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<« A model of a spike-
ferritin nanoparticle
vaccine that could be
used against various
coronavirus strains
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The hunt for a single shot to cover every coronavirus and their variants

52 Don't Look Behind the ESG Curtain

Sustainable investing is mostly about sustaining corporate profits

58 Returnto Office, Inc.
Busily advising companies on all things Covid, consultants are positively giddy
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“Looks like a cake
stand.”

“It's a sketch.”

“Yeah, well, now
| want cake.”

“OK. But the concept
is close, right? Like,
the shot knows all the
viruses and the Greek
alphabet and all that?”

“Do Greeks make
good cake?”

“Write me a cover line
and we can find out.”

“Piece of cake!”

“l wonder if there’s
a shot that prevents
dad jokes.”
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B INBRIEF

Bloomberg Businessweek

By Benedikt Kammel

® Global coronavirus cases
have topped 266 million,
and almost

5.3m

people have died.
Authorities around the
world are imposing

fresh restrictions to

curb the spread of the
omicron strain, closing
nightclubs and schools and
mandating vaccines for
private-sector workers.

® The U.S. won't send
officials to the Winter
Olympics in Beijing, which
start on Feb. 4, citing
human-rights abuses.
China, which denies the
allegations, has threatened
the U.S. with unspecified
retaliation for the
diplomatic boycott.
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® Thingswedidnot
doin2014,we are
prepared to do now.”

U.S. National Security Adviser Jake
Sullivan said President Joe Biden
told Russia’s Vladimir Putin that the
U.S. won’t stand by idly if Ukraine

is invaded, a departure from the
response to Russia’s annexation of
Crimea in 2014.

® Amazon.com’s cloud-
computing arm suffered an
outage for several hours
on Dec. 7. The disruption
exposed the vulnerability
of the loT, or internet of
things, as thousands in
the U.S. were left without
working fridges, doorbells,
or video-streaming
services, and drivers
delivering packages
couldn’t download

their routes.

® Nestlé raised about

$10b

selling shares in L'Oreéal.
The food giant, which
has owned a big chunk of
the cosmetics company
for almost a half-century,
has cut its stake only
once before.

® The UAE will
shift its weekend
to Saturday and
Sunday as of

Jan. 1, aligning
itself with most of
the world.

Like Saudi Arabia and other nations

in the Gulf, the United Arab Emirates
have long had a Sunday-Thursday
workweek. The new plan is intended to
generate more business. Friday, a holy
day in Islam, will be a half-day.

® Facebook parent Meta
Platforms faces legal
challenges from Rohingya
refugees, with one
plaintiff seeking damages
of more than

$150b

Members of the Muslim
minority in Myanmar blame
the company for inciting
genocidal violence in 2017
and failing to take action
against hate speech on

its platform.

i s = T

@ Nicaragua’s army offered a helping hand to protect endangered olive ridley sea

turtles laying their eggs on the country’s beaches. Each turtle lays about 90 eggs,
and predators—including humans—often plunder the nests.

@ Sales of the top 100 arms
manufacturers totaled

$531b

in 2020, according to the
Stockholm International
Peace Research Institute.
Since 2018 the top five
companies in the ranking,
including No.1 Lockheed
Martin, have all been based
in the U.S., which accounts
for more than half of all
weapons sales.

® University

of Hong Kong
researchers say
they’ve developed
a stainless steel
that rapidly kills
the coronavirus.

On contact, the alloy can inactivate
99.75% of the virus within three hours
and 99.99% within six. Using the steel
could significantly reduce the costs of
regularly disinfecting public areas such
as airports and train stations.
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Theres No Excuse
For Shutting Down
Schools Again

Almost two years into the pandemic, U.S. students are still
suffering. Disruptions to in-person schooling have caused sig-
nificant learning loss in math and reading and widened racial
achievement gaps. Millions of students have a basic need:
more time in the classroom.

The good news is that public-school districts have
resources to make that happen, thanks to the Covid-19
relief bills passed by Congress. Yet with cases rising and the
omicron variant adding to the uncertainty, some schools are
once again curtailing in-person instruction. Even if limited in
duration, such closures are wrong—and risk doing irreparable
academic harm to the students who can least afford it.

At this point, the evidence against remote learning is over-
whelming. A study released in November by the National
Bureau of Economic Research compared standardized test
scores from schools in districts that fully reopened early in
the pandemic with those that remained at least partly virtual.
While passing rates in math slumped 14.2% on average, the
decline was smaller for districts where students returned to
in-person instruction. Drops in reading scores were heavily
concentrated in areas with large populations of minority and
low-income students, which were slower to reopen.

Although students have largely returned to the class-
room, the vast majority have ground to make up. Additional
instruction—in the form of longer school days, summer
classes, and individual tutoring—is critical for those at the
greatest disadvantage. Instead, some districts, from Bellevue,
Wash., to Brevard County, Fla., have done the opposite. Citing
staffing shortages related to teacher exhaustion, among other
excuses, schools have been adding last-minute vacation days,
often with little notice to parents. Leading the mental-health
relief trend, officials in Detroit announced that its schools
would conduct in-person instruction only four days a week in
December, with Fridays all remote.

Reducing in-person class time isn’t just a disaster for stu-
dents but also a betrayal of public trust. Congress has passed
three separate relief packages across two administrations
with funds intended to help districts stay open. Tens of bil-
lions of dollars apparently remain unspent.

Policymakers should require districts to demonstrate that
they’re using these funds to keep schools open. At a mini-
mum, the practice of adding unplanned vacation days should
be halted. More support for teachers may be warranted, but
it shouldn’t come at the expense of learning. Schools should
instead expand professional development and mental-health
services for teachers so more of them remain on the job.
They should hire reading and math specialists to supplement

classroom teachers. Reforming licensing policies to allow
teachers to use their credentials across state lines could help
ease any localized staffing strains.

Meanwhile, federal and state officials should better pre-
pare schools to stay open during a possible winter surge
driven by the omicron variant. On-site vaccination clinics
and access to rapid tests should be expanded. School leaders
should adopt “test-to-stay” strategies, which allow more stu-
dents to continue in-person learning, even if classmates test
positive for the virus.

The closure of schools during the pandemic has caused
immense damage to U.S. students. It’s also further under-
mined confidence in the country’s public-school system,
as parents with resources have turned to parochial and pri-
vate options. Reversing those trends will require students to
learn in person, at any cost. @ For more commentary, go to
bloomberg.com/opinion
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» A Contentious Vote

Hong Kong holds legislative elections on Dec. 19. It’'s

the first contest in the former British colony since the
Chinese government revamped the city’s electoral system
to ensure only so-called patriots can hold political office.

» Olaf Scholz will for
the first time represent
Germany as chancellor
at the European Council
summit. Topics at the
Dec. 16 meeting range
from Covid to Brexit.

» The Federal Reserve
sets rates on Dec. 15,
followed the next day by
the European Central
Bank and the Bank of
England. Many central
banks have signaled an
end to ultralow lending.

» Saudi Arabia is ready
to unveil its budget the
week of Dec. 12. Look
out for clues that the oil-
rich country is moving
its economy away from
fossil fuels and toward
areas like infrastructure.

» Dec. 15 is the deadline
to raise the U.S. debt
ceiling. The Treasury
Department has warned
that the government
could have difficulty
meeting its obligations
after that date.

» French President
Emmanuel Macron visits
Hungary on Dec. 13 to
conduct bilateral talks
with President Janos
Ader and Prime Minister
Viktor Orban.

» The annual Geminid
meteor shower peaks
overnight on Dec. 14. The
Geminids can produce
50 visible meteors an
hour, but a bright moon
this year may outshine
the fireworks.

ILLUSTRATION BY DAPHNE GEISLER
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® With the Supreme Court poised to
restrict access to abortion, the nation
takes another step backward

® By Kelsey Butler

When the U.S. Supreme Court first legalized abortion in 1973,
the country was a global leader on reproductive rights. The
women’s liberation movement and a growing outcry over
deaths from unsafe procedures led a handful of countries,
including the U.S., to liberalize their laws or legalize the pro-
cedure for the first time.

The U.K. had passed its Abortion Act in 1967, which at the
time allowed women to terminate pregnancies up to 28 weeks.
In 1972, East Germany made abortion free, up to 12 weeks.
Then came the U.S. with its landmark Roe v. Wade ruling estab-
lishing a constitutional right to an abortion. Canada wouldn’t
decriminalize the procedure for another 15 years.

Now the U.S. is on the verge of rolling back reproductive
rights, while countries around the world are moving in the
opposite direction. On Dec. 1, during arguments about the
constitutionality of a Mississippi law banning abortions after
15 weeks, the conservative justices on the Supreme Court sig-
naled they were ready to weaken protections established
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under Roe. If the court overturns precedent completely, legal
abortion would disappear in at least a dozen U.S. states. Many
others would allow it only in the first few weeks of pregnancy
or in rare circumstances.

It’s a stark reversal for women’s rights, particularly
compared with much of the rest of the world. “Although we
think of America as one of the most liberal places, where
people have the most rights, we’re seeing it become one
of the most restrictive countries when it comes to abor-
tion access,” says Christian Nunes, president of the National
Organization for Women.

In the past 25 years more than 50 countries have increased
legal access to abortion, including places with significant
Catholic populations and cultures. Just last year, Argentina
became the largest country in Latin America to allow women
to terminate pregnancies, up to 14 weeks into their term. An
estimated 38,000 women were hospitalized each year from
botched procedures. Thailand began allowing first-trimester
abortions this year. Months later, Mexico decriminalized the
procedure—a move Amnesty International called “an import-
ant advancement in human rights.”

“Countries are realizing that women’s equality and full
participation in society are at stake,” says Risa Kaufman,
director of U.S. human rights at the Center for Reproductive
Rights. Studies have found that women who carry unwanted
pregnancies are more likely to live in poverty years later. When
it comes to gender equality, the U.S. has already begun to slip

BILL CLARK/CQ-ROLL CALL/GETTY IMAGES



B REMARKS
.-" N
> a™

Bloombgery Businessweek

December 13, 2021

il s

YA
(]
"-5,3

behind other wealthy countries. In a 2021 gender gap ranking
by the World Economic Forum based on factors including eco-
nomic participation, health, and political empowerment, the
U.S. came in 30th, behind Canada, the U.K., and Germany,
down from 17th a decade ago. It’s the only rich nation with-
out paid maternity leave, and it has the highest maternal mor-
tality rate among developed countries. Partly because the U.S.
has less social support than peer nations, its female labor force
participation rate has plummeted during the pandemic to lev-
els not seen in decades.

About two dozen countries, including Egypt, Iraq, and the
Philippines, ban abortion under any and all circumstances,
according to the Center for Reproductive Rights. In some
cases, women and doctors can face prison sentences, steep
fines—or, in Iran—death. The U.S. is unlikely to go that far.
Without Roe, the future of abortion will depend on geog-
raphy. About a dozen U.S. states, including California and
New York, have laws that specifically protect the right to an
abortion. Clinics there will continue to operate as usual. But
many states in the South and Midwest have anti-abortion
laws on the books and ready to go into effect as soon as Roe
is overturned. They’d make the procedure illegal in most or
all cases, penalizing providers with fines or jail time. Some
40 million Americans living in those states would join the
700 million women of reproductive age living in places with-
out access to safe and legal abortion worldwide.

During the Supreme Court arguments, Chief Justice John

Roberts suggested current U.S. law is more in line with China
and North Korea because of its use of the fetal viability stan-
dard, which the court has said allows for abortions up until
about 23 or 24 weeks of pregnancy. In fact, as noted by U.S.
Solicitor General Elizabeth Prelogar, who was supporting
the challenge to Mississippi’s 15-week abortion ban, many
European nations, and Canada and New Zealand, permit
abortions up to similar limits.

Great Britain allows abortion up to 24 weeks if a preg-
nant person says it will harm her physical or mental health,
while Germany permits it until 22 weeks if the mother deems
it medically necessary. These places, and others with uni-
versal health care, also cover the costs. The U.S. bans fed-
eral Medicaid funds from covering abortion, and almost a
dozen states disallow or heavily restrict private insurers
from covering the procedure, according to the Guttmacher
Institute. Sixteen states allow their own Medicaid funds to
be used for abortions.

The viability test is what’s keeping many U.S. states from
enacting laws with relatively small windows for seeking abor-
tions. (Texas recently found a legal loophole and has a six-
week ban in place that’s being challenged in court.) All six
of the Republican-appointed justices signaled that they were
ready to uphold Mississippi’s law and at the very least do
away with the viability standard. “If it really is an issue about
choice, why is 15 weeks not enough time?” the chief justice
asked. Brett Kavanaugh and Amy Coney Barrett suggested
they might go further and overturn Roe.

If the U.S. were to do either of those things, it would be
more like China, but not in the way Roberts suggested. “Very
few” countries have regressed on abortion rights, according
to a brief filed to the high court by a group of international
legal scholars. A rollback of abortion laws would put the
U.S. on par with Poland, “whose quality of democratic gov-
ernance...continue[s] to deteriorate,” and Nicaragua, an
authoritarian state characterized by “significant human rights
issues” they write. China is also moving in that direction.

A few months ago the Chinese government released
guidelines saying it would seek to limit “non-medical abor-
tions” in a bid to reverse the disastrous effects of its one-child
policy. China’s birthrates have been falling for years, reaching
lows not seen since the 1950s. Thus far, the state’s attempts to
get women to have more kids, including relaxing per-family
quotas to three children and offering cash incentives to cou-
ples, haven’t worked. The government hasn’t said how it
would get women to carry pregnancies they don’t want, but
experts say a crackdown on abortions from a country that
used to force women to have them as a means of population
control is inevitable.

“It’s disheartening to hear that the U.S. wants to advocate
or comment about other countries and how they treat their
women, but yet here we are trying to control a person’s
decision about their own reproductive care and access,” says
NOW’s Nunes. “We have to think deeper about how we’re
looking as a country.” @
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Covid
Pills
Facea
Truth
Problem

® Merck’s new medicine is set
to enter a landscape where
misinformation is widespread

nOOmMmZ—mCw B

Edited by
James E. Ellis

Thirty-five years ago drug manufacturer Merck &
Co. invented a groundbreaking treatment for river
blindness, a disease that affects millions of people
in Africa. The company donated billions of doses
and frequently touted its philanthropy, building
a narrative about the good a drugmaker can do.

Few people had ever heard of the tropical disease
treatment until this year. Now that antiparasitic—
ivermectin—is a household name, and the story
is well out of Merck’s hands. In the midst of the
Covid-19 crisis, anti-vaxxers embraced it as a
treatment for the virus despite a lack of scientific
evidence to support its use. Merck has recently
developed molnupiravir, a Covid treatment the
company hopes will soon become a key tool in
stemming the pandemic, even though it’s entering
a world in which rampant misinformation could
undermine the use of new drugs. So the company
is now in the odd position of telling the public
both that molnupiravir works against Covid and
that ivermectin doesn’t.

The pharmaceutical industry hasn’t found effec-
tive ways to combat misinformation thus far. Merck
took a stab when it became obvious that people
were turning to ivermectin—mostly known in the
West as a medicine for livestock—as a Covid treat-
ment after lab research showed it could inhibit
replication of the virus. Studies in humans didn’t
prove it worked.

In an unusual move, Merck put out a press

release about the use of ivermectin, say-

ing in February there was “no meaning-

ful evidence” it was effective against the

coronavirus and noting “a concerning lack

of safety data.” The statement had no dis-

cernible effect: Ivermectin sales took off after

that, with the biggest spike taking place over

the summer months. Average monthly pre-

scriptions this year in the U.S. are nearly

150,000, up more than sevenfold from
2019 levels of about 20,000.

Conspiracy theorists have gone so
far as to suggest Merck is actively down-
playing ivermectin, a generic drug that costs

around $35 for 20 tablets, in favor of urging
patients toward molnupiravir, for which it’s
charging the U.S. government $700 for each
40-pill course of treatment.

Still, the company has been muted in its
rebuttal to the nagging claims. “We have a ran-
domized, double-blind trial that is global with
clear evidence of efficacy with molnupiravir,” says
Dean Li, president of Merck’s research division.
“Misinformation—I can’t speak to that. I can only
speak with regards to information.”

ILLUSTRATION BY CAMILO MEDINA
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Pfizer Inc., which also has a new Covid pill it
hopes will soon get authorized, has faced similarly
baseless claims. Some have even called the pill
“Pfizermectin,” implying the product is just a
repackaged version of ivermectin. The company
said in a statement that its antiviral “is not simi-
lar to that of an animal medicine and is not the
same mechanism” as ivermectin. As far as tamp-
ing down on the rumors? A spokesperson declined
to comment on that.

These incidents highlight pharmaceutical com-
panies’ vulnerability to misinformation and how
little they’ve done to disprove such falsehoods.
“For a company to clearly state that there’s a use
of their product that is not accepted would be very
powerful,” says Peter Lurie, a former U.S. Food and
Drug Administration official who leads the Center
for Science in the Public Interest. In other words,
one press release isn’t enough. Merck, he says,
“could do it more, and it needs to reach the local
level,” such as by taking out ads advising against
the use of ivermectin to treat Covid.

There is also the threat that molnupiravir ends
up the victim of a fresh wave of misinformation
based on real risks the drug may pose. Advisers to
the FDA urged that the drug shouldn’t be used in
pregnant women based on concerns about birth
defects. False claims that Covid vaccines could cause
infertility have already hindered the U.S. vaccina-
tion campaign. So if information related to Merck’s
new treatment and reproductive health ends up
being shared inaccurately, that could spawn yet
another headache for the drugmaker.

For now, Wall Street doesn’t see misinforma-
tion posing a big financial risk for the new Covid
antiviral drugs, which are poised to bring in more
than $5 billion for Merck and $10 billion for Pfizer
through 2022, says Damien Conover, director of
health-care equity research for Morningstar Inc.
Because sales will initially come through govern-
ment contracts, he says, the drugs may simply
sit on pharmacy shelves if people are reluctant
to take them.

The company making money off ivermectin
isn’t Merck—the giant drugmaker accounts for less
than 1% of the ivermectin prescribed in the U.S.,
according to data from IQVIA Holdings Inc. Private-
equity-owned Edenbridge Pharmaceuticals LLC,
which manufactures a generic version of the pill,
makes the rest. A product that brought in just shy
of $800,000 in monthly sales on average in 2019
raked in revenue of $42 million in August alone,
the IQVIA data shows. As far as misinformation
goes, Edenbridge noted in a press release that iver-
mectin is not approved by the FDA to treat Covid.

But a spokesman says it’s supporting research into
the drug’s use for Covid by donating it for studies.

Part of the reason ivermectin’s use has even been
possible in the highly regulated U.S. health-care
system is because of a practice known as off-label
prescribing, in which a doctor is allowed to write
a prescription for an unapproved use. Ivermectin
has been approved in the U.S. for parasitic infec-
tions, rosacea, and head lice. When prescribed
for purposes beyond those, the FDA doesn’t get
involved. “It is part of the practice of medicine,”
an agency spokesperson says.

Although doctors are usually the gatekeep-
ers, ivermectin developed a life of its own with
celebrities who have remained unvaccinated
such as Joe Rogan and Aaron Rodgers saying pub-
licly they’ve used the drug as a Covid treatment.
That’s helped send patients to doctors asking for
the antiparasitic. And they can easily find a pre-
scriber by using an online directory featuring more
than 300 clinicians, run by an ivermectin-promot-
ing group called the Front Line Covid-19 Critical
Care Alliance.

Others have sought out veterinary formulations,
which is dangerous because they typically come
in doses meant for large animals. “You are not a
horse. You are not a cow. Seriously, y’all. Stop it,”
the FDA tweeted in August, at the height of the
craze. A rare joke from the federal agency, the
tweet went viral. Nonetheless, some 144,000 iver-
mectin prescriptions were dispensed by pharma-
cies in October of this year, up from about 27,000
during the same month in 2019.

Surgeon General Vivek Murthy recently put out
a 22-page toolkit on misinformation and the role
individuals, educators, health professionals, and
others can play, encouraging empathy, question-
asking, and direction to reputable sources. The
report stated more work needs to be done to fig-
ure out the most effective strategies to combat
the problem.

The factors that keep people unvaccinated
and draw them to ivermectin aren’t going away,
says Peter Hotez, dean of the National School of
Tropical Medicine at Baylor College of Medicine.
Medical boards need to crack down on the prac-
titioners pushing it for Covid, he says. “I don’t see
many of those individuals who are touting the ben-
efits of ivermectin suddenly abandoning ivermec-
tin in favor of the antivirals that actually work,” he
says. “Some will, but I think many of them actu-
ally won’t.” —Emma Court

THE BOTTOM LINE Ivermectin demand has soared despite scant
evidence it’s effective against the coronavirus. Now drugmakers’
new Covid treatments may be affected by the misinformation.

“Youarenot
ahorse. You
arenotacow.
Seriously, y’all.
Stopit,”’ the
FDAtweetedin
August
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The SEC Puts the Brakes
On EV SPAC-Mania

@ Young electric car companies have drawn big valuations from investors. Now they’re drawing regulator scrutiny, too

Here’s a sure sign that a SPAC-lash is afoot. Electric
vehicle startup Lucid Group Inc., whose market
value once soared past that of General Motors Co.
this year, said on Dec. 6 that the U.S. Securities
and Exchange Commission was probing its barely
five-month-old blank-check merger and business
projections given to investors. The admission sent
the stock reeling.

It was a surprise disclosure from a company
that’s seen as having real potential in the electric
vehicle race. Lucid Chief Executive Officer Peter
Rawlinson came from Tesla Inc., and in September
the U.S. Environmental Protection Agency certified
that the company’s Air sedan can travel a world-
best 520 miles on a single charge. And Lucid had
gone public with far more credibility than fellow
SPAC newbies Nikola Corp. and Lordstown Motors
Corp., both of which ousted their CEOs in the past
two years after SEC investigations.

Only early this year, SPAC deals—in which compa-
nies go public via a merger with a company formed
specifically to make acquisitions—were among Wall
Street’s favorite investments. Now there is scrutiny
from all sides. The SEC is taking a harder look at the
transactions, particularly at financial disclosures and
statements about their prospects as public compa-
nies. Meanwhile, investors are playing it safer and
opting out of more of the mergers. And stocks in
many of the post-merger deals have fallen, another
indication that market enthusiasm is waning. “The
notion that a SPAC is price certainty is a fantasy,”
says New York University School of Law professor
Michael Ohlrogge. “People are realizing that the
deals they thought were great are not.”

SPAC deals with EV startups seem tailor-made
to run afoul of skeptical regulators and investors. It
takes several years to get a new vehicle to market,
and the companies usually rely on battery makers
for key parts of their technology and have less expe-
rience than established carmakers when it comes
to ramping up production. Delays are common. If
they do meet production targets—something even

Tesla repeatedly failed to do in its early days—there
is little consensus on how quickly consumers will
trade gas burners for plug-ins. That makes sales
forecasts something of a guessing game.

Although electric car makers are the latest to
get dinged, SPAC stocks as a group are down this
year. The IPOX SPAC Index has tumbled almost 12%,
while the S&P 500 has risen about 25%. Retail inves-
tors had initially embraced SPACs as a way to get in
on growth stocks and, more often, a way to make a
quick buck—the latter has become tougher to real-
ize. In the first quarter the average share price of a
SPAC company the day after it announced a merger
was $15.77. By November the average price was about
$10 a share, according to the paper “A Sober Look at
SPACs,” which Ohlrogge wrote with Stanford profes-
sors Michael Klausner and Emily Ruan.

These stocks are settling at around the $10 a
share that investors typically pay for the stock of
a SPAC before it makes a merger deal. And more
planned deals are being restructured, says SPAC
Research, which tracks blank-check companies
and activity. The company’s website said that in
this year’s third quarter, SPAC deals had almost
60% of shareholders asking to redeem their
invested capital rather than holding their invest-
ment through the planned merger. So far in the
fourth quarter, the rate is above 60%. That’s a big
change from the first quarter, when only 12% of »

<« Lucid CEO Rawlinson
with an Air sedan
prototype in August
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pire State Building—is “a physical
NEROTS resiliency,” says
alty Chairman & CEOQ Marc Holliday.
Tprovements to neighbor Grand
rminal and has a broad array of green
ding features. Wells Fargo led a $3 billion
mmercial mortgage-backed securities bond
offering backed by One Vanderbilt—the largest
U.S. green bond offering ever, says Kara McShane,
Head of Commercial Real Estate at Wells Fargo
Corporate & Investment Banking.

T
Marc Holliday

Chairman & CEO
SL Green Realty

© 2021 Wells Fargo & Company. All rights reLrved



« SPAC shareholders asked for their cash back.

The SEC clearly has been taking a closer look.
The same day Lucid disclosed the investigation,
Digital World Acquisition Corp., the SPAC that’s
agreed to merge with former President Donald
Trump’s Trump Media & Technology Group, said it
was being probed by regulators. “The SEC is spend-
ing more time reviewing proxies, and it is asking
more questions,” Klausner says.

Still, some of the highest-profile calamities in
the SPAC world have been electric vehicle compa-
nies. Retail investors were all looking for the next
Tesla, which is now worth $1 trillion. Now many
have swallowed big losses.

Nikola was the first to run into public trouble.
The SEC investigated the company after short seller
Hindenburg Research in September 2020 issued
a report saying Nikola had no technology of its
own. The missive said the company had displayed
a hydrogen fuel cell truck that didn’t run and that
founder Trevor Milton rolled it down a hill. After the
company’s own investigation found that Milton had
made questionable assertions, he left the carmaker.
(The U.S. Justice Department has since charged him
with securities and wire fraud for allegedly making
false statements to boost Nikola shares.)

Lordstown Motors had similar management
problems when a short seller’s report said that
company founder Steve Burns had overstated

purchase interest for its electric Endurance pickup
truck. The company’s board removed Burns after
its own investigation.

Lucid didn’t say what exactly the SEC is investi-
gating about its projections. Several law firms have
been investigating the company in preparation for
suits over it missing its plan to start building the
Air sedan in the second quarter. After announcing
its SPAC deal early this year, the company said the
next day that it wouldn’t build cars until the sec-
ond half, which hurt the shares.

Lucid shares have fallen 20% since just Nov. 29
and almost 8% since disclosing the SEC investi-
gation. But the shares are trading at almost $44,
which is more than four times the price initial
shareholders paid before the merger.

Even without regulatory problems, new electric
vehicle companies such as Lucid are going to face
a tough road to match Tesla’s success.

“Tesla came into an empty market and had no
competition,” says Sam Abuelsamid, an analyst at
Guidehouse Insights. “These guys are arriving as
the legacy automakers are doing the same thing.
They are about to launch a couple hundred EV
nameplates over the next three years. It will be
hard to replicate what Tesla did.” —David Welch

THE BOTTOM LINE Retail investors embraced SPAC deals for
electric car makers in hopes of spotting the next Tesla. Instead,
many have seen values drop as regulatory scrutiny increases.

A Construction at
Lucid’s Arizona factory
in May 2020

CAITLIN OHARA/BLOOMBERG.
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| was an economist with a master’s degree from the London School of Economics, and | felt
like | could do more. After witnessing horrific conditions in an elder living facility where |
volunteered, a friend challenged me to do something about it.

That's when | decided to create a community that was different than anything I'd seen. In
2006, | became CEO of Rose Villa, a neglected community with no infrastructure development
and few computers. When | joined Vistage in 2010, we had a vision of what it could be — and
needed $70 million to get started. While | couldn’t be fully transparent with my direct reports
at the time, | could share my journey with my Vistage peers. They helped me think through
decisions, vet ideas and gain my footing. The group and my Chair supported me every step of
the way.

Today we are a nationally known, state-of-the-art community with several net-zero energy
neighborhoods. We're in the final phase of a $166 million expansion. My staff is fully
empowered, allowing me to focus on the big vision — to grow and evolve.

I’'m Vassar. | live a life of climb.

\Vossar

Vassar Byrd
Chief Executive Officer, Rose Villa, Inc., Portland, Oregon
Vistage member since 2010

Climb with Vistage

Vistage is the world’s largest executive coaching and peer advisory organization for
CEOs and owners of small and midsize businesses. We help executives at all levels VI STAGE
make better decisions and get better results. drivate advisory groups for CEOs
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COURTESY MARRIOTT

Navigating Covid

The pandemic has been hard on almost every business. But for a company
that depends on travelers, like Marriott International Inc., the world’s
largest hotelier, it's been particularly tough. Its top executives told us how
they coped while keeping their people-first focus. —Shery Ahn

® DAVID MARRIOTT
Incoming chairman
and grandson of the
founders

-~

Our business dropped 90% overnight
at the beginning of the pandemic.
And anytime you face a situation
like that, you're forced to make some
extremely difficult decisions. For us
as a people-first culture, having to lay
off or furlough tens of thousands of
workers was really heart-wrenching.
So we had to adjust our operational
approach at the hotel level to really
use technology to enhance our ser-
vice strategies and to be creative
financially—asking not only how can
we survive the pandemic, but how
can we ensure that our owners sur-
vive the pandemic and how do we
ensure that our guests and associ-
ates are safe during a time like this.

| think technology [like contact-
less check-in via mobile phones]
gives you the tools to better service
the guest and the customer. Again,
it’s not to replace that face-to-face
interaction, because we are a peo-
ple business. We always have been
a people business; we always will be
a people business. But technology
can enhance our ability to deliver
services to our guests and custom-
ers to ensure that they want to stay
with us and return for years to come.

® LEENY OBERG
Chief financial officer

It's not as much about having fewer
staff as different [roles]. What a guest
can do now with Mobile Key and com-
municating with us on their phone

can allow them to not spend much
time, if any, at the front desk. That
then allows our front-desk folks to
be able to be doing other things, to
make your stay special. So | think
it's more about how we serve our
guests and the way they want to
be served, rather than exactly the
number [of people serving them].

While for sure the most painful
part of this entire pandemic was the
furloughs and the layoffs that we had
to do, it was necessary to survive,
to make sure we got through to the
other side. And so we will be focus-
ing tremendously on really rebuild-
ing because of what happened with
our associates.

It's important to focus on the team
who is helping you get through it. And
after all the calls that were on virtual
two-dimensional screens, it’s really
important to stop and ask people:
“How are you doing? What’s going
on? How’s your family? How are
you getting through this?” Because
even though we were in a crisis, at
the end of the day, we’re all in this
together as people.

At the end of the day, hospitality
is all about welcoming all. So from
Day 1, the company has been mak-
ing sure to welcome everyone, no
matter your background, no matter
where you come from. And | think
our associate team needs to reflect
that same spirit.

It's our view that if your people
feel valued, they will also treat cus-
tomers as though they are valued.

| always remember watching
Bill Marriott or [former CEO] Arne
Sorenson go on a hotel tour. And
although they were happy to see
the general manager, all they really

wanted to talk to was the bell person
or the kitchen staff or the steward
in the kitchen. Because frankly,
that’s where the real information
comes from.

® TONY CAPUANO =)
Chief executive officer -

A lot of the initiatives that were in place
even before the pandemic began to
unfold—more consumer-facing tech-
nology, mobile check-in, Mobile Key,
the ability to chat by text with our
associates—will continue to serve
us well. They’ll be more important
in a post-pandemic world.

The pandemic tested the “sticki-
ness” of some of our most loyal cus-
tomers who didn’t stay in a hotel
for ayear. But through our branded
credit card programs, through the
partnership with Uber that we rolled
out, we found other mechanisms to
keep connected with our customers,
even in a period where they were
grounded and not traveling at all.

If you’re one of our guests, | want
to be engaged with you, not just
from the time you walk through the
front door and leave, but throughout
your trip planning. | want you plan-
ning your trip using the wealth of
information that’s available through
the Bonvoy app. | want to see you
talking to our folks. And | think blend-
ing the technology that allows us to
stay engaged with you with that in-
person genuine care once you walk
through the front door is what our
guests would like to see.

@ Interviews are edited for clarity and length.
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@ Joseph Staten at
343 Industries’
Halo museum in
Redmond, Wash.

What a Difference
A Year Makes

® Halo Infinite was far off track
last summer. Now a risky delay
seems to have paid off

In July 2020, Microsoft Corp. showed a nine-minute
trailer of Halo Infinite, the latest installment from its
blockbuster gaming franchise, which has sold more
than 81 million copies and brought in almost $6 bil-
lion. Halo fans had been waiting to get a taste of
the game since the company first told them about
it two years earlier, and Microsoft was counting on
their enthusiasm to propel sales of its newest Xbox,
which it planned to release in the fall. The trailer
showed an expanded playing field and new weap-
ons, but gamers immediately fixated on the graph-
ics, which were so blocky that cynical fans began

| to joke that Xbox must have mixed up its Halo and

Minecraft franchises.

Even within Microsoft, there was wide
acknowledgment that releasing a half-baked
demo was a big mistake. “We should have known
before and just been honest with ourselves,” Phil
Spencer, Xbox’s head, said in a recent interview
with British GQ magazine. “We were there not out
of deception, but more out of ... hope. And I don’t
think hope is a great development strategy.”

Microsoft reluctantly decided to push back the
release date. It then tapped Joseph Staten, the
lead writer for the first three Halo games in the
early 2000s, to get things back on track. Staten had
stepped away from the franchise in 2009 and was
serving as a senior creative director for Microsoft,
where he worked on other big games, including State
of Decay and Crackdown. A month after the debacle

STATEN: PHOTOGRAPH BY MERON MENGHISTAB FOR BLOOMBERG BUSINESSWEEK. HALO INFINITE: COURTESY 343 INDUSTRIES
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with the demo, Staten rejoined 343 Industries, the
Microsoft-owned gaming studio that makes Halo, as
its creative director. One of the first things he did
was remind the studio’s demoralized staff that the
franchise’s long-running success had actually been
marked by several bumpy introductions, including a
disastrous demonstration of the very first Halo game
in 2001 that almost doomed the series before it even
got started. “We’ve had some rough demos over the
years,” he says.

Staten also persuaded Microsoft’s leadership
to give 343 as much time as it needed to fix things.
Microsoft saw Halo as critical to influencing gamers
to buy the new console, but releasing a buggy ver-
sion could have soured players on the game.

The studio made that mistake once before, with
its 2014 release of Halo: The Master Chief Collection,
whose multiplayer version was so glitchy that 343
ended up making multiple public apologies. Serious
gamers still remember the episode as a significant
breach of trust that Microsoft couldn’t afford to
repeat. “There’s nothing worse for a game than to
release it and have all sorts of bugs or things that are
going to ruin the gameplay experience,” says Jason
Brown, who once competed in Halo’s professional
e-sports league under the name Lunchbox.

The risky decision to slow down seems to have
transformed a potential disaster into a real suc-
cess. In November, 343 surprised fans by releasing
a free multiplayer mode of Halo Infinite on the 20th
anniversary of the release of the first Halo game.
By the next day, the game had set an Xbox record
for most concurrent players on the online gam-
ing platform Steam. The full version went on sale
Dec. 8 to positive initial reviews. “Halo Infinite can’t
just be another Halo. It needs to be the Halo that
exists in your imagination,” wrote CNET reviewer
Mark Serrels. “And incredibly, against all odds, it
pretty much is.”

Gamers, notoriously difficult to keep happy,
seem ready to forgive Microsoft for its false start.
“I don’t want to say the Halo community has done
a 180, because gamers now are just kind of skeptics,
but they’ve turned maybe 130 degrees,” says Matt
McDonald, moderator of a Halo forum on Reddit.

Halo pits a genetically modified Marine—the
Master Chief—in a battle against a religious cult
of aliens, with the future of humanity on the line.
Coming into being alongside the first Xbox, it’s
been produced in-house at Microsoft since its
inception. In 2007, 343 took over production of
Halo from Bungie, the studio that made the earli-
est versions. The Microsoft-owned studio has been
characterized by flawed internal tech tools, infight-
ing, and high turnover, according to interviews

with more than 20 current and former employees,
who requested anonymity because they weren’t
authorized to speak publicly.

All those factors played a role in the difficulties
with Halo Infinite, which the studio began planning
in 2015 just after Halo 5, the last full installment of
the game, was released. After kicking around vari-
ous formulas, the developers landed on an idea that
stuck: Halo as an “open world” game. Rather than
progress through a series of levels, players would
explore a giant land mass, completing missions in
any order, as they did in Nintendo Co.’s 2017 The
Legend of Zelda: Breath of the Wild, which is consid-
ered one of the greatest games of all time.

Video games are built using software tools called
gaming engines. The engine used to build Halo
was one that 343 had based largely on old code
from Bungie. Parts of the engine, a set of tools
called Faber, became infamous at the studio for
being buggy and difficult to use. Within engineer-
ing, there’s a concept known as “tech debt,” which
refers to problems one puts up with because the
previous programmers of a system chose quick,
easy solutions over more sustainable ones. Faber’s
code, some of which dated to the early 2000s, had
so much debt that some 343 engineers mockingly
referred to its “tech bankruptcy.”

The staffing at 343 was also unstable, partially
because of its heavy reliance on contract workers,
who made up almost half the staff by some esti-
mates. Microsoft restricts contractors from staying
in their jobs for more than 18 months, which meant
steady attrition at 343.

Halo Infinite’s creative direction was also in flux
until unusually late in its development. Several
developers described 343 as a company split into
fiefdoms, with every team jockeying for resources
and making conflicting decisions. One developer
describes the process as “four to five games being
developed simultaneously.”

By the summer of 2019, Halo Infinite was in »

“Idon’tthink
hopeisagreat
development
strategy”

A Halo Infinite received
positive initial reviews
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<« crisis mode. The studio decided to cut almost two-
thirds of the entire planned game, leaving manag-
ers to instruct some designers to come to the office
and do nothing while the studio figured out the next
move. Eventually the game’s open world was cut
back from a vast, Zelda-like experience into some-
thing far smaller. It soon become clear to some on
the team that, even with the compromises, getting
Halo Infinite into decent shape by the following fall
would be impossible. Still, the timing of the release
didn’t seem up for discussion. Microsoft told 343
that it had to be a launch game for the next Xbox,
which meant releasing it in November 2020.

The demo changed all that. Microsoft said on
Aug. 11, 2020, that it would delay the game, though
it left the exact timing vague. When Staten arrived,
he pushed his bosses to let 343 take its time, pre-
senting them with a list of features that would make
Halo Infinite a success if time weren’t the only fac-
tor. “Here’s a list of all the things we could do to
make this game excellent,” he recalls telling them.
“Here’s what more time buys us.”

As a player, Staten liked how computer-
controlled Marines in earlier versions would join up
with him on his battles. At the time he took over, he
says, Marines in Halo Infinite were programmed to
stay frustratingly close to the spots where the player

first encountered them. “Every once in a while I run
into a couple of Marines,” Staten says. “But they kind
of stay where they are, and they don’t join me on my
adventure, and they’re not part of that heroic feel-
ing that you get from classic Halo games.”

In the end, 343 fixed the graphics problems, and
Staten got his roaming Marines. But Halo Infinite
isn’t yet a finished product. That’s OK in a way that
wouldn’t have been true for past versions. Since
the release of the last full version of the game, the
industry has moved more toward regularly updated
games than periodic releases of entirely new titles.
The studio is planning to add some key features as
updates, including co-op mode, which lets gamers
play the campaign with a friend, and forge, which
allows for the creation of multiplayer maps.

For now, Halo players are content to play the ver-
sion 343 is releasing. “It just has a really good bal-
ance of new and old, which can cater to classic and
newer fans alike,” says Marcus Lovejoy, who com-
peted in Halo’s professional e-sports league under
the name “Elumnite” before becoming a team
manager. “That has been one of the biggest game
changers.” —Dina Bass and Jason Schreier

THE BOTTOM LINE Microsoft wanted to release the latest Halo
with the new Xbox, but avoided disaster by putting the release off
to fix serious issues with the game.

Andreessen Horowitz's Founders

ake the Show to Vegas

® Spending less time in Silicon Valley and cutting back on board seats look like

the start of their slow process of stepping back

Recently, the Bay Area-based venture capitalist
Ben Horowitz took part in a popular pandemic-era
pastime: updating the location on his LinkedIn pro-
file. Goodbye, California. Hello, Las Vegas.

The change is notable among the wave of per-
sonal relocations because Horowitz has been one
of Silicon Valley’s biggest boosters for years. His
partner, Marc Andreessen, has also purchased
property in Nevada.

Their individual real estate decisions are one
sign of a significant, if slow-motion, shift at their
company, the prominent venture capital firm
Andreessen Horowitz, or a16z. They started a16z
in 2009 after selling a data center automation
startup they co-founded for $1.6 billion. Over the

next decade or so, the firm helped define an era
in Silicon Valley’s tech and venture capital indus-
tries as they backed tiny startups that turned
into multibillion-dollar businesses, with enor-
mous economic and cultural implications. A16z
has backed many of the world-beating startups
of the past decade, including Airbnb, Coinbase,
GitHub, Slack, and Stripe. (Bloomberg LP, which
owns Bloomberg Businessweek, has invested in
Andreessen Horowitz.)

The firm’s founders, while still active leaders
with the ultimate responsibility for its strategy and
direction, are no longer as involved in daily opera-
tions as they were in the early days, say people who
have worked with the men and those around them.

ILLUSTRATION BY KLAUS KREMMERZ. ANDREESSEN: BLOOMBERG. HOROWITZ: GETTY IMAGES. DATA: PITCHBOOK, COMPILED BY THE NATIONAL

VENTURE CAPITAL ASSOCIATION 2021 YEARBOOK
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They’ve also begun to lower their involvement
on corporate boards. Horowitz sits on 11 boards,
down from 16 early last year; Andreessen’s biog-
raphy lists 7 company board seats, including on
Meta Platforms Inc., down from 11 three years
ago. Andreessen and Horowitz declined interview
requests through an a16z spokesperson, who also
declined to answer questions about the firm.

Both men have told the firm’s investors their
current roles are as player-coaches, accord-
ing to two people familiar with the matter who
requested anonymity to discuss private conver-
sations. Transitions like this often take place in
phases, according to Donna Hitscherich, director
of Columbia Business School’s private equity pro-
gram. “Change doesn’t happen in five years,” she
says. “It’s 10 years, or generational.”

A16z has consistently pushed the boundaries of
venture investing. It aimed to provide more than
money to startups, holding regular mini-conferences
to introduce founders to potential Fortune 500 cli-
ents and promoting its companies heavily. It ele-
vated its in-house public-relations expert, Margit
Wennmachers, to partner, an unprecedented move
for the traditionally low-key venture industry.

Andreessen Horowitz also paid what other firms
considered outrageous sums for young startups,
raising the bar for competitors and paving the way
for SoftBank Group’s heavy-spending Vision Fund.
In 2019 it also restructured as a registered financial
adviser so it could invest in assets such as crypto-
currency. As each tweak to the formula proved suc-
cessful for a16z, other firms followed suit.

Earlier this year, Andreessen told David
Rubenstein on Bloomberg TV that it managed $18 bil-
lion in assets, making it one of the biggest venture
firms. He also said that when it came to investments,
he and Horowitz were “in the middle of everything.”

That said, a16z’s structure is unusually decen-
tralized for a venture firm, with its two dozen gen-
eral partners controlling their own budgets and
empowered to make investment decisions without

a partnership vote. “We run a non-consensus
process, very deliberately,” Andreessen said.

This should make it easier for new leaders to dis-
tinguish themselves, but the firm’s future is uncer-
tain. “Succession is the No.1 reason why VC firms
blow up,” says Jo Tango, who teaches a class on
venture capital at Harvard Business School. “These
are self-managing clubs” with no set formula for a
changing of the guard.

There isn’t an obvious successor at a16z. Jeff
Jordan, who’s worked as a managing partner since
2011, has taken on responsibility for managing
the burgeoning staff, and now supervises about
60 investment professionals. Scott Kupor, another
managing partner who’s been at the firm since its
inception, oversees relations with investors and
helps structure a16z’s new funds.

Just before Horowitz updated his LinkedIn
profile, he bought a $14.5 million hilltop house in
Las Vegas, according to a person familiar with the
deal. The house, with Strip views, a miniature golf
green, and a wraparound pool built mostly under
a double-story overhang, was once owned by lux-
ury hotelier Sam Nazarian.

Officially the buyer was LV Raiders LLC, a hold-
ing company based at an office building in Palo
Alto, Calif. Horowitz has been a longtime fan of
the football team, which moved to Las Vegas from
Oakland in early 2020. In addition to being more
convenient for their home games, the new home-
stead could make it easier to hang out with the rap-
pers he’s famously spent years befriending, since
many regularly play shows and hang out in the
city. And, of course, there’s Nevada’s lack of per-
sonal income tax, compared with a 13.3% marginal
income tax rate for high earners in California.

Andreessen made an even more lavish Nevada
real estate purchase, a $36 million deal in June for
four adjoining undeveloped parcels in the exclu-
sive Summit Club section of Las Vegas, accord-
ing to a person familiar with the transactions. (In
November, he also purchased a $177 million estate
in Malibu, the most expensive purchase on record
for a California residence.)

Although the men work less than they did a
decade ago, they still care deeply about the firm,
people familiar with the matter say. And they keep
spending time in Silicon Valley, even if they like
escaping their local prominence. “I get noticed,”
Andreessen told Rubenstein. “Outside the Valley:
very, very, very anonymous.” —Sarah McBride and
Lizette Chapman

THE BOTTOM LINE A firm that helped define a foundational
period in Silicon Valley’s history begins to face questions about its
own long-term future.

V Largest U.S. venture
funds that completed
capital raising in 2020

Tiger Global Private
Investment Partners XlI

New Enterprise
Associates 17

Andreessen Horowitz
LSV Fund Il

3.23|

General Catalyst
Group X

The Climate Pledge
Fund

Lightspeed Venture
Partners Select IV

Lightspeed Opportunity
Fund

Founders Fund Growth

Andreessen Horowitz
Fund VII

1.34
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® Crypto enthu3|asts say tokens
can change computing. Is this
the real deal or vaporware?

If you follow the world of cryptocurrency even
casually, you know it produces a constant supply
of jargon. There’s NFT, dapp, DeFi, and token-
omics, to name a few. Brace yourself for a new
one: Web3. The idea is that crypto isn’t just for
sending money or speculating with, but could be
used to build a whole new web. If the believers
are right, this is one bit of cryptospeak worth get-
ting familiar with, even if you never touch Bitcoin.
Of course, the software behind the inter-
net is changing all the time. What makes Web3
different—and more than a little weird—is that
it would build financial assets, in the form of
tokens, into the inner workings of almost any-
thing you do online. And by doing so, its boosters
say it could supplant corporations with decentral-
ized, internet-based organizations governed by
software protocols and the votes of token hold-
rs. “It’s the first real consumer penetration” for
crypto, says Jeff Dorman, chief investment officer
of crypto fund Arca. “Over time, every company
became an internet company. I think it will hap-
pen here in digital assets.”

Skeptics—and there are many—say this stuff
is a long way from proving its use beyond niche
applications, many of them tools aimed at crypto
traders. It may also be an attempt to get around
regulation, at a time when policymakers are gear-
ing up to set clearer rules for crypto. In sum, Web3
is a heady mix of creative new projects, techno-
utopianism, and financial engineering. Here’s a
beginner’s guide to what you need to know.

® WHY IS IT CALLED WEB3? WHAT WERE
WEBS 1 AND 2 AGAIN?

The term Web 1.0 generally describes everything
from the earliest interconnection of computer net-
works in the 1970s and ’80s to the first flowering
of browsers and websites in the ’90s. In the next
phase, Web 2.0, companies built applications on
top of that, from social media to search engines to
wikis, much of it based on content generated by
users. Although that made much of the web in one
sense decentralized, most things still run through
big companies. The idea of Web3 is to create soft-
ware and platforms that aren’t dependent on tra-
ditional companies and Web 2.0 business models
such as advertising. For example, users might
pay for services directly using tokens. In an ideal
world, Web3 services are supposed to be operated,
owned by, and improved upon by communities
of users. (As to why it’s Web3 and not Web 3.0, P
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< chalk it up mostly to changes in how developers
talk online.)

® WHAT’S THIS HAVE TO DO WITH CRYPTO?
Bitcoin, the original cryptocurrency, works by hav-
ing a public database called a blockchain record
every transaction. It’s decentralized because this
ledger is maintained not by one company but by
a vast network of computers all connected to the
internet, whose operators are rewarded for the work
with the chance to earn more Bitcoin. But you can
do more with a blockchain than record transfers of
digital coins. You can use it to make contracts and
control how software and apps work.

Web3 applications are often based on a technol-
ogy called Ethereum, which like Bitcoin rewards
the users who help maintain its network. Its coin
is called Ether, which has a total market value of
$511 billion. The apps themselves can also have asso-
ciated tokens, which may not only pay for services
but act like voting shares that govern the apps’ devel-
opment and even fee structure. At least early on,
much of the incentive for this activity often is the
chance for appreciation in the token’s price. It might
rise as more users join the community, but of course
it can also be inflated by speculation. There’s a lot
of that in crypto.

® WHY AM | HEARING MORE ABOUT THIS?
The speculative boom is a big part of it, but it’s also
that people are starting to see the tech in real life.
As Bitcoin and other cryptocurrencies rallied earlier
this year, venture capitalists poured billions of dol-
lars into building and improving distributed apps, or
dapps. Many dapp teams also received distributions
of coins, which rose in value—spurring more inter-
est. “We’re at an inflection point that will lead into an
even faster pace of innovation and growth in Web3,”
says Ali Yahya, a crypto general partner at venture
capital firm Andreessen Horowitz. (Bloomberg LP,
which owns Bloomberg Businessweek, has invested
with Andreessen Horowitz.)

More than 8,700 active dapps are listed on tracker
DappRadar. They include lots of crypto trading plat-
forms and games. Sometimes the line between those
is fuzzy: Many games involve winning and trading
nonfungible tokens, or NFTs, which are virtual char-
acters or collectibles that can fetch sky-high prices.

Operating through a distributed network can be
clunky, but the user experience is getting better.
“It’s still early, but it’s been transformed in the last
six months,” says Jonathan Dotan, founding direc-
tor of the Starling Lab, a research nonprofit hatched
out of Stanford and the University of Southern
California Shoah Foundation that’s working on

using cryptography and decentralized networks to
help preserve and verify documents including sen-
sitive historical records. One of the group’s projects
is to upload more than 55,000 video testimonies of
genocide survivors to Filecoin, a distributed net-
work where more than 3,500 providers around the
world store files on their computers in return for FIL
tokens. The Starling Lab is now able to pour three
times more data per day into Filecoin than at the
beginning of the year, says Dotan.

In October, Dish Network Corp. partnered with
startup Helium Inc. for 5G wireless connectivity.
Hotspot providers get paid in the token HNT for
offering coverage. “What people are starting to real-
ize is this is a very new opportunity that’s reminis-
cent of Airbnb or Uber,” says Helium Chief Executive
Officer Amir Haleem. The city of San Jose is setting
up 20 Helium hotspots to earn HNT tokens to help
cover internet access for some low-income residents.

Twitter Inc.s engineers are working on Bluesky, a
decentralized version of social media. Gaming com-
pany Ubisoft announced on Dec. 7 it will let players
in one game get NFT collectibles such as vehicles for
their characters. In other words, decentralized apps
will face plenty of competition from traditional web
players. “The biggest battle here is with the big tech
companies,” says Aaron Brown, a crypto investor
who writes for Bloomberg Opinion. “The financial
incentive of these companies is basically to hijack
Web3” with Web3-like versions of their apps.

® DO | CARE IF APPS ARE DECENTRALIZED?
“Centralization is convenient,” says Brown. Web3 is
likely to be “a place for niche groups. People who
are developing new ideas.” The goal of many such
undertakings is to become a DAO, or decentralized
autonomous organization—effectively, thousands of
users governing a project through chat groups and
their tokens. “I think DAOs will be as ubiquitous as
companies, clubs, nonprofits, and different kinds
of ‘official’ organizations today,” says Maria Shen, a
partner at venture capital firm Electric Capital.

® WHAT ARE THE DOWNSIDES?

Although Web3 is often described in terms of ide-
alistic cooperatives, decentralization can also be a
cover for business as usual with less accountability.
Regulators are raising concerns about some proj-
ects, particularly decentralized finance, or DeFi,
apps that let people lend, borrow, and trade coins
with each other, often without verifying users’
identities or performing anti-money-laundering
checks. Many teams of developers claim they aren’t
responsible, because they’ve passed control on to
their users. “What are these dirty little secrets that

“Youcanarrest
thepeople,
theregulators
canputthem
injail,butyou
can’tstop the
protocols”
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no one talks about?” says Avivah Litan, an analyst
specializing in blockchain at researcher Gartner Inc.
“Right now, DeFi is run by centralized companies.
But the difference is you can’t stop the protocols.
You can arrest the people, the regulators can put
them in jail, but you can’t stop the protocols.”

There are environmental concerns about the
huge amount of computing power some blockchains
require, though newer systems may ease that. And
with much of the code created in all-nighters, soft-
ware bugs and malicious hacking attacks abound.
Many projects don’t even list contact numbers,
though they may maintain online chat groups. If you
accidentally mistype and send money to the wrong
account, it may be lost forever. You won’t be able
to resolve the problem like you would by calling a
bank’s customer service line.

Many Web3 ventures have few paying customers
but can gain from the appreciation of the underlying
token, making them vulnerable to a wild market.
Take Piknik & Co., which employs about 30 people
and operates two data centers supporting Filecoin.
It makes money generating FIL tokens, which have
almost doubled in value this year. But they’re down
82% since the April peak. CEO Kevin Huynh says he
has customers in pilot programs who will eventually
start paying him. He’s made a big bet on Web3. He
trained as a surgeon before diving into Piknik, and lig-
uidated his 401(k) and gathered small contributions
from about 70 relatives and friends to get started. “I
think it’s going places,” he says. —Olga Kharif

THE BOTTOM LINE To Web3 boosters, crypto could change how
software and companies work. But it also makes it hard sometimes
to say who's in charge.

A Special Index, Just for You

@ Wall Street is betting that custom portfolios can challenge the dominance of ETFs

It’s the existential challenge faced by asset managers
all over Wall Street: Surrender to the fee-killing
exchange-traded fund boom—or keep bleeding
assets and risk extinction. Now they believe they’ve
hit on a way to fight back.

Investment giants are lavishing billions of dollars
on a bet that they can return their personal touch to
an investing world now dominated by mass-market
index funds. They include Morgan Stanley and even
dominant ETF and index players BlackRock and
Vanguard Group. They’re all racing to offer software
that can create a unique index for every investor and
let them buy all the shares in it directly. The result?
A mashup of active and passive investing that’s sup-
posed to offer the best features of both.

These products come with dull-sounding labels
such as “custom indexing” or “direct indexing” that
belie the radical potential of the approach—a kind of
Spotify for investing that allows people to mix their
own fund. “Custom indexing really is the thing that’s
going to drive the future of asset management,” says
Patrick O’Shaughnessy, whose then-$6.4 billion firm
was scooped up in September by Franklin Resources
Inc., the fund manager better known as Franklin
Templeton, as part of the trend. “It’s our responsi-
bility to let people make their own choices.”

To critics, the custom approach is an attempt

-
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to rebrand active investing just to extract fees
higher than most ETFs charge. But to the likes of
O’Shaughnessy, it’s helping investors take back con-
trol of their investments from index-following robots
that sink their cash into companies on autopilot.
One of the things that made O’Shaughnessy
Asset Management (OSAM) attractive to Franklin
Templeton is a custom-indexing platform named
Canvas. Launched in late 2019, it had already bal-
looned to $1.8 billion in assets by the time of the
acquisition. Canvas is aimed at financial advisers, P
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<« who can use it to create individualized portfolios
for clients. That’s something the wealth management
industry has always offered, of course—but usually
only for the rich. An individual investor could open
a brokerage account and assemble shares in maybe a
few dozen companies, but achieving the diversifica-
tion of an index by buying hundreds of stocks would
have required a huge outlay with crushing commis-
sions. Now a mix of dirt-cheap trading, powerful
software, and the ability to buy fractions of shares is
making the strategy available to a lot more investors.

There are two big selling points to customization.
First, investors can ditch companies they don’t like
and add ones they do. So if a client works in tech and
wants to trim her stock exposure to the sector so her
career and portfolio aren’t subject to the same risks,
she can do that. If she dislikes fossil fuel companies,
she can have broad exposure to the S&P 500 but nix
Exxon Mobil Corp.

Selling losing stocks to offset a capital-gains tax
bill may be an even bigger draw. A 2020 paper esti-
mated that a strategy of well-timed tax-loss har-
vesting could help a U.S. investor’s portfolio beat a
benchmark by about 1 percentage point—a signifi-
cant boost when compounded over time.

Direct indexing and custom indexing aren’t
exactly the same thing. With direct indexing, inves-
tors often start with an established benchmark,
such as the S&P 500. But instead of buying shares
of a fund that holds all the stocks in the index, they
buy its individual members directly. Then they can
tweak it to create their own versions of the bench-
mark. Morgan Stanley and Oliver Wyman estimated
in a report this year that direct-indexing assets
could reach $1.5 trillion in 2025 by seizing market
share from mutual funds and ETFs, compared with
$350 billion last year and $100 billion in 2015.

That’s why, in May 2020, Charles Schwab Corp.
acquired the technology of a firm called Motif that
offered direct indexing. Then Morgan Stanley spent
$7 billion on Eaton Vance Corp., which owned
Parametric Portfolio Associates—one of the heavy-
weights in the investing style. Shortly after that deal,
BlackRock Inc. announced it was buying Aperio, a
creator of tailored index strategies, for $1 billion.
Vanguard Group Inc. added direct indexer Just
Invest in July—the first acquisition in its 46-year his-
tory. Automated online wealth manager Wealthfront
Corp. provides direct indexing for some inves-
tors. (Bloomberg LP, which publishes Bloomberg
Businessweek, sells market indexes and portfolio
analysis technology for the investment industry.)

At OSAM, Canvas is called custom indexing,
rather than direct indexing. While clients can build
portfolios based on an existing index, Canvas’s pitch

is that they don’t necessarily have to. “The name
was all about the idea it’s a blank canvas, and the
adviser and the client get to paint their own picture
exactly as they want, not something that’s off the
shelf,” O’Shaughnessy says.

It’s easy to see why Wall Street loves tailored
offerings of all stripes. For brokers and market
makers, it fuels more trading. For asset manag-
ers, it’s a case to charge an average 0.3% of assets
per year compared with 0.1% for ETFs, Bloomberg
Intelligence estimates. For financial advisers, offer-
ing access to these programs is the latest way to pre-
serve their 1% fee.

Skeptics warn the whole thing is a costly throw-
back for investors. After all, the evidence that active
stockpicking can’t consistently beat the market is
overwhelming. If even the pros can’t beat a bench-
mark, why would an individual do any better?
“Every paper, every study in the world suggests peo-
ple should not be involved in investing,” says Wes
Gray at Alpha Architect, which offers ETFs as well
as a direct-indexing service. He says the idea makes
sense for a niche group of investors with specific
needs, but doubts it will be helpful for most. “All
these tools are going to empower the worst behav-
ioral decisions,” he says.

And even that tax-loss harvesting strategy isn’t
always great. It’s not necessary in tax-advantaged
retirement accounts, where individual investors
hold much of their wealth. And selling to offset tax
incurs higher trading costs and causes deviations
from the benchmark that will persist for at least a
month, since U.S. wash-sale rules ban investors from
buying back a security within 30 days. Meanwhile,
for the tactic to be worth it, there must be a capi-
tal gain that needs offsetting. “There’s a pretty good
argument that the costs and frictions are way higher
than people think,” says Gray. “In 99% of the cases,
I cannot justify doing it.”

Whatever the strategy’s shortcomings, the
string of mergers and acquisitions is a measure of
just how fast custom indexing could grow, accord-
ing to Michael Kitces, head of planning strategy at
Buckingham Wealth Partners, which works with
financial advisers. He says it could rapidly become
a threat to ETFs and mutual funds, and he likens
the change to the last major industry shift. “That
was the same story advisers had 15 years ago, when
the early players were recommending ETFs when
everyone was still using mutual funds,” Kitces says.
“When the industry decides to eat itself, change hap-
pens a whole lot faster.” —Justina Lee

THE BOTTOM LINE Direct indexing might help certain investors
save on taxes or adjust their portfolios for personal circumstances.
But it’'s also more expensive than plain-vanilla ETF investing.

V Estimated assets
in direct indexing

$300b

150

2015 2020

DATA: OLIVER WYMAN, ESTIMATES BASED ON ASSETS AT KEY DIRECT INDEXING PROVIDERS
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A GlobalUrgeto
LieFlat

® Burned-out millennials and
Gen Zers are quitting their jobs
by the millions

Around the world, millions of people are rethinking
how they work and live—and how to better balance
the two.

The Great Resignation has U.S. workers quitting
their jobs in record numbers—more than 24 million
did so from April to September this year—and many
are staying out of the labor force. Germany, Japan,
and other wealthy nations are seeing shades of the
same trend.

The pandemic has taken a toll, with surveys

| showing an increase in feelings of burnout and a

deterioration in mental health in many nations.
But the pressure has been building for decades.
Incomes have stagnated; job security has become
precarious; and the costs of housing and educa-
tion have soared, leaving fewer young people able
to build a financially stable life.

Although the Great Resignation is a phenom-
enon among those who are younger than 40,
it’s also reverberating across the economy and
forcing a broader conversation about work.
Millennials (born between 1980 and the late ’90s)
and Generation Z (the demographic cohort after
them) tend to marry, buy houses, and have chil-
dren later than their forebears—if at all.

China’s “lie flat” movement, jump-started by a

ILLUSTRATION BY CHRIS NOSENZO
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social media post from which it got its name, is also
about opting out. It’s a reaction against a system in
which a grueling “996” work schedule—9 a.m. to
9 p.m., six days a week—is common at tech compa-
nies and in other industries. So is unrelenting pres-
sure from family, society, and even the government
to keep climbing the ladder.

While the country’s economy has doubled in
size over the past decade, not everybody is reap-
ing the benefits: In many big cities the rising cost
of living is outstripping wage growth. As a result,
some see the lie flat phenomenon as a warning
of impending Japan-style stagnation—one that’s
arrived unexpectedly early in the economy’s devel-
opment. Others argue it’s more of the 1960s-style
counterculture movements that cropped up in the
U.S. and parts of western Europe, with ordinary
people seeking a lower-pressure society that’s more
focused on personal development.

“It’s basically a coincidence that these two dis-
courses emerged at the same time,” says Xiang
Biao, director of the Max Planck Institute for Social
Anthropology in Germany. “But we can make a con-
nection. It’s about how the economy has become
overheated and unsustainable, both in an environ-
mental sense and in a mental sense.”

Almost half of the world’s workers are con-
sidering quitting, according to a Microsoft Corp.
survey. About 4 in 10 millennial and Gen Z respon-
dents say they’d leave their job if asked to come
back to the office full time, a global survey by
Qualtrics International Inc. found—more than any
other generation.

Some among older generations have criticized
these attitudes as privileged and lazy. But the real-
ity is that working hours have been dropping in
richer countries for decades across all age brackets.

In China, what started as a witty expression of
youthful rebellion has become a movement that
even Xi Jinping has acknowledged. In a speech in
August, the president urged the country to “avoid
involution and lying flat” and instead “open chan-
nels for upward mobility.”

“I haven’t been working for two years, and I
don’t see anything wrong with this,” read the April
post on the Baidu Tieba platform that sent lie flat
viral. “Pressure mainly comes from comparisons
with your peers and the values of the older genera-
tions. But we don’t have to follow them.” The poster,
who went by the name Kind-Hearted Traveler, drew
a comparison to the ancient Greek philosopher
Diogenes, an ascetic who lived in a barrel: “Lying
flat is my philosophical movement.”

The movement’s spiritual home may be
Shenzhen, the booming technology hub in

southeastern China that’s home to 18 million
people, many of whom have moved there from
other parts of the country to work at giant elec-
tronics factories or at companies such as Huawei
Technologies Co. and Tencent Holdings Ltd.

Jack, a 32-year-old tech worker who gave only
one name for fear of reprisal from his employer,
was full of ambition when a telecommunications
company hired him five years ago. But a punishing
workload failed to translate into the success he’d
hoped for, and over time his enthusiasm drained
away. He’s still working, but not as hard. “Many
internet industries have reached a stage where
there is no explosive growth,” he says. “But all the
heavy work is still here. All the stress is still here.
You lose hope.”

That Shenzhen is among the world’s least afford-
able cities adds to his woes. “Even for well-paid
professionals like me and my girlfriend, it’s still
crazy,” he says. “The down payment for a flat in
Shenzhen is 2, 3 million yuan [about $315,000 to

The Search for Work-Life Balance
# China # Germany # Japan ~ US.

Average working hours per
worker over a full year

Share of people under
30 who say work is
“very important™

2,400 60%

Fertility rate, births
per woman

\

1,900 45

1,400 30

1950 2017 1995-99 2017-20

*2000-04 DATA NOT AVAILABLE FOR GERMANY. DATA: HUBERMAN & MINNS (2007) AND PENN
WORLD TABLE, COMPILED BY OUR WORLD IN DATA; WORLD VALUES SURVEY; WORLD BANK

1971 2019

$473,000]. That’s like both our savings, plus very
huge help from our parents.”

In October thousands of employees at compa-
nies including Alibaba Group Holding Ltd. and
TikTok owner ByteDance Ltd. participated in an
online campaign branded “Worker Lives Matter”
by posting information on when they start and end
their workdays on a public spreadsheet. ByteDance
has since mandated a shorter workweek.

In memes and online posts, younger Chinese
people call their generation “mouse people” and
“salted fish.” (In Cantonese a salted fish is a met-
aphor for a corpse, but it can also mean people
lacking ambition or drive.) If such attitudes become
pervasive, they could accelerate population »
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< decline: China’s birthrate dropped to a record
low in 2020, a major concern because the labor
force is already shrinking.

At the Sanhe employment exchange in the
north of Shenzhen, dozens of recent arrivals from
other parts of China gather to browse job post-
ings. While the country’s migrant workers were
once celebrated for their industriousness, these
men and women have developed a reputation
for whiling away their time playing online games
or streaming TV, picking up day jobs only when
they need money to pay their phone bill or rent.
Shunning longer-term work and factory jobs in
favor of less demanding service roles, they sum
up their lifestyle in a simple mantra: “Work for a
day, have fun for three.”

On a recent morning, Mr. Li, a 32-year-old from
Shaanxi province who declined to give his full
name, surveyed the market’s bulletin board with lit-
tle enthusiasm. When a recruiter approached with
a smartphone video from a factory seeking work-
ers, Lirejected the job as soon as he saw it involved
operating heavy machinery.

Li’s attitude suggests the lie flat movement may
be a symptom of a new stage in China’s economic
development: As a nation gets richer, its work-
ers can afford to be more choosy. In the U.S. and
Europe, the formation of a large middle class was
key to the rise of 1960s counterculture and, later,
the so-called slacker generation of the *90s.

In the U.S. the financial anxieties of millenni-
als long predate Covid-19. Because of the combi-
nation of an explosion in student debt and the

plodding recovery from the Great Recession, this
generation is likely to be the first in U.S. history to
be less wealthy than their parents.

The pandemic appears to have brought these
concerns to a head. Two-thirds of millennials who
left their jobs in 2021 cited mental health reasons,
according to a Mind Share Partners survey, and the
proportion for Gen Z was even higher, at 81%.

In July 2020 the federal agency in Washington,
D.C., where Ben Anderson worked summoned its
staff back to the office without supplying safety
equipment or making accommodations for social
distancing. After a colleague became a Covid long-
hauler, Anderson began to wonder whether a
steady job was the key to security and a good life
after all. “As the world collapsed, I don’t think they
gave a shit about me,” the 29-year-old says.

Quitting had been on his mind for a few years
already. He’d earned top grades in college, relocated
to a big city for work, and spent seven years in a
full-time, white-collar job. Yet he still couldn’t save
enough to buy a home. “Work was crazy stressful,
and I was far from my family,” he says. “And at a
certain point it was like, ‘For what?’ I was working
in a gigantic bureaucracy in which you don’t effect
change. It’s not built for that. I just got jaded.”

He’s now living in Los Angeles and acting in tele-
vision shows and commercials. “I have as much
chance in something as insane as Hollywood as
running the gantlet at a government job,” he says.

Although the Great Resignation is often thought
of as a youth movement, at least one study shows
employees from age 30 to 45 are also quitting at
high rates.

Nate Mann, who at 40 is among the oldest mil-
lennials, spent almost half his life as a bartender in
Washington, D.C. He put up with late nights and
high stress in return for about $80,000 a year. But
when Covid closed the bar at which he worked in
March 2020, he decided to focus on something he’d
been doing on the side for a while: painting. “I all of
a sudden had all this time, so I just hunkered down
and focused on the art,” he says.

Mann was one of the many who used money
he’d saved over the years to facilitate his rein-
vention. The U.S. personal savings rate skyrocketed
during the pandemic thanks to enhanced unem-
ployment benefits and stimulus checks. He says
many of his friends are also shifting out of poorly
paid or unfulfilling jobs. “People have felt their
power now,” he says. “They won’t be embarrassed
to advocate for themselves or tell the people: ‘No.
I’m not going to do that.’”

In Japan the conversations taking place in
China and the U.S. about how to balance work

<« When his bartending
job evaporated, Mann
devoted himself to
painting

“People have
felttheir
power now.
Theywon’tbe
embarrassed
toadvocatefor
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and other pursuits sound familiar. In the 1990s the
media painted an unflattering portrait of youthful
“freeters” who rejected Japan’s demanding office
culture, with its rigid hierarchies and 15-hour work-
days, in favor of working odd jobs. But the young
people said their lifestyle had been forced on them
by a stagnant economy and a deregulation of the
labor market that resulted in fewer salaried posi-
tions and more job insecurity.

By 2010 freeters had acquired a less dispar-
aging label as part of a bigger phenomenon—the
“satori generation”—referring to a state of enlight-
enment in Japanese Buddhism achieved by giv-
ing up material desires. Kairu Taira, 22, works for
a consumer-goods company in Kobe and runs a
satori generation blog. He’s embraced minimal-
ism, with a limited wardrobe that includes only
four T-shirts and four long-sleeved shirts.

Taira says the satori generation gets blamed for
“not helping the economy enough,” because they
spend so little. “But I think each of us is more able
to see what’s really important in life,” he says. “In
that sense, I like the term.”

The growing acceptance of the satori generation
may reflect that lower growth rates and less stable
employment are here to stay. The number of new-
borns in Japan, already in decline for decades, fell
to a record low in 2020.

“With freeters there was a lot more shame, fear,
and anger being expressed,” says Robin O’Day, a
professor at the University of North Georgia who
studies Japanese youth culture. “Now it seems that
there’s nothing that can be done.”

Even in more welfare-minded Europe, where
employment retention programs prevented pan-
demic layoffs on the scale seen in the U.S., many
people are rethinking their careers. Across the
euro area about 2 million fewer people are in
employment than before the coronavirus struck.

Milena Kula, 26, says she was “relieved” when
her contract at a politics-focused nonprofit orga-
nization in Berlin expired in April 2020. “I hated
working a desk job,” she says. “The best part of my
day was my 45-minute cycle to work.”

She now lives in the Brandenburg countryside,
where she plans to set up a communal space for
people who, like her, want to live in a more envi-
ronmentally sustainable way. The idea is not to
drop out of society, but to help create one that they
believe in, she says. “I needed a different approach
to how I was doing things, and to be free from
manipulation to create the life I want.”

Often what’s portrayed as a change in young
people’s attitudes is simply a manifestation of
longer-term trends, says Bobby Dufly, director

of the Policy Institute at King’s College London,
whose book The Generation Myth challenges
stereotypes around generational shifts. Many peo-
ple in their 20s and 30s seek different things from
work than their older peers, such as prioritizing
learning new skills over stability, Duffy says, but
older cohorts held broadly similar views when
they were young.

Benjamin Granger, head of employee experi-
ence advisory services at Qualtrics, believes we’re
in fact witnessing a momentous shift in attitudes.
“People are looking at work through a very differ-
ent lens. The lens is things like, ‘I am not working
for a paycheck. That’s not what this is about. I need
to be fulfilled.’”

In China the shift may prove to be even more
fundamental. With growth slowing, the Communist

Party is putting more emphasis on how economic
Ty i AN~

5

gains are distributed. Recent policies aimed at
improving conditions for gig workers and moder-
ating housing and education costs aim to support
a better quality of life—and may help defuse the lie
flat phenomenon.

If these preoccupations about the value of
work persist, they may—in time—influence the
course of economies. “Lying flat and the Great
Resignation are raising difficult questions, with-
out making specific demands for change. This
is good momentum,” says Xiang of the Max
Planck Institute. “This can be energy to push for
new growth paradigms.” —Tom Hancock, Katia
Dmitrieva, Carolynn Look, and Yuko Takeo, with
Allen Wan and Amanda Wang

THE BOTTOM LINE From Beijing to Berlin, frustrated young
people are ditching jobs that are unfulfilling, even if it means their
lives are more precarious.

A Kula was “relieved”
when her work contract
wasn’'t renewed
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AnElection
Of Extremes

Polar opposites are vying for Chile’s presidency as
social change intensifies, upending politics as usual

One candidate is a 55-year-old father of nine, a strict
Roman Catholic and free-market absolutist who
praises the dictatorship of Augusto Pinochet. The
other is two decades younger, bearded, tattooed,
and unmarried-—a leftist out to battle inequality, aid
indigenous communities, squeeze big mining, and
make abortion legal and free.

On Dec. 19, either rightist José Antonio Kast or
leftist Gabriel Boric will be elected president of Chile
and take the world’s biggest copper producer, a dar-
ling of international investors, down a path the oth-
er’s supporters will vehemently oppose. No matter
who triumphs—early polls give the edge to Boric, a
member of the lower house of Chile’s Congress—a
country once seen as a model of neoliberal tri-
umph is headed for rocky times.

This was, until recently, entirely unex-
pected. For three decades, Chile, a nation
of 19 million, seemed to defy gravity, over-
coming a violent past by slashing poverty,
attracting investment, and
enjoying a stock market
boom. Political moderation
was crucial to cementing its
reputation as the region’s
best place to do business.

The starkly polarized
race coincides with
the rewriting of the |
country’s constitu-
tion, which voters
will accept or reject
in a referendum next
year, as well as a reas-
sessment of the norms
that have defined Chile’s
traditional, Catholic soci-
ety for decades. On Dec. 7
the legislature legalized
marriage equality after

%
—

President Sebastian Pifiera shocked allies by
fast-tracking a bill that had languished since 2017.
Neighbors such as Argentina and Brazil have rec-
ognized same-sex marriage for years, but Chile
had lagged behind.

There are also challenges to the foundations of
the nation’s free-market economic model. Since
the start of the pandemic, the National Congress
has approved three rounds of early withdrawals
from individuals’ pensions, draining $47 billion
from the private pension funds that are Chile’s
biggest institutional investor and a bedrock of
the country’s financial markets. Although they
hurt local capital markets, the drawdowns proved
popular among workers who’d been denied

early access to their savings because of

cumbersome rules.
“We are ending a cycle with a dem-
ocratic and economic model that gave

Chile a lot of stability but also left certain
problems unresolved,” says
Pamela Figueroa, a political
scientist at the University
of Santiago. “Chile’s insti-
tutions are trying to absorb

and incorporate all the
'3 social changes that the
country is experienc-
ing. This is happen-
ing at the same time
as the pandemic,
which exacerbated
the problems that
existed before.”

How did a country that
eschews political drama
wind up with a surplus
of it? A tiny increase in
public-transit fares brought
tens of thousands of Chileans

® Boric

BORIC: MARTIN BERNETTI/AFP/GETTY IMAGES. KAST: IVAN ALVARADO/REUTERS
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into the streets in 2019, angered by wide inequality
that the coronavirus has since made worse. Calls
for a new constitution led to a plebiscite in October
2020 and the election in May of a constitutional
assembly that vows to curb the power of the mon-
eyed elite. And the emergence in August of Boric,
a former student leader, as likely to take over from
moderate conservative Pifiera alarmed investors.
The combination of street violence over two
years of social unrest, left-wing rhetoric from
Boric’s coalition, and fear of economic decline
then shifted attention to Kast, who offers himself
as the brakes on a runaway train of change. The
election will not only determine the next steps in
Chile but also set a tone that neighbors, including
Colombia and Brazil, will be listening to closely.
Not all proposals involving dramatic shifts are

prospering, which suggests there are limits to

Chile’s transformation. A bill that would
have decriminalized abortion through the 4
14th week of gestation was voted down
in the lower house of Congress in late
November, disappointing women’s rights
organizations. A proposal for a fourth round
of pension withdrawals was
rejected this month.

There are also signs
that moderation is start-
ing to matter in the presi-
dential contest. Both Boric
and Kast are wooing back-
ers of other candidates who
competed in November’s
first-round vote, including
Franco Parisi, who cam-
paigned entirely via social
networks from his residence
in Alabama and nevertheless
finished in third place. Kast
has said his economic plans
are “not set in stone,” while
Boric recently met with
members of an influential
business association and

has emphasized that any changes made during his
tenure would be gradual.

“What I’'m seeing now is that both sides are
trying to move to the center, which is good news
for our economy and society,” Rodrigo Cerda,
Chile’s finance minister, said in a Dec. 3 inter-
view on Bloomberg Television. “People are look-
ing for the center votes, and we will be looking for
more moderation.”

Kast and Boric remain far apart on how to
address challenges such as slowing economic
growth and gaping social disparities. For Boric, the
solution lies in granting a larger role to the govern-
ment by raising taxes on corporations and the rich
to fund better public services. Kast says law and
order is the top priority, and he promises to boost
growth with a combination of stability and tax cuts.
Chile’s next president will face a growing list
of economic and social challenges. Temporary
cash transfers and early pension withdrawals

! prompted a frenzy of consumption but also
. :, drove annual inflation to the highest rate in
over a decade, prompting aggressive interest-
rate increases that may extend into 2022.

Chile’s economy is fore-
cast to surge around 11%
this year, and Cerda said
emergency measures
implemented during the
pandemic and leftover
liquidity will still allow for
growth of 3% to 4% in 2022.
Still, private-sector econo-

mists from banks includ-
ing JPMorgan Chase & Co.
and Banco de Crédito e
Inversiones have a much
more dour outlook, argu-
ing that the combination
of greatly reduced stim-
ulus, higher borrowing
costs, and political uncer-
tainty will lead to recession
later in 2022. >

@ Total early
withdrawals from
Chilean private pensions
during the pandemic

$47b
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4 There will also be no way around the threat of
further unrest, as evidenced by recent violent pro-
tests that marked the two-year anniversary of the
start of Chile’s social uprising. In another sign of
discontent, voters have rejected the political coali-
tions that have governed the country since the end
of the Pinochet regime. Despite support from tra-
ditional parties ahead of November’s first round,
former Social Development Minister Sebastian
Sichel and Senator Yasna Provoste placed fourth
and fifth, respectively.

There’s a strong perception that the ruling class
has failed to make changes that the population
demands, according to Claudia Heiss, the head of

political science at the Institute of Public Affairs at
the University of Chile. The frustration discredited
centrist presidential options who were more mod-
erate and also open to dialogue, she says. “The
biggest challenge is how to mend the political sys-
tem overall,” Heiss says. “It’s a structural prob-
lem that won’t be solved by the Constitutional
Assembly, the winner of the presidential run-
off, or any short-term measure. It doesn’t have
a quick solution.” —Matthew Malinowski and
Ethan Bronner

THE BOTTOM LINE With the sharply polarized presidential race,
a new constitution in the works, and simmering discontent over
inequality, once-stable Chilean politics are in a ferment.

City Halls Embrace
Zoom, Insults and All

® Some U.S. localities want to keep public meetings virtually accessible after the pandemic

When Washington, D.C., reenfranchised people
serving time for felonies in 2020, Joel Caston, then
at the D.C. Central Detention Facility, realized that
not only could he now vote, he could also run for
commissioner of his local Advisory Neighborhood
Commission, one of about 40 of the hyperlocal gov-
erning bodies in the district. And if he could find
a way to participate in ANC meetings from jail, he
could serve out his term in office.

Luckily for him, Caston’s run—and subsequent
win—took place in 2021, a year into a pandemic
when most government bodies were already meet-
ing online from home, wherever that was. “The
online work has actually played in my advan-
tage, not being able to physically put boots on
the ground, due to my incarceration,” he said in a
Zoom interview with Bloomberg Businessweek ear-
lier this year. His tiny ANC district never had a com-
missioner represent it before, much less one who
was jailed. (Caston, who was convicted of murder
at age 18, was released on parole last month after
26 years of incarceration.)

The option to call into government meetings
and the concept of livestreaming them predate the
pandemic. But the norm was to gather at city hall

or a similar central location right after traditional
work hours—a format that favored those who had
the time, flexible child-care responsibilities, and
will to show up. Now, as many cities plan to return
to in-person meetings, the District of Columbia
is one of a number of U.S. jurisdictions that’s try-
ing to preserve some of the benefits of virtual
civic engagement.

After a slow, glitchy start, remote city meet-
ings brought municipal governance a newfound
element of hilarity (cat and kid cameos, Zoom
bombings by “nude hackers”) and transparency
(unmuted official infighting, living room views).
They allowed public outcries over everything
from Covid-19 policies to police brutality to travel
far beyond the cities where they originated. (A
seven-hour Los Angeles Police Commission Zoom
marathon that went viral immortalized the infa-
mous line, spat at the police chief: “I yield my time,
f--- you!”) More significantly, they removed some of
the barriers associated with participating in tradi-
tionally analog forms of civic discourse.

Research published in 2019 by Katherine Levine
Einstein and other political scientists at Boston
University showed that participants in zoning

“Togetnew
results,we
havetodo
new things.
I’'saparadigm
shift”
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and planning meetings in Massachusetts localities
skewed toward White, older property owners.
When their priorities were represented in the meet-
ings, their priorities shaped policies.

In the District of Columbia, Erin Palmer, an
ANC representative, says she saw limitations to
in-person meetings, too. “The one primary trend
that I observed was that it’s the same people who
came every time, relatively speaking,” she says.
When things moved online in April 2020, she saw
more parents logging in. Together with 100 other
ANC reps, she signed a letter urging the city to
allow a continued hybrid approach. “There are
any number of issues that might make the virtual
option more of a necessity again in the future,”
Palmer says.

Last year, California lawmakers introduced
three bills that would have extended localities’ abil-
ity to continue conducting business remotely after
the governor’s emergency order lapsed on Sept. 30,
2021, though only one became law. Amendments
and revisions limited its scope to allow essential
local agencies to meet remotely until the end of
2023 under certain conditions. To complicate
things further, the local bodies have to vote to use
or renew the exemption.

The bill is “really focusing in on the worst-case
scenarios, should the pandemic take a turn for the
worse, which we hope it doesn’t,” says California
State Assembly Member Robert Rivas, who intro-
duced the bill. But he wouldn’t preclude the pos-
sibility of trying to pass more sweeping legislation
in the next session.

In California and elsewhere, some cities that
thought they were ready to return to in-person
meetings have reversed course. What a local CBS
outlet described as “outbursts and boos and a defi-
ance in mask-wearing” at Los Gatos, Calif.’s council
meetings sent them back to cyberspace in October.
In Newark, Del., the delta variant shut down in-
person meetings in August, just three weeks after
they had resumed.

Critics of continued remote participation main-
tain that the system will create new costs for audio
and visual equipment and prolong technical and
cybersecurity challenges. Among participants,
high-speed internet access remains a persistent
inequity, and not all meetings are able to offer
translations for non-English speakers or those who
are hard of hearing.

Some realms of virtual governance saw a less
significant shift in participation. At Massachusetts
planning and zoning meetings, the switch to vir-
tual had little effect on who showed up and spoke,
according to a follow-up paper by Einstein and her

colleagues. They looked at zoning and planning
meetings from March to September 2020 in the
same cities and towns they’d observed for their
original research—and found that it was still the
usual suspects who chimed in the most.

“Basically nothing changed about these meet-
ings,” says Einstein. “They skewed towards home-
owners, and they skewed towards White people.
And they also really strongly skewed towards the
opponents of the construction of new housing.”
(They also skewed older, showing that age doesn’t
necessarily translate into tech illiteracy.)

Einstein says these findings don’t mean virtual
meetings aren’t worthy—it’s just a reminder that
removing a few barriers isn’t the same as actively
engaging people in the political process.

Warren Logan, who until recently served as
policy director of mobility and interagency rela-
tions in Oakland, Calif’s mayor’s office, stresses

that Covid itself was an important variable in how
online participation played out. Zoom fatigue may
have deterred people from signing into yet another
online meeting. Anxiety and stress could have
sapped people’s energy for politics entirely. And
many essential workers didn’t gain any newfound
flexibility to log on from home.

In the Zoom interview, Caston said he’d rather
meet his neighbors face to face. But “to get new
results, we have to do new things. It’s a paradigm
shift.” Allowing incarcerated people into the civic
process means “you will have a different person
return back to society,” added Caston, who started
a newspaper and mentorship program behind bars.
“One who has a mindset of what it means to be a
citizen.” —Sarah Holder

THE BOTTOM LINE Virtual meetings remove barriers to access like
needing to find child care. But research suggests the same voices as
before might remain the loudest at some civic meetings.
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BIG IDEAS FROM
THE BIG TOP

® INn an excerpt

from his new book,
Daniel Lamarre of
Cirque du Soleil talks
about creativity

People began bursting into my Montreal office, one
after another, with bad news—another city locked
down, another show canceled, another border
closed. We held emergency meetings, but every
decision was outdated by the time the meeting was
over. Soon came word that the big casino resorts
hosting our long-running Las Vegas shows—O0,
Mystére, The Beatles Love, KA, Michael Jackson
One—were closing indefinitely. With the NBA and
Broadway shows already dark, the entire live enter-
tainment industry was being felled by a virus.

In less than a week, our company had to cancel
all 44 shows around the world, and revenue
plunged from $1 billion a year to zero. The global
pandemic of March 2020 had left us, quite literally,

without a business. Bankruptcy protection seemed
inevitable. As chief executive officer, I knew I had to
stay calm. At this terrifying moment, I would need
every ounce of tenacity I could muster to save our
beloved company.

Today, the sun rises. Cirque du Soleil’s
spectacular productions have returned to stages
in the U.S. and abroad. Our creditors—seeing the
enormous value in our creative output—acquired
us in November 2020 by absorbing our debt and
investing an additional $375 million.

When the pandemic struck, I was writing a book
about creativity in business that made me think
long and hard about why our company became so
successful after its humble beginnings in 1984 as a
ragtag group of local street performers and what
companies in other industries might learn from
our experience.

During my 21 years at the company, we have
expanded by leaps and bounds, with our touring
shows reaching 450 cities in over 90 countries.
Overall, more than 365 million spectators have seen
our productions, and our 15 million tickets sold in
2019 were more than all Broadway shows combined.
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How did we achieve such astounding growth?
I kept coming back to one word: creativity. By
that I mean the standard dictionary definition of
“making or bringing into existence something
new.” Which raises the question: How can a com-
pany reach the cutting edge and stay there?

First, forget the traditional pyramid structure.
That tends to stifle experimentation. We found that
employees need smaller, more intimate groups, or
“innovation cells,” to express themselves openly
and play around with new ideas. That’s why we
were able to grow so large without compromising
quality. We don’t act like a big company.

To maintain our creative edge, we have several
cells devoted exclusively to research and develop-
ment. Our trends group has three full-time employ-
ees who search the world for new ideas and talent
in music, fashion, architecture, theater, film, games,
and more. A larger research department, called
Nextasy, selects a few major projects per year to
focus on, including new stage technologies and bio-
mechanical breakthroughs that reduce performer
injuries. One exciting innovation, developed with
Microsoft Corp., is a pair of augmented-reality smart
glasses, called HoloLens, that allows our directors
to visualize the entire stage before it’s even built.

When Covid-19 hit, we had to quickly repatriate
1,500 cast and crew members stranded in 13 cities
before national borders slammed shut. Then we
had to find warehouses for almost 500 trucks full
of stage equipment. But all that was nothing com-
pared with the trauma of March 19, 2020, when we
had to lay off 95% of our 5,000 employees without
any idea of when we could rehire them.

During those bleak days, as we went through
bankruptcy protection, I was astonished to get a
series of calls from blue-chip investors. Despite our
crippled state, they were attracted by the tremen-
dous power of our brand and the value of our intel-
lectual property. The winning bid by our creditors
put our market value at a stunning $1.28 billion.

That improbable sequence of events illustrates,
better than anything else I could say, why creativ-
ity is so crucial in business. Now that I’ve moved on
from CEO to executive vice chairman of the board,
I plan to travel widely to spread my message:
Whether you are an executive, an entrepreneur,
or a professional, if you aren’t placing a high pre-
mium on creativity, you’re wasting your time. No
company deserves to exist unless it’s constantly dis-
covering ways to make its customers’ lives better.
Simply put, without creativity, there is no business.
» Adapted from Balancing Acts by Daniel
Lamarre. Copyright 2022 by Daniel Lamarre. Used
by permission of HarperCollins Leadership.

EAN

CRITICAL
QUESTIONS

® In establishing a creative culture,
how you choose your projects
and partners is crucial. Informally,
we call our guidelines the Four
Criteria, which can apply to any
company or industry.

O Is it a creative challenge?
Employee engagement is a huge problem
because managers don’t give workers
enough reasons to get excited about their
work. A creatively challenged staff is far more
productive and works longer hours
because they’re so deeply engaged.

0 Does our partner
share our values?

Our greatest partner has been
MGM Resorts International,
which understands the
creative process and has
always supported our

Las Vegas shows no matter
how far-out our ideas or

how expensive the theater
construction. We've mistakenly
worked with other resorts that had
no interest in the artistic content of
our shows. With our values out of
alignment, we clashed constantly.

O Can it make a profit?
Although making money is required, we don’t
consider it until the first two conditions are
met. When we broke this rule—partnering with
a casino resort that guaranteed us a profit in
exchange for the prestige we conferred—it was
a disaster. Nearly empty theaters damaged our
morale and brand. We should have rejected this
deal for the practical reason that our company
has never been driven by a lust for money.

O Are our partners socially
engaged?

If the answer is no, we introduce them to
causes like Cirque du Monde, our nonprofit arm
that helps at-risk youth. Once our new partners
get involved, they are always glad they did.

® Lamarre
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IN TERVIEW
DATING

® Looking for work has become much

like looking for love

Your coffee date doesn’t show up, an
exciting person ghosts you, everyone is
flaky, and you feel like a piece of meat.
You must be job hunting.

The dynamics of modern dating,
ushered in by apps such as Tinder and
Grindr, are moving into the labor mar-
ket, where candidates and prospective
employers now weigh dozens of humans
at once and sometimes ghost the rejects.
Dating and interviewing have always had
their similarities, but the pandemic and
labor shortages have moved the hiring
process online, making the two more
alike. Online hiring lets employers court
candidates aggressively, even as those
same candidates are booking 5 to 10 job
interviews in a week, snagging the most
enticing offers as they appear.

It may sound painful for both

applicants and hirers, but it turns out
that experience swiping left on a dat-
ing app is transferable into the world
of work. “The jitters, stomach butter-
flies, clammy hands, and need to check
your appearance and audio a hundred
times while counting down minutes on
the clock are much the same for a first
online Zoom date or job interview,”
says Corissa Peterson, hiring manager
at Resume Genius, an online resource
for job seekers. “Eventually you learn
that even if your date or interview
goes horribly wrong, it will be over in
an hour, and you’ll never have to see
what’s-their-face again.”

Daniel Hess, a filmmaker in Baltimore,
was tossed into the job pool when the
pandemic shut down the industry. He
says his seven years on dating apps

~

Bumble, Hinge, OkCupid, Plenty of Fish,
and Tinder have helped him to quickly
sense if an employment opportunity is
going to be a good or bad fit. “It’s taught
me who I would work well with and who
I wouldn’t, and how to be pickier,” he
says. “I never would have guessed that
dating was good preparation.”

Shawn Laib, an insurance copy-
writer at AutoInsurance.org, says the
six months he used Grindr and Tinder
trained him to rely on his intuition and
be more assertive. In dating, he says he’s
now able to see potential deal breakers
early on—a skill that’s also relevant for
job hunting. “You need to catch red flags
and ask more questions when you don’t
trust what’s happening,” he says.

Therapists agree that dating skills are
applicable to finding a job or recruiting
for a position. Screening other humans
requires us to discern between what
people say and do, says clinical psychol-
ogist Avigail Lev, director of the Bay Area
CBT Center, which specializes in cogni-
tive behavioral therapy. This process
requires awareness of one’s own values
and the ability to determine whether
they align with those of the person on
the screen.

Here are three successful practices
for hirers navigating a job market that
sometimes feels like the dating world,
according to Pearl Kasirye, head of PR
at London-based search engine opti-
mization company Pearl Lemon, who
says she’s used “all the dating apps”:
Thoroughly sleuth social media pro-
files and digital footprints for red flags;
quickly schedule video calls to efficiently
ascertain fit; and don’t ghost. “I’m open
and honest, because they are people,
too,” she says.

Applying simple laws of attraction
is a surefire way to find hiring success,
whether the interaction is online or in
person, says Shaun Heng, vice pres-
ident for growth and operations and
chief of staff at crypto price-tracking
site CoinMarketCap. “Let’s say that you
want to be hired or get a new signifi-
cant other,” he says. “If it’s really clear
that you’re a catch, then you probably
won’t have to chase down what you
want.” —Arianne Cohen
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A BETTER JOB BOARD

@ Startups help match
workers to positions
inside the company

After five years as an engineer at IBM, Ben Reuveni
started getting courted by recruiters, spurring him
to seek a new challenge. He wasn’t desperate to
leave, but internally there was “silence,” he recalls.
“Exploring outside the company was much easier.”

Reuveni eventually found a new gig inside Big
Blue, but only because he knew the right people—
which sparked an idea: Reinvent the corporate job
board using an algorithm that matches workers to
jobs. The idea was to help all employees, not only
well-connected ones, discover career paths they’d
never contemplated. And bosses could deploy the
tool to quickly find people with the right skills for
new assignments. In 2015, not long after getting his
new job, Reuveni quit IBM and co-founded Gloat,
one of a dozen or so talent-management start-
ups seeking to make it easier for people to make
a career move without joining what’s come to be
known as the Great Resignation.

Many workers leave because they can’t see a
career path that doesn’t involve quitting. Only 1in 4
employees say their organization makes it easy for
them to find job opportunities that match their
interests, according to consultant Gartner Inc., and
just 37% of bosses encourage their direct reports
to explore other roles. Among people who are fed
up with their job, almost half say it’s because of a
lack of advancement opportunities instead of rea-
sons such as salary, a survey from staffing agency
Robert Half found. “A lot of folks working at big,
diversified corporations are not made to feel they
could have different careers inside the company,”
says Melissa Swift, a consultant at workforce advi-
sory firm Mercer. “Organizations haven’t thought
about this issue in a detailed way.”

That’s starting to change, fueled by rising rates
of attrition that have affected companies from Wall
Street banks to corner bistros. Six in 10 employers
say they’re struggling to retain staff, vs. only 15%
who said so last year, according to consultant Willis
Towers Watson. Instead of dangling huge sign-on
bonuses, companies should spend more time “cook-
ing with what’s already in the kitchen,” Swift says.

“Were
empowenring
people to
see all of
what's out
there, Nnot
just what's in
their silo”

V Resignations as a
share of total nonfarm
unemployment,
seasonally adjusted
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Rising turnover has boosted growth at the likes
of Gloat, Hitch, Eightfold Al, and Fuel50. They’re
not the first to use digital tools to keep tabs on work-
ers. So-called human capital management software
maker SuccessFactors, now part of SAP, has been
around since 2001, and rival Workday Inc. was
founded five years later. But those companies aim
to manage all facets of human resources, whereas
the newbies focus on careers, allowing employees
to upload their résumé, LinkedIn profile, and other
info about their skills and desires. The software spits
out matches, and though clients say not every pair-
ing makes sense, the algorithms get smarter over
time. “There are so many invisible people with great
ideas,” says Kelley Steven-Waiss, who founded Hitch
in 2019. “We need to make them visible.”

Seagate Technology is trying to keep defections
at bay as it shifts from selling hard drives to rent-
ing storage space in the cloud. Historically, find-
ing a new internal job was “very much a manual
approach,” says human resources chief Patricia
Frost, a U.S. Army veteran who recalls paging
through personnel files by hand in her search for
soldiers for the military’s cybersecurity arm. At
Seagate, departing staff often complain that they
see no way forward, so in January, Frost made
Gloat available to her 14,000 white-collar employ-
ees. She says it’s helped keep attrition in check by
matching someone with a new job inside the com-
pany every day, on average. “We’re empowering
people to see all of what’s out there, not just what’s
in their silo,” she says.

Lower-paid front-line staff, though, remain
largely invisible on these newfangled job boards,
which are geared toward knowledge workers. The
matches are also useless without human interven-
tion: Employees have to decide they want a new
job, and the boss has to agree that the candidate
fits the role, says Paddy Hull, a vice president of
human resources at Unilever Plc. The British com-
pany understands that advanced algorithms aren’t
a panacea for those stuck in a rut, so it’s using
Gloat more for short-term projects. The software
has made connections for more than 31,000 gigs
across the globe, 70% of which include bringing
together staffers from different areas, such as
supply chain and sales. “Everyone wants to hold
on to ‘my people,’ ” Hull says. “That mindset needs
to be blown apart.” —Matthew Boyle
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There are promising signs that a single
vaccine could protect against multiple
coronaviruses and variants. But with
pharma companies invested in boosters,
will anyone pay to develop it?

By Robert Langreth

The Swiss Army Vaccine
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s Covid-19 began spreading in early 2020, one of Linfa

Wang’s first ideas was to test the blood of people who’d

survived a previous coronavirus outbreak. The virolo-
gist, who works out of Duke-NUS Medical School, a collabora-
tion between Duke and the National University of Singapore,
has been studying bat-borne viruses for decades. He’d helped
show that SARS-CoV-1, which killed almost 800 people in 2003,
likely jumped to humans from horseshoe bats. Wang’s new
theory was that people who’d recovered from the original
SARS might harbor antibodies that could help fight the new
one, SARS-CoV-2.

Initially, the experiment was a bust. The patients Wang
tested had antibodies only against the older version of SARS.
But as a number of Covid variants began spreading early this
year, he decided to test the patients again. By this point, many
of the Singaporean SARS survivors had also been vaccinated
against Covid, providing a rare set of immune systems that had
been exposed to proteins from these related coronaviruses.

What Wang found astonished him. After getting the Covid
shot, the SARS patients had developed something akin to
super-antibodies, which blocked both SARS viruses and a mul-
titude of other coronaviruses. All eight patients had antibodies
that, in test-tube experiments, neutralized five different bat and
pangolin coronavirus strains that had never infected humans.
The results, published in the New England Journal of Medicine
in August, offered one of the strongest bodies of evidence that
a universal coronavirus vaccine is possible.

The need is growing—as public health officials know all too
well, three new coronavirus diseases have emerged in just
20 years: first SARS, then MERS in 2012, and now Covid. At his
13th-floor lab a few kilometers from Singapore’s central busi-
ness district, Wang is working on a prototype vaccine that could
generate the same type of wide-ranging immune response he
saw in the Covid-vaccinated SARS survivors. His regimen com-
bines a first shot containing the Covid spike protein with a sec-
ond shot containing a hybrid SARS protein. If it works—Wang
says experiments in mice are promising—the vaccine could be
deployed in the event of a Covid-26 or a SARS-3.

“We want something that is broadly protective, so that when
the next one jumps from animals to humans, we already have a
vaccine in hand,” says Melanie Saville, head of vaccine research
and development at the Coalition for Epidemic Preparedness
Innovations, a global nonprofit based in Oslo. CEPI plans to
spend $200 million to develop broad-acting coronavirus vac-
cines over the next five years. One of its first grants under the
program was awarded in November to Israel’s MigVax Ltd., a
crowdfunded startup working on a “variant-proof” Covid vac-
cine in tablet form.

A broad-acting vaccine could provide a ready-to-use
weapon against threats such as omicron, which has far more
mutations than any previously identified variant and which
researchers and governments are scrambling to understand
and to develop boosters for. “After delta there is going to be
something else, until we run out of Greek letters,” University
of Pennsylvania researcher Drew Weissman told me in the
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days before omicron was named. “By making a booster, you
are always a step behind.”

Weissman, who pioneered key technology used in both
the Pfizer and Moderna messenger RNA vaccines, is among
those working on pancoronavirus shots. Initially, such vac-
cines are likely to focus on fairly close relatives of Covid, but
the more ambitious goal is protecting against a wide array of
coronaviruses, including several strains that cause the com-
mon cold. Given the plethora of bat coronaviruses lurking in
nature, there’s every reason to expect more Covid-like epidem-
ics. Future ones could be “as bad as or even worse than what
we are going through right now,” says Anthony Fauci, director
of the U.S. National Institute of Allergy and Infectious Diseases
and President Joe Biden’s top medical adviser. “Rather than
responding to the next outbreak, it is critical to develop a vac-
cine that would protect against all iterations of coronavirus.”

In September, Fauci’s agency announced $36.3 million in
funding for research into pancoronavirus vaccines by scientists
at Harvard, Duke, and the University of Wisconsin. More than a
dozen academic teams, along with a handful of biotech compa-
nies, are working on the problem. Labs at Duke and a few other
U.S. universities have already created prototypes demonstrat-
ing potent cross-virus immune responses in animals, including
against SARS-CoV-1, SARS-CoV-2, and some related bat corona-
viruses. The Walter Reed Army Institute of Research also has
a shot that’s shown promise against multiple coronaviruses:
Its formulation is in a Phase 1 human trial, one of the first such
shots to make it that far.

Important questions remain unanswered, such as which
parts of the virus to target, which technology works best, and
how broad-acting the shots should be. Pfizer Inc., Moderna Inc.,
and many other major Covid vaccine companies aren’t invest-
ing heavily so far, instead waiting as the academic research
plays out. Mikael Dolsten, chief scientific officer of Pfizer—which
is researching an omicron booster and is developing ones for
the beta and delta variants with its mRNA vaccine partner,
BioNTech SE—says that, given that existing vaccines work and
that mRNA shots can be quickly updated, it could be “a dan-
gerous game” to switch tracks to a pancoronavirus shot. “We
are following it, but it’s more of an academic approach at the
moment,” Dolsten says. “I would say stay with what works.”
He posits, too, that waning effectiveness of vaccines over time
could turn out to be a bigger problem than variants, something
universal shots wouldn’t necessarily solve.

Stéphane Bancel, chief executive officer of Moderna, which
is also developing mRNA boosters against the beta, delta, and
omicron variants, calls universal vaccines “a good idea” and
says he’d be happy to strike partnerships to develop them
when viable options emerge. But he cautions that researchers
have been working on universal flu vaccines for years with-
out a breakthrough.

It’s true that scientists have long dreamed of developing a
vaccine that would eliminate the need for an annual flu shot.
There’s been no breakthrough, though several trials are under
way. The difficulty has been the pace of mutation: Influenza



PHOTOGRAPH BY JULIANA TAN FOR BLOOMBERG BUSINESSWEEK

Bloomberg Businessweek

evolves rapidly. The speed at which coronaviruses evolve is
intensely debated, but the case for broad-acting shots is none-
theless compelling, given the promising results from early
attempts, the increasing frequency with which coronaviruses
have been crossing over from other species, and the stagger-
ing human and financial costs of Covid. “It would be crazy not
to do something,” says Pamela Bjorkman, a structural biolo-
gist at the California Institute of Technology who’s working on
a universal vaccine. “For the world to act like ‘Wow, we have
solved this’ is really shortsighted.”

he history of flu vaccines offers an object lesson. Early

shots were pioneered in the 1940s by University of
Michigan virologist Thomas Francis with help from

the U.S. Army, which was worried about an epidemic ravag-
ing troops in crowded barracks. Francis and his protégé, Jonas
Salk, grew the vaccine in fertilized chicken eggs, a method
still in wide use today. The first shots showed strong efficacy
in many studies. One influenza B shot given to troops receiv-
ing specialized training at the university in 1945 proved 88%
effective, not far from the 90%-plus efficacy reported for the
mRNA Covid shots. The researchers quickly realized that strains
could evolve from year to year, resulting in a mismatch between
vaccine and virus. But they were optimistic it would be man-
ageable. “The outlook for increasingly broad and effective pro-
phylactic immunization against the range of influenza viruses is
extremely promising,” Francis concluded in a 1953 publication.
The early flu shots contained two viral strains, then three in
the 1970s, and finally four in the past decade. Research focused
heavily on attacking the most abundant protein found on a
virus’s surface, hemagglutinin, with flu shots selected each
year based on their ability to generate antibodies against it. But
for much of the vaccine’s history, doctors couldn’t accurately
measure how shots were performing in the real world. After

P—
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modern viral load tests—the same kind of PCR tests used to
definitively diagnose Covid today—started being used in the
1990s, enabling researchers to study real-world flu vaccine
performance more carefully, it slowly became clear that the
results varied widely and topped out at middling. Since 2004,
even as more of the U.S. population has been getting vaccinated
annually in keeping with expanded government recommenda-
tions, the shot’s real-world effectiveness has ranged between
only 10% and 60%, according to the Centers for Disease Control
and Prevention. Most years, it’s around 40% to 50%.

Over the years researchers have come out with flu vaccines
that use more modern, faster production methods, including a
genetically engineered flu shot grown in insect cells, but there
have been no breakthroughs in efficacy. Efforts to develop a
universal vaccine that would work against all strains didn’t seri-
ously accelerate until after the HiN1 version of influenza swept
the globe in 2009. They’re still years away from fruition. “That’s
what I’'m calling the mistake of the past,” says Matthew Memoli,
a respiratory disease researcher at the NIH. “We really didn’t
make any effort. We got comfortable and said we have a vac-
cine, it works OK.” In May 2020, Memoli and two colleagues
penned an essay in NPJ Vaccines calling for immediate research
into universal coronavirus vaccines. “I don’t want it to take
50 years to make the same decision,” he says.

Covid vaccines employ more advanced technology than
most flu shots, but like flu shots they’ve thus far focused largely
on the most obvious target—in their case, the spike protein
SARS-CoV-2 uses to get into cells. The mRNA vaccines cause
the body to produce millions of copies of the protein, stimulat-
ing a potent immune response. That’s obviously been a smart
strategy, given the impressive efficacy shown by the Moderna

and Pfizer-BioNTech vaccines. (Shots

using slightly more established meth-

ods, formulated by Johnson & Johnson,
" AstraZeneca, and others, have also
shown strong results.) Both Pfizer and
Moderna are testing strain-specific boost-
ers that could be rolled out periodically,
just as the flu shot is updated every year.
Their mRNA technology allows research-
ers to easily combine shots against multi-
ple variants into one vaccine, and mRNA
shots can be updated faster than the
technologies used to make the flu shot.
Researchers are cautiously optimistic
that the boosters will help provide more
durable protection against symptomatic
Covid from any variant.

Long term, there’s still a risk that rely-
ing on updates to existing vaccines could
leave people vulnerable. The corona-
virus variants currently scourging the
world already appear to be somewhat
more able to escape vaccine-induced
antibodies than the primary strain, »

Wang at his office
in Singapore
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4 even as overall protection remains strong. In theory, a few
more mutations in key portions of the virus could hobble the
vaccines, forcing a scramble to catch up. Not to mention that a
new bat coronavirus will probably emerge someday.

jorkman, the Caltech structural biologist, spent much

of her career trying in vain to develop vaccines against

HIV, one of the fastest-mutating viruses ever discov-
ered. When Covid appeared, she started reading old papers
from the few scientists who did coronavirus research pre-2020.
“Every paper I read from coronavirus researchers said it is only
a matter of time before we have a huge pandemic caused by a
coronavirus,” she recalls. Yet, as far as she could tell, no fund-
ing agency had made a sustained investment to come up with
a broad-acting vaccine.

Now Bjorkman has turned her attention to the task.
Working with researchers at Oxford, she’s been testing a
nanoparticle—a harmless, cage-like protein structure about the
size of a virus—that incorporates key portions of the spike pro-
teins from as many as eight coronaviruses. When she tried the
vaccine in mice, it did something remarkable: It generated anti-
bodies that could neutralize coronaviruses not included in the
vaccine. She published the results in January, but hardly any-
one paid attention. Some who did asked why the approach was
needed. Once delta became pervasive in the summer, though,
calls from potential collaborators began flooding in.

Bjorkman’s team is one of at least four working on pan-
coronavirus vaccines using nanoparticles, which can be
adorned with dozens of fragments from different coronaviruses.
The proteins assemble into symmetrical balls with 24 or more
sides to which immune-stimulating fragments from one or
more viruses are attached. Some existing vaccines, including

“Imagine if we had, back in February or March 2020, a vaccine

Merck & Co.’s shot for human papillomaviruses, are based on
empty virus particles, a form of nanoparticle. But newer, mod-
ular nanoparticle vaccines are constructed from a variety of
nonviral proteins. Bjorkman’s mix-and-match nanoparticle is a
60-sided cage based on a synthetic design developed at Oxford.

The beauty of nanoparticles is that the immune system
recognizes them as a virus, laying the groundwork for a
more far-reaching immune response than with single-protein
approaches to vaccines. And because they allow spikes from
multiple coronaviruses to be placed on a single particle, they
can, in theory, trigger immune cells to produce cross-acting
antibodies capable of neutralizing numerous similar viruses.
With nanoparticles, an antibody-producing cell “is seeing
multiple spikes in a very small space at the same time,” says
Kayvon Modjarrad, a vaccine researcher at the Walter Reed
Army Institute of Research. “We think it’s probably pump-
ing out a lot broader responses against all parts of the spike
protein and making lots of each of those types of antibod-
ies.” He says researchers may not need to put every known

December 13, 2021

coronavirus onto a nanoparticle to induce broad protection,
just a representative sample.

Modjarrad and his colleagues have developed a
nanoparticle-based vaccine using the iron-storage protein ferri-
tin, to which eight Covid spike proteins are attached. In tests on
lab animals, it generated neutralizing antibodies against SARS
and Covid viruses; results from Phase 1 trials sponsored by
the U.S. government are due soon. A third nanoparticle shot,
from VBI Vaccines Inc. in Cambridge, Mass., has been found
in lab testing to generate strong antibodies against numerous
Covid variants and a cold virus called OC43. And two other
nanoparticle shots, one out of Duke and another from the
University of Washington, showed promise in animal experi-
ments whose results were published this year in top scientific
journals. The Duke team and its collaborators got $17.5 million
from the NIH in September, the biggest chunk of the agency’s
pancoronavirus shot funding to date; this, after outside review-
ers rejected a government grant proposal in 2020, because they
didn’t see the need, according to Barton Haynes, director of
the Duke Human Vaccine Institute.

Then there’s another major promising technology for pan-
coronavirus shots: mRNA, which would see the body’s cells
do the work of producing the vaccine, as they do in the Covid
shots available now. Unlike with most other options, manu-
facturing mRNA vaccines doesn’t involve growing proteins or
viruses in live cells, so it’s simpler to do on a large scale. Earlier
this year, University of North Carolina virologist David Martinez
and his colleagues took a big step toward a multi-coronavi-
rus mRNA shot, by designing prototype vaccines that instruct
cells to produce hybrid spike proteins. These proteins blend
together the genetic code for chunks of multiple human and
bat coronaviruses, thereby inducing a far-reaching immune

response. “You can take pieces from a cousin coronavirus and
pop it into a vaccine,” Martinez explains. “Now you have made
the spike vaccine more broad.”

One vaccine the UNC researchers tested instructs cells to
produce a spike protein consisting of one-third of the SARS
spike, one-third of the original Covid-19 spike, and one-third
of the spike from a bat coronavirus called HKU3-1. Lab mice
that received the vaccine were protected against SARS, Covid,
and another bat coronavirus strain that hadn’t been included,
according to results the researchers reported in Science in June.

Many antibodies made in response to infections and to
mRNA vaccines target the business end of the spike protein,
the part at the top that binds to receptors on human cells. But
this portion mutates quickly, so many scientists are attempting
to direct immune response toward parts of the protein that are
less likely to differ between related viruses. Duane Wesemann,
a biologist at Harvard Medical School, has been comparing
blood samples from people who’ve been vaccinated or had
mild Covid to try to identify the best strategy for designing



Coronaviruses in Humans

YEAR ISOLATED  VIRUS NATURAL HOST INTERMEDIATE HOST SELECTED SYMPTOMS CASE FATALITY RATE
1966 HCoV-229E Bats Camelids (possible) Cold symptoms Not available

1967 HCoV-0C43 Rodents Cattle Cold symptoms Not available

2002 SARS-CoV Bats Palm civets Fever, aches, headache 10%

2004 HCoV-NL63 Bats Unknown Cold symptoms, hypoxia, croup Not available

2004 HCoV-HKU1 Rodents Unknown Cold symptoms, shortness of breath Not available

2012 MERS-CoV Bats Dromedary camels Fever, cough, chills 34%

2019 SARS-CoV-2 Bats (probable) Unknown Fever, cough, shortness of breath 1% to 1.7%*

universal vaccines. He’s found that the former Covid patients
tend to produce proportionately fewer antibodies at first but
a wider array of them, and that the antibodies that act against
multiple coronaviruses tend to target the bottom portion of the
spike and to be less frequent. Bolstering this theme, researchers
at the University of Washington, working with San Francisco-
based Vir Biotechnology Inc., have already identified some rare
antibodies that target the bottom stem of the Covid spike and
can neutralize numerous other coronaviruses, including SARS 1,
the MERS virus, and even some common cold viruses, accord-
ing to results reported in Science in August. In addition to pro-
viding clues for how to design pancoronavirus vaccines, this
work could also lead to monoclonal antibody treatments for
those who’ve been diagnosed with Covid.

And, finally, some researchers are trying not only to hit the
spike protein, but also to stimulate other aspects of immune
response. Gritstone Bio Inc., a biotechnology company based
near San Francisco, is focusing on vaccines that also bolster the
immune system’s other main line of defense against viruses,
killer T-cells, which can identify and destroy virus-infected
cells. Because T-cells home in on internal viral proteins that
are less likely to mutate, the protection they provide may be
less susceptible to viral variants than purely spike-based shots.

Gritstone is testing several vaccines that use mRNA to direct
cells to produce the spike protein from Covid, as existing vac-
cines do, but that also add a second coronavirus protein, the
nucleocapsid, that’s a target for T-cells. The goal is a shot that
stimulates their deployment against protein regions that don’t
differ widely between related viruses. One trial is under way in
the U.K. using the strategy as a booster, while another human
trial is slated to begin in South Africa in late 2021.

n the long run, the hardest part of developing a universal

coronavirus shot may turn out to be the economics, not the

science. As it stands, the most obvious business incentives
run against creating and manufacturing pancoronavirus vac-
cines. Big companies such as Moderna and Pfizer are expected
to make tens of billions of dollars this year and next selling their
Covid vaccines and boosters. If variants such as delta and omi-
cron keep emerging, the companies stand to continue profiting
by tweaking their existing products with fourth, fifth, and sixth
booster shots. That may give them less incentive to prioritize

*IN THE U.S. AS OF DECEMBER 2020. DATA: BLOOMBERG REPORTING, WORLD HEALTH ORGANIZATION, JAMA, NATURE

a panvariant shot that might just end the problem for good.

“Pfizer and Moderna aren’t going to fund it,” says Corey
Casper, who heads the Infectious Disease Research Institute
in Seattle, which is also working on pancoronavirus shots. (In
response to a request for comment on this assertion, Pfizer
said boosters remain “the best strategy currently available for
protecting against circulating variants of concern.” Moderna
denied that it would delay moving ahead on a universal vaccine
to protect its existing business.) Casper estimates it would cost
$600 million for large-scale trials and manufacturing, calling
that “a small investment for what would be such a huge return.”

Even so, as with most every conflict between public need and
commercial reality, large dollops of government and nonprofit
funding would likely be required. It’s not yet clear where all the
money would come from or which countries would provide it,
though CEPI says it’s committed to bringing a pancoronavirus
shot forward. Ultimately, countries are also the likeliest buyers,
and companies may not go forward if there’s no assurance that
the shots will be bought and stockpiled. Since omicron, Casper
says, he’s been “on the phone nonstop” with government offi-
cials who seem well aware of the need. Yet where funding is
concerned, he’s mostly heard “lip service.”

If governments were to stockpile, says Jason McLellan, a

that was 60% to 70% efficacious, how that would have helped”

structural biologist at the University of Texas at Austin who’s
also working on the vaccines, they could roll them out to
the most vulnerable populations quickly, buying time until
virus-specific interventions can be developed. “You could get
a vaccine that is maybe 60% to 70% efficacious against many
existing coronaviruses or future ones that could be used early
on in a pandemic to blunt that first wave,” McLellan explains.
“Imagine if we had, back in February or March 2020, a vaccine
that was 60% to 70% efficacious, how that would have helped
with the hospitalizations.”

Wang, the Duke-NUS Medical School virologist, remains
optimistic that governments and companies will see the wis-
dom of investing. He’s planning to spend months or years in
his high-rise lab in Singapore, perfecting his vaccine candi-
date. If it looks promising in animal testing, he hopes more
money will be there to bring it through human trials and to
manufacture it. “Before Covid, it would have been unthink-
able,” Wang says. “The world has changed. This is called
preemptive vaccine development.” @
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or more than two decades, MSCI

Inc. was a bland Wall Street com-
pany that made its money by arranging
stocks into indexes for other compa-
nies that sell investments. Looking for
ways into Asian tech? MSCI has indexes
by country, sector, and market capi-
talization. Thinking about the impli-
cations of demographic shifts? Try the
Ageing Society Opportunities Index.
MSCI’s clients turn these indexes into
portfolios or financial products for
investors worldwide. BlackRock Inc.,
the world’s biggest asset manager,
with $10 trillion under management, is
MSCT’s biggest customer.

Sales have historically been good,
but no one was ever going to include
MSCI itself in an index of sexy stocks.
Then Henry Fernandez, the only
chairman and chief executive offi-
cer MSCI has ever had, saw it was

. time for a change. In a presentation

in February 2019 for the analysts who
rate MSCI’s stock, he said the compa-
ny’s data products, the source of its
profits, were just “a means to an end.”
The actual mission of the company, he
said, “is to help global investors build
better portfolios for a better world.”
Fernandez was borrowing the

- language from an idealistic move- |

ment that originated with a couple of
fringe money managers in the 1980s.
Yesterday’s heterodoxy is today’s Wall
Street sales cliché. Investment firms
have been capturing trillions of dollars
from retail investors, pension funds,
and others with promises that the
stocks and bonds of big companies can
yield tidy returns while also helping
to save the planet or make life better
for its people. The sale of these invest-
ments is now the fastest-growing seg-
ment of the global financial-services
industry, thanks to marketing built
on dire warnings about the climate
crisis, wide-scale social unrest, and
the pandemic.

No single company is more critical
to Wall Street’s new profit engine than
MSCI, which dominates a foundational
yet unregulated piece of the business:

producing ratings on corporate “envi-
ronmental, social, and governance” »
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4 practices. BlackRock and other
investment salesmen use these ESG
ratings, as they’re called, to justify a
“sustainable” label on stock and bond
funds. For a significant number of
investors, it’s a powerful attraction.

Yet there’s virtually no connection
between MSCI’s “better world” mar-
keting and its methodology. That’s
because the ratings don’t measure a
company’s impact on the Earth and
society. In fact, they gauge the oppo-
site: the potential impact of the world
on the company and its shareholders.
MSCI doesn’t dispute this characteriza-
tion. It defends its methodology as the
most financially relevant for the com-
panies it rates.

This critical feature of the ESG sys-
tem, which flips the very notion of sus-
tainable investing on its head for many
investors, can be seen repeatedly in
thousands of pages of MSCI’s rating
reports. Bloomberg Businessweek ana-
lyzed every ESG rating upgrade that
MSCI awarded to companies in the
S&P 500 from January 2020 through
June of this year, as a record amount
of cash flowed into ESG funds. In all,
the review included 155 S&P 500 com-
panies and their upgrades.

The most striking feature of the sys-
tem is how rarely a company’s record
on climate change seems to get in the
way of its climb up the ESG ladder—or
even to factor at all. McDonald’s Corp.,
one of the world’s largest beef pur-
chasers, generated more greenhouse
gas emissions in 2019 than Portugal or
Hungary, because of the company’s
supply chain. McDonald’s produced
54 million tons of emissions that year,
an increase of about 7% in four years.
Yet on April 23, MSCI gave McDonald’s
a ratings upgrade, citing the company’s
environmental practices. MSCI did this
after dropping carbon emissions from
any consideration in the calculation
of McDonald’s rating. Why? Because
MSCI determined that climate change
neither poses a risk nor offers “oppor-
tunities” to the company’s bottom line.

MSCI then recalculated McDonald’s
environmental score to give it credit
for mitigating “risks associated with

packaging material and waste” relative
to its peers. That included McDonald’s
installation of recycling bins at an
unspecified number of locations in
France and the U.K.—countries where
the company faces potential sanctions
or regulations if it doesn’t recycle. In
this assessment, as in all others, MSCI
was looking only at whether environ-
mental issues had the potential to harm
the company. Any mitigation of risks to
the planet was incidental. McDonald’s
declined to comment on its ESG rating
from MSCI.

This approach often yields a kind of
doublespeak within the pages of a rating
report. An upgrade based on a chemi-
cal company’s “water stress” score, for
example, doesn’t involve measuring the
company’s impact on the water sup-
plies of the communities where it makes
chemicals. Rather, it measures whether
the communities have enough water to
sustain their factories. This applies even
if MSCI’s analysts find little evidence the
company is trying to restrict discharges
into local water systems.

Even when they’re not in opposi-
tion to the goal of a better world, it’s
hard to see how the upgrade factors
cited in the majority of MSCI’s reports
contribute to that goal. In 51 upgrades,
MSCI highlighted the adoption of pol-
icies involving ethics and corporate
behavior—which includes bans on things
that are already crimes, such as money
laundering and bribery. Companies
also got upgraded for employment
practices such as conducting an annual
employee survey that might reduce
turnover (cited in 35 reports); adopt-
ing data protection policies,
including at companies for
which data or software is
the entire business (23);
and adopting board-of-
director practices that
are deemed to better
protect shareholder
value (25). MSCI cited
these factors in 71% of
the upgrades examined.
Beneath an
opaque sys-
tem that
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investors believe is built to make a
better world is one that instead sancti-
fies and rewards the most rudimentary
business practices.

Criteria such as these explain why
almost 90% of the stocks in the S&P 500
have wound up in ESG funds built with
MSCP’s ratings. What does sustainable
mean if it applies to almost every com-
pany in a representative sample of the
U.S. economy?

One thing it’s meant for MSCI and its
leader: a more than fourfold increase
in its share price since the start of 2019,
when Fernandez introduced his “better
world” rebranding. Through his own
holdings, that’s likely made him the first
billionaire created by the ESG business.

SCl is hardly alone in enabling

Wall Street’s hottest new sales
craze. About 160 providers, includ-
ing the three biggest corporate-credit
rating agencies and Bloomberg LP,
the parent company of Bloomberg
Businessweek, compete to sell sus-
tainability ratings and data to money
managers. (Bloomberg LP also has a
partnership with MSCI to create ESG
and other indexes for fixed-income
investments.) But MSCI’s dominance
of ESG is overwhelming. Bloomberg
Intelligence estimates that 60% of all
the money retail investors have plowed
into sustainable or ESG funds globally
has gone into ones built on MSCI’s rat-
ings. (Fernandez told Businessweek he
thought the real number was higher.)
UBS Group AG, the Swiss investment
bank, found MSCI earns almost 40¢ out
of every dollar the investment indus-
try spends on such data, far more
than any rival.

Scoring companies on ESG
criteria is nothing like rating
them for creditworthiness.
Different credit rating agencies

¢~ almost always give the same rat-
4 ings, because their assessments
are based on identical finan-
cial data and they’re all mea-
suring exactly the same
thing: the risk that
a company will

Fernandez default on its
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No matter how big a company’s greenhouse gas emissions
are, they might not even count in MSClI’'s ESG rating

debts. The U.S. Securities and Exchange
Commission regulates credit raters.

MSCI and its competitors in ESG rat-
ing, by contrast, often disagree with
one another, sometimes wildly. That’s
because each ESG rating provider uses
its own proprietary system, algorithms,
metrics, definitions, and sources of
nonfinancial information, most of
which aren’t transparent and rely heav-
ily on self-reporting by the companies
they rate. No regulator examines the
methodology or the results.

Nonetheless, MSCI borrows the grad-
ing scale, and the aura of credibility, of
standardized credit ratings. MSCI con-
verts its numerical scores for E, S, and
G into overall ratings such as AAA, BBB,
and the like. It’s the only one of the
major ESG raters to use those grades.

In MSCI’s system, companies are
measured not against universal stan-
dards but against their industry peers.
And the starting proposition is that an
average company in each peer group is
worthy of a BBB rating. MSCI doesn’t
use the term “investment grade,” but
that’s what BBB has meant for decades
on Wall Street. By default, an aver-
age fossil fuel producer, utility com-
pany, automaker, used-car dealer,
bank, retailer, chemical manufacturer,
or arms maker earns that grade from
MSCI. When a peer group swings, or
MSCI changes its methodologies, com-
panies can get upgraded for doing
nothing other than staying the same.
Businessweek found half of the 155 com-
panies that got upgrades did so in sig-
nificant part because of changes to
the way MSCI calculated scores, not
because of any change in the compa-
nies’ behavior.

Robert Zevin has a unique perspec-
tive on how Wall Street has flipped sus-
tainable investing on its head. He’s one
of two money managers credited with
formalizing the practice in the 1980s,
when it was known as socially responsi-
ble investing, or SRI. “It’s not just Wall
Street,” Zevin says, “it’s capitalism. It

always finds some way to repackage
an idea so it’s profitable and mass-
producible, and that’s going to be hard
to overcome.”

Zevin stumbled into the creation of
ethical investing. In the late ’60s, he
was managing family money while also
teaching economics at Columbia and
running an anti-Vietnam War move-
ment called Resist. While fundraising
for the cause, Zevin found that some
wealthy individuals were shocked to
discover that a peace activist was also
a money manager. They started ask-
ing him to manage their wealth in ways
that didn’t conflict with their values.
He later did similar work at U.S. Trust
Co. of Boston.

Robert Schwartz was the other asset
manager credited with formalizing eth-
ical investing. He was the manager of
investments for pension and welfare
funds at Amalgamated Bank, which had
been established by a labor union for
garment workers. Schwartz discovered
the union’s funds were being invested
in companies with anti-union policies.
He reversed that and built an ethical-
investing business at the bank. Later he
brought clients with him to Bache & Co.
and Shearson, where he was a broker.

Fernandez, like other ESG leaders,
traces the business to the SRI move-
ment. But there’s a chasm between the
two approaches, particularly when it
comes to climate issues. No matter how
big a company’s greenhouse gas emis-
sions are, they might not even count
in MSCI’s ESG rating. As long as reg-
ulations aimed at mitigating climate
change pose no threat to the compa-
ny’s bottom line, MSCI deems emis-
sions irrelevant.

Hence the decision to eliminate
emissions from consideration of
McDonald’s, and the upgrade that
came as they rose. “This issue does
not present significant risks or oppor-
tunities to the company and with the
assigned weight of 0% does not con-
tribute to the overall ESG rating,”

MSCT’s report said. Far more relevant
to McDonald’s bottom line, MSCI deter-
mined, was whether governments
might further regulate its packaging. So
those European recycling bins and the
announcement of a policy to reduce
plastic wrap gave McDonald’s a 7 out of
10 on its underlying “E” score.

This wasn’t unusual. Almost half
of the 155 companies that got MSCI
upgrades never took the basic step of
fully disclosing their greenhouse gas
emissions. Only one of the 155 upgrades
examined by Businessweek cited an

McDonald’s

The fast-food giant has decreased the greenhouse
gas emissions of its offices and restaurants (Scope 1
emissions), and it’s using less and/or cleaner energy
(Scope 2 emissions are those produced by the
company’s energy providers); however, increases

to emissions in its supply chain (Scope 3 emissions)
vastly outweigh the savings
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actual cut in emissions as a key factor.
As the Organization for Economic
Cooperation and Development warned
in a 2020 report, this means investors
who rely on “E” scores and ratings,
even high-ranking ones, can unwit-
tingly increase the carbon footprint of
their pensions or other investments.

Ithough it’s hardly a household

name, D.R. Horton Inc. builds
more homes in the U.S. than any other
company. Globally the construction
industry is one of the biggest drivers
of greenhouse gas emissions, as are
its finished products. Together they
accounted for almost 40% of global »
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4 energy-related emissions in 2019,
according to a report by the United
Nations Environment Programme
and the Global Alliance for Buildings
& Construction. That year, the report
found, the “sector moved away and not
towards the Paris Agreement” goal on
cutting emissions.

D.R. Horton, which has a market
capitalization of $38 billion, doesn’t
disclose any of its emissions, making
it impossible to know exactly how big
its contribution to climate change is.
But the number of homes it built with
the industry’s green certification stan-
dards dropped to 3.4% last year, from
an already modest 3.8% in 2019. MSCI
upgraded the homebuilder anyway in
March, giving it a BBB rating and cit-
ing a recalculation of D.R. Horton’s
“corporate behavior” score for poli-
cies on business ethics and corruption.
The upgrade was MSCI’s second of D.R.
Horton in a year. About 10 weeks later,
the homebuilder was added to the larg-
est sustainable investment fund in the
world, BlackRock’s iShares ESG Aware
MSCI USA ETF. As the name suggests,
it’s built on data licensed from MSCI.
(D.R. Horton is no longer in the fund,
but it hasn’t been downgraded.)

Another company in the fund is
JPMorgan Chase & Co., which since the
announcement of the Paris Agreement
at the end of 2015 has underwritten
more bonds for fossil fuel companies—
and earned more fees from them—
than any other bank in the world.
MSCI upgraded it in December 2020 to
BBB. The rating report cited the bank’s
self-described green credentials: the
publication of its first “climate report”;
a committee it had formed on “green
projects”; and the underwriting of
$14.6 billion in so-called green bonds
in 2019. It didn’t mention the bank’s
fossil fuel bonds, which dwarfed green
bonds in dollar volume. (That said,
the trend in green bonds is going up

JPMorgan Chase

Bonds and loans underwritten by the bank between
the Paris Agreement and the sales window included
in MSClI’s upgrade

Fossil fuel “Green”
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while the trend in fossil fuel bonds is
going down.)

On May 21, MSCI gave a rare two-
level upgrade to discount retailer Dollar
General Corp.—from a junk B rating to
BBB. Although the rating report noted
that 89% of the company’s revenue
comes from selling “carbon intensive
products,” MSCI’s analysts cited three
other factors in Dollar General’s double
jump: data protection (it appointed a
chief information officer); the announce-
ment of a policy to limit products made
with certain chemicals; and what MSCI
described as internal ethics safeguards.

All of this makes perfect sense
within the rules of the ESG game.
MSCP’s focus is profitability. That’s why
consideration of greenhouse gas emis-
sions is a significant factor for regu-
lated utilities but not a factor at all in
the score of McDonald’s. Utilities will
be seriously exposed to higher costs
if stricter emissions regulations come
into effect. McDonald’s, JPMorgan, and
Dollar General won’t.

Even sophisticated investors can be
forgiven for not knowing what’s going on
inside the ratings used to build their ESG
funds. MSCI’s detailed rating reports are
available only to its financial-industry
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clients. The sellers of ESG funds don’t
add much clarity. On the main page
of its website for individual investors,
BlackRock advertises iShares ESG Aware
MSCI USA as offering exposure to “U.S.
stocks with favorable environmental,
social, and governance (ESG) practices.”
It doesn’t tell anyone what “favorable
practices” actually means.

Fernandez concedes ordinary inves-
tors piling into such funds have no idea
that his ratings, and ESG overall, gauge
the risk the world poses to a company,
not the other way around. “No, they for
sure don’t understand that,” he said in
an interview in November on the side-
lines of the COP26 climate change sum-
mit in Glasgow, Scotland. “I would even
say many portfolio managers don’t
totally grasp that. Remember, they get
paid. They’re fiduciaries, you know.
They’re not as concerned about the risk
to the world.”

A Bloomberg Intelligence anal-
ysis earlier this year showed that
BlackRock’s ESG Aware holds a portfolio
that closely tracks both the S&P 500 and
BlackRock’s own top-selling S&P 500
fund, with two notable exceptions:
The ESG fund has a “sustainable” label
thanks to MSCI, and it’s more heavily
weighted in 12 fossil fuel stocks than the
actual S&P 500. Asked for comment,
BlackRock said that the fund is not
designed to offer investors the top ESG-
scoring companies and that it shouldn’t
be compared to the S&P 500.

One other critical difference
between the two BlackRock funds: Fees
for ESG Aware are five times those for
the S&P 500 fund. The ESG fund, now
holding $24.8 billion, has grown by
about $1 billion a month.

N ot everyone on Wall Street is
comfortable with the profits being
made by giving investors the impression
that they’re contributing to the fight
against climate change. Tariq Fancy,

Fernandez concedes ordinary investors have no idea
that his ratings, and ESG overall, gauge the risk the world
poses to a company, not the other way around
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BlackRock’s former chief investment
officer for sustainable investing, ini-
tiated a one-man campaign this year
against “green” financial products.
“In essence, Wall Street is greenwash-
ing the economic system and, in the
process, creating a deadly distraction.
I should know; I was at the heart of it,”
he declared in an essay for USA Today.
Fancy and others say the emphasis on
ESG has delayed and displaced urgent
action needed to tackle the climate cri-
sis and other issues, including the wid-
ening chasm between the rich and poor.

Fernandez has said he views ESG
investing as a tool for preempting
change as much as one for bringing
it about. When he was on a market-
ing blitz last year to promote what he
called the urgent need for the world
to more fully adopt ESG investing,
Fernandez got on CNBC’s Squawk on
the Street, a kind of investment sports
show for who’s up and who’s down on
Wall Street. “By the way,” he told the
hosts, “we’re doing this to protect cap-
italism. Otherwise, government inter-
vention is going to come, socialist ideas
are going to come.”

He went further in his interview at
COP26, an interview MSCI solicited as
it promoted ESG and a new climate-
related data product. “It is 100% a
defense of the free-enterprise, capital-
istic system and has nothing to do with,
you know, socialism or zealousness or
any of that,” he said.

Fernandez started his Wall Street
career at Morgan Stanley. There he per-
suaded the company’s executives to let
him take over what he’s described as
a “cost center”—the division that pro-
duced indexes, especially in interna-
tional stocks. He started making money
rather than losing it, and the bosses let
him reinvest profits in the business.
Fernandez spun it off and brought the
company public in 2007.

MSCI got into what would become
the ESG business through the $1.55 bil-
lion acquisition of a company called
RiskMetrics, which sold data tools to
help asset managers account for risk
in their portfolios. In the process,
Fernandez got two other businesses

RiskMetrics had recently acquired.

One, KLD Research & Analytics
Inc., was started by a cadre of socially
responsible investing pioneers to
examine environmental and social fac-
tors in companies listed in the S&P 500.
The other, Innovest Strategic Value
Advisors Inc., was developing an early
forerunner of the ESG ratings business.
“We were trying to change the DNA of
financial markets to help change the
world,” says Matthew Kiernan, founder
of Innovest.

A culture clash simmered between
new employees who were motivated
by progressive causes and the MSCI
employees who were devoted to
creating products for money managers
focused on profits. After MSCI laid off
some of the old guard from KLD and

Don’t Ask, Don’t Tell

Roughly half of the companies upgraded by MSCI
didn’t fully disclose their emissions

Didn’t disclose
emissions from
energy suppliers

Didn't disclose
emissions generated
by operations

No disclosures

Didn’t disclose
supply chain
emissions
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shifted work to Mumbai, where lower
costs enabled it to produce ESG-related
data on a larger scale, tensions flared.
In 2011 an MSCI team was invited
to give a presentation in Boston about
their business to a group of profession-
als in socially responsible investing,
recalls Matt Moscardi, a former MSCI
analyst who spent almost a decade at
the company. Things got heated. “They
started asking us about the layoffs,
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shifting some of our business to India,
and yelling at us for destroying socially
responsible investing by turning it into
one giant model for massive asset man-
agers to use,” Moscardi says.

Fernandez calls many early ESG advo-
cates extremists and says he pushed
against their views inside the company.
“I said, ‘No, our job is to turn ESG into
the mainstream of investing, not to cre-
ate so much friction, and so much con-
troversy, that it goes to the periphery.’”

Within MSCI, some dismissed the
ESG team as a less-than-lucrative side-
line. The skeptics included Baer Pettit,
the company’s president. “I’ve got to
be honest,” Pettit told analysts in the
same February 2019 call that Fernandez
used to roll out his better-world theme.
“It was not obvious to me five years or
seven years ago that this would be the
growth we have in this area. ... But this
is a great example of getting out ahead
of the investment process, understand-
ing the trends, and then being able to
monetize them.”

In the same quarter in 2019 when he
rebranded MSCI, Fernandez increased
his holdings in its shares by 25%, his
biggest boost since right after the com-
pany went public. With more than
2 million shares, he’s the company’s
ninth-largest shareholder, below a
list of big institutional investors. He
reached billionaire status shortly after
the opening bell rang on th<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>