch with Park West’s
founder and chief executive officer, Albert Scaglione. “We’re
not out there cheating people,” he said over the phone.
Scaglione said that since the lawsuits he’s beefed up his com-
pliance department, which reviews videos of every auction. He
disputed that Park West’s prices are inflated, arguing they’re the
market prices for his way of selling art. “We’re not Sotheby’s
or Christie’s,” he said.

Scaglione, 77, did say he was sympathetic about the con-
fusion during auctions regarding whether works were orig-
inal paintings. “It’s often garbled, it goes too fast,” he said,
suggesting he might introduce better signs explaining things.
The seemingly high prices for prints that went for less on
land? “You might find one in an obscure auction in Austria

that sold for a third,” he said. “These things aren’t
always available.” The Dali Destino prints? Park West
had set its prices as the exclusive marketer of

the prints, he said, and any other prices are, at

best, from “people who bought from us, who

O

are selling,” he said. He also said, “how do you know it’s not
a forged Destino?”

I told Scaglione that I'd noticed one reform on the Epic:
Not once did I hear the auctioneers make promises
of investment return. In fact, the two times I asked
about price appreciation, separate staffers gave the
same response: “We can’t predict the future.” Scaglione
told me, “The place we’re at now is so nice. Did we ever
have an auctioneer selling art as an investment? We did. We
fired them.”

One thing Scaglione didn’t want to discuss was Park West’s
2011 settlement. I had found, buried in the docket for a sep-
arate case, the amount the company had paid to resolve the
matter, including legal fees and damages: $1,154,435.47. During
a good year, that would be a single day of revenue. It explained
a lot about the company’s durability.

Rembrandt was the last Park West mystery to solve. Bialon
had said he’d tell me the whole story when he got back to his
house in Pennsylvania, where the retired computer systems
analyst spends his time breeding tropical fish in 40 aquariums
he keeps in his basement. By phone, he said he picked up the
Old Master on a Park West cruise seven years ago. It was a self-
portrait etching of the artist wearing a flat cap. It had been
printed in the 1800s from copper plates that Rembrandt van
Rijn made during his lifetime in the 1600s, according to the
Park West appraisal that came with the picture. The document
valued the etching at $11,800, the same Bialon had paid for it.

But nowhere did the appraisal say where the etching had
come from—its provenance. Now Bialon wanted to know. “The
thing has been sitting around for a couple hundred years,” he
said. “Somebody had it.” In late September, Bialon called Park
West, gave them the registration number off the appraisal, and
asked if they could send him the picture’s history. At first Bialon
was told he’d get the information in the mail in a week. When
nothing arrived, he called and got bounced around, only to
be told he’d get a certificate of authenticity and nothing more.

When I spoke to Scaglione, he was aware of Bialon’s case and
was firm about refusing him the provenance. “We get things
from families, we get them from clients,” he said. “We do not
and will not provide the sources.”

The day before this article went to press, Scaglione sent me
an e-mail. It was another chance to observe how Park West oper-
ates. During our earlier phone call he had requested that I not
use an audio recorder. Now he revealed that he’d been using a
recorder on his end and suggested I submit for his verification
“anything whatsoever that I said.” Scaglione also wrote, “[W]e
have video tapes of all the auctions you attended” on the Epic.
“We have a video of each work of art that came up and when you
took notes and when you did not.” In at least this one respect,
Park West has learned to value the art of authentication. @
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Hoping can't keep your Kids from using drugs. &8
But you can. And we can help. |

We partner with parents and families to help keep teens from using drugs and alcohol.
We provide families with free, science-based resources to help them deal with
teen substance abuse, information about the ever-changing drug landscape, programs that
help parents engage with their teens, guidance for counseling or treatment if
they are in trouble, and support from families that have already faced this problem.
We're here to help. Let's work together.

Call our toll-free helpline, 1-855-DRUGFREE. Or visit us at drugfree.org.

Partnership
for Drug-Free Kids

Where families find answers

@ Partnership for a Drug-Free America, Inc. Partnership is a nonprafit, 50Y(e)3) charitable organization.
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o your favorite band is coming to town. Sweet!
You show up at the venue, stand in line for
20 minutes, get patted down by a really
unofficial-seeming security guard—then spend
$12 for a warming Bud Light in a plastic cup
before making your way to a seat (if the concert
hall even has them), only to find that someone
the height of Kristaps Porzingis has purchased the one direct-
ly in front of you. By the time the beer has run its course, the
opening act is still tuning up; better stand in line for the bath-
room now, before the toilet paper runs out. That’s if you’re
even able to get a ticket. A report by the New York Attorney
General’s Office earlier this year revealed that venues often
hold back as much as 20 percent of seats for insiders when
a big act comes to town. After credit card company presales,
there might be only a handful of tickets left. For a July 2014 Katy
Perry concert at the Barclays Center in Brooklyn, the report
found, only 12 percent of seats were still available at the offi-
cial on-sale date. A moderately enterprising scalper using au-
tomated software can scavenge whatever’s left at the rate of
more than 1,000 tickets a minute.

Hard to imagine why you haven’t tried going to see any
bands recently, right?

Matt Jones, the chief executive officer of Songkick, an app-
based concert-discovery and ticket-sales company in Brooklyn,
wants to give you a reason to try again. An exuberant 30-year-
old with unkempt brown hair and a Jay Leno-esque chin, he’s
one of a number of startup CEOs trying to use technology to
reshape concerts, the last bastion of authenticity in the music
business. Unlike the recorded-music industry, which has been
disintermediated by companies such as Spotify and lost much
of its analog-era charm, the concert business, especially in the
U.S., is still dominated by artists, venue owners, and ticketing
companies, who all retain much of their historical clout, some-
thing audiences have just had to accept until now. Recently,
Songkick polled some of its 15 million monthly visitors on the
most abhorred concert misbehaviors and posted a warning on
the company blog: “Arrive late, drunk, and push to the front
at your absolute peril. The scorn of the entire Songkick user
base awaits you!”

That user base gets offered tickets for A-list acts, Songkick
clients such as Adele and Metallica. Jones says Songkick has pat-
ented software that can tell the difference between a real ticket
buyer and a ticket-hoarding bot. It’s a sad reality that beating a
bot is a win, but Songkick is operating in a difficult business. Live
entertainment, including theatrical performances, is expected
to generate $26 billion in the U.S. this year, according to market
researcher IBISWorld. But while Perry sells out arenas, Jones
points to a widely accepted statistic in the concert industry that
as many as 40 percent of all tickets go unsold. He says Songkick
can get more people to go to shows, driving up the industry’s
sales. “If you look at recorded music, the market has declined,
but it’s arguably coming back now,” thanks to Spotify, Jones

I O/ says. “Technology has

not played its part
in live yet, and that’s

Estimated share of live-entertainment

tickets that go unsold each year

really what we are
trying to do.”

The son of a con-
tractor, Jones grew up
outside London, in

Essex, and became a
music obsessive after
an uncle turned him
on to Joy Division,
the Pixies, and other
bands. “My main goal
when I was 16 was
never to pay for a
concert ticket,” he says.
“That was a big thing, because I would go to six shows a week.”
One way to make that happen was to join the industry. At 18,
Jones started a concert promotion company, SPC Live, which
he ran out of his bedroom in his mother’s house. It rented small
halls in second-tier cities such as Brighton, Cambridge, and
Oxford, putting on shows by future stars including Adele and
Ellie Goulding. “I knew Ellie and all those people before they
had agents, before they had managers,” he says.

Jones was astonished to find out how little control artists
have over ticket sales. So in 2008 he created a pioneering
side business called CrowdSurge. It let acts sell as many as
20 percent of all seats from their websites, according to several
English music industry executives. (Jones declined to discuss
specific percentages.) “Nobody made the effort to give artists
that freedom before those guys,” says Daniel Ealam, direc-
tor of live at DHP Family, an English entertainment company.
To make its bones, CrowdSurge typically charged a modest
10 percent fee on each ticket.

A gifted salesman, Jones had little trouble signing up acts.
His beloved Pixies became a customer. “It was nice to see a
company come along that could take a great deal of the heavy
lifting off our plate,” says Richard Jones, the band’s manager.
In 2011, Matt Jones raised $2.4 million for CrowdSurge from
Warner Music Chairman Len Blavatnik’s company, Access
Industries. The same year, Jones opened CrowdSurge’s first
New York office. “We got it to a point where we had hundreds
of artists—Paul McCartney, the Rolling Stones, Kenny Chesney,
Blake Shelton—and even big guns in the EDM [electronic dance
music] business, like Tiesto,” Jones says. In 2015 he merged
CrowdSurge with Songkick, then an English concert-discovery
service that let users track their favorite bands’ shows and pro-
vided listings for Spotify, MTV, and SoundCloud. (Songkick was
co-founded in 2007 by Ian Hogarth, who remains co-chairman
of the combined company’s board.) Jones raised an additional
$16 million from Access and several other groups.

It was relatively easy for Jones to disrupt the live-music
business in Britain. “You can have 10 vendors selling tickets
for one show in London,” he says. But in the U.S., ticket sellers
bid for exclusive rights to handle sales at the largest venues.
The market has long been dominated by Ticketmaster, which
Pollstar magazine estimates has contracts with 80 percent of
the biggest concert halls. Ticketmaster, which allows artists
to sell only 8 percent of their own tickets to members of their
official fan clubs, consolidated its power over the market in
2010 when it merged with Live Nation, the world’s largest live-
music promotion company.

Live Nation wasn’t interested in being disrupted. As far as
it’s concerned, it paid a lot of money for its contracts, so why
let some upstart take a cut of the business? “When you have
people who come along and simply say, ‘Hey, I want some
tickets for free because my business model says if I get tickets
for free that you pay for, I can sell them and make money, I get
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Share of tickets available at the
on-sale date for a July 2014 Katy
Perry concert in Brooklyn, N.Y.



that,” says Joe Berchtold, Live Nation’s chief operating officer.
“But it’s not sustainable for us.”

Live Nation says Songkick violated the 8 percent rule by
selling those tickets to the general public. It also alleges that
Jones tried to extract a higher percentage of tickets from the
company by getting managers of his clients to threaten to
cancel their shows. Songkick says Live Nation was the heavy,
refusing to release tickets to Jones’s company, in some cases,
unless it tacked on Ticketmaster’s surcharge, which it says
could be as high as 80 percent. (Ticketmaster denies this.)
Finally, Songkick filed a federal lawsuit in December 2015
against Live Nation, calling it a monopoly. Live Nation coun-
tersued, accusing Jones of trying to build a business “on a
combination of free-riding and blatant theft.” In May, U.S.
District Judge Dale Fischer denied Songkick’s request for a
preliminary injunction, saying it had “failed to show virtu-
ally any likelihood of success on the merits” of its case. Bob
Lefsetz, author of the Lefsetz Letter, a widely read industry
publication, says Songkick’s plan to wrestle tickets away from
Ticketmaster was doomed from the start: “I have no sympa-
thy for Songkick. They have a flawed business model. They
are delusional.” Jones declines to comment on the lawsuit.

Songkick may be facing an existential threat in the U.S.,

1. COLDPLAY
2,033,758 FOLLOWERS

2. U2
1,938,446

3. RIHANNA
1,888,928

4. EMINEM
1,728,567

5. ADELE
1,648,972

6. MAROGON 5
1,599,383

7. KANYE WEST
1,514,801

8. DRAKE
1,508,283

9. KATY PERRY
1,498,670

10. BEYONCE
1,415,365

but it’s not the only startup in America out to reinvent the
concert industry. Adam Mclsaac, a former Songkick execu-
tive, now runs Robin, a five-month-old, Toronto-based “con-
cierge service” for concertgoers. Users create a bucket list of
artists they want to see, which Robin then takes to bands, hall
owners, and ticket companies and finds a way to get tickets at

'"TECHNOLOGY HAS NOY

PLAYED ITS PART IN
LIVE YET, AND THAT S
REALLY WHAT WE ARE
TRYINGTO DO’

face value. “Our aspiration is that purchasing your own ticket
will become almost as odd an experience as cobbling your
own boot,” Mclsaac says. Eventually, Robin wants to provide
customers with a car service, preconcert dinner reservations,
and a place to enjoy a nightcap after the encore. It might find
them babysitters, too. “I’ve heard from our users that they def-
initely want assistance with that,” McIsaac says.

There’s also Jukely, a New York startup with a Netflix-
like approach to concerts. In 2015 it launched a live-music
subscription service in 16 cities enabling users to attend a
concert every night, if they have the stamina, for $25 a month.
How can it charge so little? Jukely founder Bora Celik says
his company has cut deals with smaller venues outside the
Live Nation-Ticketmaster universe to offer their unsold ticket
inventory. Primarily, Celik says, Jukely offers users the chance
to see lesser-known acts. Still, 1,300 subscribers got to see a
Halloween performance in New York by Skrillex, the EDM
star. “It’s a big behavioral change,” Celik says of his model.
“We’re still in the early days.”

Sound Rink, a startup in Portland, Maine, is also expand-
ing the idea of what it means to attend a show. For anywhere
from $20 to $300 on top of the actual ticket price, the company
will let you have coffee with members of your favorite band,
eat dinner with them, listen to an acoustic set on their bus, or
just stand backstage while they perform. Cody DeLong, Sound
Rink’s CEO, says you shouldn’t have to pay huge amounts to get
face time with big stars. “Taylor Swift does a lot of VIP pack-
ages,” he says. “She charges $400, and she can sell 100 a show.”

Even Live Nation is trying to elevate the concert experi-
ence. It’s letting people buy tickets via Spotify, just as Songkick
does. It’s also selling craft beer at shows and having uniformed
employees direct ticket holders to concession stands with the
shortest lines.

Jones is optimistic; he says the company still has a future in
the U.S. Regardless of the lawsuit’s eventual outcome, he has
plenty to do: Songkick recently sold more than 50 percent of
Adele’s tickets for her four big shows at London’s Wembley
Stadium next summer with less than 2 percent being scalped.
“What they’ve done has been brilliant,” says Lucy Dickins, a
U.K.-based agent whose clients include Adele and Mumford
& Sons. Jones has also fashioned himself as something of an
evangelist, shedding light on how tough it is to get into shows
and how that could be changed. “It’s kind of the reason why
I started this,” he says. “I was like, ‘This can’t be the way it
is. It’s so backwards.”” @
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NOT A NORMAL WORK
TRIP

Writer Ayelet Waldman experiments with microdosing and
becomes “weirdly productive.” By Carrie Battan

n the mid-1700s, Benjamin Franklin
developed a strange habit: Almost
every morning before he began to
work, he’d stand at his window, nude,
taking an “air bath.” Franklin was no
exhibitionist: He was a Revolutionary
Era life hacker determined to opti-
mize his happiness and output
through ritualized, self-administered
experiments on brain and body. As
human impulses go, the drive to self-
improve is just as fundamental as the
need for sex or food; these days, the
internet can help you find your air bath
and improve upon multitudes of prob-
lems—and even introduce you to some
you never knew you had.

Few understand this better than Ayelet
Waldman, a 52-year-old novelist, essayist,
and former federal public defender who’s
turned mining her own well-being and

psychological landscape into a part-time
job. A Really Good Day ($25.95, Knopf)
is the document of her boldest effort to
fix herself: taking “microdoses” of LSD,
a practice she discovered in a 2011 book
by psychedelic researcher James Fadiman.
According to his guidelines, microdosers
should take 10 micrograms of LSD every
three days, a quantity well under the
threshold at which a user experiences
hallucinations. If they do this, microdos-
ing proponents claim, they’ll be rewarded
with an improved mood, deeper insights,
and unprecedented focus and creativity.

Waldman’s problems, including mood
swings and anxiety, were relatively ordi-
nary. But she worried that, as she headed
into menopause, the hairline cracks in her
emotional health threatened to disrupt
her marriage and livelihood. She acquired
a dropper bottle of liquid LSD from a

professor friend-of-a-friend and began a
30-day microdosing regimen, which she
chronicles in daily journal entries.

While the drug’s effects were “sub-
perceptual”—they didn’t interrupt her
everyday experiences—Waldman reports
feeling “activated” on the days she dosed.
She suffered from occasional LSD-induced
insomnia and stomachaches, but her
chronic shoulder pain dissipated. She
fought less with her husband and reveled
in the joy her children provided. She
wasn’t as irritable and, perhaps most
crucially, vastly more efficient: Even on
days she felt cranky, she was “weirdly
productive,” she jots down in her log.
Most of her time was spent on this book.
“Found myself so effortlessly in the flow
that I didn’t even notice time passing,”
she writes. “I see why people microdose
as an alternative to Adderall.”

There’s no hard data on the preva-
lence of microdosing nor any clinical
studies of its effects, but growing par-
ticipation in Reddit threads suggests the
practice is expanding rapidly among
the achievement-addicted. Despite the
therapeutic benefits, Waldman resists the
impulse to write a cheerleading tale of
self-discovery; instead, she becomes an
historian of drug use and policy.

Drawing on her experience as a public
defender, she weaves together memoir
and advocacy, jumping rapidly between
starry-eyed passages about romantic love
and dense, journalistic writing. It’s part
Eat Pray Love, part The New Jim Crow, the
latter of which Waldman references explic-
itly when discussing America’s history of
racially discriminatory drug policies. At
times, her leaps are too ambitious, and
she struggles to make smooth transitions
between emotional self-interrogation and
grander political ideas. (It’s a rare thing to
wish a first-person book were more navel
gazing.) But mostly it’s a relief to read a
drug book that’s edifying and not merely
a collection of someone’s wacky capers
while under the influence.

Waldman insists her experiment was
never about connecting to a higher power
or undergoing a spiritual awakening. But
she certainly has motivations beyond self-
tinkering: She uses her experience as a
neurotic, middle-aged mother of four to
normalize drug use that would other-
wise be stigmatized and to argue that
substances such as LSD should be decrim-
inalized and reframed in our culture. The
delight of this book is good proof that
she’s right. @

ILLUSTRATION BY BENEDIK KALTENBORN
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ca‘ch Him If You Can

Sam Grobart pmsﬁ)lu'ﬂig‘lzl-r('a(l\' products to the test

Bose has finally married its noise-canceling technology to wireless earbuds.
The comfortable, packable, Bluetooth-enabled Bose QuietControl 30 wireless
headphones drown out a hefty amount of rattle and hum. Controls on the
headset (or an accompanying app) let you adjust noise reduction on the fly, so
you can confirm you want the minipretzels without popping out the buds.

With 10 hours of battery life, the QC30s are the next-
best thing to a first-class upgrade.
$300; bose.com

One of the few joys of flying
is the salty familiarity of
anin-flight Mr & Mrs T
bloody mary. But you can
put the craft in aircraft with

a Carry On cocktail kit.
New variations of these
sardine-size tins provide
the mixes and garnishes
to make hot toddies and,
yes, bloodies. (Note
the sealed packet of
pickles.) You need only
ask for one of those
tiny bottles of liquor
from the beverage
B Ccart—watch your feet
and elbows. $24;
wandpdesign.com

From the baggage
carousel of Dr. Moreau comes

Micro luggage, an unholy union of scooter
and carry-on. Flawed in many ways—it’s heavy,

there’s no external pocket, interior pockets
spill open, there’s no steering—the Micro seems

designed for that Elysian airport where a rider
would never collide with a bag or get mocked
by a crowd for looking like a schmuck.
$300; microkickboard.com

PHOTOGRAPH BY CHRISTOPHER LEAMAN FOR BLOOMBERG BUSINESSWEEK



Travel

Need
help dozing off
on that red-eye? Buy
a sleep mask—but not just

any sleep mask. The Nidra
deep rest mask might make you
look bug-eyed, but it doesn’t put
any pressure on your eyelids and

lashes, allowing you to blink freely.
With this, the headphones, and a
cocktail or three, you should be

blissfully unconscious by the

time the captain turns off

the “fasten seat belt” sign.

$12; amazon.com

“I treat long flights like
a day at a spa—a chance
to recharge. I wear black
leggings and a tank top layered
with a cashmere sweater, which
looks professional enough but feels like
pajamas. Then I bring warm, fuzzy socks
to change into. I also come prepared for
a picnic, with prosciutto, cheese, bread,
and olives. Once on the plane, I put on
my socks, buy a bottle of red wine, and
settle in.”

Elle Qriffin
Head of marketing, EveryoneSocial

“I travel frequently on trips that
take more than 24 hours and make
them bearable by doing three
things: First, [ put in a special food
request ahead of time to avoid
redundant meals. Second, I'll
watch a movie or TV show for
one hour and then work for one
hour, on repeat. Third, if ’'m
flying business or first class,

I'll walk back to economy
and sit down in an empty

seat for 5 or 10 minutes

GO TO THESE SITE®

Two startups that cq
1 help when the qirl;
; . n .
! conspire against yoy, By Andrew Se352 gods to refmltn;i)l myself ?gw
comfortable my seat is.”

Krish Himmatramka
Founder, Do Amore

Flying during the holidays often feels like prime
proving ground for Murphy’s Law: Anything that can
go wrong with your flight will. But two companies

are trying to make the ordeal less awful.
Let’s say your flight is canceled or delayed
more than four hours, or you miss your
connection. Normally you'd have to rebook
with your airline by either waiting in line at the
airport or calling customer service, which is
really enjoyable. Freebird (getfreebird.com)
lets you rebook on any domestic carrier, not

T~ % only the one that screwed you. You register

e S an itinerary at least two days before your

2 trip and pay $19 if you're on a one-way
ticket or $34 if you're on a round-trip

flight. If your plans are disrupted, Freebird
will send you a text with a link to new flights you

can get on; pick one and that’s it—you’re off.
But what about your pain and suffering? AirHelp (airhelp.com) streamlines the process of
filing a claim with any domestic or European Union airline to get money you’re potentially owed
for being inconvenienced—as much as $680, depending on the country’s air-passenger rights
regulations. AirHelp then updates you on the status of the claim and takes a 25 percent cut of
whatever you get.

“I was on a flight from
Tel Aviv to New York City,
and instead of watching a movie,
I decided to use Tinder’s passport
feature, which allows you to virtually
place yourself in a different city. I placed
myself in New York and later managed to
meet some women for dates and see the
city through locals’ eyes.”
Sagi Qidali
Co-founder and chief product officer;
SaferVPN
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“I will often book an aisle seat, but if I forget,
I’ll wait for the person in that seat to arrive
and tell them I recently had ACL surgery
and need the aisle seat to stretch my leg. To
be fair, I did have ACL surgery, but it was
two years ago. The scar is still visible, so
if anyone asks, I show it to them, and that
usually does the trick.”

Russab All
Founder, SMC Digital Marketing

“I’ll put on an‘eye mask with a Post-it
attached that reads, ‘Please don’t wake me
unless there’s an emergency or snacks.
I came up with the idea when I was on a
flight to Paris and the passenger next to
me asked me to remove my headphones
because he had a few questions. I did, and
that person ended up giving me a lecture
for the duration of the flight.”

Alexis Davis
Founder and CEO, H.K. Productions

“To try to fall asleep, I give a friendly
smile to those around me as I put on my
noise-canceling headphones to show that
I will not be chatting. I watch a movie.
After that, I put eye covers on. I do single-
nostril breathing, then listen to something
like ocean waves as I try to imagine myself
sleeping. If that doesn’t get me to sleep, I’ll
do it all over again.”

Tammy Berberick
President and chief executive officer, Crestcom
International
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Marketing

THE SWEET SGENT OF
SUCCESS

Hawthorne and a handful of online-only fragrance startups smell money. By Jon Roth

ragrances are a $4 billion annual
market, with men accounting for
a quarter of it, according to con-
sulting firm A.T. Kearney. But
Brian Jeong thinks the way guys go
about buying scents—having a sales
associate assault their olfactory
senses—stinks. His fix? Delivering
proprietary colognes to men who won’t
have to wander any farther than their
phone to order the stuff, at prices that beat
the beauty counters. Jeong’s company,
Hawthorne for Men, is the latest in a cat-
egory of digital-native fragrance boutiques
banking on the proposition that yow’ll pay
money for what you can’t smell first.

Step No. 1 is getting guys to pay any
money at all, because 43 percent receive
their fragrances as gifts, according to
market researcher NPD Group. Jeong says
he can ensure satisfaction by asking men a
few questions. Users enter biometric info
(Does your body run hot or cold? Are you
a vegetarian or an omnivore?) and choose
behavioral and lifestyle leanings (Introvert
or extrovert? Hipster or preppy?). Jeong
says the data points are relevant because
they’re based on studies, such as the way
body temperature affects how long a scent
lasts. He and his co-founder, Phillip Wong,
both 27, also surveyed friends and co-
workers on their reactions to Hawthorne’s
10 original fragrances.

The answers are run through an algo-
rithm that selects two scents—a strong
one for “play,” a subtle one for “work”—
designed by award-winning perfumers.
The two 1.7-ounce bottles arrive in about
aweek and cost $100 total, a big discount
off the most successful department-store
brands. The best-known fragrance from
Hawthorne scentologist Rodrigo Flores-
Roux, Neroli Portofino for Tom Ford, is
$225 for the same-size bottle. If you’re
dissatisfied with the picks, a replacement
is free. So far the return rate is under
5 percent, Jeong says.

He and Wong know each other
from high school, when they started a
streetwear line before landing jobs in

e-commerce and fashion. Hawthorne,
which launched in October, is the first
online fragrance seller to tackle the men’s
market specifically, but it’s not the first to
put perfume on the internet. Two years
ago in San Francisco, Christine Luby, 34,
and Erika Shumate, 32, founded Pinrose
for the millennial woman who “lives with
all five senses.” Shumate studied the psy-
chology of scent at Yale and developed a
smell quiz of her own; you can buy a pro-

The companies have raised millions
of dollars from Silicon Valley investors—
Bonobos co-founder Brian Spaly bought
into Pinrose—and each reports high rates
of customer satisfaction. Still, not every-
one in the industry is sold on the formu-
laic approach. Jason Fried, who consulted
for the technology and innovation office at
a top fragrance house (he won’t say which)
and advised Phlur, is wary of quizzes.
“Sense of smell is biological,” he says.

prietary fragrance for $55
or a “Petal Pack” for $30,
which includes 25 single-use
testers in as many as five
scents. There’s also unisex
scent maker Phlur out of
Austin, which began in July.
Founder Eric Korman, 45,
the former president of

INTROVERT? IT
MIGHT AFFECT
WHAT'S IN YOUR
IDEAL GOLOGNE

“People who you would
think are very similar will
have different preferences.”

Having tried all three
services (no, I’m not in
Pinrose’s target demo, but
so what?), I can say that
each had its own inter-
pretation of what scent

Ralph Lauren Digital, pres-
ents the six fragrances available on Phlur’s
site in unique terms: Siano, for example,
shown against a backdrop of city lights
and scored to tracks by Drake and Hot
Chip, is “a pure expression of elation.”
Shoppers order samples of two scents for
$10, a fee that’s subtracted from the $85
cost of the bottle they finally choose.

would work best for me:
Pinrose’s Pillowtalk Poet was powdery,
Phlur’s Greylocke was salty and aquatic,
and Hawthorne’s Play selection smelled
of dry wood and smoke. I liked them
all. With their generous return policies,
there’s little to be lost from giving these
a go. Except, maybe, that associate’s
commission at the perfume counter. @

PHOTO ILLUSTRATION BY 731: PHOTOS: GETTY IMAGES (3)
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What 1 Wear to Work Etc.

What’s a typical workday
1 like for you?
One day I'm locked in a room
&Y with our retail team seeing
& samples—like T-shirts, leggings,
tank tops, and shorts for our
line of clothing—and another
day I’'m in my CFO’s office
going over budgets.

¥ that fits perfectly, almost like
it was made for my body.

Is there a story behind
- .8 your watch? !L
i - 4 > k My dad wore a Rolex, and | &%
* HELMUT LANG . I promised myself that
i [} e once I got to a certain
may =Y ~L i 4 point in my career, I'd

reward myself with one.
I got it on a business trip
in Hong Kong. I was at
the airport at duty-free,
and that was it.

How do you dress
i at Barry’s corporate? {
| In business casual,
mostly. But you

§ could show up in
workout shorts
 and a T-shirt, and
there’s no judgment.

& Your jacket is a statement!
@ [love thatit’s a camouflage
puffer—you hardly see that
combo—and it’s lightweight,
which makes it great to
travel with. I posted a photo
of myself in this jacket on
social media, and
I’ve never had a
crazier splash.

Are your jeans black or gray?
They’re black but a little faded. The designer,
Olivier Rousteing, does this interesting stitch

on men’s jeans. It’s something of a signature—
when you see that, you know that’s his mark.

It was a hit?

Tons of people were
messaging me and
commenting on

the jacket, asking
where I got it. That’s
never happened to
me before.

Your boots look vintage.
They’re not. A few years ago, |
experimented with actual vintage boots,
and they’re so uncomfortable—just
wood and nails. These have that
rock-star look but are so comfortable.

chief executive officer;

“Barry’s Bootcamp, Los Angeles

Interview by Jason Chen
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General manager, executive vice president for original programming,
Disney Junior Worldwide

Left, with sister
Lindsay, 1960

“My dad was an advertising executive, and
he put me and my two sisters in a national
Johnson floor wax commercial. I wound up
getting residuals, which I never saw until I was
in college, and had this nice little nest egg.”

A poster for 1981’s
The Loveless, starring
Willem Dafoe,
which Kanter edited

“We were screening the first cut of Dog Day
Afternoon for Al Pacino, Sidney Lumet, and
the studio. Waiting for a cab, I hear this giant
crunch, and a bus ran over a film can. This was
the one and only copy of this film. I thought,
I’'m going to get on a plane to Mexico. But
those cans were heavy for a reason: The reels
were bent, but the film was fine.”

In Hawaii with her
children, 1994

“A guy with a fortune and a
love for children’s television
found me and said, ‘Do
you want to start a kids’
animated educational website?’
Then the market collapsed,
so they canceled the IPO. I have
lots of worthless stock.”

“I took a film class with Renata Adler,
the New Yorker critic, at her
fabulous town house. She would invite

Wellington C. Mepham
High School, Bellmore,
N.Y., class 0f 1970

her fancy friends—Richard Avedon,
one of the Rothschilds—and we
would have these sophisticated
conversations. I wanted that life.”

Hunter College,
New York, class of 1974

Experience

Hunter College

With her
high school
sweetheart

1974-83 and now
Film editor husband, Joe,
1974
1984-86
Adjunct professor
of film production,

“I had success getting several

1984-93
Independent film
producer

properties developed and
optioned but no success in

1993-98
Executive producer,
Children’s Television

Workshop

getting them made. Then
I pitched an ABC Afterschool
Special and produced it.

1999-2001

President, Bluecow.com

And then I was a producer.”

2001-13
Senior vice president for
original programming,
general manager,
Playhouse Disney U.S./
Disney Junior Worldwide

2013-
Present
GM, EVP for original
programming, Disney
Junior Worldwide

Life Lessons

With Minnie Mouse, 2013

“Mickey and the Roadster Racers will
launch next year. We have educational
messages, but what’s most important
is that kids attach to the story and
~ characters so that those messages
" come through organically. It’s my job
to make sure they’re there.”

(2%
“Bstincts tell you.” 3. “When I think, Huh, why didn’t I think of that?, that’s a good indication that a pitch is worth pursuing.”

s . . . . . . ©
1. “You can be strong, you can be authoritative, but you can also be nice. Make people want to be in a meeting with you.” 2. “Your only guidepost is whad
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See
inside from
anywhere.

The new Family Hub" refrigerator

It has built-in cameras that take a photo
every time the doors close, so you always
know what you have and what you're missing.

SAMSUNG




The healthcare business is built on trust.
SO IS ours.

Since its origins over 350 years ago, MUFG has grown to become one of the world's largest financial
groups with 140,000 employees in 50 countries and $2.6 trillion in assets. We've been able to achieve this
by working every day to earn the trust of our clients.Today MUFG is a thought leader and trusted advisor
providing comprehensive and tailored financial solutions for business partners across many industries, in-
cluding healthcare, a sector with enormous potential.

Your trust,
your future,
our commitment

Mitsubishi UFJ Financial Group
A member of MUFG, a global financial group

www.mufg.jp/fenglish . M U FG
©2016 Mitsubishi UFJ Financial Group



