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How the cover
gets made

(1]
“So this week’s issue is
all about EQUALITY!
In business, of course.”

“You mean like that
cover we did a few
months ago with a few
hundred White CEOs?”

“Right. The business
world has been a little
slow. But the times they
are a-changing.”

“Changing like holding a
match to a glacier?”

“Quicker!”

2]

“Better snail than sloth.
And Adagio is a pretty
great name. It’s slow,
but not too slow.”

“What would be
slower?”

“Well, Lento, Larghetto,
Largo, Larghissimo...”

[Closes eyes and hums
Beethoven’s Piano
Concerto No.3.]

“Larghissimo is way too
long for the ID card,
so capitalism gets a

break this time.”

Cover:
Photo illustration by 731;
photos: Getty Images (2)
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® The global tally of
coronavirus infections is
approaching

32m

The U.K. has tightened
restrictions on public life
again, urging people to work
from home and setting a

10 p.m. curfew on bars and
restaurants starting on
Sept. 24 to try to stem a
surge in cases.

Bloomberg Businessweek

@ Volunteers with the Covid Memorial Project place flags on the National Mall in
Washington on Sept. 21. More than 201,000 Americans have died of the disease.

By Benedikt Kammel

® China jailed
outspoken
property tycoon
Ren Zhigiang for
18 years on graft
charges.

The businessman had been under
investigation since March, when he was
linked to an anonymous article blaming
a “crisis of governance” for early efforts
to cover up the coronavirus outbreak

in Wuhan.

® U.K. hotel operator
Whitbread will cut as
many as

6,000

jobs. It’s part of a broader
crisis in Europe’s tourism
industry, which has been hit
hard by the pandemic.

® \Washington
announced
new sanctions
against Iran.

The move intensifies the standoff
between the U.S. and its European
allies, who stuck to the 2015 nuclear
deal. The Trump administration quit
the multinational accord in 2018.

® Harvard has suffered a

20%

drop in undergraduate
enrollment for the fall
semester as the pandemic
deters some families.
More than 200 students
who were accepted by
the lvy League school
have decided to postpone
attendance.

@® HSBC'’s shares
dropped to their
lowest price in
25 years.

China may brand the bank as unreliable
because of its role in the U.S.’s Huawei
ban. HSBC was also among the lenders
named in an investigation into money
laundering and other criminal activity.

® T he president

IS playing cheap
political games with
congressionally
directedfunds.”

The mayors of New York, Seattle, and Portland, Ore., decried a threat from the
Trump administration to withhold federal funds they receive, saying they haven't
done enough to keep people safe during recent protests.

® Microsoft agreed to buy
ZeniMax Media for

$7.50

The purchase gives

the company Bethesda
Softworks, the popular
publishing label behind
some of the world’s
bestselling games, such
as the Elder Scrolls series,
Doom, and Fallout.

® Tadej Pogacar, 21,

won the Tour de France,
becoming its youngest
champion in a century. A
day later, police detained
two people associated with
another team as part of a
probe into possible doping.

MALL: JOSHUA ROBERTS/BLOOMBERG. POGACAR: MICHAEL STEELE/GETTY IMAGES
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B BLOOMBERG OPINION

A Better Way
To End Americas
‘Endless Wars’

President Trump aims to bring home thousands of U.S. troops
from Iraq and Afghanistan ahead of the November elections,
to show he’s fulfilling his pledge to end America’s wars in the
Islamic world. In fact, the best way to minimize the chances of
getting dragged back into such conflicts is to leave some troops
in place but to clarify and rationalize their mission.

The truth is that the “endless wars” Trump constantly
decries have, for all practical purposes, already ended. The U.S.
footprint in both Iraq and Afghanistan has shrunk radically—
from 170,000 troops at the peak in Iraq to 5,200 now, and from
100,000 to 8,600 in Afghanistan. Along with troops from NATO
and other partner countries, those residual forces are perform-
ing critical missions at minimal cost. In Afghanistan, they train
and support beleaguered Afghan troops while gathering intel-
ligence and conducting targeted counterterrorism missions.
They also provide key leverage to the Kabul government, which
has recently begun peace talks with the Taliban.

In Iraq, working closely with effective local units, U.S.
troops keep the threat of a resurgent Islamic State in check.
The well-developed partnership insulates Iragi commandos
from the sectarianism pervading much of the country’s politics
and helps limit Iranian influence within their ranks. A contin-
ued U.S. presence also bolsters reform-minded Prime Minister
Mustafa al-Kadhimi, who lacks his own political power base.

A partial withdrawal shouldn’t entirely jeopardize those
missions. (The Pentagon is looking at coming down to roughly
3,000 troops in Iraq and 4,500 in Afghanistan.) Contractors and
other resources could fill some gaps. To hear Secretary of State
Mike Pompeo say that a full withdrawal in Afghanistan remains
contingent on the Taliban cutting all ties to terrorist groups is
welcome. And the U.S., after a clash with Russian forces in
Syria, is sending 100 more soldiers there.

Nevertheless, Trump would clearly prefer to get troop lev-
els to zero. That’s the wrong goal. The U.S. still has important
interests in the region, including preventing terrorist attacks,
keeping oil flowing, and limiting Iran’s sway. Pulling out with-
out a plan for safeguarding those interests would only ensure
the U.S. is forced to return when threats re-emerge.

A small number of American troops, backed by U.S. air
power and drones, working with international partners and
local forces—much as they did in the successful campaign to
roll back Islamic State—could dramatically reduce that risk.
To make their continued presence sustainable, U.S. policy-
makers and military commanders need to be more transparent
with the public about how many troops are being deployed,
what they’re expected to do, and why. Congress should
repeal the overly vague war authorizations that continue to

September 28, 2020

govern fighting in Afghanistan, Iraq, and elsewhere, and enact
narrower measures that are limited in time and geography.
Future presidents should regularly be forced to account for the
effectiveness of even reduced troop deployments.

The U.S. also needs to wield diplomatic and financial tools
more ably, rather than ask the Pentagon to solve problems no
number of troops can fix. The Afghan government and military,
for instance, will require as much if not more aid as U.S. troops
are drawn down, in part to encourage other donors to keep giv-
ing as well. Restoring the requirements placed on Iran by the
2015 nuclear deal and negotiating a broader agreement to end
its destabilizing regional activities would be less costly than try-
ing to beat back its militant proxies everywhere.

What will prevent future forever wars is greater stabil-
ity in the region. There’s a better chance of achieving it with
U.S. troops on the ground than without them. @ For more
commentary, go to bloomberg.com/opinion

B AGENDA

» Cordial or Contentious?

President Trump and his Democratic challenger, Joe
Biden, meet on Sept. 30 for the first of three presidential
debates. Among the hot topics: the pandemic response,
the economy, and the Supreme Court vacancy.

» The Reserve Bank of
India sets interest rates
on Oct. 1. Economists
do not foresee a change
in policy, though the
country has been
among the hardest hit
by the pandemic.

» Paris Fashion Week
runs from Sept. 28 to
Oct. 6. Most houses

are doing only digital
displays, but some of

the biggest, including
Chanel and Dior, will host
physical presentations.

» Siemens Energy starts
trading on Sept. 28

in Frankfurt. Siemens
AG, the German
engineering giant, split
off its power business
last year to simplify its
company structure.

» Micron, the biggest
U.S. maker of computer
memory chips, reports
earnings on Sept. 29.
The company has
warned it may not meet
its revenue goal for the
fiscal first quarter.

» On Sept. 30, New
York restaurants can
reopen for indoor dining
at a quarter capacity.
Daily new infections in
the city have dropped
from more than 5,000 in
mid-April to about 300.

» Google hosts a
product event on
Sept. 30. The search
giant is set to unveil
a fresh Pixel phone,
upgraded Nest Mini
audio speakers, and
other devices.
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Becomingthe
Notorious RBG

® Ginsburg found pop superstardom
late in life—and that may ensure that
her dissents echo into the future

® By Julie Cohen and Paul M. Barrett

When Ruth Bader Ginsburg began making the case for gender
equality in the 1970s, she was anything but notorious. The
page 10 New York Times story announcing her victory in the
first case she argued before the Supreme Court didn’t even
mention her name. It wasn’t until four decades later that
she morphed into “the Notorious RBG,” a rock star in black
robes, a role model for women and girls, and a cultural icon.
How this happened says something about celebrity in the
internet era, but it also underscores some essential aspects

of a remarkable career devoted to promoting equality—one
that ended on Sept. 18 when Ginsburg died at the age of 87.

Already in her ninth decade when fame found her,
Ginsburg went viral. Little girls dressed up like the justice on
Halloween. Young women got RBG tattoos. Her public appear-
ances drew cheering standing-room-only crowds. RBG, an
Academy Award-nominated 2018 documentary co-directed
by one of us (Julie), and On the Basis of Sex, a 2018 feature film
starring Felicity Jones, offered examinations of her life. Comic
actress Kate McKinnon performed her own amped-up take
on Ginsburg as a trash-talking, sexy-dancing motormouth in
a recurring skit on Saturday Night Live.

All of this marked a big change for Ginsburg, who, even
after joining the Supreme Court in 1993, remained relatively
obscure outside legal circles. One of us (Paul), a former
Supreme Court correspondent for the Wall Street Journal, can
recall a dinner in 1995 with Ginsburg and her late husband,
Martin Ginsburg, during which the justice spoke of the impor-
tance of the court’s doing its business out of the public’s eye.

The celebrification of a jurist who in reality was soft-
spoken and deliberate in manner can be traced to her role
in an important 2013 voting rights case called Shelby County
v. Holder. By a 5-4 vote, the Supreme Court’s conservative
majority struck down as unconstitutional a part of the Voting
Rights Act that required federal “preclearance” of changes to

COURTESY COLUMBIA LAW SCHOOL
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Ginsburg in her Columbia Law School office at Jerome L. Greene Hall, 1959

election procedures in certain states and counties—including
Shelby County, Ala.—with a history of denying racial minori-
ties the right to vote.

Ginsburg, the most senior member of the high court’s
outnumbered liberal wing, dissented with an unmistakable
vehemence, particularly to the majority’s premise that pre-
clearance was no longer justifiable because the jurisdictions
in question don’t discriminate as they once had. She wrote:
“Throwing away preclearance when it has worked and is
continuing to work to stop discriminatory changes is like
throwing away your umbrella in a rainstorm because you
are not getting wet.”

“She was angry, and I was feeling that anger with her,”
Shana Knizhnik, then a law student at New York University,
recalled in an interview for the documentary RBG. A
classmate came up with the hashtag #NotoriousRBG, a play
on the stage name of rapper Notorious B.I.G. Knizhnik set up
a Tumblr account called Notorious RBG, filled it with images
of the justice and best-of passages from her legal writings, and
watched it take off. “I just thought it was an amazing sort of
juxtaposition between this quiet, demure, traditionally femi-
nine woman who at the same time packed such a punch with
her words,” Knizhnik said.

Ginsburg, it turned out, was in the midst of writing a series
of dissents from conservative rulings in cases involving such

topics as affirmative action and reproductive rights—issues
that continue to reverberate in the debate over the progress
(or lack of it) in America’s pursuit of equality. These dissents
fired liberal imaginations and inspired a profusion of heav-
ily trafficked internet memes, including one featuring a por-
trait of Ginsburg with a Jean-Michel Basquiat crown on her
head and the words, “You can’t spell truth without Ruth.”

As her visage and reputation spread online, Ginsburg sur-
faced in February 2015 on Saturday Night Live via McKinnon’s
affectionate antics. Later that year, HarperCollins published
a playful but substantive book by Knizhnik and fellow mil-
lennial Irin Carmon, a journalist. Notorious RBG: The Life and
Times of Ruth Bader Ginsburg became a New York Times best-
seller. Ginsburg-themed merchandise proliferated, ranging
from bobblehead dolls to knockoffs of her “dissent collar,” a
spiky necklacelike accessory she wore on the bench on days
she was releasing a dissent.

The justice began to overcome her reticence, making
more public appearances, especially at colleges and law
schools. A former law professor at Rutgers University and
Columbia, she saw this engagement in educational terms.
Ginsburg discussed the role of the Constitution in American
life, the struggles of 19th century women seeking admission
to the bar, and the importance of the 14th Amendment’s
guarantee of “equal protection of the laws”—not topics P
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<4 known to provoke a frenzy among young listeners. She
also entertained her audiences with what became a series
of well-polished applause lines, including that she’d reached
her mid-80s only to find that “everyone wants to take a pic-
ture with me.”

In July 2016, in the midst of a bitterly fought presiden-
tial campaign, Ginsburg violated judicial custom to criticize
then-candidate Donald Trump in press interviews. In one,
she called him “a faker” who’d “gotten away” with refusing
to release his tax returns. In another, she said she couldn’t
imagine the country with Trump as president.

Her on-the-record candor brought sharp criticism from law-
yers, judges, and scholars. Ginsburg herself soon apologized.
“On reflection, my recent remarks in response to press inqui-
ries were ill-advised, and I regret making them,” she said in a
written statement. “In the future, I will be more circumspect.”

Ginsburg may have misstepped in terms of judicial eti-
quette, but the episode only fueled more fervent devotion
from her liberal, Trump-loathing fans. That devotion intensi-
fied when Trump defeated Hillary Clinton in November 2016,
winning not just the White House but also the authority to
nominate members of the Supreme Court. Trump has used

his authority twice so far—and now is in a position to do so
again to fill Ginsburg’s empty seat.

At the risk of immodesty, we’ll observe that the documen-
tary RBG, which Julie directed and produced with her film-
making partner, Betsy West, helped amplify Ginsburg mania
when the movie became a surprise box office hit in 2018 and
was nominated for two Oscars, including Best Documentary
Feature. RBG looked at the justice’s tenure on the bench, of
course, but also focused on less-well-known aspects of her life.
These included her years as a pioneering courtroom advocate
for women’s rights in the 1970s and her unusually equitable
marriage to Marty, whom she met while they were college stu-
dents at Cornell in the ’50s.

A sizable chunk of the RBG T-shirt wearers and meme
sharers were unaware of the pivotal role Ginsburg had played,
in her pre-justice days, in securing gender equality under the
law. In the 1973 Supreme Court case for which she wasn’t
name-checked by the Times, she won government benefits
for Sharron Frontiero, a married female Air Force lieutenant,
equivalent to what a married man would have received. In
a series of cases in that tumultuous decade, Ginsburg made
a forceful argument that women and men are guaranteed

Ginsburg hearing, July 20, 1993

R. MICHAEL JENKINS/CONGRESSIONAL QUARTERLY/LIBRARY OF CONGRESS
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RBGbecameahero
towomennotin
spite of being soft-
spoken, diminutive,
and elderly, but
because of these
characteristics

equality by the U.S. Constitution, most notably by the Equal
Protection Clause of the 14th Amendment. She won five of
those six cases, although she didn’t achieve her larger goal
of obtaining a broad ruling that gender-based classifications
are inherently suspect and therefore subject to “strict scru-
tiny,” meaning they’re almost certain to be struck down by
the courts.

This was mostly quiet, precise, behind-the-scenes work,
modeled on the incremental strategy Thurgood Marshall
used pursuing racial equality in the 1940s and ’50s. When
Ginsburg, again following in Marshall’s footsteps, was con-
firmed to the Supreme Court bench, she had the opportu-
nity to advance her quest for gender equality under the law.
In the 1996 case United States v. Virginia, which mandated
that women be admitted to the Virginia Military Institute,
Justice Ginsburg commanded a majority for the proposition
that any classification by gender was subject to “heightened”
judicial scrutiny —still not quite reaching her goal, but signif-
icant progress nonetheless.

Even if it had never come to pass that young women had
likenesses of Ginsburg tattooed onto their shoulders, this line
of case law, which Ginsburg pursued as a lawyer and capped
off as a justice, would have left an indelible mark on Equal
Protection jurisprudence.

On the homefront down through the decades, Ginsburg
collaborated with a husband who embodied the equality
principle she was fighting for. Marty, himself a noted tax
attorney, did all of the cooking and much of the rearing of
the two Ginsburg children. Well-connected in Democratic
circles, he lobbied effectively behind the scenes to help
make his wife a top candidate for the high court early in
the administration of President Bill Clinton. Without Marty’s
assistance, Ruth may never have been in a position to
become so notorious.

It was after Marty’s death in 2010 that Ginsburg achieved
icon status, subverting every cliché about women of a certain
age. Understand, though, that RBG became a hero to women-—
including young women—not in spite of being soft-spoken,
diminutive, and elderly, but because of these characteristics.

Bloomberg Businessweek
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If conventional wisdom holds that power comes in the form
of a big, loud man, women and girls seemed to take visceral
pleasure seeing someone who was the opposite of those
things speaking her mind and standing her ground. The sight
of an octogenarian widowed grandmother pulling a TRX band
or holding a plank, wasn’t just amusing; it was empowering.

Ginsburg disappointed some liberals when she didn’t
retire during the Obama administration to ensure that a
Democratic president would choose her replacement. Her
reaction to questions about how long she planned to serve
was defiant and consistent: “I will remain a member of the
court as long as I can do the job full steam.” Her confidence
that Hillary Clinton would succeed Obama proved misplaced
and could result in a conservative majority locking in con-
trol of the court for years to come. But that hasn’t dented
Ginsburg’s reputation in the eyes of most of her fans, who
perhaps respect her all the more for refusing to step down in
the face of political pressure. The truly notorious, after all,
are seldom swayed by the whims of public opinion.

A final factor in Ruth Bader Ginsburg’s rise to notori-
ety was her long struggle against cancer of both the pan-
creas and colon. She was a tiny, rail-thin woman stoically
fighting an often lethal disease. Once Trump took office,
the justice’s determination to beat cancer endeared her all
the more to fans who hoped he wouldn’t have the opportu-
nity to replace her. As reports of Ginsburg’s hospital visits
increased, demand for her to appear in person only grew. In
September 2019, having lately survived three fractured ribs
from a fall, surgery to remove cancerous nodes on her lung,
and a course of radiation treatment aimed at a new tumor
on her pancreas, the justice sold out the 18,000-seat Verizon
Arena in Little Rock, a venue usually booked for college bas-
ketball games and literal rock stars.

The justice’s determination to outlast Trump became the
subject of countless Twitter and Facebook posts, with many
fans offering to donate organs—even while they were still
alive. Her surprisingly vigorous three-times-a-week work-
out became a focus of attention, leading to her personal
trainer, Bryant Johnson, accruing his own social media fol-
lowing. In 2018, the McKinnon-Saturday Night Live version of
Ginsburg held up a calendar with her future plans. “DON’T
DIE,” it said in bold letters.

When she passed away, Ginsburg left behind a final mes-
sage indicating that her thoughts were on the question of
her successor, not that of her unlikely celebrity. She told her
granddaughter, Clara Spera, also an attorney: “My most fer-
vent wish is that I will not be replaced until a new presi-
dent is installed.” Those were the words of a jurist concerned
about her legacy—whether her stinging dissents might some-
day become the foundation for majority opinions—not one
fixated on her pop profile. @

Cohen is a documentary filmmaker. Her husband, Barrett, a
former Bloomberg reporter, is deputy director of the New York
University Center for Business and Human Rights.
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Facing an Empty Future
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® As the pandemic turns into a prolonged siege, airlines are
Edited b . . . . .
James E. Bl increasingly desperate to cut costs and raise financing

ILLUSTRATION BY INKEE WANG; DATA: INTERNATIONAL AIR TRANSPORT ASSOCIATION
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Airlines have felt the pain of the coronavirus
pandemic more than other companies. Almost
overnight the bulk of their business ceased. But
in mid-2020 there was at least hope that Covid-19
might not be as virulent as first thought; that
warmer months would bring some respite; that
travel corridors—agreements allowing passengers
to fly between two countries without quarantine—
might get people back in the air.

Now, almost eight months into the pandemic,
with cities reentering lockdown and a vaccine
likely months away, it’s apparent there will be no
quick comeback. International air traffic in July was
92% below 2019 levels, International Air Transport
Association (IATA) figures show. More than 400,000
airline jobs have been cut since February, accord-
ing to data compiled by Bloomberg. “This is lasting
longer and is deeper than most people thought,”
says Scott Kirby, chief executive officer of United
Airlines Holdings Inc. “And our view is demand is
not coming back. People are not going to get back
and travel like they did before until there’s a vac-
cine that’s been widely distributed.”

British Airways CEO Alex Cruz says the airline
is “fighting for survival.” Cathay Pacific Airways
Ltd. has said it’s restructure or die. And Singapore
Airlines Ltd. boss Goh Choon Phong called the
decision to slash 4,300 jobs—about 20% of his
workforce—the “hardest and most agonizing” he’s
had to make in 30 years with the company.

Airlines in the U.S. are expected to lay off thou-
sands of additional workers when the Coronavirus
Aid, Relief, and Economic Security Act, or Cares
Act, expires on Oct. 1. United Airlines is burning
through $25 million a day, and “you just can’t go
forever on that,” Kirby says.

In Europe a pickup in air traffic in July
and August, as vacationers sought to escape
monthslong lockdowns, has abruptly gone into
reverse as virus flare-ups send people scurrying
home before borders close and new quarantine
restrictions kick in. Carsten Spohr, CEO of Deutsche
Lufthansa AG, is preparing for deeper job and fleet
cuts, saying it will “take a marathon to get through
the crisis, not a sprint.” Europe’s biggest airline,
which accepted a €9 billion ($10.5 billion) German
bailout in early June, doesn’t expect to see a full
recovery in traffic until the middle of the decade.

According to IATA, 25 million jobs are at risk in
airlines and associated businesses such as travel
and tourism. That’s more than the 22 million the
International Labour Organization estimates were
lost globally as a result of the 2008 financial crisis.

More staff reductions are coming. American
Airlines Group Inc. plans to dismiss 19,000 workers

Bloomberg Businessweek

on Oct. 1 following the expiration of job guarantees
tied to $25 billion of federal payroll aid under the
Cares Act. United Airlines is expected to eliminate
at least 13,000 posts. Delta Air Lines Inc. is trying
to avoid large-scale layoffs until next summer now
that thousands of employees have left voluntarily or
taken unpaid leave.

Losses in the Asia-Pacific region, meanwhile,
seem implausibly small, researcher Five Aero says.
That would indicate Asia may be on the cusp of a
torrent of cuts. Cathay is working on a restructuring
that should be announced in the fourth quarter, and
analysts at Jefferies Hong Kong Ltd. have said more
staff reductions at the airline are inevitable.

Government aid has helped, but there may not
be much more. Carriers in Europe alone received
€29 billion of aid, state-backed loans, and other
forms of support through Aug. 27, excluding fur-
lough money, with a further €3.4 billion in the pipe-
line, according to Greenpeace’s European airline
bailout tracker. Airlines in India, until recently the
world’s fastest-growing aviation market, are seek-
ing at least $1.5 billion as an interest-free credit
line from the government, Civil Aviation Minister
Hardeep Singh Puri said on Sept. 17.

With airline stock prices plunging, attracting
fresh investment is getting harder. Warren Buffett
has completely exited his stakes in the four major
U.S. airlines, and carriers that are for sale haven’t
found any buyers. Malaysia’s AirAsia Group Bhd.,
once the leader of a low-cost revolution in Asia,
may borrow as much as 2.5 billion ringgit ($605 mil-
lion), and Thai Airways International Pcl, which
has about $11 billion of debt, recently got court
approval for a restructuring. Richard Branson’s
Virgin Atlantic Airways Ltd. is undergoing a £1.2 bil-
lion ($1.5 billion) rescue built around a loan from a
hedge fund. The pandemic is pushing airline Virgin
Australia into the hands of private equity in a deal
approved in September.

In the U.S., Delta was able to raise $9 billion in
the industry’s largest debt sale ever, offering yields
as high as 4.5% to lure investors. Delta’s bonds are
secured by its frequent-flyer program, and this
is one part of airlines’ business that’s holding its
value. American Airlines’ loyalty program is worth
as much as $30 billion, and United Airlines sold
$6.8 billion of debt in June backed by its program.

Aircraft are in a crisis of their own. A third of the
world’s 26,000 passenger jets remain grounded,
parked in deserts or lined up in rows along the tar-
mac, aviation data provider Cirium says. Those in
the skies are only about half full, according to IATA.

The fleet reductions are squeezing plane makers.
Airbus received only one order in August, P
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< and Boeing is fighting to stop cancellations of
its 737 Max, which was grounded after two fatal
crashes. Airlines are also seeking to defer previ-
ously ordered planes. “An aircraft manufacturer
has to oblige their customer in difficult times,”
Qatar Airways CEO Akbar Al Baker said on Sept. 2.
“People who do not oblige and stand with us at this
particular time will not see us again.”

Corporate travel may never recover, as business-
people everywhere realize they can close deals
and get the job done over Zoom and from home
even. Leisure travel is expected to spring back once
there’s an effective vaccine, but tourists will prob-
ably be more cautious. Jaunts to far-flung places
where medical help is remote may hold less appeal.

Wizz Air Holdings Plc relaunched services
more aggressively than any other European car-
rier but has since hit the brakes, freezing capac-
ity plans for the fourth quarter at current levels.
Norwegian Air Shuttle ASA has dumped its signa-
ture model of low-cost trans-Atlantic flights until at
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least next year—if it can survive the winter.

Others are introducing new destinations. United
is adding nonstop flights to places such as Lagos in
Nigeria and Bangalore in India to serve the large
diasporas living in American cities. Traffic from
trips to see family and friends is withstanding the
pandemic better than other segments, says Patrick
Quayle, United’s vice president for international net-
work and alliances.

After cutting planes, pilots, and crew, airlines
are tearing into ground services such as baggage
handling as well as fixed costs like property, clean-
ing, and electricity. Qantas has said it may shift its
Sydney headquarters to another city as part of an
Australia-wide property review. It’s already trying to
sublet 25,000 square meters (269,000 square feet)
of real estate. —Anurag Kotoky and Angus Whitley,
with Christopher Jasper

THE BOTTOM LINE Airlines had hoped for a quick end to the
coronavirus crisis, but 2020 continues to provide a litany of woes,
and the pain may go on well into next year and beyond.

September 28, 2020

Black Beauty Brands Mixed Blessing

@ Big retailers such as Sephora say they’ll put more products from Black-owned companies on their shelves.
But the expense is too much for many minority businesses

Six years ago, Lauren Napier founded her
namesake beauty company with her tax refund
check and American Express card after she
was denied a $50,000 bank loan. Today, Napier
is suddenly fielding hundreds of emails and
Instagram DMs from venture capitalists and
retailers who once wouldn’t take her calls. The
financiers want to hear about her line of makeup
wipes, and the retailers want to stock it; it’s a rapid
reversal triggered by the violent murder of George
Floyd in May that ushered in widespread global
calls to “Buy Black.”

Beauty retailers, long the arbiters of a feminine
ideal that skewed skinny, rich, and White, have
leaned into the cultural moment. Sephora has
signed onto the fledgling 15 Percent Pledge to
reserve that share of shelf space for products from
Black-owned businesses, and Estée Lauder Cos.
plans to more than double sourcing from Black
suppliers over the next three years. Clothing chains
and department stores are also reaching out to
Black-owned beauty brands as they try to capitalize
on the current public interest in equality.

But for Black business owners—the least likely
to receive bank loans and VC funding—the cost to
be in retail is a heavy burden, and a deal to supply
a national chain can either make their business
or tank it.

According to several Black business owners who
say they’ve been approached this summer about
selling their beauty brands at a major retailer,
getting into the store itself sometimes means
handing the retailer a 50%-t0-60% cut of their sales.
That quick blow to profit margins leaves little wiggle
room going forward. And there’s still product to
supply. Covid-19 disruptions aside, it’s rarely accept-
able to not have inventory available upon request by
a major merchant. That means manufacturing more
product, which needs to be packaged, shipped, and
delivered to the stores carrying the items, adding
up to tens of thousands of dollars in out-of-pocket
costs. Once in the store, the price for a display to
showcase the brand can run several thousand dol-
lars, which can quickly multiply if a chain decides
to stock the products in many locations. And the
retailer isn’t paying for that, either.

“Myconcern
is..we’ll

look atthe
opportunity
without
understanding
thegravityofa
commitment
thatsize”
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If smaller brands “can’t cover it, and you fail and
don’t succeed in their doors, you’re out and you
may never get back in again,” says Ron Robinson,
founder of skin-care brand BeautyStat Cosmetics.
Still, Robinson, who sells BeautyStat in some
smaller mass retailers including Macy’s Inc.-owned
cosmetics chain Bluemercury, says he’d be will-
ing to dedicate a “significant” portion of his own
budget to fund digital marketing to get his brand
into a larger chain. “I want to win there,” he says.

Marketing isn’t cheap, either. It’s common to
pay more than $500,000 in a given year, especially
because major beauty merchants Ulta Beauty Inc.
and Sephora prefer signing brands that will sell
their products both online and in-store, meaning
two separate places to spend on marketing. Then,
if a brand wants to expand its audience through
the retailer’s website or social media channels,
promotions can run a few thousand dollars a day,
brand founders say. A retailer could also arrange
to run a full-page ad in a glossy magazine promot-
ing the minority brand’s product—and send the
brand owner the bill of $10,000 to $15,000.

“You’re looking at millions of dollars,” Napier
says, tallying up the potential costs to Black-
owned businesses trying to break into a big-name
retailer and stay there long term. Napier, who sells
primarily through her own website and luxury
retailer Net-a-Porter, says she fears some businesses
will sign on without fully understanding the risks.
“My concern is that we won’t take the time, that
we’ll look at the opportunity without understand-
ing the gravity of a commitment that size because
we’ve wanted it for so long.”

Sephora, a unit of French luxury giant
LVMH SE, was one of the first beauty merchants
to agree to the 15 Percent Pledge, a campaign
started by Canadian fashion designer Aurora
James. Sephora said it will also work to improve
Black-owned brands’ access to venture capital
and focus on women of color through its incuba-
tor program. The commitment stood out to beauty
brand founders who’ve spent years vying for the
chain’s attention, let alone a spot in any of its 400-
plus U.S. stores.

Ulta’s own effort to diversify the roster of brands
it carries is under way, though it didn’t formally
sign the 15 Percent Pledge, a spokeswoman said.

But these first steps aren’t yet translating into
tangible gains for the beauty brands vying for
shelf space. In addition to this challenge, founders
are not yet sure whether the renewed interest in
their brands has staying power. Their businesses
have always been in plain sight, and the calls from
retailers started coming in only after Floyd’s killing

in Minneapolis sparked public outrage, forcing
corporate America to take notice.

Although some retailers demand an expensive
in-store presence, Macy’s let Kitiya King, founder
of Mischo Beauty, sell her nontoxic nail polishes
only online at her insistence. And it’s working
out for her, she says, especially given pandemic-
related store closures and slower in-person foot
traffic. “I don’t even care about being in the store
too much,” she says. “People can shop 24/7 online.
That’s where it is right now.”

In fact, in-store might not be as good a fit for
some brand founders as it may have been even
a few years ago. Covid-19 hasn’t only cratered
physical stores; it’s also accelerated an e-commerce
boom that isn’t slowing down, casting greater
doubt on the future of brick-and-mortar.

It’s all about meeting customers wherever their
shopping habits lie, says Desiree Verdejo, founder
of Hyper Skin, a brand to treat skin blemishes and
acne scars. “You can be performing incredibly well
with your direct-to-consumer business and not
give up more than half of your sales to a retailer,”
she says. “Retail is a path. But it’s not the path.”
—Gerald Porter Jr.

THE BOTTOM LINE Some beauty chains will allot 15% of shelf
space to Black brands. But inventory and marketing costs, plus the
hefty cut of sales retailers charge, could hurt many small companies.

A Napier, who started
her company with her
tax refund and credit
card, is now hearing
from VCs
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The Big ByteDance-Off
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After threatening to ban the Chinese-owned app TikTok,
Trump blessed a deal that likely benefits Beijing

In the monthslong standoft between the U.S. and
Beijing over TikTok, China has emerged as the
clear winner.

If the proposal President Trump blessed holds,
he’ll get almost none of what he demanded last
month when he threatened to ban the popular
Chinese-owned video app over national security
concerns if it wasn’t sold to an American owner.
In short: There likely won’t be a sale. No U.S. gov-
ernment cut of the transaction. And, according to
security and privacy advocates, no satisfying res-
olution to address the risk that TikTok could fun-
nel American data to the Chinese government or
use the social media platform to project propa-
ganda worldwide.

Instead, the deal being negotiated by TikTok
parent ByteDance Ltd. and founder Zhang Yiming
avoids a sale altogether. Successfully calling Trump’s
bluff to shut down China’s most prized tech compa-
nies, ByteDance says its proposal leaves it with 80%
ownership over what’s now being dubbed TikTok
Global. New minority investors Walmart Inc. and
Oracle Corp. will take a stake of as much as 20%,
the companies said in a joint statement.

ByteDance also stands to scoop up billions of
dollars through a planned initial public offering
next year for TikTok, which has pledged to create
25,000 U.S. jobs, set up an education fund, and gen-
erate $5 billion in U.S. tax dollars. More important
in the battle for global tech supremacy, the TikTok
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proposal would allow China to maintain its grip
on the powerful technology and algorithms that
decide which videos are shown to the 100 million
American users of the app, which has been down-
loaded more than 2 billion times globally.

“It’s hard to see how the biggest winner out of
all of this isn’t Beijing, because Trump effectively
got nothing that he asked for,” says Fergus Ryan, an
analyst at the Australian Strategic Policy Institute
who co-authored a report documenting censor-
ship and information controls at TikTok, claims
the company denies.

Experts say the U.S. government’s handling
of the TikTok saga plays right into the ethos of
cyber sovereignty that China has been pushing
for decades and normalizes the authoritarian
notion of a divided internet subject to the chang-
ing whims and political priorities of the country’s
rulers. Trump’s “meddling in private business just
validates the way China does business and weak-
ens the U.S. hand in the rest of the world,” says
Kirsten Martin, a technology ethics professor at the
University of Notre Dame. “It makes it that much
harder for the U.S. to take a stand against China and
Russia in the future, while leaving real privacy and
national security issues unresolved.”

For decades, U.S. technology policy embraced
a more idealistic view of the internet as a way to
tear down geopolitical barriers and champion free-
dom among oppressive governments. American
lawmakers and tech entrepreneurs have lamented
Beijing’s refusal to allow Facebook Inc., Google,
and other tech giants to operate in China, says
retired Brigadier General Greg Touhill, as well as
President Xi Jinping’s use of homegrown businesses
such as Tencent Holdings Ltd. as extensions of sur-
veillance and propaganda operations. The TikTok
deal could add legitimacy to China’s isolationist
behavior, says Touhill, who was the first federal
chief information security officer in the Obama
administration and served under six presidents.

But even with a deal approved in concept by
Trump, the U.S. and China remain at odds over
who would control TikTok Global. Trump has
said he won’t sign off on an agreement in which
TikTok isn’t under U.S. control, a stipulation that
proponents of the deal tried to satisfy by including
existing American shareholders’ passive stakes in
TikTok’s parent company in the proposal’s own-
ership tallies, according to people familiar with
the negotiations. Meanwhile, ByteDance released
a statement in Chinese on its local news reader
saying it wanted to dispel any rumors and reas-
sure stakeholders that the company would retain
an 80% stake in TikTok.

Bloomberg Businessweek

“Something’s gotta give, because you can’t have
80% and 0% at the same time,” says Mark Shmulik,
an analyst at AB Bernstein. Concerns over privacy
and security remain in a proposal that gives Oracle
access to source code and algorithms but allows
ByteDance to maintain control over the technology.
Critics also question what incentive Oracle has to
report wrongdoing at a company in which it owns
a 12.5% stake and from which it benefits financially.

TikTok’s fate is anything but sealed given the pro-
pensity of Trump to change his mind and deliber-
ations among stakeholders. China’s state media is
already casting doubt about the deal getting gov-
ernment approval. And it’s unclear if any resolution
will come before the U.S. presidential election on
Nov. 3. But the damage to America’s tech policy and
global standing has been done, says Jennifer Daskal,
a professor in the Tech, Law & Security Program at
American University Washington College of Law.

“Unilaterally threatening the ability for a partic-
ular app to work in the U.S. based on broad, sweep-
ing claims of national security without offering a
solution that deals with the purported claims in any
meaningful way creates a dangerous precedent for
the U.S. and globally,” Daskal says. “Now any coun-
try will be able to justify kicking out apps or com-
panies based on assertions of national security
concerns without providing real meaningful basis
for those concerns.” —Shelly Banjo

THE BOTTOM LINE Amid the battle for global tech domination,
Beijing has come out on top of the U.S. in a proposed deal to create
TikTok Global, which would give China’s ByteDance an 80% stake.
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Pesky Weed or

Climate Hero?

@ Biologists are developing greenery they
say has super carbon-removing powers

Perched atop a bluff overlooking the Pacific in
La Jolla, Calif., the greenhouses where Joanne
Chory’s plants are growing seem a touch extrav-
agant for Arabidopsis thaliana, a small flowering
piece of greenery that often blooms by the road-
side. Technically, it’s a weed.

But Chory, 65, a plant biologist with a halo of
snowy white hair, has big ambitions for these »
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< scrawny creations. By genetically engineering
these weeds to grow unusually deep with hefty
root structures, rich in an impermeable corklike
polymer called suberin, Chory and her team at the
Salk Institute for Biological Studies are attempting
to vastly increase the amount of carbon dioxide
each of these plants sucks out of the air and bur-
ies underground.

If they can replicate these qualities in wheat,
corn, soy, rice, cotton, and canola—which together
occupy more than half of Earth’s arable land—Chory
and her colleagues believe they might just save the
world. “Our ecosystems are collapsing,” she says.
“Our action or inaction in the next 10 years will
determine our fate on this planet.”

The urgency was on display as smoke from
California’s worst wildfire season darkened the sky
just north from where Chory is growing the bionic
plants. She and her colleagues have begun sell-
ing their plan to some of the world’s leading seed
distributors, dispatching researchers to deliver
talks at companies such as Monsanto Co., and
launching informal discussions. They’re currently
finalizing their first collaboration with a partner
(Chory wouldn’t identify it, since contracts aren’t
yet signed) to begin engineering carbon-sucking
superpowers into strains of corn, soybean, and
canola. New modifications will be added as the
scientists identify them.

It’s a bold vision. The Salk Crops (Carbon
Removal on a Planetary Scale) project itself is
funded in part with a $35 million grant from TED’s
Audacious Project, a philanthropic effort backed by
organizations including the Bill & Melinda Gates and
MacArthur foundations as well as private donations.

Climate scientists have quietly begun to converge
on a stark conclusion: The window in which cutting
emissions by reducing the use of fossil fuels alone
can reverse climate change has essentially closed.
To keep temperatures on the planet from rising 2C
above preindustrial levels, the stated goal of the 2016
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Paris Agreement, humanity will also have to swiftly
develop ways to remove carbon from the atmo-
sphere. Chory says her plants may be one of the best
hopes for doing so. “Ten years ago, I would have
said this is a complete distraction from cutting emis-
sions,” Rob Jackson, a professor of earth sciences at
Stanford, says of the Salk effort. “Now, after another
decade of emissions, I can no longer say that.”

Still, getting to mass adoption of CO,-trapping
crops will require a sea change in attitudes as well
as a major expansion of government incentives. It
will also require an array of new technologies that
allow farmers to better measure and document the
amount of carbon their crops are removing from
the atmosphere so they can claim these credits and
sell them on the open market.

Chory spent more than 30 years decoding the
molecular mechanisms that allow plants to grow
and thrive—and demonstrating how it might be pos-
sible to hack into these structures and bend nature
to human will. But it wasn’t until she was asked to
prepare a talk on climate change in 2014 that she
began to consider how she might apply her exper-
tise to solving global warming. “Plants are really
good at sucking up CO,,” she says. “So why are we
building all these fancy machines? And where are
we going to put them all?”

To find genetic variants to breed into crops,
Chory and her team are using widely studied plants
such as Arabidopsis thaliana. They can then work
backward to identify the genes responsible for differ-
ent qualities and use technologies like Crispr-Cas9,
a revolutionary gene-editing system, to insert them
into the crops of their choice.

A key to the Salk effort is the decision to home
in on traits that increase the presence of suberin
in parts of the roots that are not needed to absorb
water or nutrients. A major constituent of cork,
suberin is impermeable to water and far harder for
microbes to break down than the rest of the bio-
mass. It will hold the sequestered carbon in the soil
for decades, possibly even centuries. They’ve also
identified a handful of genetic variants that increase
root mass—to boost the amount of carbon seques-
tered underground—and the ability of the roots to
grow deeper where there’s less oxygen and few
microbes are present to break the roots down.

“We know the Earth has the capacity to suck
up more CO, and bury it down in the soil,” Chory
says. “The infrastructure is already all there. All we
have to do is convince farmers to plant our seeds.”
—Adam Piore

THE BOTTOM LINE Tackling climate change will take more than
ditching fossil fuels. Biologists in California are developing carbon-
sucking weeds they hope can be adapted for cropland plantings.
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Amazon’'s Secrets
Are Up for Sale

® An alleged ring bribed workers to control
the world’s biggest web store

It sounds like the plot of a made-for-Netflix crime
drama. A Brooklyn businessman stuffs $8,000 in
cash in a suitcase and calls an Uber to send it to
accomplices. Hundreds of thousands of dollars
crisscross the globe via MoneyGram, PayPal, and
foreign bank accounts in a plot to swindle more
than $100 million from the world’s most valuable
internet retailer and its customers.

But it’s the real-life story of a small ring of
e-commerce consultants and former Amazon
.com Inc. employees who federal prosecutors say
bribed Amazon workers for more than three years to
gain access to the company’s most sensitive secrets,
according to a 38-page indictment released on
Sept. 18. The accused allegedly rigged in their favor
its web store, where shoppers around the world
spend hundreds of billions of dollars a year. Six peo-
ple have been charged with allegedly conspiring to
pay bribes, according to the Department of Justice.

The length and scope of the scheme are a state-
ment about Amazon’s size, that a scam can flour-
ish for years without detection. (The company
released a statement saying that it cooperated with
the investigation and that it hopes the actions of a
few bad actors don’t detract from the honest efforts
of all the good ones.)

Amazon became the world’s largest online
retailer with a search engine that lets shoppers sift
through millions of products to find what they want
at the best price and have it delivered to their home.
Its algorithm considers factors such as the reputa-
tion of the seller and customer reviews of a product.

Amazon loves to broadcast heartwarming tales
of small-business people being propelled to new
heights, like the security guard who launched his
own barbecue sauce and the mom who sells hand-
dipped candles. But the indictment reveals a much
darker picture of a Wild West atmosphere rife with
cutthroat tactics.

The ring stole terabytes of confidential company
data and devised ways to game the system so some
merchants would get more business while their
competitors got shut down, according to the Justice
Department. Some scammers got products Amazon
had removed for safety reasons put back on the
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site. Shoppers were unaware that their purchasing
decisions were being influenced by bribes and
kickbacks. For a few hundred dollars you could
get an Amazon insider to erase negative customer
reviews about your products. And $5,000 would
buy a “takedown,” in which company consultants
conspired to eliminate a competitor from the site by
buying its products and leaving negative feedback
that they knew would trigger a suspension of the
product. The enterprise scammed more than
$100 million from Amazon and its customers by
way of these and other “competitive benefits,”
according to prosecutors.

The list of defendants is a who’s who of the
e-commerce consulting world, a close-knit group
that hosts live events and virtual forums on LinkedIn
and Facebook to swap tips and attract clients. One of
them is Ephraim Rosenberg, a Brooklyn, N.Y.-based
e-commerce consultant. Prosecutors allege he used
an Uber to send a cash-filled suitcase to accomplices
as payment for confidential Amazon information.
Rosenberg has said he will continue to run ,"
his business: “I cannot comment on the f_,"
allegations but when I can things will be &
clear to all,” he wrote in a LinkedIn post.

Two of the defendants are former employees
who worked in seller support positions in India and
now run their own consulting businesses. Rohit
Kadimisetty, who now lives in Northridge, Calif.,
allegedly sent the first bribe to an Amazon worker in
2017. Nishad Kunju, based in Hyderabad, is accused
of cultivating Amazon employees and contractors
willing to infiltrate company networks in exchange
for bribes. Kadimisetty didn’t respond to requests
for comment. Kunju, who has no attorney listed in
court documents, couldn’t be reached for comment.

In 2018 another defendant—Joseph Nilsen—and
Kunju allegedly plotted an attack on a client who
hadn’t paid for their services. They obtained access
to the client’s Amazon account and uploaded an
image of a smiley face giving the middle finger on
a page that should have featured a $50 fleece blan-
ket. “NO PAY - NO PLAY,” Nilsen told a colleague in
a WhatsApp message. He didn’t respond to LinkedIn
and emailed requests for comment.

The indictment also suggests the investigation
is continuing to seek other perpetrators. “Amazon
is showing an ability to track down bad behavior
and take action, but the big question is what’s the
next step,” says Chris McCabe, a former Amazon
employee who’s now an e-commerce consultant.
—Spencer Soper and Isabelle Lee

THE BOTTOM LINE A federal investigation into an alleged
Amazon bribery scheme gives a behind-the-scenes look at
fraudulent practices hurting consumers.
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® A decade of low rates
for Florida homeowners comes
to an abrupt end

Every year since 2010, Florida has gained about
300,000 residents. The consistent stream has
become the state’s lifeblood, keeping taxes low
while injecting billions into new-home construc-
tion and associated businesses. When Covid-19 hit,
there was concern the migration would stop.

The reverse happened. “We’ve never written
more [sales] contracts in our 94-year history than
we did in June this year,” says Mike Pappas, presi-
dent of the Keyes Co., a privately held real estate,
mortgage, and insurance company based in Miami.
“You’re definitely getting, from the Northeast, a
surge of people looking for housing.”

Many of these newcomers may not know what
they’re getting into. They’ve calculated the cost of
their house, their mortgage, their car payments,
their property taxes, and their home insurance.

What they almost certainly haven’t taken into
account is the reinsurance market—where insur-
ance companies go to share risk. The peculiar
dynamics of reinsurance and climate have inched
the state of Florida toward the precipice of an
insurance disaster. Simply put, homeowners’ pre-
miums are set to become very, very expensive.

Floridians are subject to forces that extend far
beyond their local insurance companies and date
to the 2008 financial crisis. It was then, as inter-
est rates were plummeting along with the stock
market, that large hedge funds and pension funds
began to look for places to earn higher yields and
diversify their risk.

In the 18 months through June 2013, pen-
sion funds alone poured $10 billion into
insurance-linked investments such as catastrophe
bonds and catastrophe futures. All this money
competing with that of traditional reinsurance
companies helped drive down prices. As a result,
primary insurers could keep their prices low, too,
lulling Floridians into thinking the carrying costs
of their houses would stay relatively stable.
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And, for a while, they were. Then “we got hit
with a bunch more catastrophic events across the
globe,” and insurance-linked securities started to
lose money, says Paul Handerhan, president of the
nonprofit Federal Association for Insurance Reform
(FAIR). “Then the stock market starts improving, and
funds whose capital was tied up in these securities
are like, ‘I wish I had my capital back, so these vehi-
cles lost a little bit of their attraction.” Alternative
capital in the reinsurance market peaked in 2018
at $97 billion and has since slipped to $91 billion,
according to a report by insurer Aon Plc.

Despite the state’s uniquely vulnerable coast-
line, national insurance companies were happy to
write homeowners’ policies up and down the state
for decades. In 1992, Hurricane Andrew’s $15.5 bil-
lion of damage put a severe dent in their good-
will; 12 years later, when four hurricanes hit, major
insurers began to leave the state for good.

“Most of the large national bellwether insur-
ance companies that you see commercials for,
that an average American would recognize, don’t
write homeowners insurance policies anymore in
Florida,” says Garrett Mitchell, director for sales
and marketing at Insurance Express, an agency
based in West Palm Beach. “When they pulled out
between 2004 and 2006, there was a major void in
the marketplace.”

That void was quickly filled with smaller,
Florida-specific insurance companies, which rep-
resented 22% of the market in 2004 and 45% by
2011. These mom and pop insurers had the spec-
tacular good fortune to begin writing policies
on the cusp of what turned out to be the longest
unbroken stretch of hurricane-free weather in
decades: Not a single named hurricane hit the state
from 2006 through 2015. “It was a record-breaker,”
says Karen Clark, founder of a Boston-based natu-
ral risk modeling company. There were no previ-
ous 10-year stretches like it, she says.

Then Hurricane Irma hit in 2017. Depending
which side of the lawsuit you were on, Irma’s
$17.4 billion of claims either ushered in a golden
age of consumer activism or left an indelible stain
on the industry through a mechanism called
assignment of benefits claims.

AOBs have been part of Florida law for decades;
they allow homeowners to transfer their claims
to third parties such as building contractors and
lawyers. These third parties then sue the insur-
ance companies on behalf of the homeowner,
which often results in a larger settlement. “Even
if [insurers] fight, they’ll just lose, so many
make the decision to pay the claims,” FAIR’s
Handerhan says. “That’s driving the frequency
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and severity of claims in Florida.” After Irma, AOB
claims skyrocketed: There were 153,000 in 2018,
up from 79,000 five years before, according to the
Insurance Information Institute.

It got so bad that a law was passed in 2019
restricting AOBs, and now “those lawsuits are
down,” Handerhan says, but “first-party prop-
erty lawsuits are way up,” meaning, he specu-
lates, that the same litigation is happening, but it’s
homeowners, not contractors, bringing the suit.

The deluge of AOBs came at the precise
moment that insurance-linked securities were
leaving the market. Traditional reinsurers, newly
empowered by a lack of competition, were free
to pass the added costs of AOBs on to insurance
companies. In 2019 the average cost of reinsur-
ance coverage rose 15%, according to a report
by Hyperion X Analytics. This year it climbed an
average 26.1%. Insurers shoveled their added costs
onto consumers.

Insurers are required to go before state regu-
lators if they want to raise their rates more than
15%, and company after company has made its
way to Tallahassee, the state capital, to success-
fully argue for big hikes. “We asked for 22%,” says
Roger Desjadon, chief executive officer of Edison
Insurance, whose request was approved and will
affect about 50,000 households. But since that time
“there have been companies that have filed for
30%, 36% increases, and received them,” he says.

Premiums have gone up across Florida, but
competition has gone down. Even as the total
number of policies in the state has risen 12% over
the past decade, the number of companies offer-
ing homeowners insurance has slipped from 199
to 180 during the same period.

Homeowners who can’t find or can’t afford insur-
ance can take out a policy with Citizens Property
Insurance Corp., Florida’s state-funded carrier,
which was created in 2002 as an insurer of last
resort. But Citizens has some downsides. The state is
as reluctant as private insurers to underwrite billions
of dollars’ worth of property in a flood plain or hur-
ricane zone. As a consequence, it covers a limited
amount of policyholders’ private property, “and the
paperwork is atrocious,” says Tom Gallagher, the for-
mer Florida insurance commissioner who created
the program; he’s now chief operating officer of the
private People’s Trust Insurance Co.

Homeowners can also sell their houses and
leave, a phenomenon that “happens every day,”
Gallagher says. “I think there’s people that are
tight on money—they bought a home years ago,
and their real estate taxes have gone up.” Soon, he
adds, “their homeowners insurance has started »
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< to go up as much as 10, 15, 20% year after year.
Pretty soon that becomes a huge number.” So they
sell their house and go where it’s cheaper.

For now, with record-low mortgage interest
rates and a steady stream of people moving to
the state, there are new buyers willing to shoul-
der a house’s carrying costs. Should enthusiasm
wane, whether from an economic downturn or
a devastating hurricane, homeowners could be
saddled with a home that’s too expensive to keep
and impossible to sell.

Stephen Smith, a semiretired marketing exec-
utive in Key West, has lived in a 3,200-square-
foot house across the street from the ocean for
21 years. He and his husband’s homeowners insur-
ance premiums are about $4,600 per year; their
supplemental flood insurance is $2,600 a year; and
on top of that, they have an annual wind damage
policy that costs $9,000, meaning altogether the
couple pays more than $16,000 every year simply
to insure their home. “I’d say we were paying half
that 10 years ago,” Smith says, adding that he’s not
ready to move yet, but “there will come a time
when we sit back and say, ‘This is ridiculous.””
—James Tarmy

THE BOTTOM LINE Thanks to the vagaries of the reinsurance
market and a 10-year no-hurricane streak, Floridians enjoyed
artificially cheap homeowners insurance. No more.

Enjoying Bitcoin's
Wild Ride

@ Former FX traders relive the glory days of
manic currency markets

Rob Catalanello could have sworn he’d seen
everything in his more than two decades on vari-
ous foreign-exchange desks in New York, from the
unpegging of Brazil’s and Argentina’s currencies
from the dollar to the Russian debt crisis.

Then he started trading Bitcoin. In March,
when the cryptocurrency plunged more than 30%,
“it was more busy than any day I saw in 20-odd
years in FX,” Catalanello says. “Just the amount
of deals, the violence of the move, the unpredict-
ability of the move, and the amount of risk that
we had to hedge.”

Catalanello, 56, who’s headed the U.S. unit of
London-based electronic trading firm B2C2 for
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about a year and a half, is part of a wave of former
currency traders who’ve joined the crypto world.
Forget all the arguments about Bitcoin’s intrinsic
value, its technological merits, or whether it will
ever be widely adopted as a way to pay for a cup of
coffee. For many FX traders, what matters is that
they can make money on its volatility. Others were
drawn by the market’s infancy, hoping they could
help chart its path forward. Once inside, many
veteran foreign-exchange traders have found that
they’re in familiar territory, reminiscent of a time
when currency markets were more manic.

In the early 1990s the FX world was highly
fragmented, liquidity was thin, and large block
trades could push prices around. It was a mar-
ket ripe for manipulation. This led to a number
of scandals, some even involving the world’s larg-
est banks. But most important for daring traders,
bid-ask spreads—the difference between what a
buyer is willing to pay and what a seller is willing
to accept—were wide. A quick trader could step
into the middle and grab a profit.

“It’s very similar to what you’d see in crypto
these days,” says Brad Bechtel, global head of for-
eign exchange at Jefferies LLC, who got his start in
the business in the mid-’90s. “It wasn’t for every-
body, it was a very difficult market to trade. You
could lose a lot of money very quickly.”

Volatility in currency has waned since then,
and the market has matured, thanks largely
to electronification and heavy central bank
involvement following the 2008 financial cri-
sis. This is life for FX traders now: The euro
trades in a very tight range relative to the dol-
lar, so even if you’re really good at guessing
the direction, you’re not going to be able to
make much money, says Marc Chandler,
chief market strategist at Bannockburn
Global, who in the ’90s spent time
with various hedge funds and
big banks. FX’s low volatility
limits profits. But “because
cryptos move, that’s what
appeals to some mar-
ket participants,”
Chandler says.

There’s been a
lot of action in the
past year for those
who’ve heard the
crypto market calling.
Bitcoin, the largest
digital coin, dropped
from about $13,800
June 2019 to below $4,000 in
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March. It’s currently hovering around $10,000.
The monthly price change for Bitcoin so far this
year averages 8%.

Ture Johnson lived through the changes in FX
markets in the ’90s. He remembers having to call
in orders via a squawk box in the early part of the
decade at Bank of America Corp., before elec-
tronic trading existed. Last year he made the leap
to Floating Point Group, a crypto trading platform,
where he runs the trading desk. “There’s definitely
a lot of systematic, hedge-fund-trend-following
guys sitting on the sidelines right now watching
and going, ‘Hey, I really want to get involved with
this because there’s an opportunity to trade here
and make money, ” Johnson says, describing the
crypto-curious. “People love volatility.”

Well, professional trading people do. Retail
crypto trading has waxed and waned since
Bitcoin’s frenzied surge in 2017—and subsequent
crash. But institutional interest has picked up,
especially in derivatives such as cryptocurrency
options. Ownership of cryptocurrency has also
consolidated. At the end of August about 2.1%
of accounts controlled 95% of all Bitcoin supply,
according to Flipside Crypto. At the same time
almost 29% of Bitcoin was in wallets that held
from 1,000 to 10,000 tokens, according to Coin
Metrics data.

This isn’t to say everything about the crypto
world feels familiar to FX veterans. Unlike any
other corner of the financial world, it’s a decen-
tralized market, thanks to blockchain tech-
nology. It’s also small. The foreign-exchange
market is the largest in the world, with more than
$6.5 trillion traded daily, according to the Bank
for International Settlements. Cryptocurrency
exchanges on average have seen about $130 bil-
lion in trading per day over the past month.

Yet the market’s youth is one reason Catherine
Coley was drawn to it. She left Wall Street in 2016
after spending five years with Morgan Stanley at its
Hong Kong and London FX desks. The experience
was thrilling, she says, but after a while the “spar-
kle and luster of big risk, big reward” waned in
the banking industry. She’s now chief executive
officer at the crypto trading platform Binance US.
Over the years, Coley has seen a number of former
colleagues make the move into crypto—“almost
to the extent we could resurrect the whole desk,”
she says.

“It really is a nimble enough industry for us to
get some things right,” Coley says. —Vildana Hajric

THE BOTTOM LINE Currency trading has become more liquid and
less risky, which makes it harder for daring traders to find an edge.
So some have moved on to cryptocurrency.

Snowflake

Cloud software company Snowflake Inc.
had its initial public offering at $120 a share
and on Sept. 16 promptly shot above $300.
It's now trading at about $235. Here’s

a peek at how Bloomberg’s editors and
reporters responded to the news.

® PAT REGNIER
New York @ Finance
editor, Bloomberg
Businessweek

Let’s talk about )
Snowflake. | \
managed to get
blissfully through

my life until Monday not knowing this
company existed, and now—boom—
biggest-ever software IPO. That’s a
tactically embarrassing admission: It
feels like there’s a lot of this going around
these days. There’s so much froth in so
many parts of the market—giant new
things keep emerging out of investors’
peripheral vision. While you were trying

to get your head around the fad for
blank-check companies, the boom in call
options, and hedge funds tracking the
chatter on Reddit, Snowflake investors
including Jack Dorsey and Warren Buffett
were quietly working out ways to make
money on a company with zero consumer
footprint that competes with businesses
such as Amazon.com—which you were
told could justify their high valuations
because they were near-monopolies. And
IPOs are suddenly hotter than ever after
looking like they might be challenged by
blank checks and direct listings as the
way to go public.

it would look like if Tesla Inc. was in the
S&P 500. Well, Snowflake isn't even in
the Nasdag 100 index—and a $70 billion
valuation would place it in the top third of
companies in the Nasdaqg. Which is quite
crazy considering Pat definitely wasn’t
alone in never hearing of it.

@® NICO GRANT
San Francisco @ Enterprise technology
reporter

Tech giants have never been larger

or more powerful, and there’s an
assumption in some corners that

the winners have been set and only
regulation can disrupt that. But smaller
ones such as Snowflake can still win by
focusing on solving a particular issue—
in this case, analyzing data on cloud
platforms. Chief Executive Officer Frank
Slootman said to me on the day of the
IPO: “Industries get attacked from the
most unpredictable places. You never
see them coming because they’re under
the radar.”

® SONALI BASAK
New York @ Wall Street reporter

The pricing—the company got $120 a
share when investors in the market were
clearly willing to pay much more—did
bring to mind the persistent Silicon Valley
complaint that the IPO model is broken.

® DINA BASS
Seattle ® Technology
reporter

Folks in Silicon Valley
have been on to this
one for a bit—which is
why you saw Salesforce.com

invest in it earlier this year. And

last December, adding features to catch
up with Snowflake was a big part of
Amazon Web Services announcements
at its annual conference.

® CRYSTAL TSE
New York @ Deals reporter

That’s definitely a common complaint. But
even at the IPO price, Snowflake’s valu-
ation relative to expected forward sales
actually is very high. So one can argue
that the initial pricing was correct but the
market is ahead of itself.

® PAT REGNIER

Nico, another interesting thing from your
interview with Slootman is that the IPO
was also good publicity: “We needed

to do this for a number of reasons,
especially to raise the stature of the
company in the marketplace.”

@ SARAH PONCZEK p aYe
New York @ Markets - TAY
reporter -

Not a main point, but f f

I was also thinking !

about how we alljust = 2 = 4
spent all this time ! e

fretting about what

® CRYSTAL TSE

This text convo | had with a friend
probably captures the story with retail
investors and IPOs right now.

Friend: “SNOW. BUY BUY BUY”

Me: “Lol”

Friend: “l don’'t know what this company
does really except cloud computing. But
everyone says it's free money. And | like
free money.”
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Ared alert sounded at the Federal Reserve in mid-
March when Americans began pulling out of prime
money-market funds, one of the safest places to
park cash. As policymakers cut interest rates to
near zero, it quickly became clear that they’d need
to get creative, and fast, to prevent a shutdown in
the flow of credit.

Fed Chair Jerome Powell and his board called
on Andreas Lehnert and his 50-person team at the
Division of Financial Stability. Known as FS inside
the Fed system, the division started in 2010 with
a staff of just four. The division spent much of the
ensuing decade looking at fragilities in the financial
system that could lead to a full-scale breakdown in
moments of stress. So when Covid-19 hit and wide-
spread lockdowns of every type of business threat-
ened a sudden halt in the flow of money, Lehnert
and his colleagues were prepared.

“Chair Powell’s instructions to us were that the sys-
tem is going through a world historical crisis,” so the
response needed to be commensurate, says Lehnert.
The marching orders were “pretty crisp and clear,”
he says: Try to avert permanent job losses as the
economy went through a slide in activity, before the
eventual rebound. “We sketched out what is every
job that is out there,” he says, “and what would be a
facility that would address those employers.”

Just two days after the Fed cut its benchmark rate
in a hastily convened Sunday meeting on March 15, it
rolled out the first of several lending programs that
Lehnert and his colleagues had developed, drawing
on blueprints from the 2008 crisis. By the end of the
month, most of what would eventually total nine sep-
arate facilities had been unveiled, providing back-
stops for everything from the corporate bond market
to money-market mutual funds to companies sell-
ing short-term securities to manage their cash flow.
While some of the programs have had a slow start,
nobody is suggesting that they’re no longer needed.

The plans were coordinated from a makeshift
office Lehnert set up in his suburban Virginia home.
Often fueled with oatmeal and almond butter and
kept alert by means of caffeine, pushups, and hilly
runs, the 51-year-old starts his workday around 7 a.m.
and ends it late at night. The soundtrack from the
musical Hamilton is usually playing somewhere in
his house as he works. His wife reminds him to air
out his room, which he likes to keep toasty.

Lehnert’s home bookshelf betrays his profes-
sional obsession with “what could go wrong.” He’s
read about why planes crash, why nuclear plant acci-
dents run out of control, and why the space shut-
tle Challenger blew up. There’s Why Buildings Fall
Down and Plagues and Peoples, perhaps especially
pertinent for 2020. Lying for Money seems another
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useful read for someone in Lehnert’s line of work.

He says a common thread in disasters is that
even experts can miss the totality of what’s hap-
pening. “They don’t understand where they are”
when something goes wrong, he says. “They had a
bad process for understanding the behavior of the
system as a whole.”

While Powell highlighted in a Sept. 16 press brief-
ing that the U.S. job market faces a long road to recov-
ery, with 11 million Americans yet to regain jobs lost
during the pandemic, the threat of a financial col-
lapse has receded with the central bank’s broad
safety net. Now some observers are looking for the
seeds of the next crisis—all the more so since the
Fed in August adopted a long-run strategy of letting
inflation exceed its 2% target to make up for earlier
undershooting, which implies that the central bank
would allow the economy to run “hot” for a while.
Fed officials on Sept. 16 projected they won’t boost
rates through 2023.

Cheap money has a way of fueling speculation,
excessive borrowing, and soaring stock prices, along
with amnesia about risks. The last expansion wit-
nessed a Bitcoin bubble, a buildup of leveraged bets
in the Treasury market, and a surge in high-risk cor-
porate loans. Powell and the other members of the
decision-making Federal Open Market Committee
(FOMC) are relying on Lehnert and the FS team to
keep on top of potential dangers.

“Of course we monitor financial conditions very
carefully,” Powell said in his Sept. 16 remarks. “We
look at it through every perspective. The FOMC gets
briefed on a quarterly basis.”

That briefing, known internally as the Quantitative
Surveillance, or QS, report, comes from Lehnert and
his team. It often focuses on special topics, such as
particular hedge fund strategies, potential weak-
nesses among mortgage-servicing companies, vul-
nerabilities in structured loans—securities made up
of repackaged debt—and the risk of disruption in
bond trading. Because FS is relatively small, Lehnert
relies on specialists from across the Fed system to
help produce the QS.

“They are always looking to identify that trans-
mission channel or amplification mechanism that
we just haven’t thought about,” says Lael Brainard,
the Fed governor who oversees Lehnert and the FS
crew and who spends 90 minutes each day on calls
with them. While the staff evaluations are “never
going to forecast the risks exactly right,” the analy-
sis is focused on that possible amplification of prob-
lems, she says.

Lehnert draws on his voracious reading to help
imagine what could happen. When he was a gram-
mar school boy in Oklahoma, his parents inspected »
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< his backpack in the morning for books he might
be sneaking out of the house that could distract
him from his classwork. When that didn’t work,
they started locking up the books. One day they
came home and found young Andreas reading the
phone book.

It was a magazine, and its title, that inspired
his choice of career. His parents brought home an
issue of the Economist when he was about 15. After
reading it from cover to cover, he decided that’s
exactly what he wanted to become. He went on to
earn a doctorate in economics at the University of
Chicago, a school known for its faith in markets.
He took classes from some of the world’s most
influential economic thinkers, including Nobel
laureates Robert Lucas Jr., James Heckman, and
Thomas Sargent.

Lehnert also draws on his experience in the
runup to the last financial crisis—the unprecedented
explosion in high-risk mortgage lending of the mid-
2000s that almost brought down the global finan-
cial system. Seven years into his career at the Fed,
Lehnert in June 2005 was tapped to make a pre-
sentation to the FOMC on the housing market. One
gauge of home prices had just risen 16% from the
year before even as the Fed started raising rates
from historic lows. As many others concluded at
the time, there was little systemic risk, he argued.

“Institutions with large amounts of mortgage credit
risk on their portfolios are well-positioned to handle
severe losses,” Lehnert said then. “Neither borrowers
nor lenders appear particularly shaky. Indeed, the
evidence points in the opposite direction: Borrowers
have large equity cushions, interest-only mortgages
are not an especially sinister development, and finan-
cial institutions are quite healthy.”

After a caveat, his bottom line was: “The national
mortgage system might bend, but will likely not
break, in the face of a large drop in house prices.”

That proved to be a failure to extrapolate the
implications of a rapid evolution of the mortgage
market and how securitization of low-quality loans
could go on to threaten the financial system itself.
“We didn’t understand the amplification mech-
anisms,” Lehnert says now, noting that he often
thinks of that 2005 episode. “It is a muscle that we
are exercising all the time now.”

He encourages his group—including Michael
Kiley, who previously led the Fed’s economic mod-
eling team; Elizabeth Klee, an expert in the pay-
ments system; and chief of staff Nami Mukasa, an
investment banking veteran—to think beyond the
standard framework of analysis. He calls the FS divi-
sion a “home for people that don’t think just about
what is in front of them.” And he values “thinking
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creatively about risks that we haven’t seen or hav-
en’t worked in,” rather than chasing the market
move of the day or getting trapped into debates over
whether there’s a bubble in some asset.

“We have spent many years thinking about events
that were unlikely, improbable, and, frankly, weird,”
says Lehnert. There was even a brief consideration
of how a short, sharp recession caused by a pan-
demic would affect the U.S. financial system.

“Ninety-nine percent of them never came to
pass,” he says. Until one of them did. —Craig Torres

THE BOTTOM LINE The 50-person staff at the Federal Reserve’s
Division of Financial Stability played a leading role in crafting the
central bank’s response to the Covid-19 crisis.

Taiwan's Pork and

B Diplomacy

@® Taipei is working to boost economic ties with
the U.S. to build a bulwark against Beijing

It’s hard to find a world leader who’s had a better 2020
than Taiwanese President Tsai Ing-wen.

She won reelection in January in a landslide, over-
saw one of the world’s best responses to the Covid-19
pandemic, and steered an economic recovery that’s
boosted Taiwan’s stock exchange to record heights.
The central bank recently made an upward revision
to its 2020 growth target, to 1.6%, making Taiwan an
outlier in a year when most major economies are
expected to shrink.

Tsai does have one major problem: The Chinese
Communist Party is threatening her life. On Sept. 19,
the Global Times newspaper, a CCP mouthpiece,
warned in a tweet that she would be “wiped out”
in a war if she violated China’s anti-secession law.

The stern message was in response to a dinner
Tsai hosted the night before for Keith Krach, the
most senior U.S. Department of State official to visit
Taiwan since 1979. People’s Liberation Army aircraft
repeatedly breached the median line between Taiwan
and China in the days before the event, and the PLA
air force released a video purportedly showing H-6
bombers making a simulated strike on what appear
to be U.S. military bases in the region. The clip was
later discovered to include scenes from Hollywood
movies, including Transformers and The Rock.

While China’s military dwarfs Taiwan’s, an amphib-
ious invasion across the 100-mile-wide strait separating
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them carries risks and could easily backfire. Although
many observers see the U.S. coming to Taiwan’s aid
if China were to launch an attack, Tsai’s government
is actively taking steps to increase economic ties
between the unofficial allies to provide more incen-
tives for American policymakers to intervene. “If we
lessen our economic reliance on China, it won’t be
able to politically blackmail us,” says Kolas Yotaka,
the spokeswoman at the Taiwan presidential office.
“By establishing closer economic ties with other
countries, we’ll be able to uphold regional peace
through shared prosperity.”

Right now, the economic relationship is heavily
tilted toward Beijing. Exports to China accounted for
42.3% of Taiwan’s total in the first half of this year,
with only 14.7% going to the U.S. Taiwanese invest-
ment in China in the first eight months of this year
was up 50% from the same period last year, total-
ing $3.9 billion, according to Taiwan’s Ministry of
Economic Affairs.

Tsai’s government, however, has sought to reverse
those trends by encouraging companies to shift their
supply chains away from China and add production
capacity in Taiwan. In late August it also lifted a ban
on certain U.S. pork and beef imports—removing a
sizable obstacle to a possible trade agreement with
the U.S. “We must accelerate our linkage to econ-
omies around the world, in particular strengthen-
ing our ties with our most steadfast partner,” Tsai
said at the time.

The moves appear to be bearing fruit. U.S. gov-
ernment trade data for the January-through-July
period show Taiwan as the country’s ninth-largest
trade partner, up from 11th last year.

Krach’s visit marked another milestone in that effort.
The guest list at the dinner included Morris Chang,
founder of Taiwan Semiconductor Manufacturing
Co., a supplier of chips to Apple Inc., which recently
announced plans to build a $12 billion plant in Arizona.
Chang’s presence at the dinner highlighted the impor-
tance of Taiwan’s cutting-edge semiconductor indus-
try, which the U.S. would like to wall off from Chinese
companies such as Huawei Technologies Co.

On Sept. 20, Taiwan’s economic affairs minister,
Wang Mei-hua, announced she’d met with Krach’s
delegation for talks that could pave the way for
the formal start of trade negotiations. While it’s
unclear whether Taiwan is a high priority for U.S.
Trade Representative Robert Lighthizer, a bilat-
eral trade agreement would go a long way toward
bringing Taiwan out of its diplomatic isolation,
according to Tiffany Ma, senior director at con-
sulting firm BowerGroupAsia. It “would further
benefit Taiwan’s security by giving momentum
and political cover for other countries to pursue
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similar arrangements with Taiwan,” she says.

The U.S. formally cut ties with Taiwan’s government
in 1979 to establish relations with Beijing. But U.S.-
China relations have become more contentious under
the Trump administration’s trade war with the coun-
try. And in Congress there’s rare bipartisan support
for pushing back against China’s human-rights viola-
tions in Xinjiang and Hong Kong. Trade and official
exchanges with Taiwan, meanwhile, are on the rise.

Shortly before Krach arrived in Taipei, Representative
Tom Tiffany, a Wisconsin Republican, introduced a
bill to establish formal diplomatic relations with
Taiwan and to negotiate a free-trade agreement.
While the bill is unlikely to pass, the fact that a mem-
ber of Congress is calling for recognition of Taiwan
shows how much sentiment in Washington has
swung in its favor.

Despite the recent saber rattling, China doesn’t
appear ready to give up on economic engagement
with Taiwan. Wang Yang, the Communist Party’s
No. 4 official, pledged on Sept. 19 to “further improve
policy measures and arrangements” that benefit
Taiwanese people.

Even so, China’s recent military maneuvers near
Taiwan signal that it’s watching carefully and is pos-
sibly willing to initiate conflict. While polls show the
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vast majority of Taiwanese citizens oppose being ruled
by Beijing, Chinese leader Xi Jinping has vowed to
unify Taiwan and China, which would likely require
going to war. “Beijing fears a slippery slope,” says
Bonnie Glaser, director of the China Power Project
at the Center for Strategic and International Studies
in Washington. “It worries that the U.S. has aban-
doned its ‘One China’ policy and won’t respect
China’s red lines.” —Chris Horton, with Jing Li

THE BOTTOM LINE Taiwan is laying the groundwork for a bilateral
trade deal with the U.S. to lessen its economic exposure to China
and bolster its security.
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The New Republican
Hard-Liners

@® Dispelling their moderate
image, GOP women candidates
keep tacking rightward

There were obvious reasons to doubt Republican
Lisa McClain’s path to Washington during Michigan’s
primary season: She’d never held elected office.
Her top competitor had the support of the outgo-
ing congressman she hoped to replace. State law-
makers, district Republican leaders, and Americans
for Prosperity—an advocacy group linked to billion-
aire Charles Koch—all opposed her.

But McClain thought that in Michigan’s
10th District, which Donald Trump won in 2016 by
32 points, she could campaign as a conservative
maverick, much like the president himself. A mother
of four and a wealthy businesswoman, McClain grew
up in the rural community of Stockbridge, Mich.
After climbing the corporate ladder at American
Express Co., in 1998 she helped found the Hantz
Group, a financial-services firm in Michigan.

“What the president has taught us is we need
some true conservative outsiders, and those peo-
ple can do very well in politics,” she says. Her top
issues include repealing the Affordable Care Act,
building a wall along the Mexican border, and
ensuring parents in Michigan have the right to
choose whether or not to vaccinate their children.
On her website, she calls herself “100% pro-life”
and “a strong defender of the 2nd Amendment.”

McClain funneled more than $1.4 million of her
own money into her campaign coffers and por-
trayed herself as a zealous defender of Trump and
the values of everyday conservatives. On Aug. 4 she
won the Republican primary, becoming a shoo-in
for the district’s congressional seat.

After an abysmal showing for Republican
women in the 2018 midterms—Democrats sent
105 women to Congress, while Republicans sent
only 21—McClain is part of a wave seeking office
this year. A record 227 GOP women have cam-
paigned for seats in the House of Representatives,
almost 100 more than during the party’s previous
record-breaking year of 2010.

Some didn’t advance in their primaries,
and others will fail to flip blue seats. But come
January, it’s almost certain that there will be more
Republican women in the House, and many will
sound like McClain. On the whole, these politicians
no longer fit the image long imposed on Republican
women—that of the moderate consensus builder.
These days, Republican women seeking office
are warriors for hard-right politics. The shift pre-
dates Trump, but his style of conservative, popu-
list rhetoric has turbocharged it.

If enough are elected, the new cohort of
Republican women will bring a modicum of diver-
sity to a party run largely by White men. But
they aren’t likely to win over the more moderate
women voters who polls indicate are fleeing the
party under Trump. And once they get to Congress,
don’t expect them to work with their sisters across
the aisle, says Michele Swers, a political scientist at
Georgetown University: “They’re going to want to
be confrontational.”

Even 20 years ago, many conservative women
in Congress were moderates who compromised
with Democrats on such issues as abortion,
health care, and education. They included Connie
Morella, the Republican representative from the
D.C. suburbs who throughout the 1990s opposed
her party’s positions on abortion, gun control,
and gay rights, and worked to expand the Violence
Against Women Act in 2000. Maine Senator Susan
Collins, elected in 1996, has been rated the most
bipartisan senator for seven years running by
Georgetown University.

But the archetype of the Republican female
politician changed in 2008 with former Alaska
Governor Sarah Palin’s entrance onto the national
stage, political analysts say. When presidential can-
didate John McCain tapped Palin as his running
mate, conservative women saw a pro-life, pro-gun,
anti-establishment candidate in the spotlight.

“It is hard to overstate how impactful Sarah
Palin’s vice presidential candidacy was for many
conservative women,” says Melissa Deckman, a pro-
fessor of government at Washington College who
wrote Tea Party Women: Mama Grizzlies, Grassroots
Leaders, and the Changing Face of the American
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Right. Palin inspired a generation of women to get
into grassroots politics and “rebrand the party,”
Deckman says.

Palin’s legacy is on full display in 2020. This
year’s female candidates are more likely than
before to describe themselves as “fighters” and use
gun imagery in their campaign materials, while also
making it clear that they are pro-life, pro-religion,
and pro-Trump, according to an analysis by Kelly
Dittmar, a political scientist at Rutgers University at
Camden and research director of Rutgers’s Center
for American Women and Politics. “If you look at
most all of the Republican women running this
year, they are very, very conservative,” she says.
“That very much fits with the party as it is today.”

They’re women like Tiffany Shedd of Arizona,
a youth pistol instructor who’s running on a bor-
der protection platform. Or Beth Van Duyne of
Texas, a former Trump administration official
and one of four Republican women candidates
who last year proclaimed themselves “the con-
servative squad,” a rebuttal to Alexandria Ocasio-
Cortez and her “squad” of progressive House
Democrats. Or Marjorie Taylor Greene of Georgia,
who has promoted the QAnon conspiracy theory
and warned of an “Islamic invasion of our gov-
ernment.” President Trump has called Greene a
“future Republican star.”

To win primaries this year, most Republican can-
didates tried to prove their conservative and pro-
Trump bona fides—but especially women, whom
voters tend to stereotype as more moderate than
their male colleagues.

“The Republican Party overall is less welcom-
ing to women candidates to begin with,” says
Kathleen Dolan, a professor at the University
of Wisconsin at Milwaukee who studies gender
in politics. “I think they feel like they have to be
really true believers to be noticed.” The National
Republican Congressional Committee says it priori-
tized recruiting a diverse field this cycle, but there’s
nothing on the right on the scale of the Democrats’
Emily’s List.

The moderate Republican woman isn’t quite
extinct. Candidates in purple districts, such
as Young Kim in Orange County, Calif., and
Mariannette Miller-Meeks in Iowa, are running
more traditional campaigns. Miller-Meeks, a doc-
tor and Army veteran who’s focusing her mes-
sage on health care, handily won her primary,
but now she’s competing in one of the tightest
races in Iowa. Kim, who has criticized the presi-
dent for calling Covid-19 “kung flu,” is slightly trail-
ing the Democratic incumbent, Representative Gil
Cisneros, in polls.

Michigan’s deep-red 10th is different: The race
is won and lost in the primary. When Paul Mitchell,
the sitting congressman, announced he wouldn’t
seek reelection, State Representative Shane
Hernandez announced his candidacy. Hernandez
embraced the promise of the American dream
through his personal story of being a migrant
worker’s son who became an architect. Later,
Doug Slocum, a retired Air Force brigadier general,
jumped into the race.

McClain saw an opening for someone with
roots in the district and a background in busi-
ness. Her strategy was to stake out a claim to the
conservative-outsider mantle early and often. At
a June roadside rally promoting President Trump,
she gave a fiery speech about how she didn’t
need a job as a career politician but wanted to
go to Washington to stand up for her communi-
ty’s values. “The beauty about me, ladies and
gentlemen, is: I’m not beholden to anybody.
Nobody. You know who I am beholden to? You,
you, and you,” she said as she pointed to people
in a crowd waving American flags and sporting
MAGA hats. “That’s what you should demand from
your politicians.” B

A McClain

“Ifyoulook at
mostall of the
Republican
women
running this
year,theyare
very,very
conservative”
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4 The Republican establishment favored
the conservative it knew over one it didn’t.
Representative Mitchell endorsed Hernandez
to take his place; so did Texas Senator Ted Cruz
and House Minority Leader Kevin McCarthy of
California. McClain received an endorsement
from former Trump campaign manager Corey
Lewandowski and very little in the way of con-
tributions from Washington and outside groups.
That meant she had to pour her own money into
her campaign.

She spent it on TV ads that portrayed
Hernandez as cozy with Democratic Governor
Gretchen Whitmer because he negotiated with her
over the state budget. Club for Growth Action, a
super PAC that supported Hernandez, punched
back with ads that questioned McClain’s true sup-
port for Republicans. The super PAC spent almost
$1.6 million to help Hernandez, but McClain won
the primary with 42% of the vote.

Republican women candidates often talk
about their families but are less likely to dis-
cuss obstacles they may face because of their
gender. (When Bloomberg Businessweek asked
a handful of female GOP House candidates why
there were fewer women Republicans running
than Democrats, few offered concrete answers.)
Research shows Republicans are less likely than
Democrats to attribute the gender gap among
public officeholders—women make up 24% of the
current Congress—to discrimination or systemic
barriers. Both groups may have a point: Evidence
suggests women are less likely to run for office,
but when they do, they win at similar rates to their
male counterparts.

Michigan politics watchers say the 10th District
was primed for a woman to win. Back in 2002 it
elected Candice Miller as its representative in the
House, and voters kept reelecting her until she
stepped down in 2016. “It’s a district that has shown
repeatedly that it values women in office,” says John
Sellek, a Republican public-relations consultant.

The impact of McClain’s win could extend well
beyond her district: No Republican holds a major
statewide office in Michigan, leaving an opening
for a symbolic leader and unofficial spokesper-
son, according to Sellek. “There has been a lot of
talk and buzz about the new fresh face and her
being the only GOP woman in Congress right now
for Michigan,” he says. “She is going to be able to
potentially step up into that role.” —Naomi Nix and
Rebecca Greenfield, with Bill Allison

THE BOTTOM LINE The GOP women running for the House of
Representatives are mostly hard-line conservatives stressing their
pro-Trump bona fides, rather than their appeal to moderate voters.
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The Place Where
England Ends
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@ Boris Johnson’s policies have only further alienated
Scotland and its nationalists

1’

Crossing into Scotland on the A1 highway after
passing the English town of Berwick-upon-Tweed
is a blink-and-you’d-miss-it moment. A sign says
“Welcome to Scotland” in both English and Gaelic,
and a couple of blue-and-white Scottish flags flap
in the wind off the North Sea. A dilapidated burger
van caters to anyone who decides to stop. While
the 96-mile border may be largely invisible, this is
a different country, where the legal and educational
systems, health service, some taxation, and—most
prominently as infections spread again—the han-
dling of coronavirus all diverge from England’s. The
two nations that joined together politically in 1707
to form Great Britain feel more like a socially dis-
tant couple still cohabiting in the same household.

Divisions over the approach to the pandemic
have compounded four years of acrimony over leav-
ing the European Union, which voters in Scotland
opposed. The administration in Edinburgh, run
by the pro-independence and anti-Brexit Scottish
National Party, is agitating for another vote on break-
ing away from the rest of the U.K., something British
Prime Minister Boris Johnson won’t countenance.

The SNP has dominated Scottish politics for more
than a decade, and polls show it on course to win big
again in May elections for the Scottish Parliament.
Popular support for forming Europe’s newest nation-
state, meanwhile, now has a clear majority among
the population of 5.5 million. The latest polling—with
undecideds stripped out—puts it as high as 55%, vs.
45% for remaining in the U.K., the reverse of the ref-
erendum result six years ago.

ILLUSTRATION BY 731
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Nicola Sturgeon, the SNP leader who also heads
Scotland’s semi-autonomous government, seemed
to handle the coronavirus crisis better than the
beleaguered Johnson as the U.K. recorded the high-
est death toll in Europe. The rates of infection in
more sparsely populated Scotland aren’t much bet-
ter than in England, but the perception is that she’s
more in control and her message is clearer.

Compared with England, there’s been scant
debate over wearing face masks. A U-turn on grading
high school students caused an uproar that was over
in days; in England the same decision to abandon a
controversial algorithm and revert to assessments by
teachers is still playing out. Sturgeon’s government
published a road map out of lockdown in April, and
Scotland maintained working-from-home as the
default position while England had been keener to
get people back into offices. Sturgeon and Johnson
unveiled new lockdown measures on Sept. 22
after scientists warned that cases could spike to as
many as 50,000 a day in the U.K. by mid-October.
They agreed to a broadly united approach, though
Scotland restricted visits between households while
England didn’t.

Indeed, Sturgeon has increased her popularity,
while Johnson’s Conservatives are polling at their
worst since before he became leader last year. As a
bumper sticker on a car in a quiet Edinburgh sub-
urb declares: “Ignore Boris. Listen to Sturgeon.
Stay Safe.” “I don’t think it’s a coronavirus bounce,
it’s a leadership bounce,” says Nicola McEwen, pro-
fessor of politics at the Centre on Constitutional
Change at Edinburgh University, of Sturgeon’s
popularity. “There are some policy differences,
but there are very contrasting views on the perfor-
mance of the leaders.”

Johnson’s problem is that even as he ignores the
disquiet in Scotland, he’s a big part of why it won’t
go away. Every dire economic statistic or twist in the
Brexit saga becomes material for the message that
Sturgeon and her party want to send: Things would
be different if Scotland had full control of its affairs.

Johnson says Scotland’s powers will be enhanced
after the U.K. leaves the EU, but a U.K. trade deal
that might boost the unionist cause seems to be slip-
ping away since the British government said it would
break international law by reneging on part of its
Brexit withdrawal pact. Meanwhile, a bill to create
a single internal market also means Scotland would
lose control over standards on such things as food
and the environment. Sturgeon called the legisla-
tion a “full-frontal, no-holds-barred assault on devo-
lution” on Sept. 17.

There’s little Scotland can do about it. A crowd-
funded lawsuit by independence campaigners

Bloomberg Businessweek

that’s due to start in Edinburgh on Sept. 30 will ask
a court to rule that the Scottish Parliament already
has power to hold a referendum without London’s
permission. It’s a long shot and isn’t backed by the
Scottish government, but the action would force the
U.K. to prove in court that Scotland doesn’t have the
remit. The group hired the Scottish lawyer who suc-
cessfully argued the case to overturn Johnson’s sus-
pension of the U.K. Parliament last year.

After London rebuffed her demands for another
independence vote, Sturgeon is playing the long
game. Next spring’s Scottish election will effectively
be a plebiscite on the right to hold a referendum.
“They certainly have a better than 50% chance of
being able to get an overall majority,” John Curtice,
professor of politics at the University of Strathclyde
in Glasgow, told BBC’s Newsnight show on Sept. 3.
“And if that does happen, then I think it will be dif-
ficult to avoid another referendum within a two- or
three-year time period.”

After that comes the question of a campaign.
Warnings over the economy, currency, and staying
in the EU helped shore up the union last time. Now
the EU is on the other side of the argument. But the
economy will still be a factor if a vote comes. North
Sea oil was a cash cow years ago, but its best days are
behind it. Funding such things as university tuition
and medical prescriptions—free for Scots, while the
English have to pay—could become painful.

The leader of the Conservative Party in
Scotland, Douglas Ross, says the havoc caused by
the coronavirus shows it’s time to end the politics
of “us vs. them” and what he calls “the grievance
culture that so dominates Scotland’s national life.”
Johnson has tried to play up the union, promising
Scotland will get its fair share of post-Brexit invest-
ment and a revitalized fishing industry. However,
fostering unity with the Scots will be a tough task.

Over the summer, Sturgeon said she’d quaran-
tine English visitors if cases spiked because England
had eased its lockdown too quickly. The threat
would have been difficult to carry out. Yet Johnson
only served to rile the nationalists up north, declar-
ing: “There is no such thing as a border between
England and Scotland.”

On the A1 and other routes running north to
south, that might seem the case. What’s already
clear, however, is that the dotted line is looking
more indelible in the minds of Scots. The British
government, current or future, may have no
choice but to confront the issue of a referendum.
—Rodney Jefferson and Alastair Reed

THE BOTTOM LINE Brexit and Covid-19 have combined to move
Scots ever more toward exiting the United Kingdom. The problem is
that, for now, London decides whether there’ll be a new referendum.
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The Powerc
Prussian Blue

The pigment is a key part
of an emerging, low-cost
battery technology

A material that gave a vibrant blue to the
foaming breaks of the famous Japanese print
The Great Wave off Kanagawa and instilled the
same color in works by Picasso and Monet is
being used today for an entirely different but
equally creative task: keeping energy-hungry
U.S. data centers running.

Prussian blue, the pigment developed by a
Berlin color maker in the early 18th century, is a
key component in batteries made with sodium
rather than lithium, which are intended for indus-
tries other than electric vehicles.

“It's been used as a pigment, as a dyestuff,
and has been a consumer product for centu-
ries,” says Colin Wessells, chief executive offi-
cer of Natron Energy Inc., in Santa Clara, Calif.,
the battery maker behind the technology. “It also
turns out to be excellent at storing sodium ions,”
he says, resulting in a battery with high power
and long cycle life.

Lithium-ion batteries have become ubiquitous
in the past three decades, used in smartphones
and electric vehicles—including autos from the
likes of Tesla and Volkswagen and buses from
BYD—and to store renewable energy from solar
or wind plants. Even so, they’re not the best
option for all potential applications, because
they prioritize energy density, which helps cars
travel farther, over longevity or stability. That
leaves room for alternative technologies to meet
some of the world’s rising battery demand.

“Lithium-ion is not a one-size-fits-all solution,”
says Mitalee Gupta, a senior energy stor-
age analyst in Boston for Wood Mackenzie.
“Different technologies are starting to make
their way in and will start to gain market share.”

Alternatives to lithium-ion using materials
such as zinc, vanadium, or sodium are proving
themselves well-suited for many tasks, espe-
cially stationary storage used by utilities to cap-
ture renewable energy and deliver electricity to
consumers hours later or to power telecom-
munications towers and remote industrial sites
such as mines. The sector is poised for surg-
ing growth, with annual installations projected
to rise from 6 gigawatt-hours last year to about
155 gigawatt-hours in 2030, according to data
from BloombergNEF, Bloomberg LP’s primary
research service on energy transition.

Natron, spun out of Stanford University in
2012, has raised about $70 million from inves-
tors including oil and gas giant Chevron Corp.
and this month won $19 million in Department
of Energy funding. It’s targeting battery sales
for the backup power systems that keep data
centers online in outages and will begin ship-
ments this quarter to telecommunications
and internet service provider custom-
ers, says Wessells, who declined to
name the clients. The startup also is
testing the technology’s use in EV
charging at a site at the University of
California at San Diego.

Prussian blue powder, produced
by combining iron salt and hexacy-
anoferrate salt—which in the earliest
recipes dating to the 1720s involved
igniting and boiling mixtures »




<4 of dried cattle blood and chemicals—offers battery
producers key advantages. It's cheap and widely available.
Most important, its chemical structure is ideal for bat-
tery electrodes, the components that store and release
energy. All electrodes act like sponges, Wessells says,
soaking up ions and then releasing them when charged
and discharged. Prussian blue, however, allows ions to
pass back and forth more easily than other materials.
That quality makes its electrodes much longer-lasting
than lithium-ion batteries’ carbon and metal-based elec-
trodes, which fall apart over time.

The low-cost sodium-ion battery is fast to recharge,
often within minutes, and can quickly deliver short bursts
of energy. It’s a different set of strengths than that of
lithium-ion batteries, prized for their ability to cram in large
amounts of energy in small volumes. “Our technology is
not appropriate for EVs, for electric airplanes, for con-
sumer electronics,” Wessells says.

There’s also a cost advantage from using more plenti-
ful, and cheaper, raw materials. Natron sells battery sys-
tems to data center customers at a similar price to both
existing lead-acid packs and lithium-ion products, but it
says its technology winds up being three times cheaper
over the long term because of the life span of the battery.

“Sodium is the sixth-most-abundant element on Earth,
it’s essentially unlimited, and it’s sustainable. You harvest
it—you don’t mine it so much,” says James Quinn, CEO
of Faradion Ltd., a developer of sodium-ion batteries in
Sheffield, England, that’s recently struck agreements to
supply Australia’s residential energy storage market and
to produce batteries for commercial vehicles in India.

In lithium-ion products, combinations of expensive
metals such as nickel and cobalt mean raw materials
can account for about 60% of the entire cost of the bat-
tery cell, according to BNEF. Cobalt’s murky supply chain
also continues to unsettle some end users. Still, prices of
lithium-ion packs have fallen almost 90% since 2010, as
manufacturing volumes have risen and the technology
has advanced. Even if competitors squeeze them out of
some markets, they’ll remain the dominant battery tech.

But as batteries are added to an array of products—
potentially even inside clothing to power cooling
systems—accelerating demand will spur a need for a
broader range of battery types, using a suite of raw
materials, says Venkat Viswanathan, associate pro-
fessor of mechanical engineering at Carnegie Mellon.
“Eventually, basically every device you interact with will
probably have a battery inside it,” he says. “And once
you get to that scale, you'll need a vast variety of cells.”
—David Stringer, with Akshat Rathi

At his first Battery Day
event, Elon Musk said the
lower-priced car will come

in the next three years

Reducing—specifically halving—manufacturing costs of
lithium-ion batteries was the overarching theme of the
event. That reduction will enable a cheaper model—a
“dream from the very beginning,” Musk said. Tesla aims
to eventually produce 20 million of these fully autono-
mous vehicles per year, but he didn’t give a clear time
frame for achieving this goal. The battery innovations
include the following:

@ MORE SILICON, LESS COBALT

Musk focused on the two materials used in a battery’s
electrodes (the anode and the cathode, where the cell
gets its energy). Silicon, the most abundant material on
Earth, is increasingly being used in the anode. At the
same time, Tesla is reducing—and ultimately removing—
cobalt, a costly metal that’s also controversial because
of the often unethical way it's mined.

© DRY ELECTRODES

Changes to the manufacturing process also are aimed
at increasing energy density. To achieve this, Tesla has
improved its electrode coating, the process by which the
two electrodes are made. The current method is a wet
coating process that is energy-intensive and requires a
large plant footprint. Tesla has moved to a dry process to
minimize energy use and equipment costs at its facilities.

THE BOTTOM LINE As ubiquitous as lithium-ion batteries are, they’re not
a one-size-fits-all solution to growing energy storage needs. Sodium-ion
batteries are emerging as a cheaper alternative.

© CATHODE PRODUCTION

The batteries powering Tesla’s cars use lithium,
nickel, cobalt, aluminum, and other materials, which its
suppliers—Panasonic, LG Chem, and CATL—manufacture
into cells. These represent about 45% of the manufac-
turing cost of a battery cell. To lower that, Musk says the
company will become more involved in cathode produc-
tion, from raw materials to finished product. (He used the
event in Fremont, Calif,, to announce that Tesla has the
rights to a Nevada lithium deposit.) The cathode approach
also aims to decrease the amount of wastewater result-
ing from manufacturing. —dJames Frith, BloombergNEF




Cities Electrifying Hanoi

Vietnamese billionaire Pham Nhat Vuong wants to » Motorbikes are vital

: ) T . . to Vietnam’s economy
help hI.S natlo.ns 9.6 million motorblkg riders go green, and culture. In Hanoi and
replacing their noisy gas guzzlers with electric scooters. Ho Chi Minh City, the

. .- , . density of bikes at rush
VinFast, a sup§|d|ary of \(upng s Vingroup JSC, ha§ hour makes the street
a new $3.5 billion, 361 million-square-foot factory in barely visible. Even
. " YT . sidewalks overflow with

Halphong,.where it's bwk?hng e-_scoo.ters, electric puses, e o
and electric cars. Vuong is betting Vietnam’s growing transport more than

: . . . one person and goods
mllddle class, |r.1creasmlgly concgrned about pollution, R o]
will embrace his electric revolution. hogs and refrigerators.

Years it might
take VinFast to be
profitable, Vuong
says. The unit started
offering e-motorbikes
in late 2018 and
sold 50,000 last year.
It's aiming for
112,000 in 2020.

(12.9 million dong)
The price of VinFast’s
low-end e-scooter,
one of three models;
a fourth is on the way.

80%

Share of Vietnam’s
motorbike sales
expected to be

electric by 2040,
according to
BloombergNEF—
ahead of Southeast
Asian peer countries.

Takeaway

Vietnam was ranked the 15th most polluted country in the
world in 2019, according to IQAIr, an air quality technology
company. Worsening air quality has cost the country as
much as $13.6 billion. “The biggest challenge is to convince
consumers to change their habits of driving gasoline bikes,”
says Nguyen Thi Van Anh, the VinFast executive overseeing
electric motorbike production. She adds, “We want people
to understand that using electric vehicles will help reduce

A Vingroup also is building charging infrastrLIJc.:ture, adding stations pollution emissions and thereby improve people’s health.”

at malls and apartment complexes. In Hanoi it employs a team of

technicians, who help riders in need of an emergency charge. —John Boudreau and Giang Nguyen




Powering Propellers
WithHydrogen

Universal Hydrogen and Plug
Power will develop a plane
with a minimal carbon footprint

Airlines have a huge carbon footprint and few good
options for shrinking it. The big batteries that Tesla Inc.
uses to power climate-friendly cars, after all, weigh too
much for a passenger plane.

A team of aerospace veterans has another idea:
hydrogen. Universal Hydrogen Co., founded by Airbus
alumni, and Plug Power Inc. will work together to retro-
fit a regional airplane with hydrogen fuel cells to power
its two propellers. Together the companies aim to have
a plane ready and government-certified to fly by 2024.

The retrofit will try to prove to the airline industry that
hydrogen can work for regional aircraft traveling sev-
eral hundred miles, even if fuel cells remain a stretch for
long-haul flights. The technology’s backers say it's safer
than jet fuel on several fronts. In an accident, for example,
hydrogen vents upward, because it’s lighter than air, while
jet fuel pools on the ground and burns there.

If the hydrogen is produced from water using hydroly-
sis that’s powered by renewable energy, it offers a realistic
way to “decarbonize the skies,” says Keith Schmid, Plug
Power’s chief operating officer. Fuel cells generate elec-
tricity through an electrochemical reaction rather than
combustion. When powered with hydrogen, their only
exhaust is water. “Hydrogen fuel cells essentially make
zero-emission flight possible at ranges that are commer-
cially viable,” Schmid says.

Universal was co-founded by Paul Eremenko, a for-
mer chief technology officer for Airbus SE and United
Technologies Corp. Rather than build planes, his startup
wants to supply the hardware for moving and using the fuel.

Universal has developed Kevlar-coated, pill-shaped
pods, about 7 feet in length by 3 feet in diameter, that
can serve as both a storage container for transporting
the hydrogen and a gas tank when loaded into a plane.
They can be stacked in racks so 54 of them would fit
inside a standard freight shipping container, eliminating
the need for airports to have pipelines or storage tanks.
The lack of fueling infrastructure that’s held back fuel-cell
cars wouldn’t be a problem for planes. “We want to basi-
cally turn hydrogen into dry freight,” Eremenko says.

Plug Power has spent more than 20 years losing
money in an effort to find profitable applications for hydro-
gen fuel cells. It’s best known for offering fuel cells that
run forklifts and other freight-handling gear. But it’s also
expanded into stationary fuel cells to run data centers and
mobile ones for delivery vans.

“The aerospace market is a little bit further out than

O In the proposed
retrofit, the propellers
are driven by electric
motors and a hydrogen
fuel-cell powertrain

@ Existing airport
cargo handling
equipment is used to
load fuel modules into
the aircraft

© A Universal
Hydrogen module;
the blue capsules

can contain either
pressurized hydrogen
gas or liquid hydrogen

some of the other sectors, but we do see the value
proposition for hydrogen fuel cells in aerospace to be par-
ticularly strong,” Schmid says.

Plug Power will provide a fuel cell generating 1.5 to
2 megawatts for each propeller on the plane, while
another company, MagniX, will supply the electric motors.

Air travel accounts for about 2.5% of global greenhouse
gas emissions. While some engineers are developing small
electrified aircraft, current batteries are too heavy to power
commercial planes on their own.

Hydrogen storage could one day be used in other
industries, Eremenko says. Cargo ship builders, for exam-
ple, are exploring fuel cells as a power source. But he pre-
fers to start with planes. “Ultimately we think aviation is the
killer app, because aviation doesn’t have an alternative.”
—David R. Baker

THE BOTTOM LINE Electric airplanes are a tough proposition, given the size
and weight of the batteries needed. Some aviation experts see hydrogen fuel
cells as a more effective way to reduce greenhouse gas emissions.
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CAPITALISM
ISN'T ENOUG

Business was counting on market forces to eliminate
inequality. They haven’t,and society s tired of waiting

By Rebecca Greenfield
lllustration by Joonbug
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In 2017, Denise Young Smith summed up the modern approach
to Diversity and Inclusion while speaking at a conference in
Bogota, Colombia. “There can be 12 white, blue-eyed, blond
men in a room and they’re going to be diverse, too,” Apple
Inc.’s vice president of D&I at the time said. “They’re going
to bring a different life experience and life perspective to the
conversation.” She apologized for the remarks a few days later
and left her post not long after that, but her comments were
revealing. Diversity initiatives had drifted far from their orig-
inal mission to get more women and minorities up and down
the corporate ladder.

At the heart of Smith’s thinking was a mantra that had been
driving human resources departments for the previous
decades: the business case for diversity of thought.
After the civil rights movement, affirmative action—
laws and practices that give special consideration in
hiring to groups that experience discrimination—
had been the driving force behind workplace equal-
ity initiatives. But in an influential 1990 Harvard
Business Review article, a former organizational
behavior professor named R. Roosevelt Thomas Jr. introduced
corporate leaders to a new approach that, frankly, they found
more palatable.

Thomas argued that policies forcing companies to remedy
centuries of slavery and racism by hiring more Black people had
done their job, and it was time to move on. White men no lon-
ger entirely make up the U.S. business mainstream, he wrote,
and widespread prejudice no longer kept minorities out of jobs.
“The realities facing us are no longer the realities that affirma-
tive action was designed to fix,” he said.

Instead, he urged leaders to learn to manage their increasingly
diverse workforces so people of all races, genders, and ethnicities
could flourish. And why should organizations do this? Because
it’s in their financial interest. “I believe only business reasons will
supply the necessary long-term motivation,” he wrote.

The theory is simple: Capitalism can solve workplace
inequality all by itself. Employers that discriminate based
on race, gender, or anything else are losing out on produc-
tive workers, and therefore potential profits. But, it’s not only
that. Diverse teams comprised of individuals from a range of
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backgrounds and experiences perform better than those driven
by groupthink, giving companies an incentive to diversify their
ranks. It would be stupid to pass up the competitive advantage,
and shareholders shouldn’t let them.

It’s hard to overstate this essay’s influence. After Thomas’s
death in 2013, obituaries referred to him as the “founding
father” and “pioneer” of the modern D&I movement. His
words spawned a multibillion-dollar industry that’s driven
policies at hundreds of companies. Diversity of thought, not
inequality, became the focus of corporate human resource
departments, and over time that grew to include things like
ideological, geographic, and socioeconomic differences. “It

became about everything except racial injustice,” says
Pamela Newkirk, author of Diversity, Inc.: The Failed
Promise of a Billion-Dollar Business. “That’s why we
haven’t seen much progress.”
Indeed, capitalism’s invisible hand hasn’t made
the market more efficient when it comes to eliminat-
ing racial barriers. Anyone who’d been paying atten-
tion was well aware that progress over the past few decades
had been scant. White men still dominated the top jobs and
made the most money, and Black workers in particular had been
left behind (page 62). Still, the D&I machine kept chugging along.
Then, the police killing of George Floyd and worldwide protests
sent a sudden jolt to businesses. Companies had to answer for
why their workforces remained so White at the top and why they
weren’t doing more to address systemic racism. “It certainly
changed the rhetoric around diversity,” Newkirk says. “We’re
beginning to return to a sense of reality around race and how
we have not solved that problem.”

What we’re seeing now isn’t exactly a return to affirmative
action but rather a swing back in that direction. First, compa-
nies are admitting that racism persists and needs its own set
of specific solutions. “Recent events in America are a sobering
reminder of our country’s long and troubled history of racial
inequality and injustice,” Capital One Financial Corp. said in one
of many statements like it released by the biggest U.S. businesses
in the weeks following Floyd’s killing. In other words, Thomas
was too hasty: The realities facing us are still those affirmative
action was designed to fix.
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That mindset shift has already led to different approaches. In
years past, companies might have set hiring targets where they
would aim to increase the percentage of new Black or Latinx
hires—a strategy that, at best, would change overall workforce
composition incredibly slowly. Anything more aggressive than
that was too close to a quota, an unpopular and, in some cases,
illegal policy. Private employers in the U.S. have a little more legal
leeway than universities, though, and are allowed to have tempo-
rary targets to eliminate conspicuous racial imbalances in segre-
gated job categories. In the last few months, at least half a dozen
of the biggest U.S. companies have done just that, adopting con-
crete targets for adding more Black people to top jobs. Ralph
Lauren Corp. aims to have Black, Asian, and Latinx workers make
up 20% of its global leaders; Delta Air Lines Inc.
said it will double, to 14%, the percentage of Black
directors and officers by 2025. BlackRock, PepsiCo,
and Wells Fargo all have similar plans.

These goals are self-imposed, so businesses
won’t face consequences or sanctions from the
government or any official body for failing to ful-
fill their promises. But there are other sources of
pressure that could keep the heat on them to live
up to their new, and very public, commitments:
consumers, investors, employees, and public
opinion. “It’s not cute to be racist anymore,” says
Anna Gifty Opoku-Agyeman, co-founder of the
Sadie Collective, a nonprofit working to get more
Black women in economics. “If anybody catches
any wind of you being anti-Black racist, they will lay you out.
You don’t want to be the next organization trending on Twitter.”

Still, it’s questionable if even that’s enough to motivate change,
says Victor Ray, a sociologist of race at the University of lowa. “I
wonder what companies think will be different this time if it’s all
voluntary,” he says. “I’m not saying these things won’t necessar-
ily work, but it’s not clear what the consequences are.” Some of
the most successful diversity initiatives have penalties for those
who fail to comply. After passage of a state law in 2018 that would
impose a $100,000 fine on California-based companies with all-
male boards, female representation shot up. The program was so
successful, the state expanded the mandate this summer, passing
a bill requiring every board to have at least one person of color
on it by 2022. “I would adopt that rule more broadly,” says Lisa
Cook, an economist at Michigan State University, who’s studied
segregation in patenting and the innovation economy.

That’s not likely to happen anytime soon. Government-
mandated affirmative action policies tend to invite backlash. “Not
everyone is going to be happy with this,” says Ray, the sociolo-
gist. “Pushing for greater racial equality is going to lead to real
pushback and real anger.” It already has. The Academy of Motion
Picture Arts & Sciences announced a new rule this month requir-
ing that films competing for its best picture award starting in 2024
have to have more diverse casts and crews. (Yes, another quota.)
Cheers alum Kirstie Alley called it “dictatorial” and actor James
Woods said the rule was “madness.” But many people of color
in Hollywood are hopeful the industry is serious about becom-
ing more welcoming (page 56).
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Among the many criticisms of affirmative action is that it’s
just another kind of discrimination that unfairly penalizes
White people. Even when that’s not true, people feel that way.
Zachary Bleemer, a researcher at the University of California
at Berkeley, received a monsoon of hate mail from people who
thought he had done “something evil,” he says, by publishing
a paper on the labor market effects of California’s 1998 ban on
affirmative action in public university admissions. Bleemer’s
research found that affirmative action provided greater benefit
to the Black and Hispanic students than it cost White and Asian
students whose place they took. Once the ban went into effect,
Black and Hispanic students overall saw their post-graduate
income drop around 5%. The newly admitted White and Asian
students to the University of California’s most
selective school didn’t see an earnings bump.
People who dislike affirmative action didn’t like
the findings. “For a lot of people, it’s not empir-
ical,” he says. “It’s a question about fairness and
the role of government.”

Moreover, there’s still plenty of resistance
from many in corporate America to even basic
diversity initiatives. Most companies still won’t
publicly share workforce demographics, mak-
ing it difficult to track progress. Even some of
those who made public statements in support
of Black Lives Matter or gave money to social
justice causes have no plans to change their hir-
ing practices. Others pointed to their existing
diversity efforts as proof of their dedication to overcoming
systemic racism.

Another issue with quotas in particular is that they’re
a blunt, imperfect tool. Getting people in the door is just
step one, Opoku-Agyeman says. “This conversation that we
should just hire a Black person and, poof, we’re done—it’s not
enough.” In June she wrote an open letter to economic insti-
tutions, such as the Federal Reserve banks and the American
Economic Association, with nine demands for how the pro-
fession should tackle racism. The list included funding under-
graduate programs that target Black admissions to improve
the pipeline, recruiting and hiring from historically Black col-
leges and universities, and establishing inclusive work envi-
ronments by offering subsidized mental health care and
professional development for Black workers. Elsewhere, par-
ticularly in the media industry, leaders who didn’t properly
address racism in their workplaces have been pressured to
step down.

That’s a new demand on businesses and the executives who
run them—one that many aren’t eager to assume. Nonetheless,
they’ll likely be pulled into the fray as protests continue in the
streets and once-controversial actions like trumpeting Black
Lives Matter or actively implementing programs to lessen
income inequality become mainstream (page 48). “It’s more so
about how do we dissect these systems that have been built on
the foundation of White supremacy and break them down and
then rebuild something better,” Opoku-Agyeman says. “What
I’m saying is: Change is not going to happen overnight.” @
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R aj Chetty hasn’t eaten at a restaurant
in months. In fact, he’s barely left his
home near Harvard, where he is an eco-
nomics professor. The MacArthur genius
grant recipient has been getting his hair-
cuts from a stem cell biologist—his wife.

If you want to understand what’s really
wrong with the economy, this is a telling
symptom: Chetty used to travel widely
sharing insights from his work, which
mines data to paint a vividly detailed pic-
ture of inequality in the U.S. Now he, like
millions of other affluent Americans, is at
home. That might seem harmless—Chetty
and his wife enjoy cooking together and
spending time with their 5-year-old
daughter—until you confront the effects
on the already-precarious livelihoods of
the people who fed, clothed, and pam-
pered this professional class.

When Covid-19 hit, Chetty and his
team of about 40 researchers and
policy specialists dropped everything—
including work on inequality in hous-
ing, higher education, and longevity—to
document the pandemic’s lopsided
impact. The result is a data tracker that
gives a day-by-day, state-by-state, and
even neighborhood-by-neighborhood
view of the coronavirus economy.
First uploaded in May and frequently
expanded since, it relies on nonpublic,
proprietary data supplied by some of
America’s largest corporations to give
a level of detail, in real time, that tradi-
tional economic indicators can’t match.

Last month, a couple days after
former Vice President Joe Biden selected
California Senator Kamala Harris as his
running mate, Chetty briefed the pair
over video, presenting data that demon-
strated lower-income workers were bear-
ing the brunt of the Covid recession. His
chart showed that by April, the bottom
quarter of wage earners, those making
less than $27,000 a year, had lost almost
11 million jobs, more than three times the
number lost by the top quarter, which
earn more than $60,000 annually.

By late June the gap had widened
further, even though many businesses
had reopened. In fact, the segment of
Americans who are paid best had recov-
ered almost all the jobs lost since the
start of the pandemic. “The recession
has essentially ended for high-income
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individuals,” Chetty told Biden and
Harris. Meanwhile, the bottom half of
American workers represented almost
80% of the jobs still missing.

Even as the better-off watched employ-
ment rebound and the stock market
surge, the virus’s economic devastation
was all around them, in shuttered restau-
rants, hair salons, and gyms. It was no
longer possible to ignore the economic
chasms that separated people who used
to live and work alongside one another.
“That creates this very local feel to the
recession,” Chetty says.

The mapping tool on his tracker
allows you to visualize the diver-
gence as it’s played out in pros-
perous places from Manhattan’s
Upper East Side to San Fran-
cisco’s Pacific Heights. “The
shock is most severe actually
in the richest parts of the coun-
try and the richest neighborhoods in the
country,” he says. “It’s literally the peo-
ple you were interacting with who I think
are suffering the most.”

Chetty has been described as “argu-
ably the best applied microeconomist
of his generation” by the American
Economic Association, which awarded
him the Clark Medal, often called the
second-most prestigious prize in the pro-
fession after the Nobel, in 2013. Like many
of his contemporaries, Chetty largely
eschews theory and ideology in favor of
data—the more the better. His goal in diag-
nosing the source of the economic pain
is to help find ways to cure it. “It’s really
done from the perspective of science,”
says Heather Boushey, a Biden adviser
who heads the Washington Center for
Equitable Growth.

Chetty and his team have been talking
about their newest project to any politi-
cian who will listen. On video calls with
dozens of Democrats and Republicans in
Congress, as well as Treasury officials and
state and local policymakers, his message
has been consistent: Get the virus under
control at all costs—a task the U.S. has
so far failed at pitifully. No matter how
many businesses are allowed to reopen,
normal economic life will not resume
until their customers feel they’re no lon-
ger at risk of contagion. In the mean-
time, he tells them, target assistance to
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the people, businesses, and places that
need it. There’s no use sending stimulus
checks to households making $150,000 a
year or cutting their payroll taxes. They
have plenty of money; what they lack is
places to safely spend it.

In the weeks before the U.S. gov-
ernment’s first jolt of stimulus ran out,
Chetty was optimistic that both parties
in Washington seemed to be getting the
message. “I’ve consistently found an
appreciation for what the data have to
say, even in these polarized times,” he
said then. But with infection rates spik-
ing in a dozen states and Congress and

the White House at an impasse over
what should take the place of the
now lapsed $600-a-week pan-
demic unemployment benefit
and other assistance furnished
through the Cares Act, Chetty
has become alarmed by what his
trove of data is telling him: The recov-
ery has stalled.

Until recently, the Covid crisis of
2020 looked nothing like the Great
Recession of 2008—or any other slump.
With American businesses and workers
held aloft by trillions of dollars in stimu-
lus, the worst damage had been limited
to certain sectors and had even started
to heal. Now the economy’s woes could
metastasize, taking down industries and
workers that were untouched before.

All this threatens to make Chetty’s
work much more difficult. The American
dream is dead, as he’d proved with
exhaustive government data showing
today’s workers can no longer expect
to earn more than their parents did.
Now those left behind by the economic
changes of the past few decades could
be robbed of any remaining opportuni-
ties to get ahead.

ne of Chetty’s most stunning

findings was rendered in 2018 by
the New York Times’ website in blue
and yellow pixels that swarmed across
the screen. It’s beautiful, almost sooth-
ing, if you can forget you’re watching
a tragedy unfold. Each tiny square rep-
resents the life trajectory of one of 10,000
American men born into a family at the
top 20% of the income spectrum. They
fall or rise based on the extent to which »
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< they were able to match their parents’
comfortable incomes in adulthood. Those
yellow pixels that keep bouncing up at the
top of the screen are White men in the
sample. The blue ones that keep tumbling
to the bottom? They’re Black men. The
animation is a simple, elegant illustration
of the pernicious effects of racism on even
the most privileged Black Americans.

Many of Chetty’s slides and charts
tell similarly grim stories, even if the
mild-mannered 41-year-old himself rarely
shows much emotion. “He presents the
data in the most detached and remote
way,” says Ford Foundation President
Darren Walker. Yet “he visualizes suf-
fering in this country in really profound
ways. As a Black man, when I see that
data, I am emotionally disturbed and pro-
foundly impacted.”

Chetty’s base of operations is
Opportunity Insights, a venture based
at Harvard that is part think tank, part
research lab. Started in 2018 with $36 mil-
lion, including $15 million each from
Facebook founder Mark Zuckerberg and
the Bill & Melinda Gates Foundation, OI
was co-founded by Chetty, Harvard col-
league Nathaniel Hendren, and Brown
University professor John Friedman. Its
mission, as spelled out on its website, “is
to identify barriers to economic opportu-
nity and develop scalable solutions that
will empower people throughout the
United States to rise out of poverty and
achieve better life outcomes.” Translation:
to improve economic mobility in the U.S.

The center’s staff includes more than
a dozen recent college graduates trained
in the art of sifting through data, with
some sets so large they can take a com-
puter a day or more to analyze. Chetty
and his colleagues don’t just identify
problems, they suggest ways to fix them.
A 2014 study found that the best teachers
can help each student earn an additional
$50,000 over their careers, which works
out to $1.4 million per homeroom. Chetty
has suggested school districts hold on to
skilled teachers by tying pay or bonuses
to performance.

Improving education for poor kids
wouldn’t just help them personally,
Chetty’s research suggests. It should also
boost the economy overall. An analysis of
the patents filed by 1.2 million Americans

THE EQUALITY ISSUE

found children of the top 1% are 10 times
more likely to be inventors than equally
smart kids from other backgrounds. If tal-
ented women, minorities, and children
from low-income families could invent
at the same rate as well-off White men,
Chetty and his co-authors estimated,
these “lost Einsteins” could quadruple
innovation in the U.S.

An “Opportunity Atlas” on the
center’s website maps income
mobility across the U.S. down to the
city, neighborhood, and even block. The
interactive tool, built using anonymized
data from the Census Bureau and the
Internal Revenue Service, also pulls sta-
tistics on factors like teen-pregnancy,
incarceration rates, education levels, and
commute times. The atlas, which went
live in 2018, revealed that moving a child
from a neighborhood with below-average
mobility to one with above-average
mobility could boost his or her lifetime
earnings by about $200,000.

The project became the foundation
for a Seattle-area experiment in which
families eligible for federal housing
assistance received relocation advice
and support. U.S. Senator Todd Young,
a Republican, has co-sponsored a bipar-
tisan bill to take the Seattle program
nationwide. Back home in Indiana,
he borrows Chetty’s charts to explain
the issue to rooms full of constituents.
Chetty “goes to great lengths to make his
research accessible. He’s not just speak-
ing to other researchers,” Young says.
“He’s presenting information in plain
language, in a visual format that one can
understand within seconds.”

Wealthy donors have also embraced
Chetty’s research. When he was lured
back to Harvard two years ago from
Stanford, billionaire hedge fund man-
ager Bill Ackman endowed a chair in
the economics department for him.
Gates, Zuckerberg, and other donors
(including Bloomberg LP founder Mike
Bloomberg) have given Ol resources that
few academic labs can match. The cen-
ter can hire not just research assistants
to crunch data but also experienced
policy experts who turn findings into
advice for decision-makers at all levels
of government and web designers who
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create ambitious data visualizations.
“He created a new business model for
how to do economics,” says Princeton
professor Markus Brunnermeier.

Even for Chetty, whose work has doc-
umented in damning detail the many
obstacles Black Americans face in this
country, the murder of George Floyd
by Minneapolis police in May inspired
a reaction of “horror about how dif-
ferent people’s lives can be, given
just the color of their skin,” he says.
Those differences are on full display on
OI's new tracker, which shows that as
their jobs have disappeared and their chil-
dren’s educations stalled, minorities and
low-income Americans have been bearing
a disproportionate burden from the virus
itself. It also won’t help these groups that
the disease is depriving governments of
tax revenue and putting extreme strains
on nonprofits and educational institu-
tions. Many of the policies Chetty and
his colleagues have suggested to battle
inequality, such as more inclusive col-
lege admissions and housing desegrega-
tion, will require money to move forward.
“All of this is going to get tougher,” says
Friedman, Chetty’s frequent collaborator.

Ford’s Walker is more optimistic. “For
the first time in my lifetime, we are reck-
oning with the issues of race and class
in America,” he says. “Americans have
deluded ourselves for years that we are
a meritocracy.” Now they’re waking up
to the often-insurmountable barriers to
equal opportunity Chetty has spent his
career identifying. That makes him “the
economist for this moment of reckon-
ing,” Walker says. “He understands that
growing inequality asphyxiates hope
and makes it impossible for people to
dream and believe that their children
will have better lives.”

hen Covid-19 first reached the U.S.,

no one, Chetty included, had much

idea of what it was doing to the economy.
Government statistics like monthly unem-
ployment numbers or the quarterly gross
domestic product series couldn’t keep up.
OI had started the year with a full
plate of projects, including Chetty’s most
ambitious data effort yet: a collaboration
with the Census to document the
economic trajectory of every American
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< alive over the past 70 years. Suddenly,
most of the lab’s work ground to a halt as
government offices shut down.

With little else to keep their young
researchers busy, Chetty and his team
started playing around with the few
real-time measures of the economy that
were available. Homebase, a company
that makes small-business software, was
offering researchers access to daily inter-
nal numbers, for example.

During a meeting in early April,
Chetty, Friedman, and others struck on
an idea: What if they pulled together
data from several private sources then
put it all up on the web, so anyone could
access it—an economic counterpart to
Johns Hopkins University’s coronavirus
tracker, which has become one of the
go-to sources for health statistics.

“We didn’t realize just how big a proj-
ect we were getting ourselves into,” says
Michael Stepner, a postdoctoral fel-
low at OI. At first, he planned to devote
10 hours a week to the effort. But even-
tually it sucked in the entire staff, with
work progressing pretty much around
the clock as night owls overlapped with
early birds. “This just took over the lab,
and it took over my life,” says Stepner,
who will decamp for a teaching job at the
University of Toronto next year.

The team initially vetted a hodge-
podge of data that might show Covid’s
effects on inequality, such as food pan-
try usage. Soon, though, they focused on
building only the most rigorous and com-
prehensive metrics. Frequently cited as
their inspiration is Simon Kuznets, the
Nobel Prize-winning economist who, in
the depths of Great Depression, devel-
oped ways to quantify gross domestic
product and other metrics. His pioneer-
ing work supplied the foundation for
how the U.S. and countries around the
world measure their economies. Chetty
set a similarly ambitious goal for his proj-
ect: “Bring economic measurement into
the age of Big Data.”

In today’s world, almost every eco-
nomic transaction—a debit-card swipe,
a direct deposit from an employer, an
electronic bill of lading for a shipment
of steel-has a digital fingerprint that’s
captured and stored somewhere. Pull
enough of this data together and, in
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theory, you have a God’s-eye view of
the economy.

Imagine how useful that could be
during a recession like this one. In place
of the one-size-fits-most policies in the
Cares Act, lawmakers would be able to
target stimulus with precision to the
industries and sectors of the population
that need it most and get nearly instan-
taneous feedback on whether it’s work-
ing. And of course there are applications
beyond this pandemic. Using the tracker,
a state hit by a natural disaster could pin-
point which communities were lagging
in the recovery. A city trying to revive
its downtown could get a rapid read on
retail spending.

Using private data to study economics
isn’t a new idea, but the Covid crisis gave
Chetty the confidence that he might be
able to pull off something unprecedented.
OI’'s major donors were enthusiastic. “We
see it as something that has a great deal
of potential for the future, well beyond
the current crisis,” says Ryan Rippel, who
oversees the Gates Foundation’s work on
economic mobility and opportunity.

The first hurdle was persuading com-
panies to part with as precious a posses-
sion as their internal data. “Normally I
wouldn’t have thought of approaching
big companies like Intuit or Mastercard,”
Chetty says, but the virus made them
much more willing to help. “If we can
figure out how to revive the economy,
obviously that’s good for everyone.”
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Chetty’s reputation, and his years of
experience in handling supersecret gov-
ernment records, reassured providers
their data would be properly aggregated,
anonymized, and blended with other
sets in ways that fully protected privacy.
“Raj’s group is pretty advanced,” says
Ram Palaniappan, chief executive officer
of Earnin, which makes a financial app
that’s supplying information on wages of
lower-income workers.

Ensuring that the individual streams of
data could be pooled to render an accu-
rate picture of the larger economy was its
own challenge. “The main issue when you
get data from these private companies is
that you’re learning something about
their business and not something about
the economy as a whole,” says Friedman,
a co-director of the center. Some sources,
a debit-card issuer, for example, were
rejected as unrepresentative. “Sometimes
it worked and sometimes it didn’t, and we
tried to be creative about how to fill in the
holes we needed.”

In May, after a five-week marathon,
OI launched the tracker, and the world
got to see how jobs, spending, small
business revenue, and other metrics
responded to the onset of the pandemic
in the U.S. Other academics started por-
ing through the rich data sets, freely avail-
able for download, to study everything
from inflation to partisanship. States and
local governments started consulting the
tracker to see which industries needed
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help. “We literally use it every single day,”
says Rob Dixon, director of the Missouri
Department of Economic Development.

On the tracker, you can see that back
in March, when the lockdowns started,
almost every household in America was
reeling, with overall consumer spend-
ing plunging 33%. Then, around April 15,
spending surges, with bigger jumps in
low-income neighborhoods: That’s the
first round of stimulus payments land-
ing in people’s wallets. As jobless bene-
fits kick in, including the $600 per week
pandemic top-up that left many work-
ers with more than they were earning
before, spending kept rising. By late
June, residents of low-income neighbor-
hoods were spending a bit more than
they had before the crisis.

Displayed on a map, though, the
tracker data revealed some troubling
patterns. In March and April, small busi-
nesses in affluent big-city neighborhoods
saw their revenue drop 70%—more than
twice the decline in the least affluent
areas. Saddled with high rents, many of
these shops, restaurants, and bars shut
their doors for good.

Because high-income Americans make
up such a large share of overall spending,
the effects of their caution lingered even
as cities and states allowed businesses to
reopen. Using the tracker, you can com-
pare neighboring states that reopened
at different times, such as Colorado on
May 1and New Mexico on May 16, and see
there’s almost no difference in employ-
ment or consumer spending trajectories.

hetty grew even more alarmed as the
summer wore on. His conversations
with senators about the best ways to do
another round of stimulus hadn’t borne
fruit, with congressional Democrats insist-
ing the economy needs far more sup-
port than Trump and Republicans have
proposed. In early August, unemployed
Americans stopped getting their extra
$600 a week. The tracker didn’t show
activity plummeting right away, as Chetty
worried it might. Instead, measures like
spending and small business revenue flat-
lined. “We’re basically stalled,” he says.
After the tracker’s debut, OI con-
tinued to sign up companies willing to
share their data (there are 11 in total
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now). What emerged was an even clearer
picture of the gaps opening between
the most privileged Americans and
everyone else. In August, payroll pro-
vider Paychex offered data that, com-
bined with info from Intuit, Earnin, and

hhetty at9

Kronos, revealed that high-income work-
ers had regained almost all the jobs lost
in March and April. (The findings Chetty
shared with Biden and Harris.) That “all
the more heightens the need for targeted
unemployment benefits,” he says.

The virus’s spread, and the lack of a
national strategy to fight it, hobbled the
economy in ways Chetty hadn’t expected.
After cases and deaths rose in places such
as Florida and Arizona, key indicators like
consumer spending and small business
revenue dipped but didn’t plunge.

Why? Chetty’s working theory is that
Sun Belt states’ economic resilience
might be a sign that they’re not taking
the disease seriously enough to get it
under control. Trying to keep the econ-
omy humming while the virus runs ram-
pant is a “short-term-ist perspective”
with long-term costs, he says.

A scenario in which Covid is never
corralled the way it has been in some
countries in Europe and Asia haunts
Chetty. “It’s not going to be a sustained
recovery. There’s just no way,” he says.
“We’re going to be stuck trying to go along
and accept a fair number of Covid infec-
tions and deaths and muddle our way
through until finally there’s a vaccine.”

This would be especially damaging for
disadvantaged groups, children in par-
ticular. If schools can’t reopen safely for
in-person learning, low-income kids will
fall even further behind their peers. The
tracker includes one bit of noneconomic
data, from Zearn Inc., a nonprofit online
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math platform, showing overall usage
dropped when schools closed in March.
Then, however, kids in high-income areas,
prodded by well-educated parents who
were working from home, started log-
ging on again, completing more lessons
in early May than they had before the
crisis. By contrast, overall participa-
tion on Zearn had dropped almost
30%, and by more than half for chil-
dren in low-income areas, possibly
because they were in households
where parents were more likely to
be “essential” employees working
outside the home. “Public schools
were, to some extent, serving to level
the playing field and increase social
mobility,” Chetty says. With the shift
to mostly or only remote learning in
many school districts, “you’re going to
have massive impacts on inequality.”

Chetty doesn’t pretend to have sim-
ple solutions to the Covid recession, or
to America’s worsening inequality gap.
What he has to offer are smaller but
often easier-to-implement fixes, like the
program in Seattle. Because of his scien-
tific bent, he likes to see policies tested
in one particular locale before they’re
rolled out more widely. “A lot of the solu-
tions that are going to have the greatest
impacts are going to be locally led and
community created,” says Rippel of the
Gates Foundation.

Unlike some high-profile economists
who have strongly partisan viewpoints,
Chetty doesn’t ask elected leaders or
their voters to abandon their political ide-
ologies. He just tries to get them to pay
attention to the people and places the
economy has shunted aside. We’ll only
see their suffering if we obsess less about
aggregate measures like GDP, and more
about what’s happening on street corners
and in schoolyards where Americans are
blocked from reaching their potential.

To figure out how to restore opportu-
nity for the disadvantaged, Chetty will
need lots more data. So he’s still on the
hunt for fresh inputs for his tracker: bet-
ter ways to measure cash transactions,
health-care spending, housing costs,
and the balance sheets of businesses and
households. The more data you have, the
more “it brings to light the interconnected
nature of the economy,” he says. @
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A Radical
Experiment
In Financial
VYaccination

One of America’s most diverse cities
was already testing guaranteed basic
income when the pandemic struck

By Susan Berfield and Sarah Holder
Photographs by Andri Tambunan

In the summer of 2017, Tomas Vargas Jr. had a wife and two
young children at home in Stockton, Calif., and a teenage son
he hadn’t seen in a decade. He had a $31,000-a-year position
at UPS, side jobs repairing cars and carrying groceries, friends
killed by gunfire, and night terrors. He was 33 years old. “In
the morning, I would look dead in the mirror and tell myself,
‘I know you hate it. I know you don’t want to keep going. But
what gives you the right to just be a piece of shit like that?” And
after I looked at myself deeply in my eyes, I’d sit there and tell
myself, ‘Wash your face and get started and try.””

One day that autumn, Vargas heard Michael Tubbs, the new
mayor of Stockton, on television talking about giving away cash
to his constituents, nearly a quarter of whom live below the
poverty line. Vargas just laughed. Another year of work and
dread followed. Then a postcard arrived in the mail, one of
4,200 sent to randomly selected residents of neighborhoods
with a median annual income below the city’s figure of $46,000.
It included a request to complete an online survey of 100 ques-
tions covering such things as stress levels and the use of check-
cashing services. Vargas answered them all. In January 2019
he was informed that he was
one of about 125 people ran-
domly chosen to receive a
guaranteed income of $500
a month for 18 months.
He’d be part of the Stockton
Economic Empowerment
Demonstration.

Vargas figured it had to be
a con. But he went down to
the SEED office near city hall,
where Sukhi Samra, the pro-
gram’s director, assured him
it wasn’t. He would receive
the money on a SEED debit
card and could spend it how-
ever he chose. Researchers
would record everyone’s
anonymized expenditures,
which would then be pub-
lished on the program’s

_ website for anyone to see.

IS badtall A control group of 200 peo-

CIEIENISL MYV ple were also being studied,

receiving small payments in

exchange for answering questions about their financial well-

being. “Damn, it’s a pretty good scam if it is,” Vargas thought.

He signed up, and in mid-February $500 appeared on the debit
card he’d received, as promised.

The idea of the government giving people money directly
has been cycling in and out of favor in America for more than
200 years. It’s the essence of Social Security and the annual
dividend paid to Alaska residents, and it was gaining adherents
again in 2016 when Stockton elected Tubbs as its first Black
mayor. He was 26, born on the city’s south side to a teenage
mother and an incarcerated father, and educated at Stanford. A
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cousin’s murder had drawn him back home. He’d served a term
on the city council before winning 71% of the mayoral vote. One
of his priorities was finding ways to alleviate Stockton’s deep
poverty and economic inequality, which saw White families
earn twice as much as Black families on average.

That same year, Chris Hughes, a co-founder of Facebook Inc.,
had helped start an organization called the Economic Security
Project. Among its policy prescriptions is a guaranteed basic
income, driven by the belief that today’s economy is funda-
mentally unjust and frequently precarious. A guaranteed
income wouldn’t have to be enough to live on. It wouldn’t
fix every problem. But it could, the group hoped, make
recipients less vulnerable. They were looking for a commu-
nity to try out the concept and show that people could be
trusted to spend money that came without restrictions.

By 2019 there was funding for the pilot, there were research-
ers and recipients, there were even three murals in downtown
Stockton inspired by the idea. This year, the coronavirus pan-
demic brought hardship on a scale that both tested the exper-
iment’s limits and made it more urgent.

As a candidate to be the first U.S. city in a generation to
experiment with a basic income, Stockton made a lot of sense.
A modestly sized metropolis of some 300,000, situated along the
San Joaquin River in California’s Central Valley, it was founded
during the gold rush, named after a commodore, and long ago
became one of the country’s most diverse cities. But diver-
sity hasn’t meant equality. The Crosstown Freeway divides the
largely White and more prosperous north from the predomi-
nantly Hispanic, Asian, and Black south, where redlining, under-
investment, and aggressive policing have caused lasting harm.
Life expectancy to the south is eight years lower, and the tem-
perature is three degrees hotter. In 2007 no urban center had
a higher rate of foreclosures than Stockton; five years later it
became the first major U.S. city to declare bankruptcy.

When Tubbs took office, Stockton’s finances were still con-
strained. Its poverty rate was twice the national average. At
the time, labor experts, Silicon Valley executives, and soon-
to-be presidential candidate Andrew Yang were pushing uni-
versal basic income as a way to address the expected job loss
from increased automation. Tubbs came at it from a differ-
ent angle. “I didn’t learn this from the tech bros,” he says. He
knew that Martin Luther King Jr. had advocated for some form
of basic income in the last year of his life. “In a country with
so much, where Jeff Bezos can make $13 billion a day, 35 mil-
lion people shouldn’t be hungry. That seems like such a non-
controversial take.”

Tubbs is speaking from his second-floor office at City Hall.
Painted on the walls are Isaiah 1:17 (“Learn to do right; seek
justice”) and a lyric from the rapper J. Cole (“Dream like you
never seen obstacles”). Tubbs is sporting a blue mask flecked
with white polka dots. He’s got an hour.

In 2017, during his first months as mayor, Tubbs met Natalie
Foster, co-chair of the Economic Security Project, at a tech con-
ference in San Francisco. When he learned she was seeking a
city for a basic income pilot, he pitched Stockton. Foster was
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intrigued, but Hughes had to be convinced, and so did other
potential funders. “It was, ‘I’ve never heard of Stockton. He’s
only been mayor for a year. There’s a bunch of mayors and a
bunch of cities with a lot more cachet, ” Tubbs says.

He told Foster about programs already under way to help
kids graduate from high school and go to college, to reduce
homelessness, and to curb crime. Tubbs, by virtue of his age,
background, and ambition, had also been attracting some
cachet of his own—a documentary about his city council

run had premiered at the Tribeca Film Festival. (In 2018
he graduated from a Harvard mayoral training program
sponsored by Michael Bloomberg, founder and major-
ity owner of Bloomberg LP, which owns Bloomberg

Businessweek. The next year Bloomberg’s foundation

donated $500,000 to a Stockton education reform
group. In 2020, Tubbs endorsed Bloomberg’s bid to become
the Democratic candidate for president.)

One July day in 2017, Hughes arrived at a cul-de-sac on a quiet
street on Stockton’s south side to meet residents from a low-
income housing complex. He introduced himself as Chris and
asked what they thought of a guaranteed income. It wasn’t until
after he left that anyone figured out who he was. That August the
Economic Security Project contributed $1 million to Stockton’s
guaranteed income pilot, and over the next six months Foster
and Tubbs persuaded a dozen other organizations and indi-
viduals to contribute an additional $2 million. They finally had
enough to back the pledge Tubbs had made on TV.

Tubbs says he’s imagined what extra money would have
meant for his own mother, who worked retail and fast-food
jobs while raising him. Less overtime and weekend work. Less
stress. More breathing space. “I think it really would have
meant a better parenting and adulthood experience for her,”
Tubbs says.

It had been almost five decades since the government last
tested the benefits of no-strings-attached cash. In the late ’60s
and early ’70s, following some failed gestures by the Nixon
administration toward welfare reform, several local experi-
ments in “income maintenance”—essentially a form of neg-
ative income tax, which guaranteed money to people below
a certain income threshold—were launched in cities such as
Denver, Seattle, Gary, Ind., and Trenton, N.]. Researchers com-
bined cash payments and job-training programs, aiming to test
the effects of a negative income tax on physical and mental
health, family planning, and purchasing habits—but mostly to
see whether recipients worked, and how much.

The experiments produced unintended effects. While the
money helped keep some couples together, it also allowed
some women to leave their husbands, which many people
didn’t think was a good thing. Even more ambiguous were the
effects on employment. Some recipients worked more, while
some, often mothers and college-age adults, worked less. Data
from a more robust program that ran in Dauphin, Manitoba,
from 1974 to 1979 showed more definitively that most recipi-
ents didn’t stop working.

Eventually, priorities changed, the pilots were abandoned,
and, in the U.S., welfare requirements grew ever more b
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4 stringent. The first significant guaranteed income pilot
during the current renaissance of interest took place in Finland,
where 2,000 unemployed people were given the equivalent of
$600 a month for two years starting in 2017. Again, the money
didn’t decisively appear to help people find work, though it
didn’t keep them from looking, either. Perhaps the most inter-
esting finding was that participants reported being happier.

To Samra, SEED’s director, that’s proof enough of the idea’s
worth. “I think the government’s job is to care for the well-
being of its people,” she says. When SEED was being designed,
Amy Castro Baker, an assistant professor at the University of
Pennsylvania, and Stacia Martin-West, an assistant professor
at the University of Tennessee, involved Stockton residents in
discussions about how it should work. The researchers asked
how best to select recipients, disburse the money, and pres-
ent the results.

The experiment wasn’t set up to encourage work—it
assumed most residents were already working hard enough.
And because only 125 people from Stockton’s poorest com-
munities were selected, the participants weren’t expected to
be representative of the city as a whole. Its population is 11%
Black, while 28% of the recipients are; 28% of residents and
37% of recipients identify as Hispanic. Almost 70% of the par-
ticipants were women (who apparently open the mail more
regularly than men do). The breakdowns of employed to unem-
ployed aren’t perfectly representative, either: When the proj-
ect began, just over 55% of Stockton’s working-age population
had jobs outside the home, while 43% of SEED recipients did.

The intent isn’t to cure anyone’s poverty or unemployment
or housing insecurity, Castro Baker says. It’s to help build resil-
ience. The real question is: “To what degree does guaranteed
income serve as a financial vaccine?”

Dentures, car repairs, prom dresses, birthday dinners, rent,
and groceries—especially groceries. That was how Stockton’s
basic income recipients were spending their money in 2019.
They reported that their stress was reduced, that they could
work more easily and stay healthier, and that they had more
time with their families. There was one caveat to the spend-
ing data: Each month about two-fifths of the money, on aver-
age, was withdrawn as cash, in part because of recipients’
unfounded fears the program would end and they would no
longer be able to access the funds. Information about how the
cash was spent isn’t yet available, but of the money that was
tracked, people typically spent 40% on food each month and
only about 2% on “self-care or recreation.”

In March, as California was under lockdown, food came
to account for 46.5% of spending as recipients tried to stock
up as best they could. “You’re talking about low-income peo-
ple who were then able to prioritize the health of themselves
and their families, and they wouldn’t have been able to other-
wise,” Castro Baker says. She and her colleagues don’t regard
the pandemic as a confounding variable in the experiment, but
rather a clarifying one. (They expect to release their analysis of
the pre-pandemic months early next year and the results of the
entire experiment in 2022.) “This is the third serious economic
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crisis in 12 years,” Castro Baker says. “So understanding how
people use cash in the context of shock is really, really key.”

Zohna Everett’s life started to come apart in 2018 when she
found herself unemployed after eight years working in logis-
tics for the Department of Defense. Her husband drove trucks
on contract, and when he didn’t have a job, they didn’t have
enough money to cover their expenses. She started driving
for DoorDash, but that required cash for gas to deliver takeout
orders, which sometimes meant delaying bill payments. She
also took out loans to study accounting online at Grand Canyon
University, a for-profit Christian school based in Phoenix.

And she received the postcard from SEED. Months later she
was in the Phoenix airport, returning from a school-sponsored
visit, when she got the call letting her know she’d been selected
for the pilot. “I was sitting there trying to be all nonchalant, but
everything in me was jumping up for joy,” she says. “Later, I
just cried and cried. It was so much of a relief. You don’t know
how hard it is to hustle like that.” She cries again, sitting in the
SEED office, remembering. She’s wearing a black Puma hat and
a pink mask, often tapping her long, pink-polished nails on the
table as she talks. In her silver backpack is a Bible, thick with
notes, that she carries with her everywhere.

With the SEED money, Everett was able to get a new check-
ing account and stop using a check-cashing service. She
arranged for her monthly bills to be paid automatically. She
quit DoorDash and focused on her studies. She was able to
tithe 10% of the $500 to her church. “Bam, bam, bam, bam,
bam. It was just like, ‘I can breathe, ” she says. “This is what
freedom feels like.”

At the start of the year she accepted a full-time job building
cars at Tesla Inc.’s factory in Fremont. She figured that when
the guaranteed income experiment ended, she’d be all set.
There would be savings, maybe even a house at long last. That
spring she left her husband and began divorce proceedings.
She got sick with Covid-19. The job went on hold. And SEED
was set to run out in July.

In late May, though, Tubbs and Samra called to tell her that
SEED would continue through January 2021. Everett thanked
them, thanked God, clasped her hands, pumped her fists,
and said, “This is amazing.” She was also able to keep her
job at Tesla, going on unpaid leave and collecting unemploy-
ment as she continued to suffer shortness of breath and a
persistent cough.

Vargas’s experience of basic income, too, was marked by
pre- and post-Covid periods. As the experiment began, he
kept his job at UPS. He spent less time hustling for other work,
though, and more time with his kids. He also bought himself
some art materials so he could start etching glass and putting
decals on shirts.

Eventually, he decided to look for a new job. “Before SEED, I
would have stuck it out at UPS, being stressed out with no oppor-
tunities to advance after two years,” he says. At the end of last
year he applied to work as a freight supervisor at the local air-
port. He took the drug test and passed the background check—
just in time for the pandemic to all but shut down the airport.
“From January to April, I didn’t have any income, only the SEED
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payment,” he says. “That money gave me so much reassurance.”
His first unemployment check took months to arrive.

In June, Vargas became a facilitator at Fathers and Families
of San Joaquin, a nonprofit that works with formerly incar-
cerated men and their children. He’d been introduced to
the director, Sammy Nufiez, at a meeting where Vargas had
agreed to discuss basic income with California Governor Gavin
Newsom. Vargas loves pretty much every-
thing about his new job. “Everybody is
working together to try to help people
in need. What better cause can you work
for?” he says. With his monthly salary of
about $3,200 and the extra $500, he’s been
able to keep his bills paid and his refrig-
erator full. He sent pizzas to a co-worker
in distress. “There’s a big-ass difference
between when I first came here to where I
am now,” he says.

Few wanted to see the Stockton pro-
gram end in the middle of a pandemic.
The $400,000 to extend it came from
Carol Tolan, a philanthropist in New York
City who co-owns her family’s food busi-
ness. She met Tubbs in 2014 at a showing
of that documentary about his first cam-
paign. (Another film about Tubbs, Stockton on My Mind, aired
on HBO this summer.) Tolan had provided some money to help
publicize SEED early on, and she was motivated by the grow-
ing crisis to keep it going. “We have huge income inequality
in this country,” she says. “I don’t have a platform. They are
my platform.”

Tolan also encouraged Tubbs to help spread the idea beyond
Stockton. In July he announced the formation of the Mayors
for a Guaranteed Income coalition, a group of leaders aiming
to launch direct guaranteed income projects in their commu-
nities and advocate for policy change at the state and national
level. The coalition started with 11 members; it now has 25.
Jack Dorsey, chief executive officer of Twitter Inc., has pledged
$3 million in support. Next year there could be three or more
new pilots under way. Samra says they’re even exploring a sec-
ond one in Stockton. Protests against the country’s persistent
racism have heightened the sense of urgency, Tubbs says. “All
these mayors would not have signed on without both Covid-
19 and the George Floyd civil unrest, hearing from the people
that we want real opportunity, real hope.”

The country’s interest in direct cash payments seems
to have grown more urgent, too. In late March, Congress
passed the Coronavirus Aid, Relief, and Economic Security
Act—essentially a guaranteed income, albeit a finite one.
Unemployment benefits increased, but the system was also
exposed as bureaucratic, slow, and inequitable; Black appli-
cants were granted assistance around half as often as White
ones. Even given the drawbacks, studies suggest that the stim-
ulus package prevented an estimated 12 million people from
sliding into poverty. Six bills to extend or expand cash assis-
tance have been introduced in Congress. If any pass, support
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for more permanent payments—with no applications required
and no conditions attached—could increase. “When we have
something and see it as our right, it’s a lot harder to take that
away,” says Madeleine Neighly, who oversees the Economic
Security Project’s work on guaranteed income.

Supporters of a permanent guaranteed income say it’s some-
thing the country can afford. It could be paid for by a wealth
tax, a financial transaction tax, a carbon
tax, or a data dividend. And poverty itself
costs a lot of money, they say, in terms of
health care and crime and lost opportu-
nity. There isn’t yet a single calculation of
how much a guaranteed income designed
for poorer Americans would cost. Instead,
there’s an estimate that relies on extend-
ing the earned income tax credit, which
effectively serves as a guaranteed basic
income. The nonpartisan Tax Policy Center
figures it would cost about $2.5 trillion over
10 years to loosen eligibility requirements
for the credit and increase it to as much
as $4,000 annually for single workers and
twice that for married couples.

Those who’ve done the math for a more
expansive program, a truly universal basic
income, have predictably produced even more challenging
numbers: The cost of a $1,000 monthly dividend to every adult
would exceed $3 trillion a year. Paying for that, skeptics note,
would inevitably mean cuts to other safety net programs. And
maybe that money would be better spent on providing good
jobs, establishing universal health and child care, manag-
ing climate change, or properly funding Social Security and
Medicare. “I love the spirit and philosophy behind UBI,” says
Robert Greenstein, president of the nonpartisan Center on
Budget and Policy Priorities. But he argues there’s not enough
political will to make it happen. He doesn’t believe that even
a smaller guaranteed income program would get much atten-
tion in Washington. Stockton’s program could be helpful in
showing that people will continue to work, he says, but he
thinks advocates would do better to focus on increasing the
federal minimum wage and expanding compatible programs
such as the earned income tax credit, the child tax credit,
Social Security, and the Supplemental Nutrition Assistance
Program. Changes like these could be implemented as soon
as next year, he says.

As for the people who might object even to that—who
believe the welfare system is already too generous, that the
poor are undeserving, that any amount of free money would
be misspent—the coronavirus has made it clear just how many
Americans are vulnerable to sudden shocks. Everett saw it
firsthand in Stockton. Some of the very same people who
didn’t believe it made sense to give out money suddenly had
their hands extended. “That’s my argument for a guaranteed
income,” she says. “What if it was you?” Jobs can disappear.
Trouble can come. And money, well, “as quick as it’s there, it
can be gone. It can be gone just like that.” @

~ Everett
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THE MILITARY’S WAR ON
HIV-POSITIVE SOLDIERS

Don’task,don’t tellis dead. But America’s armed services stillbar Poz recruits from
enlisting and can kick out those who contract the disease while serving

evin Deese joined the U.S. Naval

Academy in 2010 with dreams of
becoming a distinguished military offi-
cer and giving back to the country he
loves—just like his Navy pilot brother
did. “I wanted to follow in his footsteps
and serve our country,” he says. “He was
my role model, and I was inspired by his
choice to be of service to others. I wanted
that for my life, too.”

Deese thrived at the storied acad-
emy, excelling in math, phys-
ics, and calculus while receiving
medals for rifle and pistol marks-
manship. As graduation neared
he was selected for an elite train-
ing program for officers on nucle-
ar-powered submarines, a track that
would require additional training after
graduation at the Navy’s Nuclear Power
School in Goose Creek, S.C. The plan, he
says, was to learn how to command spe-
cialized crews and operate some of the
most technologically advanced equip-
ment in the world.

“I knew that’s what I wanted to do,”
Deese says. “I had the grades, brains,
and the mathematical abilities to do it.”
He even took steps to try to get certified
as a Navy diver once he left the acad-
emy, one more way to stand out on a sub.
Everything was going as planned.

But on April 1, 2014, about six weeks
before graduation, a top academy offi-
cial called Deese into his office to inform
him that after getting his diploma he
would be discharged instead of offered
a commission as an officer. The reason?
He tested HIV-positive. The result came

By Erik Larson

Photograph by Russel Daniels

from a voluntary blood test he took in his
bid to join the diving program, he was
told. Deese says the diagnosis left him too
stunned to challenge the decision, which
he was told was “black and white” and
couldn’t be appealed.

Deese still attended graduation, com-
plete with a flyover by the Navy’s Blue
Angels and a military parade. But when
his 1,100 fellow graduates stood to take the
officer’s oath, he couldn’t take part. “I
had to stay seated,” he says. “I was

just so embarrassed and ashamed
that I wasn’t going to be serving
like all my classmates.”
Deese’s dream of protecting
the nation had collided head-on
with a longstanding military policy that
many Americans may find surprising in
2020: People with HIV are banned from
enlisting in the armed services, and those
who contract the disease after they enlist
are prohibited from commissioning as
officers or serving in combat zones. As
a Naval cadet, Deese wasn’t technically
enlisted; and with a commission off the
table, he had nowhere to go. The Navy
kicked him out with an honorable dis-
charge. Deese says he was left adrift: “I
had never even considered what I would
do if I wasn’t in the Navy.”

Although the U.S. armed forces have
tried to become more equitable over
the years, improving opportunities for
women and scrapping an outdated ban
on service by openly gay Americans—
the Cadet Chapel at the U.S. Military
Academy in West Point, N.Y., has even
hosted same-sex weddings—the story of

inclusion isn’t the same for people with
HIV. Those who want to join the military
after testing positive have no route to do
so, and the careers of active duty per-
sonnel who contract the disease are con-
strained or cut short.

Deese, now 28 and working in corpo-
rate procurement at a bank in Buffalo, is
trying to change that. He filed a lawsuit
against the U.S. Department of Defense in
2018 that’s one of three related potentially
landmark cases aiming to force the mili-
tary to let HIV-positive service members
deploy and be commissioned. Depending
on how the cases play out, the litigation
could even force the military to let HIV-
positive men and women enlist. After all,
refusing employment based on HIV status
in the private sector has been illegal since
at least 1990, when the Americans With
Disabilities Act was passed by Congress.

Deese is joined in the lawsuit by a
U.S. Air Force Academy graduate whose
hard-fought commission after graduation
was rescinded because of his previously
known HIV status, even though his supe-
riors assured him that his diagnosis a few
years earlier wouldn’t get in the way. The
airman, who enlisted and served three
years before joining the academy in 2012
to become an officer, is participating in the
case anonymously as John Doe. Both men
contend that advancements in HIV treat-
ment that became commonplace years
ago make restrictions based on HIV sta-
tus unfair and outdated.

“There’s no longer a rational basis
for these policies, and when you treat
people differently based on a trait or »
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< characteristic that is essentially irrele-
vant, that is the definition of discrimina-
tion,” says Scott Schoettes, their lawyer
from the LGBTQ legal advocacy group
Lambda Legal. “HIV treatment has
advanced to a place where it’s not really
relevant to whether someone can deploy—
as irrelevant as skin color or
gender.”

Deese and Doe both had
support from superior offi-
cers and high-ranking medical
personnel who gave formal
opinions that both men should receive
waivers, a sign that bias against personnel
with HIV may sometimes be the exception
rather than the rule. Even so, top brass
denied both requests, with the stated rea-
son being that they weren’t medically fit.

Crucially, the men argue that the Navy
and Air Force routinely allow people with
similarly chronic but manageable condi-
tions including diabetes to enlist, commis-
sion as officers, and deploy worldwide,
suggesting people with HIV are being sin-
gled out. “People living with HIV have
suffered through a unique history of mis-
information, stigma, and discrimination
for decades, and continue to suffer such
discrimination to this day,” the suit says.

The military divides other chronic man-
ageable illnesses into two categories: those
that anyone can have and still deploy, and
those that require a waiver to deploy. The
former category includes hypertension
and hyperlipidemia up to certain levels as
well as asthma controlled by an inhaler.
Diabetes and many other types of illnesses
require a waiver for deployment—which
are frequently granted for such illnesses,
but never for HIV.

In a motion on Jan. 29 to dismiss the
service academy grads’ suit, the Defense
Department acknowledged the value
of HIV-positive service members but
defended the current policies. The U.S.
argues they’re justified because HIV poses
“an appreciable impact” on troop readi-
ness and could cause problems in host
nations where HIV-positive individuals
may not be allowed to travel. The govern-
ment also argues that the rules are justi-
fied because the infection is incurable,
requires expensive lifelong therapy, and
results in limits to duty assignments. Even
more concerning, the government argues,
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is the risk of transmitting the disease in
the heat of battle during emergency blood
transfusions.

“The policies are based on the
current medical evidence,” the Defense
Department said in the filing, as well as
the ability of an HIV-positive service mem-

EVEN WHEN COMMANDING OFFICERS
SUPPORTED HIV-POSITIVE SOLDIERS
DEPLOYING, TOP BRASS SAID NO

ber “to continue service without exacer-
bating his or her condition or risking the
military mission, the impact of having HIV-
infected personnel on commands, and the
safety of the military blood supply.”
Schoettes says that argument is
unfounded because it’s much harder to
contract the disease than people assume,
including in cases in which tainted blood
may be shared. Moreover, Schoettes
argues, no job is riskw free, especially in
the military. He notes that civilian health-
care professionals are exposed to the
same risk every day, because anyone who
enters an emergency room in the U.S.
could conceivably be HIV-positive, includ-

ing patients who’ve experienced trauma
and are bleeding from, say, car accidents
or shootings. If hundreds of thousands
of nonmilitary medical professionals can
deal with the risk, he says, then why can’t
the military’s top brass?

“Their opinion on that is really
not supported at all by the science,”
Schoettes says. “What we know is the
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risk is incredibly small, if it exists at all.
That’s really the crux of our argument.
They’re demanding zero risk when it
comes to HIV, and that’s unreasonable.
It’s not a standard they apply to anything
else or any other situation.” The Defense
Department declined to comment on
the litigation.

About 2,000 people with
HIV are serving in the military,
court records show. Defense
Department records say that
from 2011 to 2016, the Navy
diagnosed 388 sailors with HIV, while the
Air Force diagnosed 181 airmen. In 2016
about 68% of affected sailors and 65% of
airmen were still serving. In 2011 the U.S.
Army counted 480 soldiers with HIV, the
filing says.

Medical science is at the center of the
dispute. Drugs developed in 1996 to pre-
vent the virus from replicating “trans-
formed the landscape of HIV treatment,”
according to Deese’s complaint. The
drugs reduce the number of copies of
the virus that can be detected in a mil-
liliter of a person’s blood to lower than
20, making it technically undetectable. A
milliliter of blood from someone in acute
or secondary stages of infection may
have 1 million or more. Although still
incurable, the suit says, HIV is a man-
ageable condition “rather than the ter-
minal diagnosis it once was.”

The servicemen’s argument got a sig-
nificant boost on Sept. 2 when the most
important claims in their lawsuit sur-
vived the Defense Department’s motion
to have the cases dismissed. U.S. District
Judge Richard Bennett in Baltimore said
in a scathing decision that the men were
likely to prevail on their claims of uncon-
stitutional discrimination because there’s
“no rational basis” for denying them com-
missions just because they’re HIV-positive.

“Both plaintiffs were exemplary mili-
tary service academy graduates who, save
for their HIV status, would have received
commissions with the rest of their gradu-
ating class,” Bennett wrote. “The military’s
policy of withholding officer commissions
from HIV-positive service members ren-
ders those service members second-class
citizens. That is precisely what the equal
protection clause forbids.”

The case is now headed for a potential



DEESE: PHOTOGRAPH BY WILL CORNFIELD FOR BLOOMBERG BUSINESSWEEK. ROE: PHOTOGRAPH BY KATE JOYCE FOR BLOOMBERG BUSINESSWEEK

Bloomberg Businessweek

trial, which hasn’t yet been scheduled.
Deese says he’s optimistic about the out-
come, especially because a similar case
has advanced even further, having sur-
vived a challenge before a federal appeals
court. In that case, two Air Force airmen
are challenging decisions to discharge
them because they tested positive for
HIV. The men, who are participating in
the case under the pseudonyms Richard
Roe and Victor Voe to protect their identi-
ties, were told their HIV status prevented
them from deploying, and because
deployment was a key part of their job,
they had to go. The decisions represented
a shift in the Air Force’s treatment of HIV-
positive personnel, they argue, because
service members who contract the dis-
ease are usually allowed to remain and
perform different duties, if necessary, or
get waivers. But in both of their cases, the
inability to deploy was deemed to be too
detrimental to their job.

“Not in my wildest dreams did I ever
think this would happen,” says Voe, 28, a
California native who’s performing main-
tenance duties on a base in the Midwest.
He’s not using his real name to avoid any
blowback while he fights to stay in the mil-
itary. “Not many people know my current
situation on this base.”

The litigation has been stressful, says
Roe, whose parents both served in the mil-
itary, but he’s pursued the case “to ensure
no one else has to face this type of injus-
tice.” The military’s current view toward
HIV-positive soldiers is based on “poli-
tics and ignorance,” he says. “There are
so many people who think HIV is a death
sentence and they don’t realize the sci-
ence and progress we’ve made.”

Roe, who is in his 20s and serving in the
southern U.S., says his commanders at the
local level have been supportive and rec-
ommended his retention. Still, the uncer-
tainty of his case’s outcome is taking a toll.
“Up until now I have always planned on
and wanted to serve for 20 years, to follow
in my parents’ legacy of serving my coun-
try,” he says. “Now I’'m wondering if that’s
going to be possible.”

The government lost its motion to
dismiss the men’s case in February 2019,
when U.S. District Judge Leonie Brinkema
in Alexandria, Va., issued an order block-
ing the Air Force from discharging Roe

and Voe while the case proceeds.
Voe says he was thrilled that
the judge’s decision meant he
wouldn’t have to line up another
job right away. “She understood
everything we were saying and
why this doesn’t make sense. That
was very validating,” Voe says. “I
could tell I was on the right side
of this fight.”

The victory was reinforced
when the U.S. Court of Appeals for
the Fourth Circuit upheld the rul-
ing, saying in a decision that the men were
likely to succeed in their claims that the
Air Force violated its own policy by failing
to evaluate them for possible waivers that
would have let them deploy. The court
held that the government was unable to
reconcile its policies with current medical
evidence and that the military’s HIV rules
were based on “obsolete understandings”
of a virus that isn’t easily transmitted.

“A ban on deployment may have been
justified at a time when HIV treatment was
less effective at managing the virus and
reducing transmission risks,” the appeals
court said. “But any understanding of HIV
that could justify this ban is outmoded and
at odds with current science.”

Judge Brinkema is also oversee-
ing a third Lambda Legal case filed
by Washington, D.C., National Guard
Sergeant Nick Harrison, who sued in
2018 alleging the military’s HIV policy is
illegally preventing him from becoming
a military lawyer in the Judge Advocate
General’s Corps. The Oklahoma native,
who joined the Army Reserves in 2003,
was deployed in 2006 to Afghanistan and
in 2011 to Kuwait. After returning home,
he was diagnosed with HIV.

Harrison, 43, says there’s a glaring dis-
connect between HIV research and the
policymakers in the military. That suggests
there’s discrimination at play at the top,
he says, especially after he’d won support
for a waiver from his superior officers and
military medical professionals.

“It’s problematic because when some-
one already has it fixed in their mind that
they can’t deploy you because of HIV, and
it’s not based on any rational reason, then
what you’re basing the decision on is some
kind of stereotype,” Harrison says.

In 2018, Brinkema denied the

“Roeu

government’s motion to dismiss Harrison’s
case, rejecting its argument that the level
of deference typically granted to the
military by the courts barred the case
from proceeding. “Even though the court
must give due deference to the military,
that doesn’t mean the military is immune
from a court’s review,” Brinkema said.

Lambda Legal’s Schoettes says the mil-
itary should abandon the cases, particu-
larly after the victory on Sept. 2 in Deese’s
case. “By now, one would hope the admin-
istration would see the writing on the wall
and stop defending policies that serve no
purpose but to prevent these patriotic
young men from serving their country,”
he says. “We will continue prosecuting
these lawsuits until the military is forced
to bring its HIV-related personnel policies
into the 21st century.”

A joint hearing in the suit brought by
Harrison and the case filed by the two
anonymous airmen was held on Sept. 14.
A decision is forthcoming, but the plain-
tiffs were encouraged by one of the
judge’s comments. During the proceed-
ing, Brinkema referred to HIV as being
“for all practical purposes, except for
the extreme issue of a blood transfusion,
basically not transferable.”

Deese’s next hearing hasn’t been
set. While he waits for his case to wind
through the courts, he’s glad to have a job
and enjoys using his skills in the private
sector. But life in Buffalo isn’t the same as
being an officer on a submarine, where
he says he could be helping command
“superstealthy top-secret missions” to
protect the homeland. A commitment
to serve was “drilled into his head” after
he joined the naval academy, he says.
“I’m still trying to live up to that mission.
That’s why this case matters.” @
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Black
Hollywood’s
Latest
Unicorn

Once an outsider, Will Packer has
produced films that have grossed
$1 billion

By Kelly Gilblom

With the world in an upheaval in recent months, movie producer
Will Packer has had a special sort of sanctuary he can visit in
his own home. It looks like a cinema, with lush red drapes and
movie posters lining the wall. But these posters, for films that
Packer has produced including Girls Trip and Stomp the Yard,
aren’t just wall art. They’re a reminder of just how far he’s come
over the past two decades. Back then, without industry con-
nections or a film school degree, the graduate of an historically
Black college on the other side of the country couldn’t get studio
execs to look at his proposals or even return his calls. Today, he’s
Hollywood’s version of a unicorn: a person of color whose mov-
ies have made more than $1 billion at the box office.

“This is kind of my room of validation,” he says over Zoom
on a rainy Thursday in his hometown of Atlanta. “Because I’ve
got my posters and I can screen movies and stuff, and it’s like,
OK, you know what? You’ve done all right.”

Packer is ambitious, sharp, and ferociously competi-
tive (“I will not be outhustled,” he says), and he confi-
dently declares he was always bound to succeed. He’s
not happy that it’s still a rarity when a Black person
can transform those ambitions into business success.
But Packer says he’s an optimist, and this year has
made him more hopeful that things are changing. After
George Floyd, an unarmed Black man, was killed by police
in Minneapolis on camera in May, the wind shifted. White
and Black people linked arms in protest across the nation,
and Hollywood’s gatekeepers started to look at systemic racial
inequality with an unprecedented sense of urgency.

Cops—the reality television series that presented law enforce-
ment’s arrests of suspects, often people of color, as entertain-
ment for the masses—was canceled after 31 years on air amid
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a backlash against police brutality. The Academy of Motion
Picture Arts and Sciences, which awards the Oscars, declared
it won’t consider films for best picture that don’t meet certain
“inclusion thresholds,” starting in 2024. And the entertainment
industry has commissioned panels to investigate why only a
quarter of lead characters last year were people of color and
93% of studio executives are White.

Packer’s individual journey, from a college kid who had
to look up what a movie producer does to a multimillionaire
mogul, doesn’t provide all the answers. But it does offer some
lessons for a business finally ready to talk about equality.

It may have been math class that prepared Packer for a career
in Hollywood. He has what he describes as an “analytical
mind,” and he usually found himself in honors courses in his
St. Petersburg, Fla., high school. He was good with numbers,
but he didn’t need to be to calculate the number of Black kids
usually in his company: zero. “My parents told me early on,
‘Don’t look at that as a bad thing,’” he says. “ ‘And don’t use
that as an excuse to say that everybody’s against you or think-
ing something negative about you. It might be, but you got their
attention, and you stand out. So now you’ve got an advantage
that those other kids don’t have.””

Florida A&M University, an historically Black college in
Tallahassee, definitely noticed and offered Packer a scholarship
to study electrical engineering in 1991. He had his heart set on
the University of Pennsylvania, believing its prominent Wharton
business program could help him realize his entrepreneurial
aspirations, but his parents urged him to take the money.

Packer wasn’t thinking about a career in Hollywood, and he
didn’t have filmmaking idols growing up. However, his friend
and fraternity brother Rob Hardy did. Hardy wanted to be the
next Spike Lee, and he wanted Packer to help. Undeterred that
they didn’t know how they’d get a camera or how lighting was
supposed to work on film, or that they’d have to go begging for
$20,000 to finance a project, they made a movie.

Chocolate City starred their FAMU classmates and told the
story of life on campus. Packer invited every Hollywood stu-
dio executive he could think of to a screening, none of whom
came or even responded. But in Tallahassee, theaters sold out,
raking in $100,000 in ticket sales. “I said, ‘That’s a five times

multiple any way you count it I don’t know what they’re
gonna teach me at Wharton, but this right here, you know,
it’s on-the-job training,” he recalls. “And so I said, ‘I’'m
gonna go for it.””
Packer and Hardy decided to set up their shop,
Rainforest Films, in Atlanta, where they wouldn’t have
to compete with the “big fish” of Los Angeles. That was,
after all, “the place where whenever I sent something, it died,”
he explains. Plus, thanks to artists such as TLC, Outkast, and
Toni Braxton, the Atlanta music scene was burgeoning. A film
production company that could propel those artists to music
video stardom was bound to succeed, he figured.

Wrong. Although fledgling, the music video industry in
Atlanta already had its own big fish, and Rainforest didn’t win
a single contract. That led Packer and Hardy in 2000 to make
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another independent film, this one targeting African-American
movie lovers who weren’t seeing their stories told in cinemas.

Their vehicle: Trois, an erotic thriller starring an all-Black
cast. There was nothing else like it on the market. Trois became
a minor hit, generating $1.3 million in ticket revenue on a
$250,000 budget. More importantly, it outperformed some mov-
ies released at the same time by big Hollywood studios that had
ignored Packer and his partners for years.

The low-budget release’s success made Hollywood take
notice. One day, in the corner of the three-bedroom house
that contained Rainforest Films’ global headquarters, a phone
rang. Packer picked it up, and an executive from Sony Pictures
Entertainment Inc. was on the other end, asking to speak to
the producer of Trois, which he badly mispronounced. Packer
was so taken aback that he pretended to be an administrative

assistant, telling the caller, “Mr. Packer isn’t available right
now.” After he and Hardy did a small victory dance, he called
the executive back, surprised and pleased, but clear-eyed about
why he’d finally made an inroad.

“Sony called because I was making money without
them. That’s how Hollywood works,” he says. “If you want
to get Hollywood’s attention, you go out and make money
without Hollywood.”

Sony went on to distribute more films from Rainforest,
including Stomp the Yard, a 2007 movie about step competitions
set at a fictional historically black college. It opened at No. 1
at the box office on its opening weekend, ending a streak by
20th Century Fox’s Night at the Museum. From there, Packer’s
career took off, and he continued to churn out hits with big-
ger and bigger stars. His films Straight Outta Compton, Takers,
and Obsessed all were the nation’s most popular releases on
their opening weekends. And their success brought other peo-
ple along for the ride, helping propel the careers of Tiffany
Haddish, Kevin Hart, and Idris Elba.
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Any notion of being quiet about politics and letting his financial
success speak for itself is gone after the events of 2020, Packer
says. When the Floyd video hit the internet, he got calls from
practically every White person he knows, he says, only partly
joking. The conversations, while welcome, were exhausting.
But he says that he feels an additional responsibility compared
to a White movie producer, who can more easily focus on the
work itself, rather than also having to act as an ambassador
for a whole race. “I can’t go out and just be a producer that
behaves recklessly and just says, ‘Look, but I’'m successful, look
at me, ” he says. “No, because I may be the only Black producer
that makes a movie for a particular studio or a financier that
year. Maybe in the last few years.”

He worries that his mistakes will slam the door shut on the
next Black filmmaker, leaving him with the sense he has no
room for either professional
or personal missteps.

“That’s being a high-
achieving Black person in
America,” he says. “Any Black
person that has achieved a cer-
tain level of success feels that
way and feels that pressure.”

Perhaps what Packer is
most proud of is that there’s a
genuine Black community in
Hollywood, and it’s expand-
ing. As Black Lives Matter
protests filled the streets, he
was one of more than 20 film-
makers and entertainers inter-
viewed for a piece in the Los
Angeles Times, including such
notables as Ava DuVernay,
Cynthia Erivo, and John
Ridley. Brandon Lawrence,
an agent at Creative Artists
Agency, summarized the moment in his comment to the news-
paper: “Going back to the prior days when we were taking it on
the chin, frankly, that is not going to fly anymore.”

Packer’s latest work is a reflection of the shift. Blackballed,
his docuseries released in May by mobile phone video service
Quibi Holdings LLC, interviewed Los Angeles Clippers players
and managers about the 2014 playoffs, when racist comments
from team owner Donald Sterling were leaked. He’s also pro-
ducing a sports drama called One and Done, which imagines
what it would have been like if one of the top high school bas-
ketball players attended an HBCU rather than a traditional
Division 1 university.

He’s happy that such content, unapologetically high-
lighting Black culture, is being more welcomed. “Even in a
moment where our country is more polarized than perhaps
ever before, and is in a dark place when it comes to the way
that folks from marginalized communities are being treated,
I still think this is an opportunity,” he says, before adding, “if
we don’t let it go to waste.” @
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BANKING O
THE DELTA

Under Darrin Williams, Southern Bancorp
is pitching traditional banking to people
whose first choiceis usually apayday lender

By Jeff Green and Peter Robison
Photographs by Rachel Boillot
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D arrin Williams thinks it was
probably a Fox News interview he
did in early April that caught the eye of
the White House and got him invited
later that month to a videoconference
with President Trump, his daughter
Ivanka, and other top advisers. The
pandemic was raging, and Trump had
convened a lineup of financial luminar-
ies to discuss how to save the economy.
Treasury Secretary Steven Mnuchin
took notes as Brian Moynihan, chief
executive officer of Bank of America
Corp., and Goldman Sachs Group Inc.
CEO David Solomon opened the conver-
sation. Then came Williams, who runs
Southern Bancorp Inc. in Little Rock.
Williams is one of only a handful of
Black CEOs at financial institutions with
more than $1 billion in assets. At $1.6 bil-
lion, Southern Bancorp is a minnow next
to the trillion-dollar-size whales that
more commonly have access to Trump.
But in this conversation, just four days
after the federal government rolled
out the Paycheck Protection Program
to provide $350 billion in loans to keep
small businesses alive, the little bank in
Arkansas emerged as the most relevant.
Business owners at the time were
complaining that many banks couldn’t
even accept their loan applications, let
alone write them a check. Moynihan
and Solomon told Trump the best way
to get money quickly to the people who
needed it most was to use a network
of small lenders known as community
development financial institutions, or
CDFIs, modeled after Southern Bancorp.
Williams had worked through the previ-
ous weekend to help review loans and
send out 50 checks to customers in the
Mississippi Delta. “These communities
are hurting,” he told Trump, urging the
administration to rely more on CDFIs.
It was essentially the same thing
Williams had been saying for years as
larger banks abandoned places like
the Delta. Growing inequality was leav-
ing a huge chunk of the population
behind, primarily those from Black and
other minority communities. The pan-
demic finally made the scale of the crisis
clear, with families lining up in cars at
food banks within weeks of the first
shelter-in-place orders. In the second
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round of PPP loans, the administration
set aside $10 billion for CDFIs. “If you
use channels that are themselves limited,
you’re going to have limited access to
people,” says Williams, whose bank ulti-
mately issued $111 million in PPP loans
to almost 1,300 customers. “That’s not
knocking traditional banks—they’ve left
those communities. It’s not their model.”

Largely ignored for years, Southern
Bancorp and other CDFIs are experi-
encing something of a rebirth, attract-
ing hundreds of millions of dollars
from technology and finance compa-
nies that have been some of the coun-
try’s biggest economic winners. The
funding includes both direct grants and
low-interest loans that allow CDFIs to
expand their own lending. Google, for
instance, in March said it would pro-
vide $125 million in loans and added
an additional $45 million in June. Bank
of America committed $250 million in
March and Goldman Sachs $500 million
a month later. Hope Credit Union, based
in Jackson, Miss., attracted a $10 mil-
lion deposit from Netflix Inc., part of a
plan the company announced in June
to invest 2% of its cash holdings—up
to $100 million—with banks that
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system came as a shock to Williams
when he joined the bank in 2013, after
first resisting the job offer. He was fin-
ishing up a term in the Arkansas House
of Representatives and had a comfort-
able job as a partner at a Little Rock law
firm, Carney Williams Bates Pulliam &
Bowman. He told his wife it felt like a
dead end to go into community bank-
ing when brick-and-mortar branches
seemed to be on their way to obsoles-
cence. She reminded him, “‘Darrin,
years ago you told me if you could do
what you wanted to do, you would help
people—this sounds like God just gave

you the offer,’” as he recalls it.
Southern Bancorp traces its history to
an experiment in Arkansas. In 1986, Bill
Clinton, then the state’s governor, put
together $10 million in local investments
to form a development bank targeting
rural, impoverished, and minority com-
munities. Hillary Clinton, then a Little
Rock lawyer, and Rob Walton, eldest son
of Walmart Inc. founder Sam Walton,
were on the first board. As president,
Bill Clinton used Southern as one of his
models for a 1994 law that extended
federal support to community lenders.
The law created a CDFI Fund to

serve Black communities.

provide equity investments,

All of this was a result of
the virus, but also of the -
outpouring of interest in
issues of equality raised
by the national protests of police killings
of George Floyd, Breonna Taylor, and
other Black people.

Williams appreciates the attention—
but also finds it hard not to ask what
took so long.

ven before the virus hit, Williams,
driving on U.S. Route 278 through
mile after mile of Delta cotton fields
one day in late 2019, was anything but
optimistic. At the time, Black unemploy-
ment had reached a record low of 5.4%.
But he knew that Black adults were three
times as likely as White adults not to have
a bank account—the passport to buying
a house, the largest source of wealth for
most Americans. Some towns in the Delta
operate almost entirely on cash, with few
businesses accepting credit cards.
The depth of mistrust in the financial
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capital grants, loans, and
technical assistance.
There are now about
1,100 CDFIs across the
U.S., with more than $200 billion in
assets; they also have access to bond
guarantees and administrative support
from the Treasury.

Systemic racism in banking has deep
roots going back to the Freedman’s
Savings & Trust Co., a private corporation
established by Congress in 1865, as the
Civil War was ending, to accept depos-
its from freed slaves and Black soldiers.
The bank grew to 37 branches in 17 states
before self-dealing and reckless invest-
ments by its White trustees caused its col-
lapse in 1874, says Tim Todd, an historian
for the Federal Reserve Bank of Kansas
City and author of Let Us Put Our Money
Together: The Founding of America’s
First Black Banks. Some 61,000 people
lost $3 million, equivalent to more than
$65 million today. “That was the least
of the loss—all the faith in saving went »
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<4 too, and much of the faith in men,”
W.E.B. Du Bois later wrote. More recent
experience has echoed that betrayal,
from redlining and other discriminatory
lending practices to predatory subprime
mortgages that contributed to the 2008
financial crisis.

When it comes to financial ser-
vices, people in the Delta often rely
on high-interest payday lend-
ers. They’re ubiquitous here—by
Williams’s count, Mississippi has
more of them than it does Burger
King, McDonald’s, and Starbucks
outlets combined. There are
almost 20 payday lenders within
a few miles of Southern’s branch
in Clarksdale, Miss. Their appeal is
obvious, even if the financial benefit
is one-sided. When people walk into
a payday lender, employees welcome
them warmly. They recall custom-
ers’ birthdays and the names of fam-
ily members.

By contrast, the national banks dis-
courage poorer—and less profitable—
clients through minimum-balance
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requirements and fees. And in many
small towns around the Delta, good
luck even finding a big traditional
lender. From 2012 to 2017, low-income
rural communities lost 14% of their
bank branches, according to a Federal
Reserve study. The number of banks
defined as “minority deposit institu-
tions”—either owned by people of color

“PEOPLE ARE SAYING,

‘I'M NOT WORRIED ABOUT
NEXT YEAR. I’'M WORRIED

ABOUT RIGHT NOW'”

or serving those communities with a
board also largely composed of people
of color—fell from 215 before the 2008
financial crisis to 149 in 2018. Just 23
of those were Black-owned or served
Black communities.

Southern Bancorp takes on pay-
day lenders with what’s known as a
credit-building loan, at an annual inter-
est rate of 9%, vs. rates as high as 400%
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at payday lenders. Half of the money
advanced in a credit-building loan is
given to the borrower to pay bills, and
the rest is kept at the bank as a certificate
of deposit. Once the loan is paid off, the
certificate becomes a savings buffer. One
such loan in 2015 helped a high school
teacher in Cleveland, Miss., Jennifer
Williams (no relation to Darrin), pay off
nine payday loans in three different
cities. It was costing her almost $800
a month just to keep current, with-
out doing anything to cut the prin-
cipal. The payday lenders still call
just to check in, especially around
the holidays, and they’ve been call-
ing more regularly during the pan-
demic. “I politely decline them,” she says.

Before the coronavirus, the bank’s
primary tool for attracting and edu-
cating potential customers was what
it called financial boot camps, usually
held in churches and community cen-
ters. That was the strategy in tiny Sidon,
Miss., where Southern Bancorp was
the only bank for miles around. But the
company closed its lobbies to walk-in

Inside a Southern Bancorp branch in
Shelby, Miss., pre-Covid
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customers in mid-March and had to call
off the boot camps because of social dis-
tancing rules. It employs credit coun-
selors to work with borrowers, and
recently they’ve begun experiment-
ing with Zoom calls. But it’s hard to get
people’s attention when they’re trying
so hard just to survive, especially since
the extra $600-a-week federal unem-
ployment benefit ran out at the end of
July. “People are saying, ‘I’'m not wor-
ried about next year. I’'m worried about
right now, ” says Charlestein Harris, one
of the counselors.

Around the Delta, the $1,200 stim-
ulus checks ($2,400 for families, plus
$500 for each child 16 or younger) from
the federal government helped people
stay afloat early in the lockdown. It took
weeks longer for those without bank
accounts to get their checks via the mail.
The stimulus was also a boon for payday
lenders, check cashers, and others who
reaped fees to cash them—usually 3% to
5%, but in some cases as high as 10%.
From mid-April to mid-May, Southern
waived fees to customers and noncus-
tomers alike for cashing 4,620 stimulus
checks with a total value of more than
$7.5 million. Williams says he wishes the
stimulus legislation had barred tacking
on fees. “Those are things that should
have been thought of on the front end,”
he says. “It just shows you how often the
communities we serve are forgotten.”

The coronavirus is a crisis within a
crisis in the Delta. In death and infec-
tion rates, the region stands out in
the brightest hues on a virus-tracking
map of the U.S. from Johns Hopkins
University. The Delta is also ranked near
the bottom for its expected ability to
recover financially and socially after the
virus recedes, according to the COVID-
19 Community Vulnerability Index from
the Surgo Foundation, a nonprofit in
Washington. The index looks at pre-
existing poverty, household income,
health, density, and transportation
capabilities. A score of 10 is the worst.
Many of the counties around Southern
Bancorp’s primary areas in Arkansas
and Mississippi are 9s and 10s. The bank
uses the scores to help guide its lending
and makes a point of approaching those
in the hardest-hit areas, Williams says.
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One loan went to A Healthy You
Medical Clinic in Clarksdale, a down-at-
the-heels town of 15,000 best known for
revitalization efforts centered on a blues
club owned by actor Morgan Freeman.
Gregory Hoskins, the retired police chief
in Clarksdale, opened the clinic in 2017
with his wife, Lula, a licensed nurse
practitioner. He runs an auto detailing
shop from the same building. As fears
of the virus grew in March, patients
stopped coming to the clinic. Hoskins
called Southern and got a PPP loan to
keep wages flowing to the three employ-
ees. The loan came through just as he,
his wife, and their daughter, who’s the
office manager, had their own bout with
the virus, forcing them to temporarily
shut the clinic; all have recovered. “Had
it not been for the PPP, man, I honestly
think all the money we had invested
in this business—it would have been a
problem,” Hoskins says.

illiams has had a bully pulpit since

his star turn with Trump and the
bank chiefs, and he’s trying to make the
most of it. He has a spot on the admin-
istration’s Great American Economic
Revival Industry Groups task force on
banking. It’s met only once since that first
videoconference, but the role also gave
him a connection to Tim Pataki, direc-
tor of the White House’s Office of Public
Liaison. He’s sent Pataki and members of
Congress his policy recommendations,
grouped into “now” (this year), “soon”
(an additional 6 to 12 months after that),
and “long-term.”

Among his ideas for now: Give $5 bil-
lion in unused funds from the Paycheck
Protection Program to the CDFI Fund.
After that, he says, the government
should create a federal backstop for bad
debt to protect banks if the fragile recov-
ery sputters. And over the long term,
the federal government should create
a small-dollar loan program to help
banks like Southern Bancorp under-
write emergency loans—something that
could put the payday lenders and their
triple-digit interest rates out of business.

Williams, a Democrat, is careful to
avoid being overtly political. “I really
appreciate you including the voice
of small America,” he said in the call
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Banking status by race/ethnicity
B unbanked
B underbanked

White
Hispanic

Black 49

Credit applicants with adverse
credit outcomes*

M Denied

B Approved for less than requested

White
Hispanic
Black

24%

55

with Trump in April, among several
times he profusely thanked the presi-
dent—whose administration before the
pandemic proposed slashing CDFI fund-
ing. By Williams’s reckoning, commu-
nity lenders languished as much under
Barack Obama as under Trump: Annual
appropriations to the CDFI Fund were
$221 million during Obama’s second
term in fiscal 2013 and $250 million in
fiscal 2019. Williams says he’s hope-
ful that the attention will mean more
federal help no matter who wins the
November election.

Still, when it comes to what’s wrong
with the communities his bank serves and
why, he isn’t mincing any words. Williams
wrote a dozen drafts of an internal state-
ment for employees addressing the death
of George Floyd. He wanted the statement
to be powerful but not shrill. It said the
“systemic racism” long suffered by Black
families at the hands of police is the “root
cause” of disparities in other facets of life,
from education to health care to banking.
Floyd’s death, in other words, shouldn’t
implicate only the police.

“The same disregard for someone
that would allow you to put your knee
on their neck for 8 minutes and 46 sec-
onds is the same disregard you have for
them every day—and whether they have
access to services, whether they have
access to lenders so they can build a busi-
ness or they can buy homes where they
can grow their family mobility,” Williams
says. “The frustration you are seeing is
all part and parcel of the same thing.” @
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50 LOW-PAYING OCCUPATIONS
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Women
Take The
Wheel

Virtually all taxidrivers are men, but
growing numbers of entrepreneurial

women are seeking to change that
By Ilvan Levingston

Photograph by Tanya Habjouqga

THE EQUALITY ISSUE

September 28, 2020

Nina Mizrahi has grown accustomed to the insults and the
mockery. When she queues for passengers at taxi stands in
northern Israel, fellow drivers ask what she’s doing in “their”
business. At a local dispatch station, she frequently hears
lewd comments about female passengers. A WhatsApp group
for drivers brims with sexual innuendo. “I want women to
know that there’s an option, the choice to have a female
driver,” says Mizrahi, who in 2017 bought a taxi to offer rides
to women and children. “A taxi is a very intimate place,” she
says. “It’s you and the driver, usually closed windows. Many
women don’t feel comfortable.”

The driver’s seat of a taxi remains an almost exclusively
male domain. In New York City, just 1% of yellow cab drivers
are female. In England’s black cab and private-hire market,
that number is 2%. Gett Inc., a ride-hailing service in Britain,
Israel, and Russia, says women account for about 4% of its
drivers—but more than half its passengers. “The job has been
perceived as being more ‘male’ for years,” says Keren Fanan,
Gett’s chief commercial officer. “It’s been this way forever.”

With so many women depending on taxis to get around,
more of them are starting to drive or are launching
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ride-hailing services. Since 2018, women
in Nairobi, Kenya, have been able to find
female taxi drivers via an app called An
Nisa. Cairo entrepreneur Reem Fawzi in
2015 launched Pink Taxi, which bills itself
as Egypt’s first transportation service solely
for women, by women. In India, Sakha
Consulting Wings, which has promoted
the training of female drivers and offered
cab services since 2008, is now available in
Delhi, Kolkata, and Jaipur. And in Brazil,
three-year-old startup Lady Driver has
raised $2.5 million based on plans to con-
nect women drivers and passengers. The
company says it can differentiate itself from
the likes of Uber Technologies Inc. and Lyft
Inc. by offering better pay for drivers and
a greater feeling of security for passengers.
It says its app has been downloaded more
than 1 million times.

Lady Driver’s focus on safety is typi-
cal of the new initiatives, as many women
remain nervous about traditional taxis. Last December, Uber
released a report that found more than 3,000 allegations of
sexual assault involving its drivers or passengers in the U.S.
in 2018. (Uber says safety issues are rare, and security fea-
tures like knowing a driver’s information in advance are key
reasons women use its service.) Gett has encouraged its
Israeli drivers not to pull away until female passengers
are safely inside their homes during late-night drop-
offs. Aisha Addo, founder of DriveHER in Toronto, a
female-only ride-hailing app, says she was motivated
by frequent reports of harassment among women who
use cabs and car services. “For women who travel a lot, hear-
ing stories of transportation issues and their transportation woes
is not new,” Addo says. “We’re not just going to sit around
waiting for another company to create a safe space for us.”

Since its founding more than a decade ago, Sakha says it’s
provided more than a million rides to women and helped
about 850 of them gain professional qualifications to work
as a chauffeur. Almost 400 are now on the road. The jobs
have given women greater financial and social independence,
allowing some drivers to fund their children’s education or
walk out of abusive relationships.

The flexible hours offered by driving can be a big draw for
women seeking to balance the demands of family and work.
But Arianne Renan Barzilay, an associate professor at Israel’s
University of Haifa law school, who studies gender and the
gig economy around the world, says there are still inequities
in such jobs. Often they don’t come with full legal benefits,
and women can be disadvantaged, she says, without protec-
tions around issues like sexual discrimination. An analysis
by the National Bureau of Economic Research in Cambridge,
Mass., has documented a 7% gender pay gap for Uber drivers.
“The way the gig economy works now, it doesn’t necessarily
provide for equality between men and women,” Barzilay says.

THE EQUALITY ISSUE

SN

C

September 28, 2020

A Sakhacar in India_

The coronavirus outbreak has slowed efforts by women
to get into the business. With less travel, taxi ridership is
down. And many women who might consider driving face an
increased child-care burden with their kids home from school
due to lockdowns. Entrepreneurs have responded by trying to
raise extra funding to survive the fallow period or delay-

ing launches. Addo, for instance, had aimed to intro-
VA duce DriveHER last spring, but delayed its opening.
Others have called it quits. Femitaxi, another
Brazilian startup, ceased operations in June. And Tal
BeRun, who drove a cab for more than seven years in
Tel Aviv, shut down her meter for good because of the pan-
demic. “Work didn’t return to what it was, so there was no
reason to go back,” says BeRun, 60. “I’m not so young any-
more, and I can’t make many changes.”

Many women aren’t ready to give up on hacking, however.
Mizrahi, 52, comes from a family of nine siblings and recalls
the pleasure of car rides with her father during her childhood.
One evening several years ago, while chatting with her girl-
friends, she was struck that they’d all been harassed in cabs.
That spurred her to start driving—and exposed her to the ram-
pant sexism of the business. During a mandatory mechanics
class to get her taxi license, her all-male fellow students told
her women are more likely to get into accidents. And three
times, vandals have smashed the windows of her taxi, a white
Dacia Sandero with “For Women and Girls” written on the
back and a small plastic Wonder Woman action figure dan-
gling from the rearview mirror.

But she keeps on driving, ferrying children to school for
busy parents, and for welfare officials, transporting victims
of sexual or physical assault to shelters. Her ultimate goal is
to start her own dispatching company for women. “I hear the
male drivers say, ‘Go back to the kitchen, go do laundry, ”
Mizrahi says. “I just smile. There’s nothing else I can do.” @
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he contours of inequality in Norfolk,

Va., a city of 240,000-plus people
at the mouth of Chesapeake Bay, are
clearly visible from atop the 26-story
Dominion Tower. The tallest building in
town houses its economic development
office, a choice spot for officials to show
off their city and to encourage visitors to
envision its future.

Look west, and you see a 300-room
Hilton, a hockey arena, corporate offices
for PNC Financial and payment proces-
sor ADP, restaurants and bars, a light
rail station, and a 1 million-square-
foot mall. To the east is St. Paul’s, a
200-acre area that’s home to three
public housing developments dating
from the 1950s. The pitch-roofed, two-
story, cinder-block houses are arrayed
in neat rows, like barracks. The two
sides of the city are divided by a high-
way offramp that shoots suburban shop-
pers right into the parking garage of the
MacArthur Center shopping mall and a
six-lane boulevard that keeps St. Paul’s
residents, mostly Black and mostly
poor, a world apart from the downtown.

Jared Chalk, the director of economic
development, admits the detrimental
effects. “We’re working with the land-
lord to open up the mall a bit,” he says,
surveying the view on a dreary February
morning. Chalk and other city officials
say they’ve tried to correct for decades
of inequity with jobs and education pro-
grams. Critics, seeing a dearth of local
businesses and jobs, plus streets that
frequently flood, say they haven’t tried
hard enough.

Officials in Norfolk began weighing
plans to demolish St. Paul’s public
housing and replace it
with mixed-use, mixed-

" _-.

income developments "
. s ik T!* /
in the mid-1990s. But $R), W A

finding funds proved a
challenge. Then came
opportunity zones, a
program that allows
investors to defer taxes
on capital gains by plac-
ing the money into a
fund dedicated to invest-
ing in areas deemed dis-
tressed. Although it
was enacted as part of
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President Trump’s controversial Tax
Cuts and Jobs Act of 2017, the provision
enjoyed bipartisan support and bears
the fingerprints of one of the economic
advisers to Democratic presidential can-
didate Joe Biden.

Once the legislation passed, Norfolk’s
leaders wasted no time in reviving
plans to remake St. Paul’s, with the
City Council in January 2018
voting 7-1 to raze the public
housing developments. The
next month, Mayor Kenny
Alexander told Trump at
a White House gathering
that he hoped to use the opportunity
zones program to transform the area.
Virginia awarded Norfolk more zones
than any other city in the state, mean-
ing a “larger wealth of opportunity,” says
Sean Washington, senior business devel-
opment manager for the city.

After U.S. Department of Housing
and Urban Development Secretary Ben
Carson visited in April, Norfolk was one
of three cities in the country designated
to receive a grant from the department to
accelerate replacement of public housing.
Norfolk hopes to leverage its $30 million
haul into $150 million, including oppor-
tunity zone-eligible money. Out came the
architect renderings of bustling, tree-lined
streets, as well as promises that departing
residents would be taken care of.

The first phase of the project calls
for knocking down 618 homes in the
Tidewater Gardens complex. About
220 units in the future development
have been earmarked for families who
want to return to the area, and 83 others
will be available off-site. Construction
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is expected to take years, so in the
meantime they’ll need to find landlords
who accept federal housing vouchers,
not usually an easy task.

City representatives say they’ve assem-
bled a robust plan that includes helping
residents secure new homes and provid-
ing support services such as job training
and assistance with financial planning.
“I’m confident that this will be
the model of neighborhood revi-
talization going forward,” says

Susan Perry, who’s leading
the project for the city.

Paul Riddick, the only
member of Norfolk’s eight-member City
Council to repeatedly vote against aspects
of the redevelopment effort, has a differ-
ent take. “Because of institutional and
systemic racism, the African-American
community is going to be pushed out
again,” he says. “This is nothing but gen-
trification.” Riddick, whose ward includes
St. Paul’s, figures that if the plan goes
through, the share of Norfolk’s population
that is Black will dwindle from more than
40% now into the mid-30% range over the
next 10 years.

anisha Daniels was 13 when she

became overwhelmed with fear that
her home in Tidewater Gardens would
be demolished. It was 1999, and Daniels
could see the glowing signs of the newly
constructed MacArthur Center from her
yard. Norfolk hoped to turn the shopping
center into an anchor for a broader
redevelopment of the downtown, includ-
ing St. Paul’s. “I’m mostly concerned
that my home will get torn down for a
mall,” Daniels wrote in her submission
to a local essay contest. “This is the only
home I can remember.”

The long-heralded construction of the
MacArthur Center had been yet another
blow to the already shaky trust between
the city’s leaders and St. Paul’s residents.
Financing for the mall, built by billionaire
tycoon A. Alfred Taubman, included an
interesting perk: $33 million in loan guar-
antees from Bill Clinton’s Department of
Housing and Urban Development for a
Nordstrom store.

The guarantees initially stipulated
that the retailer would make a concerted
effort to hire residents from the area. But

ILLUSTRATION BY JOONBUG
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the arrangement was hardly ironclad: It
required only that jobs be proffered, not
that they be awarded. The local chapter
of the NAACP was skeptical. “The use of
anti-poverty money to underwrite an
upscale, affluent department store does
not normally fall within the realm of
fighting poverty,” the organization wrote
in a 1994 letter to HUD.

The NAACP’s concern was prescient.
When HUD changed the rules so that
Nordstrom would be required to hire
51% low-income workers, the retailer
balked. “We simply can’t allow some-
one else to usurp our hiring process,” a
high-placed executive at Nordstrom told
the Virginian-Pilot newspaper in 1996. It
was a huge blow to students attending
the city’s program for retail job train-
ing, made possible in part by a Clinton
initiative called enterprise communities
that offered tax breaks and federal grants
to spur investment in blighted areas.
But rather than tussle with Nordstrom,
Norfolk made up the $33 million of
federal money with local financing, no
strings attached.

The MacArthur Center got built, with
few benefits for the residents of St. Paul’s,
who mostly continued to shop at another
shopping center 6 miles away. “I knew
that was going to be a White mall,” says
Daniels’s fiancé, Marco Madison, who also
grew up in the area. Daniels, 34, moved
out of Tidewater Gardens half a decade
ago, after her parents died. But some of
her relatives are still there, and she’s wor-
ried about what the city’s plans will mean
for them. “At least it isn’t a mall,” she says
through tears. “I guess this is progress?”

ow Norfolk assumed its present

form is a tidy CliffsNotes review
of the history of federal economic
development programs stretching to
the end of World War II, when almost
700,000 people streamed off return-
ing ships at nearby docks. For White
soldiers, there was the GI Bill, with
its low-cost mortgages and loans and
free college tuition. But the programs,
administered by local officials, discrim-
inated against Black soldiers. Redlining
forced many to settle in neighborhoods
in downtown Norfolk, where the hous-
ing stock and infrastructure were poor.

-

Marguitta White
andherchildren

When President Harry Truman passed
the Housing Act of 1949, the city’s all-
White leadership volunteered to become
a national test case for the program,
razing the Black neighborhoods that
they’d long maligned as squalid and rat-
infested and replacing them with rows of
identical homes set on tree-lined streets.
The local chamber of commerce memo-
rialized the transformation in an issue
of its magazine, which included photo-
graphs of area residents collecting fire-
wood or laundering clothes outdoors.
“Scenes like this will soon be a thing of
the past,” one of the captions trumpeted.

Public housing developments such
as the ones in St. Paul’s were initially
heralded as an historic opportunity to
set low-income Americans on a path to
middle-class prosperity. But the experi-
ment was short-lived. By the 1970s, White
residents in Norfolk and other American
cities had begun fleeing to the suburbs,

pushing metro areas into fiscal crisis. In
Norfolk the loss of tax revenue was espe-
cially painful: About half the city’s land
was already tax-exempt because of the
presence of the Norfolk Naval Station.

With the advent of the so-called
Reagan revolution in the 1980s, the
political discourse on poverty under-
went a marked change. Government
handouts engendered economic
dependency and paralysis, conserva-
tives argued. Instead the public and
private sectors should team up to create
opportunities for Americans at the bot-
tom of the socioeconomic ladder to lift
themselves up, rung by rung.

After Republicans lost their hold
on the presidency, that sort of rheto-
ric found a new champion: Bill Clinton.
In his 1996 State of the Union, Clinton
boasted that his administration was
cutting the country’s welfare rolls, and
he asked Congress to deliver a bill that P
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<4 would make requirements even more
stringent. “The era of big government is
over,” he said.

In 1993 his administration had begun
designating empowerment zones and
enterprise communities, distressed
cities and regions that were slated for a
boost, using private capital lured with
tax breaks. Empowerment zones would
come to define the next quarter century
of federal economic development, as pub-
lic assistance to the poor plummeted and
new “place-based” investment programs
were drafted into being. After making it
onto the inaugural list of enterprise com-
munities, Norfolk lobbied hard for an
empowerment zone designation, earning
the title—and the enhanced tax breaks
that came with it—in 1999.

Opportunity zones are the most
souped-up place-based program yet.
Where the Clinton programs offered
employment credits and meager grants
meant to act as catalysts for private
investment, opportunity zones offer
large breaks on capital-gains taxes

MacArthur Center mall
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for investors who build properties in
the almost 9,000 areas that have been
designated “distressed.”

The idea came from billionaire Sean
Parker, who was sitting on a mound of
founders stock in Facebook Inc. He was
looking to sell and diversify, except doing
that would trigger a huge tax bill. To
help build support for his brainchild, he
co-funded a think tank in 2015 called the
Economic Innovation Group. Its advisory
board includes Jared Bernstein, who’d
been Biden’s counselor on economic mat-
ters during his years as vice president.
EIG’s mission, according to its website, “is
to advance solutions that empower entre-
preneurs and investors to forge a more
dynamic economy throughout America.”

In 2018, as the buzz about opportu-
nity zones began to build, members of
Norfolk’s economic development team
struck up a relationship with Bruce Katz,
a Clinton administration alum who led
President Obama’s housing and urban
development transition team. Katz is
helping to drum up business in other

September 28, 2020

areas of the city, says the development
office’s Washington, including new plans
for Military Circle, the mall that many
St. Paul’s residents have long favored.

For the St. Paul’s project, Norfolk
tapped Brinshore Development LLC,
which had a hand in redeveloping the
property in Chicago where the Cabrini-
Green public housing development once
stood. Richard Sciortino, a principal at
the company, says Brinshore takes its
duty to field input from the community
seriously. “There’s racial mistrust that
comes with these projects,” he says. “It
takes time to get people to feel comfort-
able that you’re going to do what you
say you’re going to do.”

Last September, Norfolk was one
of five cities picked to partner with
the Rockefeller Foundation to deploy
opportunity zones in sustainable
and socially inclusive ways. The city
is hoping to train residents for jobs
in the construction phase, with the
expectation that those skills will trans-
fer over to the city’s other industries,
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Efforts to bridge economic and racial divides with the help of federal programs could wind up boosting inequality
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such as shipbuilding, afterward. “We
don’t want people to think this is just a
real estate play,” Washington says.

fter Norfolk began the process of

moving residents out of Tidewater
Gardens in August 2018, tenant group
President Marquitta White found herself
doling out unsentimental advice about
the arcane processes that govern the dis-
tribution and use of housing vouchers.
“If you don’t know anything, it doesn’t
mean you’re not going to move. It just
means you’re not ready,” she says.

In February this year, as the number
of vacated homes eclipsed 100, residents
began noticing that some were getting
broken into and squatters were mov-
ing in. Suddenly some who’d been in no
hurry to leave were looking to do so as
soon as possible. The process of empty-
ing out the community carried on even
as the pandemic raged, until the city
imposed a six-month moratorium on
forced moves in May.

White, a trained chef, was running
her own catering business when, in
August 2017, she broke both legs and
fractured her neck in a car accident.
She recovered, but it was a lengthy
process that weighed on her finances,
which is how she and her two daugh-
ters wound up in Tidewater Gardens.
The end of St. Paul’s, she says, is part of
a broader trend: the methodical disman-
tling of what’s left of the U.S. welfare
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state. “Public housing, Social Security,
Medicaid—all that is going away,” she
says, as she organizes supplies in the
Tidewater Gardens tenants office.

White is a meticulous record-keeper,
diligently logging phone calls with officials
and document filings, and she encourages
her fellow tenants to do the same. “The
Bible says, ‘Trust no man,’” she says. By
April, White’s work at Tidewater Gardens
had garnered the attention of the city, and
she was added to the community out-
reach team of Urban Strategies Inc., the
third-party outfit the city hired to manage
the move-out process. “That was smart of
them,” she says with a laugh.

What ultimately rises up from the
ashes of Tidewater Gardens is of little
concern to White, who has no plans to
return. “I don’t know anything about
the project,” she says. “All I know is I
am the project.”

ast Ghent. Broad Creek. Church
Street. Councilman Riddick rattles
off the names of the various parts of
town that Norfolk has “revitalized”—the
result in each case being fewer Black res-
idents. “They were told they were going
to be allowed to come back,” Riddick says
of residents who were displaced in East
Ghent, where the city bulldozed Black
neighborhoods in the 1960s, a process
some still call “Ghentrification.”
In January a progressive group called
New Virginia Majority filed a lawsuit
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seeking to halt evictions from Tidewater
Gardens, alleging Norfolk had a “long
and indisputable history of racial
segregation in housing.” When the city
halted evictions in May, New Virginia
Majority’s lawyers worked with city offi-
cials to hammer out the terms: no move
requirements for 180 days, extensions
to use already issued vouchers, and
acknowledgment that the city still needs
to maintain the remaining homes.

Residents are grateful for the pause,
but Riddick argues that a true victory
would be getting city officials to approve
the construction of public housing else-
where in the city before the demolition
work begins. “We have enough land in
Norfolk to house everyone in Norfolk
right now,” he says.

Earlier this month, Norfolk received
another federal grant: $14.4 million
from the Department of Transportation
to redevelop the roads that have cut off
St. Paul’s for so long. It will help con-
nect the redeveloped neighborhood to
the rest of the city.

Meanwhile, St. Paul’s as it exists is
quite literally set to become history. A
planned greenway to curb flooding will
include a “cultural trail” highlighting the
neighborhood and the contributions of
its residents. “They want to make Norfolk
look like Virginia Beach,” Daniels says,
referring to the neighboring city across
the water, which is one-fifth Black. “Plow
our history over.” @
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KEEPING IT REAL

Hip-hop icon LL Cool J about protesting social injustice,
running a business, and remaining true to his roots

How have recent events
affected you as a Black
man in America?

I’m encouraged by so
many people that are on
the right side of history
and looking at these times
in the right way. And it
has gotten better over the
years, and it will continue
to get better. But better
doesn’t always mean good
enough, I think. But the
best is yet to come.

How would you describe
the role of hip-hop at such
a critical time?

Hip-hop has always been
at the forefront of social
justice, whether it’s songs
I made like Illegal Search,
or you have Public Enemy
or Ice Cube. So many art-
ists have done such a great
job in that area. I think hip-
hop has always been at the
forefront.

Your Black Lives Matter
freestyle went viral a cou-
ple of months ago. What
compelled you to do it?

I felt like people had
to know where I stand.
Me being success-
ful in America, a
lot of times peo-
ple try to point
and say, “See,
there’s no racism.”
But I’m an anom-
aly. ’'m not the rule.
And I can’t allow
the things that have
gone well in my life to
cause me to forget or pre-
tend that there aren’t other
people that are really being
treated unjustly.

You started with Rock
the Bells Radio in 2018 on
SiriusXM and expanded
to a platform with content
and merchandise. What
made you see this as an
opportunity to build some-
thing for classic hip-hop?
Generation X has
$2.4 trillion in spending
power. A huge portion of
Generation X are huge clas-
sic and timeless hip-hop
fans. And they’ve been
ignored, basically. In doing
Rock the Bells on SiriusXM,
I learned a lot about what
Generation X was missing
when it comes to hip-hop.
People are so focused
on the millennial audience,
which I have no problem
with, but they’re so focused
on artists that appeal to the
millennial audience that
they forgot about the LL
Cool Js and the Run DMCs
and the Beastie Boys and
the Eric B. & Rakims and
the Big Daddy Kanes and
the Salt-N-Pepas and the
Queen Latifahs, the early
Eminem and Dr. Dre.
And here’s the beauty
of it. Because we appeal to
Generation X so much,
they’re introducing
Gen Z to what we’re
doing. So we actually
overindex with Gen Z
without trying or chas-
ing. So I just found out
that Generation X was
starving for something,
and I knew that clas-
sic hip-hop is a big part of
it, because classic hip-hop
gives you the underpin-
nings of all pop culture.
So what we have is we

have three pillars: content,
commerce, and the
community, or experien-
tial. And the content, we tell
the stories. With the com-
merce, we have a curated
shop. It’s not like some
superstore. It’s a curated
shop with all things closely
connected to hip-hop. And
then we have our experien-
tial, which will come in due
time, post-Covid.

Are there any concerns
about whether your speak-
ing out may deter future
investors or turn away
some fans or customers?
We don’t demonize,
and we don’t try to point

fingers and say, “You’re

all bad,” and paint with a
really broad brush. So it’s
not like you can never get
a negative rub rocking with
LL Cool J or rocking with
Rock the Bells. But it comes
from a place of truth. And
we’re speaking to the good-
ness and the righteousness
in human beings. We’re
speaking from the POV

of a company that’s been
there and that’s immersed
deeply in this culture and
understands what the com-
munity has been going
through. So, no, I’'m not
concerned with that. @
—Shartia Brantley
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