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Unboxing has
become a crucial
part of the gift-
giving experience.

The box itself is a
canvas for an extra
branding opportunity.

Sustainability-minded
consumers like that
corrugated is easy to recycle.

Unwanted items
can be returned in
their original boxes.

A DV E R T I S E M E N T

While consumers in the modern economy 
receive packages all year round, the 
volume of packages explodes at the end of 
the year. In fact, boxes on doorsteps have 
become as common a holiday sight as 
light-trimmed homes and festive wreaths.
 Naturally, those who receive these 
deliveries are focused on what’s inside 
these boxes. But whether they are 
shipping a monthly subscription box or 
a one-off present from one loved one 
to another, smart businesses also focus 
on the packaging itself. Here’s why the 
choice of packaging matters:

Packaging protects the product
“We often need to ship out pickles and 
potato chips and chocolate in the same 
box,” says Nancy Kruger Cohen, co-
founder and President of subscription box 
service Mouth.com. “With our self-mailing 
shoppers, packed with crinkle-cut paper, 
we know that everything is going to arrive 
in perfect condition.”
 Proper packaging, from the box a 
product ships in to the packaging material 
inside, is key to ensuring that your goods 
arrive safely—a requirement for any 
e-commerce business. Just as customers 
share social media photos of a beautifully 

presented product, they’re also likely 
to share their disappointment in goods 
that arrive damaged. 

It’s all part of the experience
This may be the fi rst physical contact a 
consumer has with your brand. So it’s 
important to make the best impression. 
When consumers receive a gift box, the 
process of opening the packaging adds 
to the excitement of the gift. 
 “It’s not just the item in the package 
that people are interested in, but also 
the unveiling of that item through its 
outer shell,” says consumer psychologist 
Kit Yarrow. “It’s really meaningful to 
consumers, and it says a lot about the 
quality of the product they’re about 
to discover.” 

Packaging offers an extra 
branding opportunity
Much like Amazon’s use of smile-
imprinted boxes, today’s savvy brands 
view packaging as an extra branding 
opportunity. “We have been able to use 
the box itself to communicate our brand 
voice,” explains Kruger Cohen of Mouth.
com, which uses punny descriptions 
(like WHO’S YOUR HONEY?) to tease 
what’s inside a package. 
 “We’re seeing a lot of companies making 
sure that their box design is Instagram-
friendly,” says Liz Cadman, founder of My 
Subscription Addiction, a subscription-
box review site that draws more than a 
million unique visitors per month. “They’re 
thinking about the fact that if someone is
sharing their purchasing online, the box 
will be open, so the branding has to be 
on the inside as well as the outside of the 
box,” she notes.

It allows for returns
A good customer experience includes 
the ability to quickly and easily return a 
product. In 2017, between $113 billion and 
$132 billion in e-commerce packages 
were sent back by their recipients. 
Corrugated boxes make that easy, since 
consumers can use the same packaging 
to return an item that it shipped in.

Corrugated packaging is easy to 
break down and recycle (or reuse)
Single-use packaging materials can be a 
turnoff for today’s sustainability-minded 
consumers. That’s an advantage for 
paper-based packaging, which is easy to 
break down and recycle. In fact, 96% of 
all corrugated packaging was successfully 
recovered in 2018, and nearly half of the 
average corrugated box is comprised of 
recycled materials, making it a particularly 
sustainable option.
 Durable corrugated packaging often 
has a useful life that extends far beyond 
the delivery of an item. Consumers may 
hold onto a box to store the product or 
other items, or pass it along to a friend 
for a move or for storage.

’ Tis the Season 
to Make Your 
Packaging 
Work Harder

Learn more surprising paper packaging 

facts during the holidays here: 

howlifeunfolds.com/unbox-
the-holidays



Collaboration. Ideation. Innovation. From concept to completion, paper 

is at the center of it all. It encourages fresh ideas, motivates decisions 

and helps teams work toward one shared goal. When getting the job done 

matters, use paper. Learn more at howlifeunfolds.com/productivity.  

Paper shows you mean business. 

From the Makers of Paper and Packaging© 2019, TM & ® Paper and Packaging Board.
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◀ Representative  
Rosa DeLauro has  
been pushing to  
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◼ IN BRIEF
By Benedikt Kammel

Bloomberg Businessweek December 16, 2019

● An FBI probe 
into possible 
ties between the 
campaign of then-
candidate Donald 
Trump and Russia 
was justified, a 
434-page report 
by the Justice 
Department’s 
inspector general 
found. 

● Following a doping 
scandal, Russia was barred 
from next year’s Summer 
Olympics in Tokyo, the 2022 
Beijing Winter Games, and 
the 2022 soccer World 
Cup. The World Anti-Doping 
Agency ruled that individuals 
who comply with strict 
conditions may compete 
under a neutral flag.

● French President Emmanuel Macron’s attempt to overhaul his country’s 
pension system was met with national strikes that brought more than 800,000 
people into the streets and disrupted public transport and domestic flights.

He was widely celebrated for taming 
inflation in the 1980s and attempting 
to rein in risk-taking at big banks in 
response to the 2008 collapse of 
the housing market. 

● Former 
Federal 
Reserve 
Chairman 
Paul Volcker 
died at 92 on 
Dec. 9.

● Citing the solid U.S. 
economy, the Federal 
Reserve left interest rates 
unchanged and signaled it 
would keep them on hold 
through 2020, sticking 
to the sidelines during an 
election year.

● Amazon filed a lawsuit 
accusing the Pentagon 
of ignoring its superior 
technology when it gave a 

$10b 
contract to Microsoft.  
The online retailer alleges 
improper interference from 
President Trump, who’s 
labeled the company’s 
founder, Jeff Bezos, his 
political enemy.

From the U.S. House Judiciary Committee’s draft articles of impeachment, 
released on Dec. 10. The committee began debating the articles, which could be 
sent to the floor for a vote by the full House as soon as the week of Dec. 16. 

● President Trump 
“betrayed the nation by 
abusing his high office 
to enlist a foreign power 
in corrupting democratic 
elections.”

● The International Court 
of Justice began hearings 
on a genocide case in which 
Myanmar stands accused of 
carrying out the systematic 
rape, torture, and murder 
of thousands of Rohingya 
Muslims. Myanmar’s de 
facto leader Aung San Suu 

Kyi, who won the 
Nobel Peace Prize 
in 1991, appeared to 

defend her country against 
the charges.

● Hong Kong police 
defused two homemade 
bombs at a high school 
on Dec. 10. Authorities 
said the explosives were 
fully functional and ready 
to be activated by mobile 
phone. The scare came just 
days after pro-democracy 
demonstrators held their 
largest march in months.

● A Rolex watch Marlon Brando wore 
in the 1979 movie Apocalypse Now—
his name is inscribed on the back—
sold for $1.95 million including fees at 
auction in New York on Dec. 10.

2.5% 
1/2/19

1.75% 
12/11/19
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Bloomberg Businessweek December 16, 2019◼ IN BRIEF

◼ AGENDA

● HSBC is overhauling 
its senior management 
team by replacing its 
top investment banker, 
chief operating officer, 
and chief risk officer. The 
departures follow the 
ouster of CEO John Flint 
in August. His interim 
successor, Noel Quinn, is 
said to want the job on a 
permanent basis.

● Deutsche Bank CEO 
Christian Sewing vowed 
to pull off the bank’s 
ambitious turnaround 
plan, which includes 

18,000 
job cuts and a 
retreat from years of 
aggressive expansion. 
He told investors at a 
meeting in Frankfurt on 
Dec. 10 that he won’t 
ask shareholders for 
extra funds.  

● Sanna Marin was sworn 
in as Finland’s 
prime minister 
on Dec. 10. 

The 34-year-old Social 
Democrat—the world’s 
youngest serving head 
of government—will need 
to govern a five-party 
coalition that ousted her 
predecessor, Antti Rinne.

● Morgan Stanley 
will let go

1,500 
people worldwide, 
or about 2% of its 
workforce. The 
reductions, which target
areas such as sales, 
trading, and research, 
will include several 
senior positions such as
managing directors.

▶ On Dec. 19, in a test flight 
for NASA’s commercial 
crew program, Boeing 
is sending its Starliner 
capsule to the International 
Space Station.

▶ The Riksbank in Sweden 
sets rates on Dec. 19. The 
world’s oldest central bank 
has indicated the borrowing 
rate will rise from –0.25% 
toward the end of the year.

▶ Australia’s government 
publishes its quarterly 
energy and resources 
report on Dec. 19, with 
data on the country’s main 
commodity exports.

▶ Uber has until Dec. 16 
to file an appeal following 
the decision of London 
transport officials to revoke 
the ride-hailing service’s 
license to operate in the city.

▶ On Dec. 15, in the same 
week the U.S. House is 
expected to impeach 
President Trump, he will 
host the Congressional Ball 
at the White House.

▶ The departure of Kamala 
Harris from the Democratic 
presidential primary shrinks 
the number of candidates 
who’ve qualified for the next 
debate, on Dec. 19, to seven.

Governor Mark Carney chairs his penultimate rate meeting 
at the Bank of England on Dec. 19, days after elections that 
will determine the future of Brexit. His two-term tenure ends 
on Jan. 31, leaving his successor to manage the economic 
fallout from the U.K.’s planned departure from the EU.

▶ Carney Heads for the Exit

● South Africa’s state 
power company is curbing 
electricity supplies for 
several days, in response 
to plant breakdowns and 
heavy rains that have 
soaked coal used as fuel. 
The rationing has hurt 
mining and factory output 
and caused crippling 
traffic delays.

● Banks are retrenching as they deal with internal 
challenges and global issues such as Brexit, protests in 
Hong Kong, and the U.S.-China trade war.

● Rescue workers continue searching for people missing and feared dead—mostly
tourists—after the volcano on White Island in New Zealand erupted on Dec. 9.

● Sanofi is ending its 
research into new diabetes 
and heart disease drugs. 
The French company 
will instead focus on 
fields such as multiple 
sclerosis and cancer, a 
strategy underscored by 
its $2.5 billion purchase 
of U.S. biotech company 
Synthorx on Dec. 9.

Young world leaders by age

◼ Time in office

39

39

38

36

34

Sanna Marin, Finland

Kim Jong Un, North Korea

Nayib Bukele, El Salvador

Jacinda Ardern, New Zealand

Tamim bin Hamad Al Thani, Qatar
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● One gender or the other doesn’t
guarantee good management.
There’s another factor to consider

● By Rebecca Greenfield

It’s a heartening sign of progress that, in a world where
men continue to hold 95% of the top jobs at the biggest U.S.
companies, there’s been a recent surge of money and atten-
tion going to startups founded and run by women. The past
two years have seen an unprecedented number of unicorn
valuations for companies with women in charge, with the
upstarts Glossier and Rent the Runway nabbing big fund-
ing rounds in the same week this year. It stands to reason
that there can’t be a more efficient way to target female
customers—especially those who care about gender equality—
than with companies run by women.

The logic goes something like this: A company founded by a
woman, especially if it makes a product for women, will oper-
ate in a different and better way than one founded by a man.
Both a Pew Research Center survey and a study by researchers
at the U.S. Naval Academy and Harvard have found that female
leaders are viewed as more compassionate and empathetic,
and people think they create safe and respectful workplaces.

That reasoning, however, is flawed. Just having more
women in charge—even ones who define their missions as
feminist—doesn’t mean greater equality for all women. Nor
is it a guarantee of a well-run company. Here’s how it often
goes: A woman starts a company that caters to female con-
sumers better than what’s out there. The company uses that
market differentiator to sell itself as a warrior in the fight for
greater equality. Then, it turns out, the company itself is, in
some way, not living up to the inspiring ideals that it’s virtu-
ally made its raisons d’être. Among those that have come up 
short: bra retailer ThirdLove, where female employees told 
Vox they were bullied and told not to negotiate salaries, and 
the online fashion store Nasty Gal, which is in a lawsuit that 
describes it as a horrible place for pregnant women to work. 
On Dec. 9, Stephanie Korey stepped down as chief executive 
officer of Away luggage after employees alleged in an article 
in the Verge that she created a toxic work culture. 

There’s also the Wing. The mission of the New York City-
based coworking space is the “professional, civic, and social 
advancement of women.” Audrey Gelman, its co-founder and 
CEO, has positioned herself as the leader of a feminist move-
ment. Just this fall, Inc. made her the first visibly pregnant exec-
utive to appear on the cover of a business magazine. Yet the 
Wing faces allegations it has violated its own mission. 

The Wing’s messaging is about getting women paid. But 
members and former and current employees say it’s failed to 
properly compensate them. This June, according to emails 
reviewed by Bloomberg, the Wing failed to pay a group of its 

hourly workers on time. “The mission is a complete farce,” 
says Vei Darling, who worked as a front desk receptionist in 
Brooklyn for a year and a half. Anna Russett, a Chicago-based 
influencer who has 172,000 Instagram followers and depends 
on paid appearances for her income, says she was told by 
the Wing that it wasn’t “authentic” to pay her to promote its 
brand on social media. L’Oreal Thompson Payton, the direc-
tor of communications at a Chicago nonprofit, says the Wing 
asked her to promote its fall line of merchandise without pay. 
“It’s not enough to simply hire women,” she wrote in her 
newsletter. “You must also pay them for their work.” 

Other complaints involve racism in its spaces. In August, 
Asha Grant, the director of the Free Black Women’s Library, 
announced she was canceling her Wing membership. Grant 
alleged she was harassed and threatened by another mem-
ber’s guest—a white woman whom neither Grant nor the Wing 
has chosen to identify—in the parking lot outside the Wing’s 
West Hollywood location. The woman accused her of tak-
ing a parking spot that belonged to her, then yelled insults at 
her as she followed her into the building. When Grant asked 
Wing staff to remove the woman, she says they insisted they 
couldn’t do anything about it. Stephanie Kimou, the founder 
of PopWorks Africa, an international development consult-
ing firm, witnessed the incident. She wrote on Instagram that 
“the facade started to crack and what was underneath all 
that pink felt oppressive and debilitating.” Kimou also quit. 

A source at the Wing says it’s taken steps to address racism 
since the fall, including 15 meetings with the entire executive 
team. The payment issue was a clerical error; the space didn’t 
have a general manager at the time. A company spokeswoman 
wrote in an email: “When we make mistakes, we promise to 
take action, and will continue to [hold] ourselves accountable.”

Other companies that market and profit off of female 
empowerment have been hit by harassment lawsuits by 
employees, mostly women. In late 2015, Thinx—which mar-
kets menstrual underwear—plastered ads all over the New 
York City subway featuring euphemisms for vaginas and peri-
ods. Miki Agrawal, who co-founded Thinx in 2013, called the 
marketing stunt an “ideological pushback against generations 
of condescension and insulting marketing towards women.” A 
year and a half after the ad blitz, Chelsea Leibow, Thinx’s for-
mer head of PR, filed a complaint with the NYC Commission 
on Human Rights alleging that Agrawal, then the company’s 
chief executive, had touched her breasts without her con-
sent. Agrawal denied the allegations; the two settled in 2017. 
Agrawal says she can’t comment on the specific case. Leibow 
didn’t respond to requests for comment. 

The complaint came shortly after stories in the websites 
Racked and Jezebel cited Thinx employee complaints about 
low pay, lackluster benefits, and management issues. One 
employee alleged Agrawal had called a colleague a “bitch” 
before a meeting; another likened her job to an abusive rela-
tionship. The company had no parental leave policy and no 
human resources department, issues Agrawal acknowledged 
in a Medium post she put up shortly after she was ousted P
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as CEO in March 2017. “Do you think that if you had a com-
pany, you would have every single policy in place right off
the bat even if it was not needed yet? Startups are building
their planes as they are flying them and addressing things
as they come up,” she wrote in an email to Bloomberg. “All
I can say is that while I was not the perfect boss (I challenge
you to pls find one!) and made mistakes like most humans
do, I cared and still care deeply about changing the conversa-
tion for women around shame and how they feel about their
bodies and their place in the world.”

Why is achieving gender equality so difficult in corpo-
rate America? There’s a strong business case for diversity.
Boston Consulting Group found that companies with more
diverse management teams have 19% higher revenue due
to innovation. A recent study found that stock prices spike
when companies reveal relatively good diversity statistics.
Another recent survey found that female chief financial offi-
cers brought in more money than their male predecessors
when hired. By not creating pathways to success for women,
companies are hurting their own financial growth.

But real life suggests that putting more women in charge
won’t necessarily result in more moral, ethical, or gender-equal
companies, which is where a lot of thinking on workplace
diversity goes wrong. “There’s not much of a difference
between women and men,” says Stefanie Johnson, an asso-
ciate professor at the University of Colorado Boulder Leeds
School of Business, where she studies leadership and diversity.
Analyses of hundreds of leadership studies going back to the
1960s have found the two genders are more similar than differ-
ent in how they lead. Female leaders run the spectrum from
Elizabeth Holmes to Sheryl Sandberg to Mary Barra, just as
men range from Martin Shkreli to Mark Zuckerberg to Warren
Buffett. But it’s harder to see the range of leadership arche-
types among women, because, well, there aren’t that many
to choose from. So the bad ones stick out.

But there’s another dimension to the problem of fallible
female companies. “It’s not the women,” says Johnson. “It’s the
diversity.” A body of research going back decades has found
that boards act more ethically when they have more women.
But it’s not because women are more ethical than men, she
says. Rather, having different types of people in the room acts
as a check on the kind of groupthink that turns a blind eye to
corporate crime. Sallie Krawcheck, a former senior executive
at Citigroup and Bank of America, has hypothesized that Wall
Street’s lack of diversity caused the 2008 financial crisis.

The same goes for other benefits accrued by adding women,
people of color, or otherwise different people to a group of
mostly white men who went to the same three B-schools.
Diversity of thought, not more women, brings success. The
recent crop of female-led companies is a good example of that.
Just by investing in different kinds of people and letting them
make their ideas reality, we get different sorts of businesses
and a broadening of ways to make money. Women are filling
in the market holes that centuries of men before them ignored.

Unlike its gender-neutral rivals, the Wing isn’t only a

community for women; its spaces were designed with them in 
mind, too. The furniture fits smaller frames; the balmy 73-74F 
on the thermostat is calibrated to women’s preferences. Payton 
says she “instantly fell in love” with the “millennial pink fem-
inism” of its spaces. She’s still a member, benefiting from a 
scholarship program that covers a yearlong membership 
through May 2020. However, she doesn’t plan to renew. Grant 
said “the little signs of diversity,” like black hair care products 
in the bathroom, weren’t enough for black women who “want 
to know that the community includes us in real time.”  

Companies run by women can fall prey to the same group-
think as those run by men, Johnson says. Many startup
founders, male or female, turn to people they know as early 
hires. A group of white women who all went to the same school 
does not a diverse company make. If anything, this shows how 
female CEOs are a lot like men: When facing the same corpo-
rate pressures as any other business, they react a lot like their 
male peers. Say a startup’s just raised a big round of funding 
and has mandates to grow and meet investor demands with a 
limited pile of cash. What will it do? Minimize costs, because 
employees and the benefits that keep them happy are expen-
sive. Many female-run startups reveal management missteps 
shared by other newly minted enterprises—not budgeting for a 
human resources department, for example. Uber Technologies 
Inc. hired its first senior HR executive in 2014, five years after its 
founding, when it already had around 500 employees. A 2010 
study found that after five years, only a third of new compa-
nies have a human resources planning or evaluation system.

Suggesting women are innately different than men is the 
kind of gender essentialism that results in fewer women at 
the top in the first place. A recent study from the American 
Psychological Association found that female CEOs are judged 
more harshly for ethical failures than men “because of per-
sistent gender stereotypes that tend to categorize women 
as having more communal traits than men.” This excuses 
male leaders who lack morality, empathy, and compassion 
and who treat their workers poorly. Companies with men in 
charge can and do create workplaces that, at least in some 
ways, help women succeed. Disney, Nike, and Patagonia 
have all had on-site day care for working parents for decades. 
Netflix Inc. offers one of the longest and most inclusive paren-
tal leave policies in the country—even as 83% of workers in 
the U.S. get no paid time off to care for newborns.

There is one way that women, just by virtue of being 
women, lead to more equality for other women. In 1993, India 
passed a law requiring randomly selected villages to reserve 
a certain number of elected seats for women. Because the 
law didn’t apply to all villages, researchers were able to study 
the effects of female leadership on young women and girls in 
these villages compared with those in villages led by men. They 
found female leaders inspired young women to have higher 
aspirations, so much so that they seek out more education. 

Having more women in charge inspires other women to 
go for leadership roles. They probably won’t create feminist 
utopias. But that’s not the point. <BW>
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Plastic pellets gathered by activists in Texas 

Not in My  
Backyard



● Formosa Plastics’ plan 
for a $9 billion plant near 
New Orleans sparks 
an environmental battle

15

The countryside of St. James Parish, an hour west
of New Orleans, is a hodgepodge of bayous and
sugarcane fields, smokestacks and riotous tangles
of steel pipe. Taiwanese conglomerate Formosa
Plastics Group has a $9.4 billion plan to add a new
landmark: a giant complex to make petrochemicals
used in products such as playground equipment,
drainage pipes, and artificial turf. 

The company calls it the Sunshine Project. But
environmentalists consider its arrival as anything
but sunny, saying it could emit more than 13.5 mil-
lion tons of greenhouse gases annually, equal to
about 10% of the increase in U.S. carbon diox-
ide emissions in 2018 compared to a year earlier.
Formosa says emissions from the complex won’t
be that high.

Over the past decade, Taiwan has tightened reg-
ulations, making major local expansion difficult
for Formosa. Meanwhile, the company is spending
more than $14 billion to enlarge its operations in the
U.S. Gulf Coast region. “They’re not building this
in Taiwan,” says Anne Rolfes, founding director of
Louisiana Bucket Brigade, a New Orleans-based non-
profit focused on environmental issues related to
petrochemical production and oil refineries. “They
are looking at us as a colony.”

Formosa’s strategy to invest in the U.S. rather
than at home represents a reversal of some
long-established roles in the global economy.
Petrochemical companies that once focused on
Asian nations where governments tolerated pollu-
tion in exchange for economic growth are increas-
ingly turning to the U.S., with many pro-industry
politicians and cheaper raw materials. The American
Chemistry Council (ACC) estimates that companies
will invest $200 billion in new facilities by 2025.
“For more than a decade, every Western company
was pouring capital into Asia because of the growth
there,” says Jason Miner, an analyst with Bloomberg
Intelligence. “Now there’s a global race for cheap
gas, and the U.S. has a lot of it.”

As fracking has become widespread in America,
the supply of natural gas—released from rock forma-
tions during the high-pressure process—has soared.
U.S. production of natural gas rose 12% last year, to
a record 83.8 billion cubic feet per day, according to
the U.S. Energy Information Administration.

In St. James, that’s attracted investors like China’s

◀ Activist Sharon 
Lavigne, president 
of RISE St. James in 
Louisiana

▲ Formosa’s plant in 
Point Comfort, Texas 

Shandong Yuhuang Chemical Co., which has a joint 
venture with a unit of Koch Ag & Energy Solutions, 
controlled by Republican megadonor Charles Koch, 
that’s spending $1.85 billion on a methanol complex. 
In another St. James deal, South Louisiana Methanol 
LP in January announced an agreement with Saudi 
Basic Industries Corp. to build North America’s larg-
est methanol plant, with an annual capacity of more 
than 2 million metric tons.

Formosa has also announced more than $4 billion 
of investments in Baton Rouge and Point Comfort, 
Texas. And the group is expanding in mainland 
China, says Lin Keh-Yen, executive vice president 

of Formosa Petrochemical Corp., a sister company. 
But it has no big plans for Taiwan, where it invested 
more than $27 billion on a giant plant from 1994 to 
2009. President Tsai Ing-wen, who has ambitious 
targets to reduce the release of CO2 into the atmo-
sphere, is favored to win a second term in January.

Formosa Plastics Chairman Jason Lin says his 
company can save a lot by investing in Texas and 
Louisiana rather than at home. A ton of ethylene 
costs $300 to make in the U.S., about a third of the 
cost in Taiwan. And officials are more amenable in 
the U.S., where “the government encourages invest-
ment as long as you meet the requirements of 
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THE BOTTOM LINE Formosa Plastics invested $27 billion in a
Taiwan plant from 1994 to 2009. But an environmental crackdown
there has led to its $14 billion in planned spending in the U.S.

environmental protection regulation,” he says. “In
Taiwan the government treats petrochemical invest-
ment as a polluting industry and stigmatizes us.”

St. James Parish already has too many petro-
chemical plants, says Sharon Lavigne, president of
RISE St. James, which has organized protests against
Formosa. “This monster is going to be too much,”
says Lavigne, a retired high school teacher. But the
company enjoys strong support from politicians.
Formosa’s complex will create 1,200 permanent jobs
at an average salary of $84,500, according to Janile
Parks, director of community and government rela-
tions with FG LA LLC, the Formosa affiliate devel-
oping the plan. That’s 80% more than the state’s
median household income. The company will spend
as much as $500 million locally each year, Parks says.

Formosa already has won water and land use per-
mits and is awaiting an air permit from the state.
“We are committed to doing what’s necessary to
protect the health and safety of our employees, the
community, and the environment,” says Parks, add-
ing that emissions won’t exceed limits set by federal
and state regulators.

Nationally, dozens of new chemical, gas process-
ing, and related plants will generate almost $120 bil-
lion in construction spending and bring 250,000
permanent jobs by the middle of the 2020s, accord-
ing to the ACC. Given the job-creating power of
petrochemical investments, fighting Formosa and 
other petrochemical makers is especially difficult,
says Barbara Washington, 68, whose house sits
less than a half mile from a Mosaic LLC fertilizer
plant. “People are discouraged from speaking up,”
she says. “Even if they don’t work in the industry,
they’re worried someone they’re related to or some-
one they know could lose their job.”

Formosa’s opponents got a win on Dec. 3, when
a federal district judge in Texas accepted a settle-
ment between the company and neighbors of its fac-
tory in Point Comfort. Formosa, called by the judge
a “serial offender” for dumping plastic pellets into
the bay surrounding its plant, agreed to improve its
waste-disposal system and spend $50 million on sus-
tainability projects in the region. 

Although the settlement amount won’t make
much of a dent to the bottom line of Formosa
Plastics Group, which last year reported $12.1 billion
in pretax profit, the case could be a turning point,
says Julie Teel Simmonds, an attorney at the Center
for Biological Diversity in Boulder, Colo. “Nobody
feels they can stop a giant petrochemical company
from doing what it wants,” she says. “What makes
Formosa unique is they got stopped in Texas. They
had a judge who said, enough is enough. Given that
Formosa was such a bad actor in Texas, we want

to see a tight permit in Louisiana, with the same 
requirements Texas requires.” 

In another victory for industry opponents, 
China’s Wanhua Chemical Group, the largest maker 
of MDI (a raw material for polyurethane) is having 
second thoughts about a plan for a $1.2 billion plant 
in St. James. Wanhua is “reassessing the scope of 
construction of the U.S. project,” the company 
said in a Nov. 2 statement. That followed a Tulane 
Environmental Law Clinic lawsuit challenging the 
local government’s decision to greenlight the project 
and questioning its safety. President Trump’s trade 
policies forced Wanhua to rethink, according to Ed 
Bryztwa, director for international trade at the ACC, 
since tariffs on imported steel, aluminum, and other 
products added to the cost of the project. 

Wanhua’s retreat is providing hope to those chal-
lenging Formosa. More litigation about the Sunshine 
Project is almost assured, according to Simmonds, 
and RISE St. James organizer Lavigne says she’s opti-
mistic. “I think we can stop it, I really do,” she says. 
“With prayer, with work, with a little bit of every-
thing.” �Bruce Einhorn and Joe Carroll, with Samson 
Ellis and Sarah Chen

● The money from the Aramco IPO won’t go all that far toward 
remaking the Saudi economy

How to Spend 
$26 Billion

Saudi Arabian Oil Co.’s initial public offering this 
month is a watershed moment for a company that’s 
bankrolled the kingdom and its rulers for decades. 
Less clear is how much the money raised by the IPO 
will help overhaul the economy of the world’s big-
gest oil exporter.

The share sale is a central component of 
Vision 2030, Crown Prince Mohammed bin
Salman’s ambitious blueprint for diversifying the
oil-dependent economy. Under the plan, unveiled 
with much fanfare in 2016, proceeds from the listing 
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will be used to develop  industries such as tourism
and leisure, mining, and renewable energy, with the
ultimate goal of creating a bigger role for the private
sector and luring foreign capital.

After global investors balked at Saudi efforts
to engineer a $2 trillion valuation for Aramco, the
prince settled for a local listing of just 1.5% of the
company’s shares. At $25.6 billion, proceeds from
the IPO still beat the previous record set by the 2014
U.S. stock market debut of Alibaba Group Holding
Ltd. Yet they’re unlikely to transform Saudi Arabia’s
$780 billion economy. “It’s difficult to see how this
level of subscription can be repeated to raise the
sort of revenue required by Vision 2030,” says Bill
Farren-Price, a consultant at RS Energy Group.
“And Saudi economic diversification will need a
lot more of that.”

Aramco became the world’s most valuable
publicly traded company when its shares began
trading on Dec. 11—the price jumped 10% that day—
overtaking Apple Inc. and Microsoft Corp. The deal
opens up one of the world’s most secretive com-
panies, which until this year had never published
financial statements or borrowed in international
debt markets. It also means the company now has
shareholders other than the Saudi government for
the first time since it was fully nationalized in 1980.

Apart from the Aramco offering, Vision 2030
calls for raising an additional $11 billion in revenue
by 2020 from the sale of state assets, including ports
and power plants. But the privatization program is
running behind schedule, with the Aramco IPO the
only deal to be completed so far.

While the money raised from the Aramco sale
will provide a large amount of new funds to spend,
“by itself, it’s not enough,” says Monica Malik, chief
economist at Abu Dhabi Commercial Bank. What’s
really important, she says, is how the funds are
invested. “The quality of spending remains criti-
cal—how much will be spent domestically, how effec-
tively it will be deployed,” she says.

The proceeds from the IPO will be transferred
into Saudi Arabia’s sovereign wealth fund, the Public

THE BOTTOM LINE Saudi Arabia’s sovereign wealth fund will have
billions to spend from the Aramco share sale. There’s a risk that a 
lot of it could be consumed by vanity projects.

1.5%
Aramco†

88.0%
Apple

98.6%
Microsoft

99.9%
Alphabet*

84.2%
Amazon

98.8%
Facebook*

*FREE FLOAT MEASURED FOR CLASS A STOCK. †CAPITALIZATION BASED ON IPO PRICE.
DATA: COMPILED BY BLOOMBERG

What Saudi Arabia Kept Its Hands On
Free float as a share of market cap of the world’s largest public companies on Dec. 9, 2019

subsidies, social benefits, and the military. Capital 
spending, on the other hand, will rise slightly. 
Still, Saudi Arabia projects that it will run a defi-
cit of 187 billion riyals ($50 billion), or 6.4% of its 
gross domestic product. That’s an increase from 
the 131 billion-riyal deficit the Saudis now expect for 
2019, or 4.7% of estimated GDP. 

At home, the sovereign wealth fund is financ-
ing megaprojects to develop tourist hubs along the 
Red Sea and elsewhere, as well as a $500 billion 
futuristic city called Neom, in northwestern Saudi 
Arabia near Jordan and Egypt, that’s a pet project of 
Prince Mohammed. If that pattern continues, some 
worry the kingdom could wind up frittering away 
its Aramco windfall. Funds from the IPO “should 
be invested in domestic projects, with a large local 
content, while avoiding white elephants,” Ziad 
Daoud, chief Middle East economist at Bloomberg 
Economics, wrote last month. “The government’s 
recent spending pattern has failed to live up to these 
criteria.” �Alaa Shahine and Matthew Martin

Investment Fund (PIF), which likely has yet to see 
big returns on its investment portfolio. In what 
was initially hailed a bold move, it plowed $45 bil-
lion into SoftBank Group Corp.’s Vision Fund in 
2016. But some of the startups backed by the Vision 
Fund—including high-profile operations like Uber 
Technologies and WeWork—have floundered. 

Finance Minister Mohammed Al Jadaan, who sits 
on the PIF’s board, says he expects “a lot” of the 
money from the IPO will be spent domestically. A big 
priority will be sectors that demand “a large invest-
ment, which the private sector cannot really invest 
on their own,” he says.

The nation’s 2020 budget statement, released 
on Dec. 10, appears to prioritize fiscal prudence, 
with the government earmarking less money for 

◀ The site of Neom, the 
futuristic city that Saudi 
Arabia plans to develop 
on the Red Sea

◼ Free float ◼ Held by insiders or the controlling shareholder= $100b
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○ Roku built the dominant 
device. Now the company is 
under siege

options offer better image quality and such features 
as extra digital storage space. 

As the era of cable and satellite TV dims, Chief 
Executive Officer Anthony Wood says Roku is poised 
to keep capitalizing on the boom in streaming video. 
It’s an independent player that can work well with 
all the entrants, he says, including new services 
from Disney and Apple and forthcoming ones from 
AT&T and Comcast. “It’s satisfying to see the world 
be all in on streaming,” says Wood. “That’s noth-
ing but excellent for Roku.” Many investors on Wall 
Street agree: The company’s stock is up more than 
300% this year, and Roku is valued at over $17 billion.

More than 30 million people use a Roku device 
to navigate the constellation of streaming TV 
services. The company’s portfolio includes the 
“stick” ($49.99), which resembles a USB drive; the 
“puck” ($79.99), a black square with smooth edges 
and minimal detailing; and a $400 smart TV with 
Roku Inc.’s operating system. The more expensive 

That Other Streami
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R Having built the dominant box, Roku is under 
siege from companies that recognize the value of its 
business model. Google sells a competing smart TV 
operating system. Samsung sells more than a dozen 
smart TVs that don’t use Roku’s operating sys-
tem. Comcast Corp. is giving its internet subscrib-
ers a free streaming box. AT&T Inc. is offering a box 
for its customers. Apple Inc. is investing billions in 
streaming shows designed in part to strengthen 
the appeal of its hardware. But Roku’s biggest chal-
lenger is Amazon.com Inc., which is vying for tie-in 
deals for its Fire TV with smart TV manufacturers 
and battling for supremacy in international markets. 

In September it announced a major expansion in 
Europe, where Roku is less dominant. 

Escalating competition, along with uncertain 
future growth, has raised investor concern. In 
early December, Roku shares fell as much as 17% 
after a Morgan Stanley analyst suggested the stock 
was overpriced because of “exuberance over all 
things streaming” and warned that its revenue and 
profit growth may “slow meaningfully” in 2020. 
Other analysts challenged that assessment.

For now, Roku enjoys a sizable lead in the U.S., 
at least in part because it had a head start. Wood 
founded Roku in 2002; several years later he joined 
Netflix Inc. to help build its first piece of streaming 
hardware. In 2007 the product was ready. But at 
the last minute, Netflix CEO Reed Hastings decided 
that for his streaming service to succeed, it needed 
to be on every device, not just Netflix’s. That winter, 
Hastings spun off the streaming technology to Roku 
and invested $8 million in Wood’s company.

Over the next decade, Roku forged partnerships 
with nascent streaming services and cemented 
its position atop the emerging landscape of home 
entertainment. Last year the company generated 
$742.5 million in revenue, up from $513 million 
in 2017. In the latest quarter, Roku devices accounted 
for 44% of all connected-TV viewing hours, while 
Amazon’s Fire TV was second with 20%, according 
to industry analytics firm Conviva Inc.  

Even so, Roku still loses money. The company
makes almost no profit from selling devices. It
keeps prices low to attract users, whose viewing
habits it sells to advertisers. That’s where the real
growth potential is: According to EMarketer Inc.,
ad spending on connected TVs—in-stream ads or
ads on menus—will grow to almost $7 billion by the
end of 2019, up about 38% over the past year, and
is expected to top $10 billion by 2021.

Nearly every inch of real estate on Roku is for 
rent. For $1 million, a streaming service can take 
over the home screen to advertise a show. When 
Hulu got the rights to stream Seinfeld, it paid Roku 
to transform a portion of the screen into an image 
of Jerry’s apartment instead of the default purple 
backdrop. Hulu, Netflix, Showtime, and YouTube 
have paid Roku to build brand-specific buttons on
its remote controls; these lead users straight to
those services. At $1 per customer for each button,
the cost can quickly add up to millions of dollars
in monthly fees. 

Roku’s large base of cord cutters gives it leverage 
over any media company that wants to woo sub-
scribers. Historically, cable- and satellite-TV dis-
tributors have paid media companies to carry their 
networks and received, in return, a slice of their 
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The Cancellation 
Conundrum 

THE BOTTOM LINE Roku dominates the set-top box business,
but competitors such as Amazon are coming after it because of all 
the potential ad revenue.

advertising inventory. Roku doesn’t pay any-
thing to the channels it distributes, yet it still takes
a share of their ad revenue.

Roku also signs short-term deals with streaming
networks, enabling it to renegotiate (read: ask for
more money) quickly. Just months after signing a
new contract, Roku executives will threaten to can-
cel a channel if its owner doesn’t give Roku a larger
cut of ad sales, say several people familiar with nego-
tiations who asked to remain anonymous to avoid
upsetting their relationships with the company.
In 2016, Roku told executives at Vevo LLC that if it
didn’t share its ad revenue, it couldn’t be on Roku,
according to Variety. Eventually, Roku relented;
most services don’t have Vevo’s scale. “Distribution
agreements expire, and if one isn’t in place then a
channel could come out of the Channel Store,” the
company said in a statement. “As our scale grows,
so does our ability to help channels reach an audi-
ence and monetize, so of course we want to be prop-
erly compensated.”

Wood says there’s enough advertising dollars
shifting from TV to online video for everyone to
share in the riches. Roku now has a slice of the ad
inventory of the vast majority of streaming ser-
vices and commands some of the highest rates
in the media industry, bringing in about $30 per
1,000 viewers. The company can justify higher
rates in part because its software is embedded in 

● Customers love to stream, 
until the free trials expire

cancellation rates among subscription-based busi-
nesses, according to Recurly, which provides billing 
assistance to the industry.

Only about a third of customers stick around 
after free trials run out, and roughly 10% of mem-
bers quit video streaming services monthly—twice 
the rate for games, music, and other entertainment. 
“There’s a learning curve,” says Dan Burkhart, 
Recurly’s chief executive officer. “Some of these 
large organizations are going to have to learn how 
to deal with data, and [then] putting it into practice 
requires time.”

Free trials are a big part of the marketing push. 

Walt Disney Co.’s new streaming service, Disney+, 
signed up 10 million customers last month, well 
ahead of expectations. And it’s got a buzzy show 
with the Star Wars spinoff The Mandalorian. Now 
the world’s largest entertainment company has to 
figure out how to keep people from canceling the 
service after that series’ season finale on Dec. 27 or 
when their free trials expire.

Everyone wants to be the next Netflix Inc., with 
its 158 million customers worldwide. In addition to 
Disney, Apple has introduced its own streaming ser-
vice, and Comcast and AT&T are set to follow early 
next year. But such services have some of the highest 

one-third of all smart TVs sold in the U.S. When 
a smart TV runs on its software, Roku is the first 
thing a consumer sees when she turns on the TV.  

Two years ago, Roku introduced its own net-
work, the Roku Channel, which offers old movies 
and TV reruns. It’s free and supported by commer-
cials, giving Roku even more ad inventory. The 
company also operates a digital store that lets cus-
tomers sign up for ad-free services such as Netflix;
each time Roku facilitates a sale, it takes a cut.

To lure Roku’s customers, its rivals will continue 
to test out a variety of tactics, including lower 
prices (Google), aggressive retail promotion 
(Amazon), and a less cluttered user experience 
(Apple). For its part, Roku will keep building on its 
advantage with TV manufacturers and positioning 
itself as the easiest brand to use. 

Meanwhile, Roku’s ad revenue is expected 
to top $600 million this year and could reach 
$1.5 billion by 2022, says RBC Capital Markets 
analyst Mark Mahaney. Sam Bloom, the head of 
advertising firm Camelot, whose clients include 
Nordstrom Inc. and Whole Foods Market Inc., 
says: “When we went out to Roku, my eyes were 
opened. I was shocked by how large the footprint 
is there.” �Lucas Shaw and Gerry Smith

● Connected-TV 
viewing hours that Roku 
devices accounted for  
in the last quarter

44%
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THE BOTTOM LINE Retaining customers is a bigger issue for
video streaming services than it is for other subscription-based
businesses.

Apple Inc. is giving away Apple TV+ for a year to 
anyone who buys a new device. Disney formed 
a partnership with Verizon Communications
Inc. to offer a free year of Disney+ to 17 million
of Verizon’s higher-end phone and internet cus-
tomers. Businesses are also offering multiservice 
discounts. Disney charges $13 a month for Hulu, 
Disney+, and ESPN+ (Disney+ alone runs $7); CBS 
All Access and Showtime are bundled at a discount, 
too. This largesse has led some investors to won-
der if free is the right strategy. “Are these offers
eroding customers’ willingness to pay for content 
in the long term?” research firm MoffettNathanson 
asked in a note this month.

The experience of an early adopter of the 
direct-to-consumer subscription model, World 
Wrestling Entertainment Inc., provides an answer. 
It started its $10-a-month WWE Network five years
ago. First-time customers can still sign up for a
free month, including April, when its hugely popu-
lar WrestleMania event takes place. The company
reported 2 million total subscribers right after
that show this year. By September paid subscrib-
ers had fallen to about 1.5 million, an indication
of how many had jumped on board for that offer.

George Barrios, WWE’s co-president, says it’s
sticking with free trials because they’re a relatively
cheap way to get new customers. The company
is making changes to its service, though, includ-
ing adding free content on its app to immerse
customers in the WWE world. “We think it’s a huge
opportunity,” he says. “Fans who may not be ready
to subscribe, it gives them a home where they can
experience a ton of short-form content, though not
the premium content.”

John Skipper, the former head of ESPN and
now executive chairman of DAZN Group, a sports
streaming service, told guests at the Code Media
conference in November that he’s rethought
the service’s free-month promotion. DAZN had
offered a trial in December 2018 that included
its marquee attraction, a boxing match featuring
Canelo Alvarez. People signed up but didn’t renew
at the rates Skipper wanted. So he eliminated the 
trial, doubled the service’s monthly price to $20, 
and introduced a season of boxing matches, with 
the biggest ones scheduled a little more than 
30 days after the last one to encourage fans to stick 
around. “We learned hope is not a good strategy,” 
Skipper says.

Recurly is also making sure that its stream-
ing clients don’t cancel a customer if a payment 
is declined on the first try. Valid credit cards can 
be rejected by mistake. The company suggests bill-
ing debit card holders on the 15th or 30th, paydays 

when their accounts are less likely to be overdrawn.
Kevin Mayer, chairman of Disney’s direct-to-

consumer business, says he’s already learned a 
lot from the company’s March acquisition of a 
majority stake in Hulu, including about the need 
to monitor customers’ viewing habits to see if 
they’ve stopped watching. The company can try 
to keep audiences engaged by highlighting upcom-
ing programs that may interest them. Disney has 
gone so far as to suggest customers subscribe to 
Hulu’s $55-a-month live TV package during foot-
ball season and then switch to a cheaper one with-
out sports in the offseason.

Ultimately, the shift to a direct-to-consumer 
model will be won by the companies with the best 
content. In the past, a run of bombs could lead TV
networks to bad ratings and a loss of advertisers,
but revenue from cable subscriber fees would off-
set the pain, brokerage firm Cowen & Co. noted in
a recent report. Now duds are likely to lead more
quickly to cancellations, which explains why the
10 largest players are expected to spend a com-
bined $116 billion next year on programming.

Richard Broughton, research director at Ampere 
Analysis, a media consulting firm, says the most 
popular services release as many as one new series 
a week. People would rather watch a mediocre new 
program than a critically acclaimed old one, he 
says. Disney’s boost from The Mandalorian won’t 
last forever. When the company’s deal with Verizon 
ends, Broughton says, “there will be a wave of can-
cellations unless Disney drops a number of new 
series.” �Christopher Palmeri

“We learned 
hope is not a 
good strategy”
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Corporate borrowers “adjust” earnings to appear  
more creditworthy

22

Imagine walking into a bank to borrow money. The
loan officer might ask for your pay stubs and tax
returns to prove your income, as well as for infor-
mation about your debts and monthly expenses to
determine whether you’re a worthy borrower. If the
numbers don’t add up, you’d be out of luck.

But what if you could convince your bank-
ers that your income is higher than your stack of
documents indicates? What if you promised some
belt-tightening over the next couple of years that
included moving to a cheaper neighborhood, getting
rid of your gym membership, and cutting back on

travel? Would they believe you?
In the mid-2000s—the heyday of “liar loan” mort-

gages—maybe they would have. But banks learned
their lesson about taking too much on faith from
consumers. For corporations, though, credit is easy
again. Some of the riskiest borrowers, and the pri-
vate equity firms often behind them, have been mas-
saging a measure known as Ebitda—earnings before
interest, taxes, depreciation, and amortization—to
appear more creditworthy and take out bigger loans.

Money managers, regulators, and credit rating
companies say they’re being vigilant. Even so, the
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fuzzy numbers may be creating a false perception
of safety in the $2.5 trillion market for low-rated
corporate debt. That market is a key source of
funds for companies with less-than-stellar credit
and for private equity firms, which typically load
the businesses they acquire with debt to boost
returns. Institutional investors have increased
their purchases of high-risk loans and bonds over
the past decade, as near-zero interest rates made
other fixed-income assets less attractive. That
demand helped make bigger and riskier loans
possible. Matthew Mish, head of credit strategy
at UBS Group AG, says even a garden-variety reces-
sion in the next year or two could cause earnings
for the weaker borrowers to drop by as much as
40% from peak to trough. 

Ebitda, which became popular in the 1980s as a
tool for corporate raiders to better evaluate potential
targets, has become a mainstay of corporate finance.
It’s seen as a relatively direct measurement of a com-
pany’s ability to generate cash, because it strips out
the effects of management’s decisions on capital
investments and indebtedness. In theory it provides
evidence of how much money the company could
have available to service its debt. 

Over the past several years, Wall Street lawyers
and advisers have worked to squeeze generous
adjustments into the Ebitda calculation, helping
make purchase prices look smaller and debt loads
more manageable. Exela Technologies Inc., a doc-
ument processing company formed through the
merger of SourceHOV and Novitex, relied on sev-
eral rounds of adjustments to boost Ebitda when it
borrowed money to finance the deal in 2017. 

After removing interest, tax, depreciation, and
amortization, plus some one-time costs, the com-
pany arrived at Ebitda of $247 million. In another
round of adjustments, Exela counted expected bene-
fits from shutting offices, cutting wrokers, and rene-
gotiating vendor contracts. The resulting “further
adjusted Ebitda” showed it pulling in $353 million
for the 12 months ended on March 31, 2017. Based
on generally accepted accounting principles, the
combined company would have lost almost $63 mil-
lion over that period. In a statement, Exela Chief
Executive Officer Ronald Cogburn said it was import-
ant for investors to consider both a company’s cur-
rent financial reporting and the potential beneficial
impact of strategic planning on future plans.

In perhaps the most flagrant example of creative
Ebitda, office-sharing company WeWork turned a
$933 million loss into $233 million of what it called
“community adjusted Ebitda” last year, when it
issued its debut bond. The widely ridiculed—and
since discontinued—metric excluded even basic

general and administrative expenses. “We have 
never seen a net negative adjustment to Ebitda—it 
only goes up,” says Jason Dillow, CEO of Bardin Hill, 
a credit investment firm. “It is basically what can you 
get away with while keeping a semi-straight face.”

Professors Adam Badawi of the University of 
California at Berkeley and Elisabeth de Fontenay
of Duke used a machine learning algorithm simi-
lar to those used to identify spam in email traffic to
screen more than 4,000 credit agreements filed with
the Securities and Exchange Commission from 2011
to 2018. Their study showed wide variation in how
companies define Ebitda.

Take Del Frisco’s Restaurant Group Inc., the
New York steakhouse chain. The company sought a
$390 million loan last year to finance its acquisition
of Spanish tapas chain Barteca Restaurant Group. It
took Del Frisco 2,723 words to explain what Ebitda
means, the most of any borrower included in the
study. Its definition included 22 types of adjust-
ments it could use to boost its reported earnings.
By contrast, blue-chip companies such as chemi-
cal giant 3M Inc. and advertising agency Omnicom
Group Inc. used less than 40 words for their Ebitda
definitions. The most concise borrower used 10,
barely enough to spell out the acronym. The sim-
pler the definition, the less “creative” the Ebitda. 

An overly complex definition can weaken pro-
tections for buyers of the company’s debt. That’s 
because key tests to determine if the company can 
take on additional debt, make investments, or pay 
dividends are typically calculated with Ebitda. “In
instances where you have extraordinarily permis-
sive language, it is much more like a self-certification 
than anything else,” de Fontenay says. 

Ebitda inflation has picked up. In the first quar-
ter of this year, companies issuing leveraged loans 
for mergers and acquisitions inflated their Ebitda by 
an average 43%, according to Covenant Review, an 
independent research firm that analyzes debt doc-
uments for investors. That’s the highest of any quar-
ter in the data, which dates to 2015.

Evidence suggests that when companies make 
optimistic adjustments to Ebitda, disappointments 
are the norm soon after a deal is done. According 
to a recent study by S&P Global Ratings, companies 
involved in a merger or a leveraged buyout in 2015 
missed their own earnings projections by an aver-
age 29% in the first year following the deal. For deals 
originating in 2016, the projections were off 35%.

Investors have already had a taste of what hap-
pens when things don’t work out as expected. Since 
2017, Exela has been unable to improve earnings sig-
nificantly with cost cuts and other moves, according 
to Moody’s Investors Service, which in November 
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THE BOTTOM LINE   Ever-increasing adjustments to Ebitda, a key 
earnings measure, may be painting an overly optimistic picture of 
corporate America’s financial strength.

Shares in Lululemon Athletica Inc. have almost
doubled in the past year, part of a remarkable
turnaround that’s also a win for the private equity
investor that set out to repeat one of its most suc-
cessful bets. Boston-based Advent International
Corp. first made a minority investment of $74 mil-
lion in the activewear retailer in 2005, then rode a
wave of popularity as consumers, led by affluent
women, embraced the notion of athleisure. The
retailer went public, and by 2009, Advent had sold
all its shares, pocketing eight times its investment,
according to people familiar with the situation.
Then it came back with another investment in 2014.

The $845 million deal happened after Lululemon
founder Dennis “Chip” Wilson called Advent
managing partner David Mussafer in 2013 look-
ing for advice. The company’s growth was slump-
ing, and the retailer was still trying to recover
from an embarrassing recall of some of its popu-
lar black yoga pants that turned out to be a little
too see-through. Mussafer and Wilson convened at
Shutters, a beachside hotel in Santa Monica, Calif.,
and some months and several more meetings later,
Advent agreed to buy half of Wilson’s stake in
Lululemon, giving Advent two seats on the board

lowered Exela’s credit rating to Caa3, nine notches
below investment grade. Exela’s profit margins have
dwindled amid stiff competition, while charges for
restructuring costs and goodwill impairment con-
tributed to a net loss of $282 million in the 12 months
ended on Sept. 30. Its bonds, meanwhile, dropped
to just above 30¢ on the dollar. No reason to panic,
though. The company says its further adjusted
Ebitda is still growing. —Davide Scigliuzzo

○ Private equity investor Advent won big on the 
retailer. Then it returned to help fix it

Taking a 
Second Bite 
At Lululemon

of directors. Although the company stayed public, 
and Advent was never a controlling shareholder, the 
transaction was a turning point. Private equity firms 
have a reputation for stripping companies for parts, 
but Advent helped reassemble and redirect the com-
pany into one that’s quintupled its total market value 
in a little over five years, to more than $30 billion.

Not that the story was entirely happy. Shortly 
after the deal, Wilson fell out with Mussafer and 
Advent, agitating unsuccessfully for a board over-
haul. Advent and Lululemon hired an independent 
consultant to assess the board; Wilson hired one, 
too. Lululemon went with its consultant’s recom-
mendation. Wilson left the board, but didn’t go qui-
etly, agitating for change at a subsequent annual 
shareholder meeting. “The two of us together could 
have been brilliant,” he says, referring to Advent. 
“And I think they were the first time they came in.” 

One thing Wilson and Mussafer agreed on was 
that Lululemon was something of a mess. Advent 
and the directors identified three ways to turn 
things around: The brand should appeal to men 
as well as women, it should be global and not just 
North American, and it should pursue a much more 
aggressive online strategy.

All of that falls squarely into the private equity
playbook and this may be a model for future invest-
ments, Mussafer says. “The idea of applying a private
equity approach is what a lot of public companies
need.” But it requires commitment. The quarter-to-
quarter pressures applied by Wall Street remain. “If
we had gotten it wrong or misjudged, I’m not sure
Lululemon would’ve continued as an independent
company,” Lululemon Chief Operating Officer Stuart
Haselden says. “We would’ve gotten swallowed up.”

Haselden, who joined in 2015, knows a lot about
the intersection of private equity and retail; he
worked at J.Crew Group Inc. when TPG Capital did
its own, so far less successful, reinvestment in that 
retailer. At Lululemon, Haselden moved aggres-
sively to eliminate “pockets of profound dysfunc-
tion” in the supply chain. Ultimately, the team 
widened gross margins, a measure of profitability, 
by 8 percentage points. Similarly, the management 
team gutted and rebuilt its digital infrastructure 
to enable online selling. (On Dec. 9, Lululemon 
announced Haselden is leaving the company early 
next year; he’s becoming the chief executive officer 
of Away, an online luggage retailer.)

Even as the Advent-led board pulled all those 
levers, the drama wasn’t quite over. Laurent Potdevin 
stepped down as CEO in early 2018 in part because 
of a consensual relationship with a subordinate. 
His departure led the board to hire current CEO 
Calvin McDonald, who was running Sephora when 

○ Wilson

○ Mussafer
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THE BOTTOM LINE Lululemon founder Wilson turned to Advent
for advice, and the firm returned as a big investor—while taking the
opposite side of Wilson in a board dispute.

Lululemon tapped him. His chemistry with Mussafer
was on display this fall during an interview before
regular hours at a store in Manhattan. “The balance
of the conversation is usually a little bit on growth
and very much on the financial metrics,” McDonald
says. “Most of our conversation was dreaming the
dream of what could be and what will be, and what
the potential is for the brand.”

Wilson, despite his misgivings about the
aftermath of the 2014 transaction, is a fan of
McDonald and says the company has “an incredible
future.” He’s still the fifth-biggest owner of the stock.

Mussafer remains on the board as Lululemon’s
lead director, and while the firm has sold down
its position since the 2014 deal, it remains a top-
10 holder, with a roughly 2% stake. He takes a long
view, all the way back to growing up in Alabama
with a father who had his own store, a cata-
log showroom. In a world where affluent shop-
pers who comprise the majority of Lululemon’s
customers are rejecting fast fashion in favor of
fewer, higher-quality (and higher-priced) pieces,
Mussafer likes Lululemon’s chances. The com-
pany just opened a flagship store in Chicago and is
taking a page from Amazon Prime in experiment-
ing with a membership program. “One of the first
lessons I learned in retail is that it’s on the front
lines of any disruption,” he says. “We complained
about the emergence of Walmart 20 years ago and,
today, Amazon. You’re going to have to change and
evolve.” �Jason Kelly
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● Swipe fee owed by a 
small local retailer when 
a customer makes a 
$100 Visa purchase*

 Elite card

$2.20

26¢

Infinite card

Signature card

Traditional card

Debit card

This holiday season will be the first for the Apple
Card, the highest-profile new credit card in years.
And every time a customer waves an iPhone at the
register to use it, a retailer may feel an extra pinch
on its profits.

That’s because the card, backed by Goldman
Sachs Group Inc., is designated “elite,” which means
that higher interchange fees are levied on every

● When customers use premium rewards cards,
stores have to pay higher transaction fees

Retailers Don’t L ve
Your Apple Card

swipe or tap. These aren’t paid by the consumer 
but by the merchant as part of the cost of accepting 
credit cards. The higher fees on elite cards help sup-
port generous reward programs.

Card networks Visa Inc. and Mastercard Inc. tell 
merchants the higher costs are justified because 
premium cardholders also have more buying 
power. For example, according to payment proces-
sor Auric, since January 2018 the average purchase
made with premium-branded Visa Signature and 
Visa Infinite cards was $50 higher than those made 
with regular Visa credit cards. But the cards have 
long irked retailers. They have no choice but to pay 
the higher fees for elite plastic if they want to accept 
any of a network’s credit cards. 

Merchants in the U.S. saw the costs tied to 
accepting electronic payments balloon to a record 
$108 billion in 2018, according to the Nilson Report. 
Some of the increase can be attributed to the rise in 
the overall use of cards, but many stores also blame 
the profusion of high-end rewards cards. The Apple 
Card is part of Mastercard’s World Elite tier.

Consider a $100 purchase at a supermarket. If a 
customer uses a traditional Visa card, the merchant 
would owe the issuing bank $1.27 in swipe fees. If 
the cardholder carries plastic branded with Visa 
Signature, the network’s entry-level premium tier, 
the fee would rise to $1.75. That fee is divvied up 
among the network, the payment processor, and the 
issuing bank. And it could eat up more than half a 
grocer’s already-thin profit margin.

For banks, the calculation is easy. The extra 
rewards, which can include everything from cash 
back to access to airport lounges, help them sign up 
more cardholders. “The person stuck with the bill 
is the merchant,” says Chris Ligan, vice president 
for acquisitions at Auric, which has seen use of pre-
mium cards climb 7% this year. 

Large merchants are still embroiled in negotia-
tions with Visa and Mastercard over litigation that 
started in 2005 when retailers sued the networks, 
saying they violated antitrust laws by inflating swipe 
fees. While some merchants settled the case last 
year—Visa and Mastercard admitted no wrongdo-
ing—a separate class of retailers are still fighting for 
changes to the networks’ rules, including those that 
require stores to honor all of a brand’s credit cards.

If those rules were to change, consumers might 
face a more confusing situation at the checkout 
counter. Or it could just mean that stores would have 
more leverage to fight higher fees, and the arms race 
for rewards would cool off. �Jennifer Surane

THE BOTTOM LINE   Perks such as cash back, airline miles, 
access to airport lounges, and cool-looking metallic cards have a 
cost. Merchants would like to bear less of it.
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Edited by 
Cristina Lindblad

When María Luz Alonso was sworn in to assume 
a key administrative post in Argentina’s Senate on 
Nov. 27, she didn’t pledge allegiance to the nation, 
the constitution, God, or even to President-elect 
Alberto Fernández. “By Cristina Fernández de 
Kirchner, I swear,” said Alonso, eliciting a round of 
applause in the chamber.

Her vow underscored the growing perception 
that Argentina’s vice president will be the one call-
ing the shots in the new administration, something 
that’s concerned investors ever since they learned 
the former populist president would be joining the 
Peronist ticket. Even in Argentina, a country noto-
rious for political turmoil, the power dynamic is 
unusual and risks clashes at the top. “Cristina is 
showing that part of Alberto’s power depends on 
her,” says Camila Perochena, a political science pro-
fessor at Torcuato Di Tella University in Buenos 
Aires. “What we have is something unprecedented 
in Argentina’s history: a vice president that’s going 
to have a strong role in the lower house, Senate, 
cabinet, and executive branch.”

Fernández, who was inaugurated on Dec. 10, 
has conceded that Fernández de Kirchner influ-
enced his cabinet choices after previously saying 

she’d have no voice. One of her allies, Eduardo de 
Pedro, was named interior minister, an important 
post that, among other things, entails managing the 
critical ties between the president and Argentina’s 
powerful governors.

Fernández de Kirchner has also cemented her 
grip on Congress. Her son, Máximo Kirchner, heads 
the ruling coalition’s 120-member bloc in the lower 
house. Claudia Ledesma Abdala, the leader of the 
Senate, where the Peronists hold 41 of the 72 seats, 
is also close to the vice president. While this arrange-
ment should help the new administration get key 
laws passed to grant it more sweeping powers to 
resolve Argentina’s deep economic crisis, it all but 
guarantees that Fernández will need his deputy’s 
signoff to get his agenda implemented. “The govern-
ment seems to have destined the legislative power 
to Cristina and the executive power to Alberto,” says 
Esteban Bullrich, an opposition senator.

After mostly keeping a low profile since her presi-
dential term ended in December 2015, Fernández de 
Kirchner had been widely expected to join the race 
to unseat the unpopular Mauricio Macri. Then in 
May she shocked even seasoned political observers 
by announcing that she was seeking the vice presi-
dency instead. Her charisma and name recognition 
buoyed the electoral fortunes of her running mate, 
who’s viewed as more moderate than the radical for-
mer president. The question of how their diverging 
views will play out has become more urgent now 
that they’ve assumed office.

 Bloomberg Businessweek December 16, 2019

Which Fernández Will  
Rule Argentina?

● The vice president wields 
huge influence over Congress 
and key cabinet members
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As president, Fernández de Kirchner ran an
interventionist administration that imposed cur-
rency and capital controls and doubled public
spending. Her government ignored investors push-
ing for better terms in negotiations on the country’s
defaulted bonds and published fake economic data,
leading to International Monetary Fund sanctions
in 2013. Argentina went through three recessions
in her eight years in office.

Fernández was chief of staff to Néstor Kirchner,
Fernández de Kirchner’s late husband, who was
president from 2003 to 2007. And he briefly served
in the same capacity during her presidency. But
then the two had a falling-out.

During Fernández de Kirchner’s second term,
her now-boss repeatedly lambasted her leadership
on TV and in the press. The former president has
been named in 11 corruption probes stemming from
her presidency, in all of which she’s denied wrong-
doing. A spokesman for Fernández de Kirchner
declined to comment; Fernández’s spokesman
didn’t respond to requests for comment.

Fernández is expected to lean on his vice pres-
ident as he tries to balance competing demands
from his own voters on one side and from credi-
tors that include the IMF on the other. Argentina
is heading into its third year of economic contrac-
tion, with inflation running over 50% and more
than a third of the population living below the
poverty line. The nation’s bonds are pricing in a
default, and the government has no access to exter-
nal financing right now.

The new administration’s working-class sup-
porters are demanding higher social spending. At
the same time, the IMF and investors want to see
Fernández pick up the austerity baton from Macri
and carry on with spending cuts. In his first speech
after being sworn in, Fernández said Argentina is
willing to honor its debts but is unable to do so
under the current economic conditions. “The
country is indebted, cloaked by an instability that
discards the possibility of development and leaves
it hostage to foreign financial markets,” he said.
“Argentina should grow with a project of its own
and implemented by Argentines, not dictated by
foreigners with old recipes that always fail.”

A clearer picture of this new “project” will
emerge when Economy Minister Martín Guzmán
unveils a proposal for dealing with $101 billion in out-
standing debt. Investors will be watching closely to
see if those plans carry Fernández de Kirchner’s fin-
gerprints. �Patrick Gillespie and Ignacio Olivera Doll

THE BOTTOM LINE   Investors are concerned that Argentina’s 
populist ex-president, Cristina Fernández de Kirchner, will be the 
one shaping policy from her new perch as vice president.

From Prison Time 
To Overtime
● In Oklahoma the stigma of a criminal record fades  
as employers struggle to fill openings  

Fresh out of jail, Rita Parker just landed her
highest-paying job ever. She started work on 
Dec. 9 at a Tulsa factory of a heating and air con-
ditioning manufacturer, earning $14 an hour. The 
most she’d ever made before was $8.50, manag-
ing a convenience store. “My main worry getting 
out was that I wouldn’t get a good job,” says the 
28-year-old, who served about nine months for 
drug possession. “A job will definitely help me stay 
sober. The shifts are so long, so I won’t have time 
to twiddle my thumbs.”

Parker was one of 462 offenders who walked out 
of Oklahoma prisons last month into what for many 
is the hottest U.S. labor market of a lifetime. Nov. 4 
marked the largest single-day commutation in U.S. 
history, part of a wave of reforms to soften the 
state’s tough-on-crime laws. Parker, for one, was
amazed that hiring demand was so robust that her
new employer would overlook not just her prison
record but also her lack of relevant qualifications.
“I never worked for someone like them, and it’s
a little surprising they’d be interested,” she says.

The U.S. Bureau of Labor Statistics doesn’t com-
pile data on job seekers with criminal records, but
sources interviewed for this story say a scarcity of
workers has forced employers to be less picky, cre-
ating opportunities for traditionally disadvantaged
groups such as ex-convicts. U.S. payrolls jumped
266,000 in November, the most since January,
pushing the national unemployment rate to a half-
century low of 3.5%. Oklahoma’s jobless rate is even
lower, at 3.3%. Federal and state laws easing sen-
tencing requirements for nonviolent crimes have
reduced prison terms for some offenders, which 
has generally lessened the stigma.

President Trump took note of these trends during 
a speech at the Economic Club of New York in 
November. Former inmates are “getting a fresh start 
thanks to this landmark criminal justice reform bill 
that I signed into law, but maybe equally so because 
the economy is good,” said Trump.

Oklahoma has one of the highest incarceration 
rates in the country, at more than 1,000 prisoners 
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working to find them permanent placements. Doyle
says she expects that most or all of the 20 early-
release inmates across the state already going 
through its program will be employed by Christmas.

One of those is Christopher Cooper, a 43-year-old 
father of two who’s been in and out of jail for years. 
Under the law that took effect on Nov. 1, Cooper’s 
sentence on drug-possession charges was com-
muted, shaving about four years off his term. Cooper 
says he spent the last of his cash on a bus ticket to 
Tulsa, where he’s been prepping for a job hunt in 

▲ Parker (top)  
and Cooper

per 100,000 residents. Yet attitudes in the reliably 
Republican state have shifted in recent years. In a 
2016 referendum, Oklahomans voted to downgrade 
minor drug possession from a felony to a misde-
meanor and doubled the threshold for property 
offenses to $1,000. Governor Kevin Stitt, who cam-
paigned on a platform to reduce the prison popu-
lation, signed those changes into law in May and 
retroactively adjusted sentences, approving a fast-
track commutation for those who met the criteria. 

The inmates granted early release last month in 
many ways presented the ideal pairing for employ-
ers. Most are still in their prime working lives—their 
average age is about 40—and had only been behind
bars for about three years, meaning they still had
pertinent skills for the present-day workplace.  

“We recognized employment is always going to 
be a huge part of the transition, and for the most 
part they are hungry to get back to work and into 
society,” says Adam Luck, vice chairman of the 
Oklahoma Pardon and Parole Board. Luck, who also 
runs City Care, a group that helps homeless individ-
uals, well knows that those fresh out of jail struggle 
to get the necessary identification documents for 
the payroll department, figure out transportation to 
get to and from work, and, most difficult of all, put a 
roof over their heads. Landlords often discriminate 
against potential tenants with a felony conviction, 
even though they’re not supposed to.

For these reasons, aid agencies like City Care 
realized it was crucial to make preparations for 
the commutation. They started by calling on 
employers eager to fill vacancies. The Oklahoma 
Manufacturing Alliance participated in some of the 
dozens of prison job fairs ahead of the release—a 
first for the organization. “We wouldn’t normally 
be involved in this kind of stuff, but it was really a 
good fit, and so far there’s been little pushback, if 
any,” says spokesman Joe Epperly. “The bottom line 
is manufacturers in Oklahoma really need workers.”

The change in mindset is also apparent to Kelly 
Doyle, a deputy executive director at the Center for 
Employment Opportunities (CEO), a nonprofit that 
gives job training to former prisoners. A few years
ago “employers weren’t willing to hire the people
who came through this program,” she says, crediting
growing awareness around criminal justice issues.
“Part of it is a tight labor market,” she adds, “but also
an increased recognition that people coming out of
prison aren’t dangerous people to be afraid of.”

CEO puts former inmates through a few days
of orientation and promptly offers them a daily
paycheck for odd jobs such as painting benches or 
cleaning up public areas. It also helps them spruce 
up résumés and conducts mock interviews while 

construction by getting certified to operate cranes 
and forklifts. His prior work experience includes a 
stint at a machine shop connected with the energy 
industry. “It’s kind of a pain in the butt, because I 
have charges that companies don’t like—larceny 
and assault,” Cooper says. “But I’ve been hitting the 
streets. I started using all the resources I could come 
up with. I know I can get a good job.”

Motivated by the need to fill an opening in the 
shipping department of the Oklahoma City company 
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● A strong jobs report is the latest boost
to the president’s reelection chances

Economy Trumps
Impeachment

For a guy who’s about to be impeached, President
Trump looks like he’s in pretty good shape to
be reelected.

A year ago, the Federal Reserve was about
to make its fourth interest rate hike of the year.
Stocks were plummeting, and Trump had just
declared himself Tariff Man. The Mueller investi-
gation still seemed like it might be a mortal threat
to his presidency.

Six months ago, fears of a recession were rising,
driven by worries about the effect of Trump’s trade
war on jobs and economic growth.

Today, things don’t seem nearly so bad. A block-
buster employment report on Dec. 6 showed that
266,000 jobs were added last month and that
unemployment fell to 3.5%, sending the S&P 500
soaring to almost another high—of which there 
have been 26 this year. 

The economy appears to be in a much better 
place than experts feared, good news for an incum-
bent president heading into an election year. In its 
analysis of the November jobs report, Bloomberg 
Economics lowered its projection of 2020 yearend 
unemployment to an astounding 3.3% and forecast 
“U.S. Election Day Unemployment to Be Lowest 
Since ’52.” A rate that low will surely get a few men-
tions at Trump rallies.

Although growth is still slowing, most forecasts
have improved. A recession no longer seems likely.
Gallup’s latest poll found that 55% of respondents
rate economic conditions as “excellent” or “good.”

Trump is still threatening new tariffs—most 
recently on products from Argentina and Brazil—
and he hasn’t yet closed the so-called phase one 
trade deal with China. But even with an agreement 
far from certain, the markets seem to think that 
the two sides are inching closer. 

Trump’s superpower is to polarize absolutely 
everything. It’s the key to his political survival.
That’s how he got through the Mueller investiga-
tion without any meaningful Republican defec-
tions. Currently, there’s no reason to think he won’t
be able to pull the same trick when the House and
Senate vote on impeachment. So far, his poll num-
bers have barely budged.

As with everything Trump-related, caveats are in
order: Trump is volatile and can blow up anything,
anytime with a tweet. The impeachment inquiry
could theoretically produce information that shifts
public opinion against him. And the economy still
shows weaknesses—in manufacturing, in Upper
Midwest job growth—that could worsen and hurt
him at the ballot box in key electoral states.

Trump is a serial exaggerator of his own popular-
ity, and even his polling strength with Republicans
masks doubts about his honesty. According to
FiveThirtyEight, Trump’s approval rating (41.6%) is
the lowest of any president at this point in his term.
But the second-worst-polling president is Barack
Obama, who handily won reelection in 2012 and
whose party gained seats in the Senate.

Even amid a litter of polls highlighting Trump’s
unpopularity relative to other recent presidents, he
appears to be trending in the right direction in the
places that matter most. In Wisconsin, which many
analysts expect to be the tipping-point state in
2020, the latest poll from Marquette University Law
School shows opinion moving in Trump’s direction
both on impeachment and in head-to-head match-
ups with the top Democratic hopefuls. In October,
Joe Biden, Elizabeth Warren, and Bernie Sanders
were all leading Trump in Wisconsin. By late 
November, Trump had pulled ahead of all three.

In politics, a year is a long time. Plenty can 
happen to turn a president’s fortunes around. 
But the latest economic data and polling num-
bers in states Trump needs to win for reelection 
suggest the impeachment fight could end with 
him in better political shape than when it began. 
�Joshua Green
Michael Bloomberg, founder and majority owner of 
Bloomberg LP, Bloomberg News’ parent, is seeking the 
Democratic presidential nomination.

she runs, Mary Jo Jerome hired another former
convict granted her freedom in the mass commu-
tation. Stroud Safety, which makes safety equip-
ment for race-car drivers, had more orders than
its 25-person staff could handle. Still, Jerome won’t 
deny that her heart went into it. “I thought, This girl 
needs a break,” she says. “She reminded me of my 
daughter.” �Sarah McGregor

THE BOTTOM LINE   Some economic trends that looked bad 
for Trump have reversed, and he may survive the impeachment 
process in better shape than he started it.

THE BOTTOM LINE   With unemployment at a half-century low, 
ex-convicts are having an easier time finding work than in the past, 
even in tough-on-crime Oklahoma.

● Share of respondents 
in a Gallup poll rating the 
economy as “excellent” 
or “good”

55%
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For days after his FBI interrogation, Wei Su wondered:
Where had the microphone been?

The agents had played him a scratchy recording
of a conversation he’d had with a friend at a restau-
rant in Eatontown, N.J. Both men found it strange
when a pot of hot tea they hadn’t ordered arrived at
their table 30 minutes into the meal, but only later
did Su, an award-winning scientist for the U.S. Army’s
Intelligence and Information Warfare Directorate,

form a hypothesis. He thinks the teapot was bugged.
On the recording, Su says, he can be heard tell-

ing his friend in Chinese to always use English when
they spoke on the phone, because the government
was monitoring all his calls. He warned that “when
you work with us, you need to be careful.” Su says
the FBI demanded to know if “us” was a reference
to Chinese intelligence. No, he answered, “us” sim-
ply meant his employer, the U.S. Army.

Nevertheless, questions about Su’s loyalty would
propel a multiyear investigation that in 2016 prompted
the U.S. Department of Defense to revoke the top-
secret security clearance he’d held for 24 years. He 
retired the next year, humiliated, angry, and, the 
Pentagon later admitted, innocent.

Making Targets of 
Chinese Americans

Decade of 
Distrust

The security-clearance
denial rate over the 
past 10 years has 
risen dramatically for 
people with financial 
ties or family in China 
�Andre Tartar

Denial rate, ’10-’19

Percentage-point change
vs. previous decade

Foreign influence and
foreign preference decisions

◼ Approvals

◼ Denials

Decisions, ’00-’09

Decisions, ’10-’19

61%

+17

China 
388

48%

–16

Iran 
252

45%

+1

Pakistan 
146

45%

–7

Russia* 
186

● Connections to China doom 
security clearances more 
than ties to any other country
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Su’s ordeal reflects the U.S. government’s distrust
of China, which flared during the Obama adminis-
tration and has erupted openly during President
Trump’s trade war. Signs of heightened scrutiny
for Chinese Americans emerged in July when FBI
Director Christopher Wray told the Senate Judiciary
Committee that the bureau is investigating more than
1,000 cases of attempted theft of U.S. intellectual prop-
erty, with “almost all” leading back to China. Last
year the U.S. National Institutes of Health, working
with the FBI, started probes into some 180 research-
ers at more than 70 hospitals and universities, seek-
ing undisclosed ties to China.

A Bloomberg News analysis of more than 26,000
security clearance decisions for federal contractors
since 1996 demonstrates another facet of the gov-
ernment’s steep loss of faith in Americans with ties
to China. From 2000 through 2009, applicants with
connections to China—such as family or financial
relationships—were denied Pentagon clearances at
the same rate as applicants with links to all other
countries: 44%. But from 2010 through Oct. 31 this
year, the China-related denial rate jumped to 61%,
and the rate for all other countries fell to 34%. In
other words, more than three-fifths of applicants
who have family or other ties to China are rejected
for security clearances to work for government con-
tractors, while two-thirds of applicants with ties to
other countries are approved.

Some attorneys who specialize in helping appli-
cants get security clearances say they won’t accept
Chinese American clients anymore for fear of wast-
ing their money. “It’s gotten to the point that some of
my clients won’t even call or visit their own mother
in China to avoid having to disclose the ‘foreign con-
tact,’” says Alan Edmunds, who’s practiced national-
security law for 41 years. “I’ve never seen the DoD
or other three-letter agencies in such a heightened
state of sensitivity.”

Cynthia McGovern, spokeswoman for the Defense
Counterintelligence and Security Agency, said in
an email that the department doesn’t comment
on specific cases, but that adjudicators “strive to

ensure each individual case is decided based on
all relevant information and in the best interest of
national security.”

When people who want to work for the Defense
Department, either as contractors or employees,
are denied a security clearance, they can ask the
Pentagon’s Defense Office of Hearings and Appeals
for an administrative review. DOHA’s decisions
regarding employees, such as Su, are kept private.
But the agency publishes its decisions on contractors
with names of applicants and witnesses redacted.
Bloomberg’s analysis of clearance rates is based on
DOHA’s database of decisions.

DOHA judges apply 13 federal guidelines to deter-
mine trustworthiness. Most are common sense,
such as an applicant’s drug and criminal history, or
whether any debts could motivate the sale of secrets.
They also consider each country’s espionage risk.

Bloomberg looked at two key guidelines, “for-
eign influence” and “foreign preference,” which ask
in essence whether applicants have friends, family,
property, or other foreign ties that could compro-
mise their loyalty to the U.S. Federal law stipulates
that the benefit of the doubt lies with the govern-
ment: “Any doubt concerning personnel being con-
sidered for access to classified information will be
resolved in favor of the national security.”

In a representative DOHA decision last year, the
61-year-old founder of a machinery-design company
sought a security clearance to work on his company’s
defense contracts. He immigrated to the U.S. from
China in 1985, earned a doctorate, became a U.S. cit-
izen, and has two grown daughters born in America.
He also has real estate, retirement accounts, and sub-
stantial financial interests in the U.S., wrote DOHA
Judge Noreen Lynch. She noted that there’s “no evi-
dence” he or his father and two sisters in China were
ever approached for sensitive information by Chinese
intelligence agents. And though the businessman
used to visit and send money to his 90-year-old dad
annually, he stopped that a few years ago as a result 
of his security clearance investigation.

Siding with the Pentagon, Lynch took

44%

+1

Afghanistan 
203

37%

–6

Israel 
201

34%

+6

Taiwan 
298

30%

–5

Canada 
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29%

–11

Iraq 
145

20%

–17

U.K. 
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19%
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“administrative notice” of a U.S. finding that
China and Russia are “the most aggressive” eco-
nomic spies. She found the “applicant’s close rela-
tionship to his father and sisters, who are vulnerable
to potential Chinese coercion, outweighs his con-
nections to the United States.”

The idea that having friends or family in China
makes Chinese Americans vulnerable to coercion
by Chinese agents is a premise of most of DOHA’s
China-linked denials. National-security lawyers
question that notion’s evidentiary basis. “I dare say
you will find no evidence of this threat being real.
Logical? Yes. Real? No,” says Mark Zaid, who rep-
resents numerous security clearance applicants.
(He’s also co-counsel for the Ukraine whistleblower.)

The coercion concept is a holdover from the Cold
War, when Soviet-bloc governments blackmailed
their own citizens to get family members to spy for
the Communist regimes, according to a 2017 report
published by the Pentagon’s Defense Personnel and
Security Research Center. “Threatening to harm
a person’s relatives living under Communist con-
trol in Eastern Europe, or threatening to publicly
reveal one’s sexual identity, have not been effec-
tive coercion strategies” since the fall of the Berlin
Wall, wrote the report’s author, Katherine Herbig
of Northrop Grumman Technology Services.

Of the 141 U.S. convictions for espionage and
related crimes from 1980 through 2015—22 of them
involving China—coercion was not a “strong moti-
vation” in a single case.

Su, 67, earned his undergraduate degree in China
and his doctorate in electrical engineering at City
University of New York in 1992. From 1994 until he
retired, he worked at the Army’s Intelligence and
Information Warfare Directorate, known as I2WD,
a stealthy lab that develops electronic-warfare sys-
tems to enable military forces to communicate and
eavesdrop without enemy interference.

The trouble began in 2011, when he was approached
by a stranger at his hotel while attending a techni-
cal conference in Auckland. The man said he was
with Taiwanese intelligence and asked Su if he’d
given information to China. Su brushed him off and
reported the incident immediately to his supervi-
sor in Maryland.

When he returned to the U.S., he says, a military
intelligence agent told him he must have done some-
thing wrong to warrant the “foreigner’s” approach
and urged Su to confess lest he end up “like the
Rosenbergs.” When Su insisted he was a loyal American,
FBI agents placed him under surveillance and threat-
ened to have a SWAT team arrest him in his home in
front of his family, he says. “It was an opportunity
to catch a big fish and make their careers,” Su says.

Over the next 21 months, Su endured six
interrogation sessions, alternating between mili-
tary intelligence agents and the FBI. They pressured 
Su to admit to working for China, which he denied. 
They said a friend of Su’s told them he’d contacted 
Chinese officials while visiting his dying father in China 
in 2007—a lie, Su says. Carol Cratty, an FBI spokes-
woman, said in an email that the bureau doesn’t 
comment on specific cases, but also that it doesn’t 
“initiate investigations based on an individual’s race, 
ethnicity, national origin, or religion.”

According to Su, FBI agents threatened to knock 
down his door and arrest him at 5 a.m. and hound 
him until his health gave out. They asked his rela-
tives, friends, and neighbors if Su was a spy, he says, 
and many stopped speaking to him. He says interro-
gators from military intelligence warned him mul-
tiple times that the punishment for espionage was 
the electric chair. (The federal government hasn’t 
used the chair for executions since 1957.)

Su says the FBI believed he was slipping secrets 
to Mengchu Zhou, an engineering professor at the 
New Jersey Institute of Technology in Newark, who 
would pass them on to the Chinese consulate in New 
York. At the time, Su ran a government contract with 
Zhou to do unclassified research on decoding signals.

Zhou says he never participated in any espio-
nage, and that the FBI questioned him more than 
10 times about Su, as well as about his own frequent 
social and professional contacts with delegations 
and diplomats from China. “They were trying to 
establish a link between Wei Su, me, and the con-
sulate,” Zhou says.

He thinks the FBI was tapping his phone when he
and Su agreed to meet for dinner in 2011 at a restau-
rant off Route 35 near the Jersey Shore, scene of
the suspect teapot. And yet, after they confronted
Su, investigators seemed to back off. Zhou still had
to endure multi-hour delays when returning from
overseas, as immigration agents searched his elec-
tronic devices, he says. Su says he heard nothing
from investigators for 2 ½ years.

In 2015 Su was notified by his boss, Henry
Muller Jr., that his security clearance had been sus-
pended because of new “counterintelligence infor-
mation.” Muller, now retired, says he wanted Su to 
take on a senior technical position once his secu-
rity clearance was sorted out. But no one at military 
intelligence would say what the new information 
was. “I sat across the table from my boss, who was 
a two-star general, scratching our heads on this,” 
Muller says. “It seemed very nebulous at the time. 
But that’s the way these security guys work. There’s 
nothing you can do about it.”

It took 13 months for the Pentagon to issue Su a 

“I dare say 
you will find 
no evidence 
of this threat 
being real. 
Logical? Yes. 
Real? No”
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What now?

Beijing may be downplaying it,
but TTP is very much a going
concern. Still, the takeaway
for Republican Senator
Rob Portman of Ohio, who
chairs the subcommittee that
conducted the investigation,
is not to exclude China from
contributing to scientific
innovation. Instead,
he said, he hopes this
investigation encourages a
“productive dialogue.”
——Jenny Leonard

What’s the big deal?

U.S. officials say TTP
encourages economic
espionage and theft of
intellectual property, the issue
at the heart of President
Trump’s trade war with
China. They also argue that
China’s so-called military-civil
fusion strategy—in which
the government employs
resources, technologies,
and people to advance both
sectors simultaneously—
elevates the threat.

Was any of this a secret?

Hardly. Until last September,
China published the names of
recruits on an official website.
That ended when a Chinese
American engineer (and
TTP participant) working for
General Electric was arrested
for allegedly stealing tech
secrets from the company.

How vulnerable is the U.S.?

According to public and
nonpublic information
compiled in a November
report issued by the
Senate Homeland Security
select subcommittee on
investigations, very. TTP
members stole U.S.-funded
Department of Energy
research for Chinese
institutions. The National
Institutes of Health is only
now investigating the loss
of intellectual property and
capital to China; meanwhile,

the National Science
Foundation has no one
dedicated to grant oversight
at all. Even the U.S. State
Department—which under
Mike Pompeo’s leadership
has taken a tough stance on
China—is behind on flagging
Chinese nationals with
potential ties to intellectual
property theft.
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“Statement of Reason” for his clearance suspension. 
The classified memo rehashed settled questions 
from Su’s background investigations in 1997, 2002, 
and 2010, he says. It accused him of enjoying “unex-
plained affluence” and asked how his family took 
five vacations in 10 years on a household income 
of $270,000 a year, according to Su’s rebuttal docu-
ments. The memo questioned whether he’d received 
undisclosed funds from China to pay off a mortgage 
in 2009, two years after visiting the country, and 
whether one $34,000 deposit in Su’s account came 
from “financially profitable criminal acts.” It also 
accused Su of concealing contacts with two former 
classmates from China.

Su responded to the allegations line by line. His 
family vacations to Northern and Southern Europe, 
Southeast Asia, Mexico, and China were budget tours 
that came to about $150 a day per person. He doc-
umented all his paid-off debts and explained that 
the $34,000 deposit was a U.S. government check to 
compensate military homeowners when the Army 
closed Fort Monmouth in New Jersey and moved Su’s 
command to Maryland’s Aberdeen Proving Ground. 
He enclosed affidavits from past background investi-
gations to prove he had properly disclosed his con-
tacts with Chinese friends.

Six months later, the Pentagon sent a “Letter 
of Revocation” canceling his clearance. The final 
notice dropped the financial allegations but claimed 
Su failed to fully disclose his classmate contacts in 
the early 2000s, even after an investigator put him 
on “explicit notice” in 2004 that he had to disclose 
them. After the revocation, Su continued to work 
on unclassified research, while fighting to clear his 
name with arbiters at the Pentagon’s Consolidated 
Adjudications Facility, known as the CAF.

In November 2017 he caught a break. The federal 
Office of Personnel Management, which handled his 
background investigations for security clearances, 
reviewed all of Su’s documents and agreed to cor-
rect several misstatements in the investigators’ 2004 
and 2010 reports. The amended reports showed Su 
had appropriately disclosed his classmate contacts. 
Su sent the corrections to the CAF and retired from 
the Army at the end of 2017.

Last May he got a letter from the CAF. Based on 
the corrected record, it said, the Pentagon’s previous 
letters suspending and revoking Su’s security clear-
ance “are not accurate and are hereby rescinded.”

“Even now, it’s like a nightmare,” Su says. “The 
investigators didn’t realize Chinese Americans are 
Americans, not Chinese.” �Peter Waldman

Tech TransferSecrets
China’s Thousand Talents Program, an 
elaborate system which recruit overseas 
researchers to send their skills home, has 
the U.S. worried. 

THE BOTTOM LINE   The Department of Defense has stepped up 
its scrutiny of Chinese Americans amid growing distrust between 
the two nations, sometimes ensnaring undeserving individuals.
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With tens of thousands of
satellites slated for launch, the
risk of a collision is rising fast

Risk
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A Celestial
Traffic Jam

Since the Soviet Union launched Sputnik in
1957, Earth’s atmosphere has become home to
almost 5,000 orbiting spacecraft. Yet despite
the growing traffic, there’s been only one doc-
umented collision between satellites, when
an Iridium communications craft and a dead
Russian Kosmos spysat crashed 500 miles
above Siberia a decade ago.

The risks are increasing fast, though. In the
coming decade, tens of thousands of new sat-
ellites are scheduled for launch as billionaires
such as Elon Musk, Jeff Bezos, and Richard
Branson plan constellations of craft offering
internet from space. Worse, debris such as old
rocket parts, out-of-service satellites, and bits 

of shrapnel—the Iridium-Kosmos crash created 
thousands of pieces that will litter the skies for 
decades—represent a growing threat. 

The U.S. Air Force tracks more than 20,000 
bits of space junk orbiting the Earth, and that 
number is rapidly expanding. Insurers say the 
risk of a collision for satellites has jumped from 
one in a million to one in 10,000 over the past 
two decades—but there’s little agreement about 
how to fix the problem. Without stricter regula-
tions to decrease the danger of a smashup,  “it’s 
getting to the point where investment in space 
could be questionable,” says Nik Smith, director 
of Lockheed Martin Space UK.

There’s little regulation of outer space, 
and satellite owners can pick their own orbits 
as long as their radio signals don’t interfere 
with other users. If a spacecraft changes 
course, it sometimes gets noticed by amateur 
astronomers, but no central body keeps track. 
The risk has spurred efforts to sell satellite 
insurance, technology that can better track 
spacecraft and smaller objects, and plans 
for orbiters akin to giant brooms that can 
help clean up the skies. Less debris “is in 
everybody’s interest,” says Sa’id Mosteshar, a
London attorney who works on space-related 
issues. “But the industry can’t quite come 
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with a SpaceX orbiter. Musk’s company acknowledges that
satellite providers must get better at communicating, but it
says there’s no need for greater regulation.

Insurance providers, meanwhile, are seeking to build a
business covering the growing collision risks for these new
spacecraft, which could offset revenue lost as big opera-
tors such as SES, Intelsat, and Eutelsat launch fewer large
orbiters. While fewer than 10% of the new smaller satellites
are underwritten, this will likely change if operators seek
bank financing rather than sell shares to venture capital-
ists, says Pascal Lecointe, head of space policies at insurer
Hiscox Ltd. “The bank will say, ‘Please go ahead, but make
sure you’ve got coverage,’” he predicts. “It’s only a matter
of time before this new space industry sees insurance as
a useful way to transfer risk.” �Thomas Pfeiffer

THE BOTTOM LINE   To reduce the chances of a smashup, engineers are 
advocating better tracking of satellites and orbiters akin to giant brooms that 
can sweep debris out into deep space. 

to terms with having an internationally binding regime.”
While monitoring is getting more accurate, warning sys-

tems can predict a satellite’s trajectory only to within a few 
miles as solar radiation and atmospheric drag make orbits 
slightly wobbly. After the Kosmos crash, Iridium said it had 
had no way of predicting the collision. And today’s systems 
generate hundreds of warnings that turn out to be near 
misses, reducing the value of the information. The U.S. mil-
itary is testing what it calls the “Space Fence,” debris-sens-
ing radar on the Kwajalein Atoll in the Pacific that uses an 
updated technology to track more than 200,000 objects. 

For decades, the U.S. and Europe have advocated a 
framework for managing space traffic along the lines of 
the Chicago Convention of 1944, which laid down rules 
for the global airline industry. In 1972 the United Nations 
agreed to a treaty pinning liability for any damage from 
a satellite on the state that launched it, though that’s not 
much use if a spacecraft is hit by debris from an unknown 
source. In 2002 more than a dozen countries established 
“end-of-life” guidelines obliging satellite owners to set aside 
fuel reserves to fling orbiters farther out into deep space 
or steer them back into Earth’s atmosphere, where they 
burn up on reentry. Otherwise they risk ending up like the 
European Space Agency’s 8-ton Envisat, which didn’t have 
enough fuel for it to be nudged one way or the other and 
has been in free orbit since 2012, posing a collision hazard 
for up to 150 years.

One solution for such problems is spacecraft that 
could shove dead satellites out of orbit using robotic arms, 
nets, or harpoons—though that can be difficult because 
orbiting items often rotate, and grabbing them can pull the 
cleanup craft into an uncontrollable spin. Marshall Kaplan, 
a professor of aerospace engineering at the University 
of Maryland, says collecting smaller bits of space junk is 
more important, because it represents more than 90% of 
collision risk. “A lot of satellites have all of a sudden gone 
black, and people don’t know why,” says Kaplan. “I sus-
pect it’s debris.” He’s proposing a $20 billion system of 
spacecraft that scoop up bits of junk—a bargain, he says, 
compared with the soaring rates for collision insurance if 
nothing is done about the problem. 

A single smashup could create a vast field of debris, 
prompting a cascade of collisions that might render the 
entire satellite belt unusable. NASA says a 4-inch piece of 
shrapnel in low-Earth orbit has the force of 15 pounds 
of TNT, enough to shatter a spacecraft into thousands 
of pieces. And as numbers grow—Musk’s SpaceX wants 
to launch 42,000 refrigerator-size spacecraft to pro-
vide worldwide internet service—there’s a greater risk of 
breakdowns. Three of the 60 SpaceX units launched in 
May never responded to commands from Earth, so they 
can’t be removed from orbit. The industry got a wake-up 
call on Sept. 2 when the European Space Agency fired 
thrusters on its Aeolus observation craft to avoid colliding 
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Stuff in Space
Each circle represents 3,000 objects

Operational satellites
Other objects launched into space  
Debris objects larger than 10cm 
Debris objects larger than 1cm up to 10cm 
Debris objects 1mm to 1cm

DATA: UNITED NATIONS OFFICE FOR OUTER SPACE AFFAIRS, EUROPEAN SPACE 
AGENCY, UNION OF CONCERNED SCIENTISTS
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THE BOTTOM LINE   Using recycled steel to build new automobiles 
can lower the cost of making cars by 20% to 60%, while also reducing 
carbon emissions.

	 SOLUTIONS Bloomberg Businessweek December 16, 2019

Cleaning Up 
The Junkyard

Insurers are 
totaling more 

cars, leading to 
recycled metals 
that are greener 
and less costly

The junkyard system of getting rid of damaged and end-
of-life vehicles is shifting away from the mom and pop 
operations of the past and, in the process, offering a lift 
for the environment.

As cars get more complex and expensive to fix, insur-
ers have become more willing to total vehicles rather 
than repair them, says Jeff Liaw, president of Copart 
Inc., a Dallas-based salvage company with 200 locations 
across the U.S. and abroad. That’s boosting the number 
of cars heading to the junkyard, which in many cases no 
longer means a facility with acres of land to hold rust-
ing metal husks. Instead, at more than 10,000 junkyards—
from Counselman Automotive Recycling in Mobile, Ala., 
to any number of Pick-n-Pull auto dismantlers across 
the country—cars are stripped, and the leftover metal—
mostly steel and aluminum—is shredded, then melted 
down to make recycled steel that’s increasingly used in
new autos. Reusing steel can lower carmakers’ costs by

20% to 60%, says Jonathan Morrow, former president 
of the Automotive Recyclers Association. And it helps 
the environment, according to a Worcester Polytechnic 
Institute study that found recycling 165,500 vehicles in 
Massachusetts cut 2.2 million tons of carbon dioxide 
emissions. The business “is heading toward a zero-waste 
situation,” says Brajendra Mishra, director of the school’s 
Metal Processing Institute. “This is, in a sense, what a cir-
cular economy represents.”

While car junkyards have typically been family-owned 
operations, larger companies such as Nucor Corp. and 
Steel Dynamics Inc. are getting into the business, apply-
ing sophisticated processes to separate out different 
metals during the shredding process and using electric-
arc furnaces to recycle steel. These furnaces produce 
about 25% of the carbon emissions created by tradi-
tional blast furnaces used to make virgin steel, accord-
ing to the CRU Group, a London-based consulting firm. 
“We are looked at as a junkyard industry, something you 
don’t want in your community,” Morrow says. “The indus-
try does exist to be profitable, but we do try to provide a 
service that saves the environment and money for con-
sumers.” That’s a side of the business that’s often not 
seen, he says.

About 12 million vehicles are junked in the U.S. annually, 
according to the Applied Materials Division at Argonne 
National Laboratory. Counting retail and business -to-
business scrap sales, the industry took in $32 billion in 
sales in 2018. By law, new cars now contain a minimum 
of 25% recycled content, mainly steel and iron, accord-
ing to the Steel Recycling Institute. More recycled parts 
are being produced every year, says Morrow, who owns 
M&M Auto Parts in Fredericksburg, Va. He says the recy-
cling industry is “being constricted to a smaller number of 
players” as mom and pop shops can’t keep up with tech-
nological developments that have automated so many car 
functions, or with online sales, among other factors.

About 25% of shredded vehi-
cle material isn’t recyclable today,
according to data from the Argonne
lab. (That material typically ends up
in landfills.) But more efficient and
smarter technology—artificial intel-
ligence that enables car operators
to detect potential collisions, for example—could make the
zero-waste vision a reality over the next three decades.
“From an environmental standpoint, we aren’t selling trash,”
says Morrow. “We are putting things back into use. The tag
line here is ‘we recycle everything, even the air in the tires.’”
—Jacquelyn Melinek

A Smaller Footprint
Tons of carbon produced per ton of metal

	 Virgin

	 Reclaimed

Steel

1.5 7.1

Aluminum

8.1 51.8

For more on the future
of transportation,
visit bloomberg.com/
hyperdrive
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This fall, Dr. Timothy Wong opened 
the doors to iHealth Clinic, inviting 
patients for $35 walk-in appoint-
ments, seven days a week. The 
clinic’s hours are 8 a.m. to 7 p.m. 
on weekdays and 9 a.m. to 4 p.m. 
on weekends. The sole staffer, he 
does everything from running the 
website to answering the phone to 
cleaning the exam room.

How’s business?

We’ve been open 18 weeks and 
have recently been pretty busy, 
with around 10 patients a day. Our 
busiest day was 24 patients, and 
the goal is to hit 20 per day.

Do you believe in health insurance?

Insurance is actually quite 
important. When I was younger, 
I actually had my lung collapse 
spontaneously, so insurance was a 
good thing. Who knows, you might 
get appendicitis or slip on ice—
random occurrences and bad luck, 
you know? We all need catastrophic 
insurance of some sort.

Then why don’t you accept it at iHealth?

Primary care is generally pretty 
cheap: We don’t need operating 
rooms or fancy equipment. 
Because the costs are so low,
having insurance cover primary 
care is an inefficiency.

How so?

Staffing is our biggest cost after 
doctors’ salaries, and the admin-
istrative burden has actually 
increased in the last 5 to 6 years. 
A study found that a primary-care 

provider in Ontario, Canada,
requires $20,000 worth of staff
a year to communicate with their
single-payer health-care system.
In America it’s four times as high,
$80,000, to communicate continu-
ously with insurance companies.

What do you call your model?

Direct-access primary care.
We don’t have memberships or
obstacles, and we don’t screen
patients. My goal is to promote
this model and create a platform
for other doctors, because if other 
providers do this, I think it could 
really change the health-care 
system for better.

Would doctor salaries be lower?

Probably not as high as in
traditional medicine, but we also 
cut out the biggest headache, 
which is going through an inch of 
insurance paperwork every day. It’s 
much more satisfying to just work 
with patients.

What happens if patients need lab work?

I just hit 600 patients, and I think
I’ve requested maybe 30 orders
of blood work and 10 radiological
tests. You really don’t need too
much testing—a lot of the time I do
urgent-care work.

Is testing expensive?

We have a contract with Quest
Diagnostics. The discount is quite
significant. I had a patient who had
a routine cholesterol test and CBC
[complete blood count], and she
would have paid $230, but with my
contract she paid $30.

What do you want all your patients to know?

Complex systems, even the most
eloquent and efficient, will never
match an inefficient simple sys-
tem. It’s
much easier
to manage
and operate
a simple sys-
tem with no
moving parts
and few
steps. We’re
creating too
complex of a system. I think we 
need to really focus on simplicity in 
medicine again.

What do patients think of iHealth?

Patient satisfaction is just incred-
ible. We have five-star Google 
reviews. I have people walking in 
that aren’t even patients just to say, 
“Thank you for what you’re doing.” 
I’ve had patients tip me! I’ve never 
heard of a doctor getting a tip. 
�Arianne Cohen

The Insurance-Free 
Doctor

Timothy Wong runs a “direct-access”  
micropractice in downtown Pittsburgh

Estimated nationwide
shortage of primary-
care doctors by 2032

21k–
55k
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Ruthy Hope Slatis couldn’t believe 
what she was hearing. She’d been 
hired by a temp agency outside 

Boston for a vague job: transcribing 
audio files for Amazon.com Inc. For 
$12 an hour, she and her fellow con-
tractors, or “data associates,” listened 
to snippets of random conversations 
and jotted down every word on their 
laptops. Amazon would only say the 
work was critical to a top-secret speech-
recognition product. The clips included 
recordings of intimate moments inside 
people’s homes.

This was in fall 2014, right around the 
time Amazon unveiled the Echo speaker 
featuring Alexa, its voice-activated 
virtual- assistant software. Amazon 
pitched Alexa as a miracle of artificial 
intelligence in its first Echo ad, in which 
a family asked for and received news 
updates, answers to trivia questions, 
and help with the kids’ homework. But 
Slatis soon began to grasp the extent to 
which humans were behind the robotic 
magic she saw in the commercial. “Oh 
my God, that’s what I’m working on,” 
she remembers thinking. Amazon was 
capturing every voice command in the 
cloud and relying on data associates like 
her to train the system. Slatis first fig-
ured she’d been listening to paid testers 
who’d volunteered their vocal patterns 
in exchange for a few bucks. She real-
ized that couldn’t be.

The recordings she and her  co-
workers were listening to were often 
intense, awkward, or intensely awkward. 
Lonely sounding people confessing inti-
mate secrets and fears: a boy expressing 
a desire to rape; men hitting on Alexa 
like a crude version of Joaquin Phoenix 
in Her. And as the contractor program 
grew along with Alexa’s popularity, so 
did the private information revealed in 
the recordings. Other contractors recall 
hearing kids share their address and
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phone number, a man trying to order 
sex toys, a dinner party guest wondering 
aloud whether Amazon was snooping on 
them at that very instant. “There’s no 
frickin’ way they knew they were being 
listened to,” Slatis says. “These people 
didn’t agree to this.” She quit in 2016.

In the five years since Slatis first felt 
her skin crawl, a quarter of Americans 
have bought “smart speaker” devices 
such as the Echo①, Google Home②, and 
Apple HomePod③. (A relative few have 
even bought Facebook Portal④, an adja-
cent smart video screen.) Amazon is 
winning the sales battle so far, reporting 
that more than 100 million Alexa devices 
have been purchased. But now a war is 
playing out between the world’s biggest 
companies to weave Alexa, Apple’s Siri, 
Alphabet’s Google Assistant, Microsoft’s 
Cortana, and Facebook’s equivalent 
service much deeper into people’s 
lives. Mics are built into phones, smart-
watches, TVs, fridges, SUVs, and every-
thing in between. Consulting firm 
Juniper Research Ltd. estimates that by 
2023 the global annual market for smart 
speakers will reach $11 billion, and there 
will be about 7.4 billion voice-controlled 
devices in the wild. That’s about one for 
every person on Earth.

The question is, then what? These 
machines are not creating audio files of 
your every decibel—tech companies say 
their smart speakers record audio only 
when users activate them—but they are 
introducing always-on mics to kitch-
ens and bedrooms, which could inad-
vertently capture sounds users never 
intended to share. “Having microphones 
that listen all the time is concerning. 
We’ve found that users of these devices 
close their eyes and trust that compa-
nies are not going to do anything bad 
with their recorded data,” says Florian 
Schaub, a University of Michigan profes-
sor who studies human behavior around

voice-command software. “There’s this 
creeping erosion of privacy that just 
keeps going and going. People don’t 
know how to protect themselves.”

Amazon declined interview requests 
for this story. In an emailed statement, a 
spokeswoman wrote, “Privacy is founda-
tional to how every team and employee 
designs and develops Alexa features 
and Echo devices. All Alexa employees 
are trained on customer data handling 
as part of our security training.” The 
company and its competitors have said 
computers perform the vast majority of 
voice requests without human review.

Yet so-called smart devices inargu-
ably depend on thousands of low-paid 
humans who annotate sound snippets 
so tech companies can upgrade their 
electronic ears; our faintest whispers 
have become one of their most valuable 
datasets. Earlier this year, Bloomberg 
News was first to report on the scope of 
the industry’s use of humans to review 
audio collected from users without dis-
closures, including at Apple, Amazon, 
and Facebook. Few executives and 
engineers who spoke with Bloomberg 
Businessweek say they anticipated that 
setting up vast networks of human lis-
teners would be problematic or intru-
sive. To them, it was and is simply an 
obvious way to improve their products.

Current and former contractors such 
as Slatis make clear that the downsides 
of pervasive audio surveillance were 
obvious to those with much less finan-
cial upside at stake. “It never felt right,” 
says a voice transcriber for an Alexa 
rival who, like most of the contractors, 
signed a nondisclosure agreement and 
spoke on condition of anonymity for 
fear of reprisals. “What are they really 
selling to customers?”

Nerds have imagined voice commands 
to be the future of computing for 
more than a half- century. (Thank 

Star Trek.) But for most of that time, 
teaching machines to identify and 
respond to spoken sentences required 
matching audio files verbatim to tran-
scribed text, a slow and expensive pro-
cess. Early pioneers bought or built 
massive libraries of recordings—people 

① ② ③ ④



41

Bloomberg Businessweek December 16, 2019

reading newspapers or other prewritten
material into mics. The Sisyphean nature
of the projects eventually became an
industry joke. In the 1990s, a former
product manager on the speech team
at Apple Inc. recalls, it offered each
volunteer willing to record voice pat-
terns at their lab a T-shirt emblazoned
with the phrase “I Helped Apple Wreck
a Nice Beach,” a computer’s garble of
“recognize speech.”

Apple, which declined to comment
for this story, became the first major
company to flip the model in 2011,
when it shipped the iPhone 4S with
Siri, acquired the year before from a
Pentagon-funded research spinoff. No
longer did recordings have to be scripted
and amassed in labs. Apple sold more
than 4 million 4S phones within days,
and quickly piled up a mountain of free,
natural voice data. For the first few years,
the company largely trusted outside
speech-software specialists to use the
data to improve Siri’s abilities, but Apple
retook control around 2014. “The work
was very tedious: After listening for 15 or
30 minutes, you’d get headaches,” Tao
Ma, a former senior Siri speech scientist,
says of transcribing user recordings. The
in-house team farmed out much of this
work to IT contractors in Europe, includ-
ing Ireland-based GlobeTech.

Over the past few years, Apple has
grown more aggressive in its harvest-
ing and analysis of people’s voices, wor-
ried that Siri’s comprehension and speed
were falling behind those of Alexa and
Google Assistant. Apple treated Siri’s
development like a verbal search engine
that it had to prep to fulfill endless user
queries and ramped up its dependence
on audio analysis to feed the assis-
tant’s lexicon. Temps were expected to
account for the clips’ various languages,
dialects, and cultural idiosyncrasies.

Former contractors describe the
system as something out of the Tower
of Babel or George Orwell’s 1984. At a
GlobeTech office near an airport in Cork,
Ireland, some say, they sat in silence at
MacBooks wearing headphones, tasked
with transcribing 1,300 clips a day, each
of which could be a single sentence or
an entire conversation. (This quota was

reduced from as many as 2,500 clips,
others say, to improve accuracy rates.)
When a contractor clicked play on a
voice recording, the computer filled a
text box with the words it thought Siri
“heard,” then prompted the worker to
approve or correct the translation and
move on. GlobeTech didn’t respond to
requests for comment.

A program the workers used,
called CrowdCollect, included but-
tons to skip recordings for a variety of
reasons—accidental trigger, missing
audio, wrong language—but contractors
say there was no specific mecha-
nism to report or delete offensive
or inappropriate audio, such as
drunk-sounding users slurring
demands into the mics or peo-
ple dictating sexts. Contractors
who asked managers whether
they could skip overly private
clips were told no clips were too
private. They were expected to
transcribe anything that came
in. Contractors often lasted only
a couple months, and training
on privacy issues was minimal.
One former contractor who had
no qualms about the work says
listening in on real-world users
was “absolutely hilarious.”

In 2015, the same year Apple
Chief Executive Officer Tim
Cook called privacy a “funda-
mental human right,” Apple’s
machines were processing more
than a billion requests a week. By then,
users could turn on a feature so they
no longer had to push a button on the
iPhone to activate the voice assistant;
it was always listening. Deep in its user
agreement legalese, Apple said voice
data might be recorded and analyzed to
improve Siri, but nowhere did it men-
tion that fellow humans might listen. “I
felt extremely uncomfortable overhear-
ing people,” says one of the former con-
tractors, especially given how often the
recordings were of children.

Ten former Apple executives in the
Siri division say they didn’t and still
don’t see this system as a violation of
privacy. These former executives say
recordings were disassociated from

Apple user IDs, and they assumed users 
understood the company was processing 
their audio clips, so what did it matter 
if humans helped with the processing? 
“We felt emotionally safe, that this was 
the right thing to do,” says John Burkey, 
who worked in Siri’s advanced develop-
ment group until 2016. “It wasn’t spying. 
It was, ‘This [Siri request] doesn’t work. 
Let’s fix it.’ It’s the same as when an app 
crashes and asks if you want to send the 
report to Apple. This is just a voice bug.” 

The difference between this system 
and a bug on a MacBook, of course, is

that MacOS clearly asks users
if they’d like to submit a report
directly after a program crashes.
It’s an opt-in prompt for each
report, vs. Siri’s blanket con-
sent. Current and former con-
tractors say most Siri requests
are banal—“play a Justin Bieber
song,” “where’s the nearest
McDonald’s”—but they also
recall hearing extremely graphic
messages and lengthy racist
or homophobic rants. A for-
mer data analyst who worked
on Siri transcriptions for sev-
eral years says workers in Cork
swapped horror stories during
smoke breaks. A current ana-
lyst, asked to recount the most
outrageous clip to come through
CrowdCollect, says it was akin to
a scene from Fifty Shades of Grey.

Apple has said less than 0.2%
of Siri requests undergo human analy-
sis, and former managers dismiss the
contractors’ accounts as overemphases
on mere rounding errors. “‘Oh, I heard
someone having sex’ or whatever. You
also hear people farting and sneez-
ing—there’s all kind of noise out there
when you turn a microphone on,” says
Tom Gruber, a Siri co-founder who
led its advanced development group
through 2018. “It’s not like the machine
has an intention to record people mak-
ing certain kinds of sounds. It’s like a
statistical fluke.”

By 2019, after Apple brought Siri to 
products such as its wireless headphones 
and HomePod speaker, it was processing 
15 billion voice commands a month; 
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0.2% of 15 billion is still 30 million
potential flukes a month, or 360 million
a year. The risks of inadvertent recording
grew along with the use cases, says Mike
Bastian, a former principal research sci-
entist on the Siri team who left Apple this
year. He cites the Apple Watch’s “raise to
speak” feature, which automatically acti-
vates Siri when it detects a wearer’s wrist
being lifted, as especially dicey. “There
was a high false positive rate,” he says.

In the smart speaker business, Apple’s
HomePod is estimated to account for
only 5% of the U.S. market. Amazon

has an estimated 70%. In 2011 CEO and
massive Star Trek fan Jeff Bezos ordered
a team that showed him an early
voice-controlled music app to build the
software into a hardware product. They
produced the Echo, with its seven micro-
phones constantly listening for a “wake
word” that will trigger a fresh recording.
Each clip, as with Apple’s, goes to the
company’s servers, where a portion of
them are then routed to one of hundreds
of data associates for review.

Bezos and David Limp, Amazon’s
senior vice president for devices, weren’t
blind to the creep factor. They made
design choices aimed at keeping Echo
users from freaking out about being
recorded, says an early Alexa product
manager. When a user says “Alexa,” a
ring of light appears around the Echo, as
though the assistant were coming to life.
A dedicated “personality team” scripted
jokey answers to hundreds of frequently
asked questions. And developers created
an online portal where users could play
and delete their audio clips. An Amazon
spokeswoman says privacy standards
were built into Alexa from the start.

The fine print grants Amazon the
right to retain and experiment on its
voice clips far beyond what Apple does
with Siri. By default, the company
retains recordings indefinitely. Amazon
discloses few specifics on how this data
is used, except to say its human tran-
scriptions have proved an enormous
advantage in translating Alexa into new
languages around the world and expand-
ing its response capabilities.
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Global voice-assistant
shipments

MILLIONS OF EARS

Utterance Database, or FUD, to help
Alexa add answers to common requests.
Former employees who worked with
FUD say there was tension between
product teams eager to mine the data
more aggressively and the security team
charged with protecting user info, such
as phone numbers that could easily iden-
tify a given customer. In 2017, Amazon
introduced the camera-equipped Echo
Look, which was pitched as an AI styl-
ist that could recommend outfit pairings.
Its developers considered program-
ming the camera to switch on automat-
ically when a user asked Alexa to make
a joke, say people familiar with the mat-
ter. The idea was to record a video of the
user’s face and assess whether she was
laughing. Amazon ultimately shelved
the idea, these people say. Amazon says
Alexa doesn’t use facial recognition
technology today.

The company has set up contractor
farms in cities around the world, from
Bucharest to Chennai. Several times this
year, it’s held walk-in recruiting events
for transcribers overseas. A speech tech-
nologist who’s spent decades developing
recognition systems for tech companies
says the scale of Amazon’s audio data
analysis as outlined in a recent recruit-
ing effort was terrifying. Amazon says
it takes the “security of customers and
their voice recordings seriously,” and
that it needs a complete understanding
of regional accents and colloquialisms to
make Alexa global.

Microsoft acknowledged this August
that humans help review voice data gen-
erated through its speech-recognition 
technology—in its Cortana assistant, 
Skype messaging app, and other prod-
ucts—which businesses such as BMW, 
HP, and Humana are integrating into 
their own products and services. Chinese 
tech companies including market-
place Alibaba, search giant Baidu, and 
phone maker Xiaomi are churning out 
millions of smart speakers each quar-
ter. Industry analysts say Google and 
Facebook Inc. are likewise betting audio 
data will greatly enhance their mam-
moth ad businesses. Internet brows-
ing tells these companies a tremendous 
amount about people, but audio record-
ings could make it much easier for AI to 
approximate ages, genders, emotions, 
and even locations and interests, says 
Schaub, the Michigan professor. “People 
often don’t realize what their voice com-
mands reveal,” he says. “If you’re asking 
about football a lot, you’re likely an NFL 
fan. If a baby is crying in the background, 
they can infer you have a family.”

Google Assistant feeds its namesake 
search engine with queries from a bil-
lion devices, including Android smart-
phones and tablets, Nest thermostats, 
and Sony TVs. Google, which has hired 
temp workers overseas to transcribe 
clips to improve the system’s accu-
racy, has promised that reviewed voice 
recordings aren’t linked to any personal 
information. But this summer a Google 
contractor shared more than 1,000 user 
recordings with Belgian broadcaster 
VRT NWS. The outlet was able to fig-
ure out who some of the people in the 
recordings were based on things they 
said, to the shock of those identified. 
Roughly 10% of the leaked clips were also 
recorded without these users’ consent, 
because of devices erroneously detect-
ing the activation phrase “OK, Google.”

A Google spokeswoman says, “Since 
hearing concerns, we have been commit-
ted to pausing this human transcription 
of Assistant audio while we enhance our 
privacy controls.” The company declined 
to comment on whether humans tran-
scribe voice data collected from other 
Google services. A senior engineer 
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involved with Google Assistant who
recently left the company says people
would overlook concerns about snoop-
ing if voice assistants, including Google’s,
were more useful.

Facebook, where data privacy scan-
dals have become routine, drew scoffs
when it introduced Portal, a combina-
tion smart speaker and videophone,
in November 2018. The company had
wanted to hold off on releasing Portal
until the heat from its Cambridge
Analytica debacle had died down, but
it wound up unveiling the device, which
includes a built-in microphone and
camera, soon after a different shocking
data leak. Incredibly, Facebook billed
the Portal as a privacy-centric project,
promising that any stored mic or cam-
era data would be kept on the device
and off the cloud. Who wouldn’t want a
Facebook camera tracking them around
the living room as they walk and talk?
Besides CEO Mark Zuckerberg, who
keeps his laptop’s mic and camera cov-
ered and nonfunctional.

At one point or another, pretty much
every Facebook user has heard the
rumor that the company sharpens its
ad targeting by secretly listening to peo-
ple through the mics in their phones or
other devices. When Congress called
him to testify last year, Zuckerberg
labeled that concern a “conspiracy the-
ory.” Yet Facebook, too, has been rely-
ing on transcribed recordings to train
its AI, and not just with audio from its
users. In one instance, a contractor hired
through Accenture Plc was instructed
to use her personal Facebook account
to call friends and family to create new
audio, without telling them why. (She
says this caused her anxiety.) A source
within Facebook confirms the com-
mands were recorded, but the company
says it never instructed the actual calls
to be captured, saying it’s “not some-
thing we would ever direct to be done.”
Accenture referred a request for com-
ment to Facebook.

Facebook has also relied on human
transcribers for its chat app Messenger,
which allows users to exchange audio
clips instead of texting. The company
prompted users with an option to

have its AI auto-transcribe these voice
messages but didn’t tell them these
clips also went to contractor TaskUs
Inc. for manual review. Facebook didn’t
inform the TaskUs workers where the
audio clips came from, so they assumed
Facebook was using exactly the kind of
surveillance dragnet Zuckerberg had
told Congress didn’t exist. It didn’t help
that TaskUs referred to its Facebook
contract internally as “Prism,” the same
code name used for a National Security
Agency spying program revealed in 2013
by whistleblower Edward Snowden.

Along with separating voice files from
user IDs the way Apple does, Facebook’s
software slightly alters each person’s
vocal pitch before relaying the files to
contractors, says Andrew Bosworth, the
vice president who oversees Facebook’s
hardware division. He acknowledges that
using voice command and video chat
tools should require “a lot of faith in the
technology distributors behind those
tools” but says he trusts Google and
Amazon, as well as his own company,
to use voice data to improve their ser-
vices rather than take advantage of sensi-
tive information in the clips. His home in
San Mateo, Calif., is sprinkled with three
Portals and four other devices that use
either Alexa or Google Assistant, includ-
ing in his kitchen and his kids’ playroom.

Several of the big tech companies
tweaked their virtual-assistant pro-
grams this year after a steady drip of

news reports. While Google has paused
human transcriptions of Assistant audio,
Apple has begun letting users delete their
Siri history and opt out of sharing more,
made sharing recordings optional, and
hired many former contractors directly
to increase its control over human listen-
ing. Facebook and Microsoft have added
clearer disclaimers to their privacy poli-
cies. And Amazon has introduced a sim-
ilar disclosure and started letting Alexa
users opt out of manual reviews. “It’s
a well-known thing in the industry,”
Amazon’s Limp recently said about
human transcription teams. “Whether
it was well known among press or cus-
tomers, it’s pretty clear we weren’t good
enough there.”

It’s easy to fathom how an
authoritarian government or unscru-
pulous three-letter agency could take 
advantage of these ubiquitous sur-
veillance networks. The U.S. House of 
Representatives is considering legisla-
tion to curb automated eavesdropping 
by digital assistants, and a bipartisan 
group of senators has called for the 
Federal Trade Commission to investigate
Amazon’s recordings of children, but
all the relevant authorities are moving 
slowly. “Are users aware this process-
ing is happening? If not, they need to 
be,” says Dale Sunderland, deputy com-
missioner of Ireland’s Data Protection 
Commission, which supervises tech 
companies’ compliance with European 
Union privacy rules and is reviewing 
the industry’s audio collection prac-
tices. “We want these companies to 
demonstrate to us how they’ve built 
in necessary safeguards.” A June Pew 
Research Center survey estimated that 
most Americans are concerned about 
the data collection practices of smart 
speakers and similar listening devices. 
Still, adoption rates keep rising.

Some researchers say advances in 
smartphone processing power and a 
form of computer modeling called fed-
erated learning may eventually render 
this kind of eavesdropping obsolete—that 
the machines will get smart enough to 
figure out things without help from the 
contractors. For now, absent tougher 
laws or consumer backlash, the ranks of 
human audio reviewers will almost cer-
tainly continue growing to keep pace as 
listening devices proliferate. 

Many former contractors say they’ve 
stopped using virtual assistants and 
unplugged their listening devices. The 
audio sexts were awkward and all, but 
some are more haunted by the idea 
that people are listening even to the 
most quotidian of conversations, like 
a father chatting with his son after 
school, or a husband and wife talking 
in the kitchen after work. “In my head,
I would say, I shouldn’t be listening to
this,” says a former contractor who 
spent months working on Siri transcrip-
tions. “This is none of my business.” <BW> 
�With Mark Bergen and Gerrit De Vynck 
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the U.S. Food and Drug
Administration received
a 19-page document with
some startling claims about

a popular medicine. The online pharmacy Valisure, which tests
prescription drugs before dispensing them, said it had found
extremely high levels of a probable human carcinogen in the
antacid ranitidine, best known under the brand name Zantac.
Millions of people around the world use ranitidine; it’s avail-
able both with a prescription and over the counter. As for the
carcinogen, NDMA, the FDA knew it well: For more than a year
the agency had been recalling batches of the blood pressure
medication valsartan because they were contaminated with it.

The FDA issued an alert, one that seemed to downplay
Valisure’s findings. The agency said it had learned that some
ranitidine medicines contained low levels of NDMA, but it
wasn’t advising people to stop taking the drug. Those with pre-
scriptions could contact their doctors—if they were worried—
and everyone else could consider alternatives on drugstore 
shelves. In fact, Valisure had found high levels of NDMA in 
every version of ranitidine it tested and concluded the prob-
lem was inherent to the molecule itself. In other words, if 
Valisure is correct, there is no safe version of ranitidine.

The muted quality of the FDA’s statement didn’t stop con-
cern from going global. The European Medicines Agency
had issued its own warning that same day. Singapore health
officials pulled eight brands of ranitidine off shelves. South
Korean authorities conducted their own tests and banned 
sales. Canada’s regulators asked companies to stop distrib-
uting ranitidine, and some of the country’s manufacturers 
recalled their drugs. One of India’s biggest generics manufac-
turers suspended ranitidine supplies. GlaxoSmithKline Plc, 
the company that originally developed Zantac, halted global 
distribution. Sandoz Inc. announced it was recalling some 
of its ranitidine. Several U.S. companies, including CVS, Rite 
Aid, Walgreen, and Walmart, halted distribution. Memorial 
Sloan Kettering Cancer Center said it would no longer offer 
ranitidine to its patients.

By mid-October, a month after the FDA’s alert, at least two 
dozen countries had pulled ranitidine from stores or halted 
its distribution. Numerous companies had acted on their own 
to slow or stop the supply of the drug. The FDA continued 
to conduct tests.

Finally, on Nov. 1, the agency announced that it had found 
higher-than-acceptable levels of NDMA in some ranitidine—
though not nearly as high as Valisure detected. The FDA then 
deployed the strongest weapon available to it: The agency 
asked manufacturers to voluntarily recall some of the Zantac 
on the market.

Janet Woodcock, director of the FDA’s Center for Drug 
Evaluation and Research, defends the agency’s deliberative 
process. Comparisons with other drug regulators are irrel-
evant, she says: “Do we have to do exactly what others do? 
We did the testing, and in some we found hardly any. Should 
they be pulled off the shelves?” 

At a time when a poorly policed global supply chain and 
demand for ever-cheaper generics have exposed drugs to 
new safety risks, an effective recall system is crucial. Spotting 
problems earlier is getting harder: From 2016 to 2018 the num-
ber of FDA inspections of drug manufacturers declined 10% 
overseas and 13% for domestic facilities, according to a recent 
report from the Government Accountability Office. When a 
manufacturer or the FDA does find that a drug’s quality is 
compromised, recalls are supposed to reverse the supply 
chain and remove the affected product from warehouses, 
pharmacy shelves, and, in the most extreme cases, patients’ 
medicine cabinets. 

But the agency’s authority over this system is limited. It 
can only request a pullback—manufacturers can and do say 
no. It can’t contact patients directly; it relies on pharmacies 
for that. It doesn’t control how the recall is conducted or 
how its effectiveness is assessed. And it doesn’t seem to want 
more control. Representative Rosa DeLauro, in her role on 
the House committee that oversees the agency, has tried to 
give it more authority over recalls. “It has been my experi-
ence over the years that the FDA shies away from its respon-
sibility as a regulatory agency,” she says. 

has been a Democratic congress-
woman from Connecticut since 
1991 and a critic of the FDA almost 
as long. She sponsored a bill that 
gave the FDA the power to order 
food recalls; it was signed into law 
by President Barack Obama in 2011. 
The agency also has recall power 
over manufacturers of vaccines, 
medical devices, infant formula, 

and tobacco products. As of last year, it can order a recall of 
opioids deemed dangerous. It can do all of that, but it can’t 
order a recall of any other prescription drug. DeLauro tried 
to push a bill two years ago to change that.

The bill went nowhere. At least one reason was opposi-
tion to it from the trade group representing drug manufactur-
ers. Andrew Powaleny, a spokesman for the Pharmaceutical 
Research and Manufacturers of America, or PhRMA, says the 
agency and the companies it regulates already have robust 
processes in place. “The biopharmaceutical industry and the 
FDA further work together throughout the recall process to 
protect the public health,” he says. “Additional mandatory
recall authority is not needed.” 

Now, after two high-profile recalls of common drugs have
exposed flaws in the system, DeLauro plans to try again to
give the FDA more clout. She expects she will again face
pushback from the pharmaceutical industry. “It’s a very
powerful lobby,” she says. She’s right: Drug manufacturers
alone spend roughly $160 million a year making their case in
Washington, according to the Center for Responsive Politics.
Complicating her effort is the agency itself, which still isn’t
asking for more authority.

DeLauro
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The FDA’s cautious approach was on display in the
valsartan recall. In that case, as with ranitidine, it was a
company, the pharmaceutical manufacturer Novartis AG, that
conducted more rigorous tests than usual, detected NDMA,
and alerted the FDA. After the FDA made its initial announce-
ment in July 2018, it expanded the recall 51 times to include
two related drugs made by at least 10 companies.

Patients using valsartan were supposed to be notified
by their pharmacies that their drugs could be dangerous.
Those notifications didn’t always happen. The failure of that
system can be seen in the client base of plaintiffs’ attorney
Daniel Nigh, who’s representing about 500 people who took
the carcinogenic-tainted drug. So many would-be clients
reported that they hadn’t been notified, he says, that he sus-
pended the normal practice of representing only those who
had. About one-fifth of his clients said they hadn’t been warned
by their pharmacies. Some learned of the recall when they
went in to refill their prescriptions. Two found out on the
news or secondhand, called their pharmacies, and were told
erroneously they hadn’t been given the recalled drugs.

Old mailing addresses, a switch in pharmacies or the use
of more than one, the failure to distinguish a recall letter
from junk mail—these are among the things that can interfere
with ensuring that patients know they have bad drugs. But
there’s also a gap in the flow of information, particularly when

drugs are recalled in batches identified by manufacturers’ lot
numbers, as is common practice. Pharmacists don’t necessar-
ily know a drug’s lot number. And if they do, many still don’t 
always know whom they sold those lots to. America’s health-
care system offers 21st century technology, but it’s still using
20th century record-keeping.

cooperate with the FDA’s recall requests, either because 
they’re good corporate citizens or because they don’t want 
the public-relations damage or potential legal liability that 
could come with refusing. One exception involved a drug 
producer called Downing Labs, which was doing business 
as NuVision Pharmacy in Dallas. After the FDA found evi-
dence that NuVision’s injectable sterile drugs weren’t ster-
ile, it asked the company to recall them. NuVision did recall 
some of its drugs in 2013 but resisted recalling the rest for 
two years, forcing the FDA to issue repeated warnings about 
drugs it was powerless to ban. The company finally recalled 
all lots in 2015, saying it was doing so “voluntarily and solely 
out of an abundance of caution because Downing Labs takes 
the utmost care to ensure patient safety.”

The agency also got into a standoff with Standard 
Homeopathic Co. of Los Angeles, which made Hyland’s 

Most drug manufacturers
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homeopathic teething tablets. Reports of babies falling ill
or dying after being given the pills prompted an investigation.
The FDA found “inconsistent” levels of the toxin belladonna
and issued its first warning about the tablets in 2010; a vol-
untary recall followed. When the problem wasn’t resolved,
the company agreed to stop shipping the teething medicine
in September 2016 but refused to recall the product it had
already released. Standard said it “had not been made aware
of any medical or statistical evidence to support a causal link
between homeopathic teething tablets and adverse outcomes
at this point.” A January 2017 FDA warning letter told con-
sumers to stop buying the medicine, throw out unused por-
tions, and call a doctor if their child “experiences seizures,
difficulty breathing, lethargy, and other side effects.” Four
months later the company initiated a broad recall, noting it
did so “because it is appropriate to do what our regulating
agency has formally requested.”

The case infuriated DeLauro. The FDA received more than
400 reports of health problems. It issued a safety warning but
didn’t have the authority to order stores to remove the prod-
uct or websites to stop offering it, and the company wouldn’t
do so. “There are real-world consequences,” DeLauro says.
“It’s unconscionable that FDA is unable to recall potentially
life-threatening medicines.”

Once a company agrees to a recall, the agency’s role remains
circumscribed. It places the drug in one of three risk catego-
ries, from Class I, for drugs that could cause serious health
problems or death, to Class III, for drugs that are unlikely to
cause a health reaction but violate FDA manufacturing guide-
lines. Most ranitidine and valsartan products are Class II, mean-
ing they might cause temporary health problems or pose a
slight threat of a serious nature. The agency then recommends
how far down the supply chain the recall should extend.
But the drug company determines the recall strategy—who
will be notified, what information the recall letters and pub-
lic notices will include, and how the effort’s effectiveness
will be measured. The manufacturer is responsible for alert-
ing its various trading partners, who then alert their trad-
ing partners, until the warning sometimes, maybe, reaches
the consumer.

Although most companies act in good faith, the system has
too few checks and balances, says DeLauro, and the agency
is too often deferential to industry. “I continually witnessed
the FDA’s refusal to act due to their belief that they lacked
certain legal authority,” she says. Strictly speaking, that may
be true. Asked about DeLauro’s assessment, the FDA said in
a statement: “Under the Federal Food, Drug, and Cosmetic
Act, a recall is a voluntary action taken by a company. FDA’s
role in a recall is to oversee a company’s strategy, assess the
adequacy of the recall and classify the recall.”

The agency’s Zantac response was typical, DeLauro says.
She and consumer advocates argue it would have been bet-
ter to get the drug out of the market as soon as possible while
continuing to test for NDMA. “It’s a consistent pattern,” she
says. “Anything that comes into question, their approach is

[to] leave it on the market. In the meantime, let’s do a little 
here, a little there, see where it goes.” 

DeLauro’s husband was taking Zantac. She knew to warn 
him to stop because she’d seen that regulators in Europe 
were taking stronger, swifter action than the FDA. “I hap-
pened to be reading the reports,” she says. “Not everyone is 
reading the reports.” 

The agency’s defenders contend it’s properly weighing the 
risks to consumers. “The FDA takes recalls very seriously,” 
says Peter Pitts, a former communications adviser for the 
agency who co-founded the Center for Medicine in the Public 
Interest, a nonprofit research and advocacy group. “It won’t 
ask anyone to do a recall without evidence and concern about 
public health.” The agency’s critics, he says, want it to take 
action just in case, before the weight of evidence is in. That, 
he says, “is not good science.”

Pitts acknowledges that the agency’s limited mandate 
means it has a blinkered view of the drug supply chain. “Its 
authority stops when it issues a recall,” he says. “The FDA 
doesn’t know where Company X has sold its product.”

learned she had colon
cancer in October  2018. 
A nurse called to suggest 
Sykes come into the doctor’s 
office as soon as possible. 
She sounded nervous. She 
offered the last appointment 
of the next day—an ominous 

sign to Sykes, a retired nurse. She knew it meant no strang-
ers would be in the waiting room if she left in tears. 

A few weeks later, at her home in McComb, Miss., she 
came across an article about the valsartan recall. NDMA, the 
chemical in question, is linked specifically to higher risks of 
colon cancer. She’d taken the drug every day for the past six 
years. That was the first she’d heard of the recalls. “Nobody 
tried to inform me about it until I just happened upon it one 
Saturday morning on the internet,” she says. “My blood pres-
sure went through the roof. I had been taking this medicine 
for such a long time. I was just so upset.”

Sykes called Walmart, her pharmacy, and then Humana 
Inc., her insurer, to ask why she hadn’t received a notice. 
According to Sykes, Walmart reported that it hadn’t received 
or dispensed any of the contaminated drugs. 

But Sykes keeps her old pill bottles, and she was able to 
read the expiration dates and lot numbers printed in tiny type 
near the bar codes. She’d taken valsartan from three different 
lots; one was on the recall list. Walmart Inc. didn’t respond 
to a question about Sykes’s specific claim. In general, com-
pany spokeswoman Marilee McInness says, “when we learn 
of a recall issued by the manufacturer, we pull products sub-
ject to the recall and provide notices to our affected patients.”

Sykes is one of the clients represented by Nigh, the plain-
tiffs’ attorney, who say they were mistakenly told they hadn’t 
taken any recalled pills. Computer glitches, human error, or 

ROSE SYKES
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required to put identifying information, including lot numbers, 
on the labels of products they sell. But wholesalers don’t yet 
have to electronically track the lot numbers of drugs they sell 
to pharmacies. The wholesalers have resisted any attempts to 
require them to do so before 2023. In comments to the FDA in 
June, a trade group acknowledged that product tracing “will 
aid enormously in recall administration and effectiveness.” But 
it said its members couldn’t comply without having to enter 
each lot number—“a complex string of alphanumeric charac-
ters varying in such features as length”—into their data systems 
by hand, causing “severe impacts to the delivery of needed 
medicines to patients and healthcare professionals.” 

In other words, it’s too much work.
The legislation exempts pharmacies completely. Even 

after the law goes into full effect, pharmacies won’t have to 
track which lots they sell to which customers. Nor will they 
be required to put lot numbers on labels. Some pharmacies 
do that now, and others don’t. One concern is patient pri-
vacy. To further complicate matters, high-volume pharma-
cies, such as mail-order companies, mix pills from different 
lots. Pharmacies can also subdivide packages. 

Right now the only way for a pharmacy to keep track of 
the lot numbers on the medications it dispenses is to type the 
information into a computer system by hand, says Christian 
Tadrus, who owns Sam’s Health Mart in Moberly, Mo., and 
has followed the law’s progress as a member of his state’s 
pharmacy licensing board. He says his and most pharmacies 
compensate for the lack of specific information by casting a 
wide net during recalls. They inform more customers, and 
remove more product, than might be necessary. 

Meanwhile, the number of anxious patients mounts. 
Orville Lewis, a 64-year-old factory worker who lives out-
side Pensacola, Fla., is another of Nigh’s clients who’d been 
taking valsartan daily and was diagnosed with colon cancer. 
He learned of the recall from a co-worker on the graveyard 
shift. When he got home, he stayed up until he could call his 
CVS, which told him he hadn’t received the recalled drugs. 
“We follow a well-defined recall process that complies with all 
legal and regulatory requirements,” says Michael DeAngelis, 
a CVS spokesman.

Lewis was still worried. He contacted his doctor’s office, 
but no one there had even heard about the recall. Then he 
took his pill bottle to a friend who worked in a small drug-
store in a neighboring town. She looked at the bottle, checked 
online, and told Lewis his pills were on the list. “I called 
because it scared me,” Lewis says. “Here I am putting some-
thing in my body every morning for my health, and it might 
have hurt me. If they had said yes, it’s under recall, or they 
had sent me a letter, I would feel better. It put a bitter taste 
in my mouth.” 

In early December, Singapore found unacceptable levels 
of NDMA in three versions of a diabetes treatment called met-
formin and recalled them. The FDA says it’s testing samples 
sold in the U.S. and, if appropriate, will recommend recalls of 
the medication. � —With Anna Edney

POTENTIALLY
LIFE-THREATENING
MEDICINES”

“IT’S UNCONSCIONABLE

IS UNABLE TO RECALL

FDA
THAT

something else entirely may have been at fault. But because 
drugs don’t have to be traced electronically by lot numbers 
all the way to customers, it’s hard to know. 

Efforts to require an electronic tracking system have been 
under way for more than a decade, countered by lobbying 
to delay those efforts. An “unproven, disruptive and costly” 
mandate is how one pharmacy trade group, the National 
Association of Chain Drug Stores, described it. When the fed-
eral government couldn’t make progress, states tried. The first 
was California, which, because of its size, can establish de facto 
national standards for industries. In 2004, California passed 
a law requiring electronic tracking of drugs all the way to the 
patient by 2009. The drug industry pushed back, saying the 
changes were technologically impossible to make that quickly. 
The deadline was extended to 2014. Nothing happened.

Then, in 2013, the industry preempted the California 
 statute and its deadline by winning passage of a federal 
drug tracking law. The Pharmaceutical Distribution Security 
Alliance, a group coordinated by lobbyist Leavitt Partners, 
was formed specifically to push it. The alliance’s members 
come from every part of the drug supply chain, including 
manufacturers, distributors, third-party logistics companies, 
and pharmacies, according to its website. The group says on 
the site that it played a key role in helping develop and enact 
the Drug Supply Chain Security Act, which President Obama 
signed into law in 2013. 

The law created a uniform national system for electroni-
cally tracing pharmaceuticals from the manufacturer to the 
pharmacy’s back door. The industry was given 10 years—until 
November 2023—to fully comply. Other countries trying to 
create tracking systems aren’t moving any faster, says Eric 
Marshall, executive director of a new industry governance 
group for implementation of the law.

U.S. manufacturers now create and pass on electronic 
records of the drugs they sell to their primary wholesalers. As 
of November, both manufacturers and those wholesalers are 
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IT TOOK CARLOS GHOSN 20 YEARS TO  
REACH THE APEX OF GLOBAL BUSINESS—AND  

JUST A FEW MONTHS TO LOSE EVERYTHING

BY MATTHEW CAMPBELL, KAE INOUE,  
AND ANIA NUSSBAUM

AFTER TWO DECADES SPENT LOGGING MORE AIR MILES
than virtually any other corporate leader, these days Carlos
Ghosn rarely leaves a small slice of central Tokyo. The long-
time head of Nissan Motor Co. and Renault SA lives alone in a
modest house near the expat hub of Roppongi, getting around
by taxi and on foot. Although he still keeps a detailed calen-
dar, his days have never been less full, leaving plenty of time
for strolls and bike rides through the city’s winding streets.

Ghosn’s routine might seem lonely, but he’s rarely alone.
Unmarked sedans tail him wherever he goes, close enough
to make their presence obvious. If he enters a park or a
restaurant, men in dark clothes get out of the cars and fol-
low him on foot. A video camera is trained on his front door,
allowing the Tokyo prosecutor’s office to keep tabs on who
comes to see him. At the end of each month, he’s required to
provide a list of everyone he’s met with, whether in a restau-
rant, at home, or at his lawyer’s office. 

Ghosn makes the short trip to see his legal team a few times
a week to consult with them and respond to emails. According
to the terms of his release from jail earlier this year, he isn’t
allowed to use a computer anywhere else, and he can carry
only a flip phone. Nor has he been permitted to spend more
than one night away from his house without a judge’s per-
mission or, apart from a single one-hour videoconference in
November, to see or communicate with his wife, Carole.

These conditions will persist well into 2020, when Ghosn
begins the first of two trials for what prosecutors and his former
colleagues at Nissan call a pervasive pattern of financial miscon-
duct and raiding of corporate resources for personal gain. He
denies wrongdoing, saying he’s the victim of a plot by Nissan
executives and Japanese government officials to prevent further
integration with Renault. A guilty verdict in either case could
put the 65-year-old in a Japanese prison through the 2020s.

A little more than a year ago, it was unthinkable that Ghosn
might fall so far. As chairman of the Renault-Nissan-Mitsubishi
alliance, which produces more than 10 million vehicles a
year, he was as elite an executive as it’s possible to be. Over
the years he constructed a formidable personal brand, pre-
senting himself as a sort of auto industry Jack Welch who,
after saving one of Japan’s best-known companies and revi-
talizing a storied French counterpart, was poised to lead
the world’s transition to electric mobility. He met regularly

with world leaders, was celebrated at
business schools on four continents, 
and received at least three paychecks, 
which totaled almost $17 million in 
2017. At the ultimate gathering of the 
globalized economy’s champions, 
the annual World Economic Forum 
in Davos, Switzerland, no one seemed 
more at home. 

But since Ghosn was arrested in   
November 2018, his power has proven 

remarkably ephemeral. Despite his vast Rolodex, almost no 
major business or political figure has spoken out on his behalf. 
The government of France, one of three countries where he 
holds citizenship, has essentially washed its hands of him. 
Renault’s leaders have appeared indifferent to his fate, while 
executives at Nissan have worked to put him in jail.

It’s practically unprecedented, in this era of winner-take-
all capitalism, for someone who’s reached the top to fall so
precipitously. The last time a chief executive of comparable
stature went to prison was during the wave of white-collar 
prosecutions that followed the collapse of Enron, back when 
George W. Bush was in the White House. Ghosn’s downfall
could indicate that this immunity is wearing off and that the
forces of populism and nationalism are coming for globalizers 
like him. But such sweeping trends don’t fully account for his 
predicament. Rather, his is a deeply individual story, of a man 
who clawed his way from obscurity to the pinnacle of global 
business before crashing down.

More than two dozen people spoke with Bloomberg 
Businessweek about Ghosn’s career and the events that ended 
it. Many asked not to be identified so they could speak more 
freely. They painted a picture of a gifted but bloodless man-
ager who accumulated remarkably few true friends as he
built a corporate empire against formidable odds. For his
subordinates, insecurity was a daily reality: One after another, 
potential successors found their progress stymied or their paths 
to power abruptly cut off. Ghosn, meanwhile, inexorably gained 
responsibilities, titles, and pay, whatever the results. At the time 
of his arrest, he was chairman, CEO, or both at three major pub-
lic companies. And he was planning to put himself at the center 
of an even more powerful entity that could control them all. 

Ghosn
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Ghosn’s trials will be a challenge far greater than any
he faced in the business world. He’s preparing to defend
more than just his freedom. He’s also seeking to prove that,
in almost 20 years at the top, his privileges were the well-
deserved rewards of a visionary who’d repeatedly done what
no one else could. That he really was who he portrayed him-
self to be: the indispensable man.

GHOSN SPENT MUCH OF HIS CAREER AS AN OUTSIDER. HE
was born in Porto Velho, Brazil, a mining hub deep in the
Amazon, to a Lebanese family. They eventually returned to
Beirut, and as Ghosn neared university age his Francophile
mother urged him to continue his studies in Paris. A hardwork-
ing student with a sharp mind for math, he was accepted in the
mid-1970s to the École Polytechnique, the capital’s storied engi-
neering school. Polytechniciens, as graduates are known, are
some of the most coveted hires in France, and Ghosn went on to
senior positions at tiremaker Michelin and, eventually, Renault.

While his credentials were impeccable, he never really
fit in with the Parisian business elite. He became a French
citizen only in 1998, and he and his then-wife, Rita, who’s
also Lebanese, rarely attended the dinner parties and galas
to which they were frequently invited. For fun, they played
bridge. His boss at Renault, a patrician Frenchman named Louis
Schweitzer, sponsored him to become a member of Le Siècle,
an exclusive club of politicians and businesspeople, but he
almost never attended its meetings. Nor did Ghosn have much
of a track record in corporate grand strategy. His specialty was
operations, the nitty-gritty of factory floor efficiencies.

After Renault acquired a third of Nissan’s shares in 1999,
it dispatched Ghosn to Tokyo, where he would serve as the
Japanese company’s chief operating officer. At first it looked
like a suicide mission. With more than $35 billion in debt,

Nissan had been within days of bankruptcy when it agreed 
to Renault’s rescue plan. It was regarded by many industry 
experts as unfixable.

What happened next became a staple of business school case
studies. Nissan was at the time producing more than 40 models, 
few of them of much interest to consumers, and was maintain-
ing a vast, inefficient supplier network. Ghosn slashed costs, 
introduced fresh designs, and overhauled manufacturing pro-
cesses, shocking workers accustomed to indifferent manage-
ment by visiting assembly lines to verify that his decisions were 
being implemented. Nissan went from near-death to profitabil-
ity faster than virtually anyone thought possible, and in each of 
Ghosn’s first four full years at the company—he became CEO in 
2001—it posted record sales. 

Nicknamed 7-11 for his reputed hours, he prided himself on 
putting in more time than anyone around him, studying the 
company’s operations in such detail that he could recall even 
obscure production metrics off the top of his head. Nothing was 
too small to escape his notice. On one occasion, he argued for 
removing a vehicle’s back-seat cigarette lighter, saving about a 
dollar on each assembly. 

Gradually he became less hands-on, particularly after 2005, 
when he was named CEO of Renault as well. The appointment 
drew skepticism, and not only because Ghosn would get two 
salaries. Schweitzer, who’d initiated the Renault-Nissan part-
nership, never envisioned the same person holding both roles. 
“It’s not manageable to handle two very different companies 
10,000 kilometers away,” he says. “You’d fly all the time at 
the expense of time spent in the field.” Another of Ghosn’s 
senior colleagues, the longtime Renault executive Patrick 
Pélata, also disagreed with the decision; he and Ghosn later
had a heated discussion over whether it was possible to do
both jobs effectively, according to a person familiar with the 

Watchers follow Ghosn around central Tokyo
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exchange. (A spokeswoman for Ghosn said no such discussion
took place, calling the account “categorically untrue.”)

Ghosn began dividing his time among Tokyo, Paris, and the
companies’ sprawling global operations, with every moment
scheduled by a corps of assistants. He formed few close relation-
ships. Even colleagues he’d known for years addressed him as
“Mr. Ghosn” and avoided discussing anything but business. An
executive who worked alongside Ghosn for more than a decade
says there was no such thing as an informal catch-up. For every
face-to-face meeting, the executive was expected to prepare a
presentation or report and to follow a detailed agenda.

In the place where Ghosn spent as much time as any other,
the cabin of his corporate jet, he was usually alone, with only
the crew permitted to accompany him. If someone asked
why, they received a variation of the same answer. The plane
was Ghosn’s private space—not just a means of transport,
but a home.

GHOSN WAS ALSO AT HOME AT THE ANNUAL DAVOS
forum in the Swiss Alps, where politicians, bankers, and CEOs
gather each January to network and cut deals. A regular by
the early 2000s, he later joined its governing board, one of the
most prestigious cliques in global business. 

As the forum became more central to Ghosn’s image, some
colleagues fretted that he was relying too much on conversa-
tions there to generate strategic ideas. One of the most dramatic
examples occurred in 2007, when he took a meeting with Shai
Agassi, an Israeli software executive attempting to reinvent him-
self as an electric-vehicle entrepreneur. Chaperoned by former
Prime Minister Shimon Peres, Agassi was pitching an embry-
onic plan to wire Israel for mass EV adoption. His startup, Better
Place, wanted to use an unproven technology that, instead of
forcing drivers to wait while their battery recharged, would use
robotic arms to bolt in a fresh one. The company would prove
the concept at home, then take it global. 

Agassi had only a white paper laying out the basics of the
system, with no real engineering work behind it. To make it
a reality, he would need technology and support from a large

carmaker. Earlier that day, one of Nissan’s main competitors
had turned Agassi down, yet Ghosn—who in other venues 
demanded reams of careful analysis before committing to 
a new direction, particularly a potentially expensive one—
agreed to a collaboration on the spot. “He said, ‘I’ve read the 
white paper, and I’m on board,’ ” Agassi recalls. Under the 
terms of the deal he and Ghosn later formalized, Nissan would 
provide batteries, Renault would supply the cars, and Better
Place would construct the charging infrastructure.

Ghosn’s subordinates at Nissan were opposed to diverting 
resources from existing EV plans to an exotic technology
designed by a company with no automotive experience. So,
lacking participation from the Japanese side of the alliance, 
Renault took sole ownership of the Israeli tieup and made
plans to source the batteries elsewhere. The project was ulti-
mately a flop: Better Place never successfully commercialized
its technology, and within a few years it entered a downward 
spiral that culminated in bankruptcy. 

The affair was embarrassing, but it didn’t pose a threat 
to Ghosn’s upward trajectory. That took a more serious mis-
step. In January 2011 he went on France’s most watched
evening newscast to make an explosive allegation: that three 
Renault executives had been leaking confidential information 
from its EV program. The French government, which takes a 
keen interest in industrial espionage and also happens to be 
Renault’s largest shareholder, hadn’t been briefed on the com-
pany’s investigation, which had suggested the stolen secrets 
ended up in China. Ministers were furious.

Ghosn’s claims quickly unraveled. The accused executives
sued for defamation, issuing denials of remarkable specificity. 
Less than two months after Ghosn’s TV appearance, Paris 
prosecutors publicly declined to pursue charges against them,
describing the evidence as nonexistent. Renault had to admit
that the espionage allegations were groundless—they appeared 
to have been an elaborate hoax that fooled Ghosn—and later 
paid settlements to the fired employees. The finance minis-
ter, Christine Lagarde, was among the officials who practically 
demanded Ghosn’s head, saying that the people responsible 
for the fiasco “must depart.” 

Ghosn agreed to give up his bonus in penance, but he had 
other ideas about who should leave. In April he accepted the 
resignation of his COO and second-in-command, Pélata. The 
removal calmed calls for Ghosn to go; it also took out a poten-
tial successor and the closest thing Ghosn had to a peer. The 
two had been in the same class at the Polytechnique, and Pélata 
had accompanied Ghosn to Nissan in 1999 before taking over 
operations at Renault. One former executive says Pélata was the 
only person at either company he heard call the boss “Carlos.” 

Over the next few years, plausible replacements for Ghosn 
kept leaving as he entrenched himself. When Pélata’s succes-
sor, Carlos Tavares, left in 2013, going on to take over Renault’s 
longtime French rival, PSA Peugeot Citroën, Ghosn responded 
by abolishing the COO position, traditionally seen as a tryout for 
the top job, at Renault and then at Nissan. The following year 
yet another heavy-hitting Nissan manager, Chief Planning 

He usually flew alone in his corporate jet
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Officer Andy Palmer, left to become CEO of Aston Martin. 
As all this was happening, Renault-Nissan was becoming 

more complicated than ever. Ghosn had expanded the alliance 
to include major operations in China and Russia, and he’d
made aggressive moves into electric and autonomous vehi-
cles. But with some of the carmaker’s most experienced and 
capable senior managers leaving, it depended more and more 
on just one man at the top—which was just how Ghosn seemed 
to like it. And with great power came great compensation. 

IN 2010, JAPANESE REGULATORS INTRODUCED A NEW 
requirement that companies disclose executive salaries in 
excess of 100 million yen ($920,000). Nissan had opposed the 
move, perhaps because Ghosn proved to be Japan’s highest-paid 
CEO by far. The following year he received 987 million yen, 
in addition to about €4.4 million ($4.9 million) from Renault, 
including stock options—not enormous sums by the standards
of top-level U.S. salaries, which could be in the $20 million
range, but genuinely shocking in Japan. As local critics some-
times pointed out, the pay of Akio Toyoda, president of Toyota
Motor Corp., by any standard a more successful carmaker, only
modestly exceeded the 100 million-yen threshold.

Managing the disclosures soon became a major preoccupa-
tion for Nissan. The company would formally report Ghosn’s
compensation numbers at annual shareholder meetings in
June, accompanied by a comparison of auto industry CEO
earnings. That document was probably the most closely vetted
piece of paper Nissan put out all year; a former executive
recalls that it would go through as many as 15 drafts. Ghosn
was generally shown to be trailing his rivals, but the numbers
didn’t calm the criticism.

The disapproval frustrated Ghosn, according to the for-
mer executive and another person who worked closely with
the CEO. Ghosn was convinced that relative to the value he
created—and the pay he might command from the automakers
that had attempted to poach him over the years—shareholders
were getting a good deal. He was also taking more interest in
the fruits of his success. He’d divorced his first wife in 2012; his
new companion, Carole Nahas, an elegant Lebanese-born New
Yorker, encouraged him to collect contemporary art, and they
later commissioned a 120-foot yacht, the Shachou, Japanese
for “boss.” In 2016 they celebrated their wedding with a Marie
Antoinette-themed party at the Palace of Versailles.

Ghosn’s current problems trace back in part to the new dis-
closure rules. He and law enforcement officials agree that, from
about 2010 on, he had subordinates calculate two numbers for
his compensation from Nissan: one that was actually paid and
a higher amount that wasn’t. Ghosn’s lawyers have argued
that this second total represented “the amount of compensa-
tion Mr. Ghosn would have rightfully been able to receive” had
public opinion in Japan permitted him to be paid in line with
his true value. They cast the difference between the two figures
as “the amount Mr. Ghosn sacrificed for Nissan,” saying it was
intended to serve only as a reference for future negotiations
with the company or a rival automaker.

The calculations form the basis for two of the four criminal 
charges against Ghosn, as well as a civil complaint by the U.S. 
Securities and Exchange Commission. Japanese prosecutors 
and the SEC both claim that he fully intended to receive the 
extra cash—from $2 million to $15 million a year, totaling more 
than $140 million, according to the U.S. agency—and that he 
sought to hide it from shareholders. Ghosn considered “mul-
tiple ways to pay the undisclosed portion of his compensation 
through Nissan-related entities without public disclosure,” as 
well as having it paid out in “consulting fees” after his eventual 
retirement, the SEC wrote in its complaint. According to the 
commission, he also attempted to backdate letters so he could 
get additional money through a long-term incentive plan for 
executives that he hadn’t previously been part of. 

Ghosn settled with the SEC in September, agreeing to a 
$1 million penalty without admitting wrongdoing. As his law-
yers are quick to point out, the very notion of “unpaid compen-
sation” has an oxymoronic quality, but even if Ghosn’s account
of his actions is accurate, it suggests a vast self-regard. Despite 
being one of the best-paid people on the planet, he made sure 
to put on record what he thought he was really worth. 

IN 2017, WITH HIS STATURE STILL AT ITS PEAK, GHOSN 
gave up the CEO role at Nissan, handing over day-to-day opera-
tions to Hiroto Saikawa, a former purchasing executive. Ghosn 
continued steering overall strategy as Nissan’s chairman while 
occupying the same role at Mitsubishi Motors, which had 
joined the alliance the previous year. At Renault he was still 
both chairman and CEO, and as a condition of its continued 
support for his leadership the French government told him it 
expected him to spend the bulk of his time in Paris. 

With a significant portion of his remaining schedule set aside 
for travel elsewhere, Ghosn was left with only a week in Tokyo 
each month. Typically he arrived on Mondays, speeding to his 
Nissan-provided apartment for a shower and a change of clothes 
before beginning a packed itinerary of meetings, speeches, and 
product launches. By Friday night or Saturday morning, he was 

Carlos and Carole threw a Marie Antoinette-themed  
wedding party at Versailles
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gone. One former executive compares the flurry of activity to a
hurricane blowing through. But when Ghosn departed, another
former executive says, things tended to slow down consider-
ably, with decisions deferred and timelines extended.

There’s no question Ghosn’s attention was increasingly else-
where. In 2018 he began working intensively on a plan to cre-
ate a holding company that would control Renault and Nissan,
transforming them into arms of a single automotive company.
He’d considered similar structures before, but according to a
person familiar with the proposed arrangement, this time he
had in mind an attractive additional component: Fiat Chrysler
Automobiles. FCA, based in London, had long looked like a
promising merger partner, with a strong U.S. presence and
brands such as Maserati and Jeep. If it could be included in the
Renault-Nissan-Mitsubishi alliance, the union would produce
far more cars than any other automaker, providing the kind of
scale Ghosn had long argued was essential to invest in new tech-
nologies and keep up with rivals.

Past flirtations had run aground on a major problem: Ghosn
had never gotten along with Sergio Marchionne, FCA’s CEO and
the author of a turnaround at least as impressive as Nissan’s.
But after Marchionne died suddenly in July 2018, Ghosn saw
an opportunity to make a deal with FCA’s controlling inves-
tor, John Elkann of the billionaire Agnelli family. Ghosn soon
sketched out a rough structure. FCA, according to the person
familiar with the plan, could take a significant stake in either
the new holding company or Renault, perhaps displacing the
French government as the most powerful shareholder if Ghosn
could persuade it to sell. Ghosn could be the company’s CEO
and Elkann its chairman; Saikawa, who’d frustrated Ghosn in
his brief time running Nissan, would probably be gone. (FCA
declined to comment.)

The potential deal also represented, finally, a sort of succes-
sion plan. Ghosn, the person says, saw himself retiring after
a few years getting the new company on its feet, choosing a
replacement with Elkann, who would stay on as chairman to
provide continuity. And Ghosn, who’d entered the car business
with no connections, no pedigree, and a difficult-to-pronounce
surname, would leave the industry as one of its true greats.

ON THE AFTERNOON OF NOV. 19, 2018, SAIKAWA WAS
chairing a regular gathering of Nissan’s top operational man-
agers at its head office, which occupies a modern skyscraper
on the Yokohama waterfront. Partway through, according to
a person familiar with the meeting, Saikawa suddenly stopped
the discussion and called for a few senior executives to join

him in another room. There, he relayed some astonishing
information: Ghosn had just been arrested at Tokyo’s Haneda 
airport on suspicion of violating financial laws. Greg Kelly, a 
board member who’d previously been in charge of Ghosn’s 
office, had been taken into custody at almost the same time. 

Saikawa presented the news as a surprise, but he’d been 
aware it was coming. For months, a small group of Nissan exec-
utives had been investigating Ghosn and passing their findings 
to prosecutors. Ghosn’s lawyers have argued that this investiga-
tion was ginned up to derail his holding company plans, which 
they claim aroused the ire of a nationalist group bridging Nissan 
and the powerful Ministry of Economy, Trade and Industry. 
Nissan said in a statement to Businessweek that it uncovered 
“substantial evidence of blatantly unethical conduct” by Ghosn 
and that Tokyo prosecutors acted independently against him. 
(Kelly denies breaking the law or behaving improperly.)

Whatever the probe’s origins, Nissan’s immediate response 
to Ghosn’s arrest inflicted even more damage on its long-
time leader. That evening it held a press conference in which 
Saikawa presented the case against Ghosn as essentially 
proven. In the ensuing weeks, employees at times seemed to 
be acting as agents of law enforcement. In Lebanon, company 
lawyers took possession of a laptop containing files that now 
form a key part of the prosecution; in Brazil, a staffer seized 
documents from Ghosn’s assistant. 

Executives perceived as close to Ghosn, almost all of them 
non-Japanese, were also sidelined. In early January, according 
to a person with knowledge of the events, Chief Performance 
Officer José Muñoz, whom Ghosn had been considering as a 
potential replacement for Saikawa, arrived at Nissan’s U.S. 
headquarters in Tennessee following a vacation and was told 
he was being put on an indefinite leave of absence. Another 
senior manager who’d advanced rapidly under Ghosn, human 
resources chief Arun Bajaj, was also abruptly placed on 
leave. (Both men have since left Nissan, and neither has been 
accused of wrongdoing.) 

Ghosn was initially indicted on three charges—two for the 
pay disclosures and a third for “breach of trust,” relating to 
Nissan’s assumption, during the 2008-09 financial crisis, of 
underwater foreign exchange contracts on behalf of its CEO. 
He finally won bail in early March after firing his original legal 
team, which had repeatedly failed to secure his release. True to 
form, he swiftly tried to put himself back at the center of events. 
Still technically a member of Nissan’s board, he sought court 
permission to attend one of its meetings to answer the allega-
tions against him. The Tokyo District Court denied his request. 

Next he tried to get his side of the story out to the public. 
The 108 days he’d spent inside Tokyo’s central jail were the fur-
thest he’d been from direct media exposure in a long time; in 
his old life, at, say, a busy auto show, he might give 10 or more 
interviews in a day, hitting talking points again and again with 
unfailing precision. On Wednesday, April 3, he tweeted that he 
would hold a press conference in eight days, to “tell the truth 
about what’s happening.” It never took place. The next morn-
ing, just before dawn, a team arrived at his home to arrest 

“MR. GHOSN HIMSELF 
IS TOTALLY CLEAR THAT 

HE IS INNOCENT”
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him on another breach of trust charge, this time related to
allegations he’d taken payoffs from a dealer group in Oman.

This charge seemed far more serious than earlier ones.
Prosecutors claimed that, of $15 million in dealer incentives
Nissan had paid to an Omani distributor called Suhail Bahwan
Automobiles (SBA), $5 million found its way back to Ghosn.
None of the prior indictments had alleged such a direct looting
of Nissan, and the new accusation seemed to sap even the min-
imal support he’d retained. In Paris, Finance Minister Bruno
Le Maire described Ghosn in a TV interview as just another
citizen in trouble abroad, entitled to “the presumption of inno-
cence, no more, no less, and to consular protection.” Renault,
meanwhile, provided French prosecutors with details of other
payments to the Middle East that it said raised “concerns.”

Japan’s criminal justice system is built on confessions, and
early in Ghosn’s legal battle some of his advisers joked about
the challenge of finding a defense lawyer in Tokyo who’d ever
won at trial. Among the few is 74-year-old Junichiro Hironaka,
whom Ghosn hired in February. Hironaka has a reputation for
eviscerating prosecutors’ cases; newspapers long ago nick-
named him “the Razor.” Still, he’s wary of overpromising.
“There is a substantial possibility that we can win an acquittal.
But we are not at the stage of being able to say for sure,” he
says. “The most important thing is that Mr. Ghosn himself is
totally clear that he is innocent, and that we are convinced of
that so we can fight in court. And we are.”

Ghosn’s case has been divided into two trials. In the first,
on the two pay disclosure charges, he’ll be in the dock along-
side Kelly and Nissan itself—an awkward situation, given
the company’s evident eagerness to see him convicted. The
second, in which Ghosn will be the sole defendant, will deal
with the two breach of trust charges. Both relate to his ties
with wealthy businessmen in the Middle East, Khaled Juffali
in Saudi Arabia and Suhail Bahwan in Oman.

The basics of the financial transactions involving Nissan,
Ghosn, and the two men’s companies aren’t really in ques-
tion, but prosecutors and defense disagree drastically on
what those arrangements meant. The Juffali charge involves
a series of foreign currency swaps Nissan assumed in late
2008, after the bank that sold them to Ghosn demanded
collateral he didn’t have. A few months later, Juffali helped
arrange a letter of credit that allowed Ghosn to take them
back. Prosecutors claim that $14.7 million in subsequent pay-
ments from Nissan to the Saudi’s company were compensa-
tion for this favor; Ghosn insists they were legitimate fees 
and reimbursements for helping Nissan calm tensions with 
a Saudi distributor and assisting with plans for a new fac-
tory. (In a statement, Juffali’s firm said the payments were 
“for legitimate business purposes” and that its work “pro-
vided discernible financial benefits” to Nissan’s operations.)

The Bahwan charge similarly concerns payments every-
one agrees Nissan made to SBA, which distributes its cars in 
Oman and elsewhere in the Arab world. The payments were 
categorized as rewards for hitting or exceeding sales targets, 
standard practice for dealer groups. According to investigative 

documents reviewed by Businessweek, starting in 2015 a senior 
executive at SBA, Divyendu Kumar, began putting millions 
of dollars into Good Faith Investments, a Beirut company 
co-founded by Ghosn’s longtime local lawyer. The documents 
indicate that Good Faith in turn transferred funds to Shogun 
Investments, a vehicle Ghosn used for investing in startups, 
and also sent cash to the Virgin Islands company that pur-
chased the Shachou.

Investigators allege that Ghosn was essentially receiving 
kickbacks, using Kumar to funnel Nissan’s money back into
his own pocket. People familiar with Ghosn’s legal strategy
claim there’s no connection between the carmaker’s payments 
to SBA and Kumar’s transfers to Good Faith; rather, they say, 
Kumar had plenty of his own money and was eager to invest 
alongside Ghosn, whom he viewed as a smart businessman. 
(SBA and Kumar didn’t respond to requests for comment.) 

The transactions connected to the Oman charge were 
unique in another important respect. Carole Ghosn is a 
shareholder of the Virgin Islands company, and Ghosn’s son,
Anthony, is a manager of Shogun Investments. In the eyes
of the authorities, that could make them co-conspirators. 
Prosecutors seized Carole’s Lebanese passport during the 
raid to bring Ghosn back into custody, but they didn’t take 
her U.S. one, allowing her to swiftly depart. Anthony has also 
stayed away from Japan. The spokeswoman for the Ghosn 
family says that neither Carole nor Anthony has ever been 
arrested or charged and that both “strongly deny any sug-
gestion of wrongdoing.”

The precise nature of Nissan’s payments to Juffali and SBA 
is obviously of critical importance. They were accounted for 
in Nissan’s budget under the “CEO Reserve,” a section cre-
ated around 2009, roughly the same time frame in which 
Ghosn needed the Saudi’s help, to denote exceptional or 
unexpected expenses. Ghosn’s lawyers argue that despite the 
reserve fund’s name, payments needed approval from several 
senior executives in addition to the boss. They also point out 
that the payments to SBA continued once Saikawa replaced 
Ghosn as CEO. According to a former executive familiar with 
Nissan’s financial practices, dealer incentives were subject 
to particularly rigid review, with signatures required from a 

Nissan cooperated closely with Japanese prosecutors 
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lengthy chain of managers, and they had to be initiated from
the region where they were to be paid, not at headquarters.

In part, the breach of trust cases may turn on whether
Ghosn had sufficient power within Nissan to subvert these
internal mechanisms to his own ends. Given his unques-
tioned dominance of the company, arguing that he didn’t
will be tricky, but that’s what his lawyers intend to do.

This strategy presumes, of course, that Ghosn can get a fair
trial in a Japanese courtroom. His allies fear he can’t. Beating
a criminal charge in Japan, where courts have a nearly 100%
conviction rate, is exceedingly difficult. Prosecutors there
enjoy a range of procedural advantages unavailable to Western
counterparts. For example, rules requiring prosecutors to dis-
close potentially exculpatory evidence aren’t well-developed,
and in many cases the prosecution can introduce evidence
obtained without a proper warrant.

With so much domestic and international attention on the
case, the Tokyo prosecutor’s office—which declined requests
for comment on this story—“can’t afford to lose,” Hironaka
says. “So they’re using every tool they can to disadvantage
us.” Hironaka’s team has complained about nondisclosure
of evidence, as well as the tailing of their client, which they
say is illegal, and leaks to media outlets.

Hironaka also argues Nissan is “working hand in hand” with
prosecutors to secure a conviction. Japanese authorities have
confirmed that two executives—Hari Nada, a lawyer who led the
internal investigation of Ghosn’s affairs, and Toshiaki Onuma,
who helped Ghosn calculate his “unpaid” compensation—have
received plea bargains in exchange for testimony. Ghosn’s legal
team suspects Saikawa and other employees may have made
similar deals. Hironaka suggests Nissan may actually want to
be convicted in the pay disclosure trial—as a corporate entity,
its penalty would be a fine—to help ensure that Ghosn is also
found guilty. (Nissan declined to comment on its employees’
dealings with prosecutors and said of its own indictment that it
“takes this situation extremely seriously.” It also expressed its
“deepest regret” for the actions that led up to it.)

“Why did this happen?” Hironaka asks. “Did this
investigation begin because [Nissan] knew Mr. Ghosn had
committed some kind of crime? Or did they try to find some-
thing Mr. Ghosn had done wrong in order to oust him and
paralyze him?”

ON OCT. 31, TWO MAJOR CARMAKERS UNVEILED JUST
the kind of globe-spanning deal Ghosn had thought essential.
Fiat Chrysler, the company he’d wanted to join forces with,
agreed to merge with Peugeot. Tavares, who’d left Renault as

Ghosn was extending his reign, will be CEO of the combined 
entity, which will produce about as many cars each year as 
General Motors Co. Elkann will be chairman.

Neither of the companies Ghosn helped build is in shape 
to take on an aggressive new competitor. Renault is being run 
by a caretaker CEO: In mid-October it fired Ghosn’s immedi-
ate replacement, Thierry Bolloré, whose relations with Nissan 
were tense. Shortly afterward, Renault reported plunging 
deliveries in emerging markets and slashed its outlook for 
revenue and profitability. 

Nissan, meanwhile, is navigating a crisis as severe as any 
since 1999. Its shares have dropped by about a third since last 
November, and in the first half of the fiscal year its revenue
fell almost 10%, due in part to a slump in U.S. sales. Hundreds
of talented engineers, particularly those with in-demand EV 
expertise, have left for other employers, according to a senior 
executive. It’s also trying to move on from yet another scan-
dal. In September the company disclosed that Saikawa—who’d 
spent the better part of a year condemning his predecessor’s 
greed—had asked Kelly in 2013 to look for ways to pay him 
more. In response, Nissan said, Kelly altered the exercise date 
for Saikawa’s stock-based compensation, recalculating it to 
give him 47 million yen he wasn’t entitled to. Saikawa was 
forced to resign. (A lawyer for Kelly said Nissan’s claim his 
client was responsible for the payment is “a flat-out, demon-
strable lie. He had no authority to do it, and did not do it.”) 

None of this will matter to Ghosn’s fate, which is now out 
of his hands. And while his situation may be, at least in part, 
the result of an especially brutal power struggle, the speed 
and magnitude of his undoing is hard to separate from how 
he operated. He retained control for so long that when resent-
ments reached a breaking point, they were channeled into an
unprecedented explosion. After that, the people he worked 
alongside proved no more loyal to him than he’d been to them.

Jim Press encountered Ghosn at the lowest ebb of the 
American car industry. As vice chairman of Chrysler, Press 
took part in discussions on a tieup between Nissan and the 
storied Detroit automaker before its 2009 bankruptcy. He went 
on to work as a senior adviser to the Renault-Nissan alliance for 
almost a decade. Press is now one of a tiny number of former 
colleagues willing to speak publicly on Ghosn’s behalf. Ghosn, 
he argues, “was basically shanghaied into jail.” 

He concedes, though, that as Ghosn neared his third 
decade in charge, he might have become perilously isolated. 
“I think he got blindsided by not understanding the level of 
discontent,” Press says. “You learn who your real friends are 
when the party ends.” <BW> �With Ma Jie and David Welch

THE PEOPLE GHOSN WORKED ALONGSIDE PROVED NO 
MORE LOYAL TO HIM THAN HE’D BEEN TO THEM
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Billionaires aren’t too popular right now.
As inequality surges, even the most gen-
erous of them are coming under attack.
Philanthropy is just one more way the
superwealthy grab too much sway over
society, critics say, and there’s little
check on their vast power.

John and Laura Arnold agree with
many of these critiques. They’re also
billionaires, and their full-time job is
to give more and more of that fortune
away—not to art museums or orphans
but toward the goal of changing govern-
ment policy. According to the Bloomberg
Billionaires Index, the Arnolds are
worth $2.5 billion, not including more
than $2 billion held by their foundation.

Look at a controversial issue in the
U.S., and there’s a growing chance the
Arnolds are weighing in. They’re giv-
ing the pharmaceutical industry a run
for its lobbying money by bankrolling
a new group, Patients for Affordable
Drugs. ① They also spent millions of
dollars last year pushing successful
anti-gerrymandering ballot measures
in Colorado, Michigan, Missouri, and
Utah. They’ve funded research into
criminal justice that’s persuading leg-
islators, judges, prosecutors, and law
enforcement to revamp how they han-
dle everything from policing to parole.

After the Arnolds reorganized their
philanthropy into an LLC—a contro-
versial move in itself because it lowers
transparency requirements—their giv-
ing accelerated this year.

Since 2011 they’ve written checks for
more than $1 billion—half of that since
2017. Last year the Arnolds commit-
ted $284 million in grants, a 28% rise
from their commitments in 2017. This
year their grantmaking is on track to
jump an additional 33%. That doesn’t
include tens of millions of dollars spent
through their political giving arm, the
Action Now Initiative, nor the skyrock-
eting cost of paying their more than
100 employees—a roster of highly cre-
dentialed experts, lobbyists, and com-
munication pros that numbered a mere
14 people eight years ago.

John was a legendary trader until he
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abruptly quit and shut his hedge fund
at age 38. His wife was also an over-
achiever, a lawyer at a firm that handled
huge corporate mergers. Now in their
mid-40s, they’re putting their distinctive
stamp—bipartisan, fiscally conservative,
and carefully researched—on policies
at all levels of American government.

Over the past few decades, the surg-
ing wealth of the top 0.1% has spurred
many promises of lavish donations.
But the majority of pledged money sits
unspent, as U.S. tax rules make it easy
to procrastinate. Foundations need
to pay out only 5% of their assets per
year (less than typical market returns);
money can sit indefinitely in a donor-
advised fund, or DAF, which offers the
same tax benefit as a foundation with
far fewer rules. “People are getting a
tax deduction today for giving that’s
going to happen sometime—especially
with DAFs—potentially much later in 
the future,” John says. “Is that really 
the spirit of the rules?”

DAFs are surging in popularity, with 
assets rising 20.1% in 2018 from the pre-
vious year, to $121.4 billion, according 
to the National Philanthropic Trust. 
Meanwhile, markets keep rising. Even 
the most philanthropic billionaires—
such as Bill Gates and Warren Buffett—
are richer now than they’ve ever been.

“They have the intent to do good,” 
Laura says of her ultrawealthy peers. 
“But in practice it just isn’t happening.” 
Foundations and DAFs should spend at 

John and Laura Arnold are trying  
to give faster, bolder, and smarter

By Ben Steverman

How to Be a Better 
Billionaire 
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Office estimates it would save Medicare $345 billion over the next decade. ② Arnold Ventures estimates $14 billion is spent every year jailing almost half a million people before they’re convicted of a crime. Many stay locked up because they can’t afford the cost of bail. 

The Arnolds



least 7%, John has proposed, which could
end this “hoarding of resources” and
get billions of dollars more to charities.

The Arnolds are aware that, as two
obscure billionaires exercising power,
they’re likely to attract suspicion. “There
are some legitimate questions as to
whether somebody with vast amounts
of resources should be in a position to
influence policy,” Laura says. But they
say their intentions are good. “The
common thread is simple: We want to
improve people’s lives.”

How do these billionaires decide
the right way to do that? The Arnolds’
answer is unapologetically nerdy. They’re
so dispassionately analytical, they’ve
repeatedly dismissed the idea that even
their background influences where they
give. (She’s from Puerto Rico; he’s from
Dallas.) Instead, they say, they look for
“market imbalances”—lopsided power
in politics or business that’s creating
problems. As Laura puts it: “What is it
that’s causing this dysfunction that’s
yielding these suboptimal outcomes
for society?”

The first step is often to fund a research
study—“philanthropy as R&D,” she
says. For example, in June, research
the Arnolds funded ② found that vio-
lations of parole and probation, often
occurring a decade or more after ini-
tial sentences were served, account
for 45% of state-level imprisonments.
Most are technical violations, such as a
missed appointment, a failed drug test,
or even a traffic stop.

Step two is using that data—and
lobbying and political donations—to get
Democrats and Republicans to hammer
out a solution. The pair is arguably the
largest funder of the U.S. criminal jus-
tice reform movement—which is lately
racking up victories at the local, state,
and federal level—and they’ve added bat-
tles with unions on pension reform ③
to the tussles with the pharmaceuti-
cal industry.

They supported the First Step Act,
a federal bipartisan criminal justice
reform law passed a year ago, though
they often find more success on the
state and local level. On probation and
parole, they’ve allied with the Reform

Alliance, an advocacy group co-chaired
by billionaire Michael Rubin and rap-
per Meek Mill.

The Arnolds’ spending on the 2018
midterms mostly favored Democrats, but
they vow that their 2020 giving will be
more even, following their own philos-
ophy, which challenges both the Right
and the Left. “We’re looking for cen-
trists on either side of the aisle,” John
says. (Michael Bloomberg, the founder
and majority owner of Bloomberg LP,
which owns Bloomberg Businessweek,
was the largest giver to Democrats
in 2018, according to the Center for
Responsive Politics.)

John, 45, got fabulously rich play-
ing the energy markets. As a trader at
Enron, he led one of its biggest legiti-
mate profit centers. When the company
collapsed, he started his own hedge
fund, Centaurus Advisors. His famous
trades included a massive haul at the
expense of Amaranth Advisors, a hedge
fund that imploded after losing $6.6 bil-
lion in 2006.

Fifteen years ago, Laura—then
Laura Muñoz—was a high-powered
mergers-and-acquisitions lawyer in New
York. A graduate of Harvard, Cambridge,
and Yale Law School, she took a break
from big M&A deals to work for an oil-
exploration startup in Houston. Her real
estate agent, who was friends with John’s
mother, suggested the trader might show
her around the city. She didn’t realize
it was a blind date until later.

They married, had three kids, and
signed the Giving Pledge in 2010, prom-
ising to donate “the vast majority” of

their assets before they die. Laura, 46,
ran the foundation until 2012, when John
surprised the markets by shuttering
Centaurus and joining her. They work
in adjoining offices in Houston, arriving
every day by 8:15 a.m. and staying for
eight or nine hours of reading, meet-
ings, and interviews.

It’s hard to detect much difference in
their outlooks—especially their hyper-
intellectual approach to giving away
money. “They got to where they are
by making really hard decisions, but
they didn’t make those decisions like
cowboys,” says Kelli Rhee, president
and chief executive officer of Arnold
Ventures and the tiebreaking third vote
on the foundation’s board. “They made
them by doing the legwork.”

Their faith in cold hard data is obvi-
ous in their giving. The Arnolds have
become a fire hose of funding for ran-
domized controlled studies. On gun con-
trol, last year’s shooting in Parkland, Fla.,
prompted them to step in with $20 mil-
lion to create the National Collaborative
on Gun Violence Research, studying the
problem as a public-health threat, an
area of research Congress has refused
to fund.

Laura is so obsessed with data—and
the idea that so much existing research
is unreliable ④—that she gave a TEDx
Talk on the topic in 2017. Without good
data, the Arnolds say, it’s impossible to
know what the real problem is or what
the best solution is. It’s obvious to them,
for example, that the criminal justice
system “promotes inequality and pun-
ishes people for being poor,” LauraD
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fore they’re convicted of a crime. Many stay locked up because they can’t afford the cost of bail. ③ In 2014, Phoenix voters rejected an Arnold-supported ballot measure
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$500
A day’s pay for
a conservator

Only trained
conservation pros
can carry out res-
toration work. They
must rinse stone-
work with distilled
water and assess
conditions at the
site. “Sending the
cleaning lady in
doesn’t really work,”
Conn says. Larger
sites can require 60
or more such pros.

Up to
$2,200
Flood barriers

Heavy stainless-
steel barriers are
already installed
on numerous build-
ings’ doors and win-
dows, but many
need to be replaced
with taller versions
to protect against
surging waters. Per
Conn: “They tend to
be really heavy, so
people are looking
for lighter aluminum

versions that anyone
can maneuver,
whether a nun or a
museum guard.”

$66,000
Titian’s
Annunciation

Many treasures
of Venice, though
they weathered the
flood unharmed,
still require inter-
vention because
of age: Titian’s
Annunciation at
the Scuola Grande
di San Rocco is
one such painting.
Conservator Giulio
Bono, a Titian spe-
cialist, is primed
to begin repairing
damage caused by
discoloration and
overpainting before
sealing it with pro-
tective varnish.

$69,000
Ca’ D’Oro

Like the Doge’s
Palace, this man-
sion facing the
Grand Canal is

one of the best
surviving examples
of Venetian Gothic
architecture, with
its tracery, quatre-
foils, and loggia-like
windows. Columns,
sculptures, and the
mosaic floor all need
desalinating. The
historic wellhead,
made of Verona Red
marble, sat under-
water for 16 days
and changed color
as a result.

$997,225
Jewish cemetery
and Italian
Synagogue

Jewish culture has
been central to
Venice since the
Middle Ages, even
deeding us the word
“ghetto.” Currently,
debris and dam-
aged trees must be
cleared from the
old Jewish ceme-
tery on the Lido.
Longer term, the
Italian Synagogue
in Cannaregio
must be restored:
Woodworm has
infested its benches

and balustrades, and 
the damp has com-
promised its stucco.

$1.1m
Santa Maria 
Assunta, 
Torcello
 
This basilica is 
one of the old-
est churches in the 
lagoon; some of its 
renowned mosa-
ics date back almost 
1,000 years. Those 
were the focus of 
work before the 
flood, especially 
the diaconicon 
apse. (Supporters 
can underwrite an 
individual figure 
from the scenes: 
An animal costs 
$10,000; the Christ 
Pantocrator is 
$40,000.) Since the 
deluge, the work 
here has expanded 
to include pumps 
to remove water 
from the crypt and 
geo-radar test-
ing to determine 
the stability of the 
church floor after 
water damaged the 
subsurface.

says, while wasting billions of dollars
a year—an issue “that actually speaks to
both conservatives and liberals.”

Solving any of these problems isn’t
easy. “I would encourage people to
name a policy domain that knows less
about itself than criminal justice,” says
Jeremy Travis, a former president of the
John Jay College of Criminal Justice who
now leads Arnold Ventures’ work on the
topic. This year it announced another
$17 million in grants to study prisons in
the U.S., which has the highest incar-
ceration rate in the world.

“We’re about how can we get better
results with less money,” John says. A
new program or initiative will last only if
it’s affordable. If not, he says, “then the
next recession it’s just going to get cut.”

Theideabehindrunningaphilanthropy 
through an LLC rather than a foun-
dation—most famously pioneered by 
Facebook’s Mark Zuckerberg and his 
wife, Priscilla Chan, in 2015—is that it 
gives everyone inside the organization 
much more flexibility and also makes 
their activities harder for outsiders to 
track. Tax rules require nonprofits to 
steer clear of political activity, but in 
an LLC, a health-care expert who once 
stuck only to research grants can now 
strategize with advocacy groups and 
even talk policy with lawmakers.

LLCs “can basically operate as naked 
political voices without any transpar-
ency,” Stanford professor Rob Reich 
says, though he adds that the Arnolds 
seem otherwise to be “appropriately 

inviting the scrutiny of journalists and 
the public.”

There’s one limit to their boldness: 
They take great pains to avoid looking 
as if they’re taking one political party’s 
side. “We need to give the Trump admin-
istration credit,” Laura says, for work on 
issues such as criminal justice reform and 
drug pricing. They “have strong disagree-
ments, as well,” John jumps in to add.

Centrists in a time of polarized pol-
itics, and nerdy technocrats in a pop-
ulist era, the Arnolds aren’t sure what 
to do about the presidential race next 
year. “I would support the person who 
I thought had the best chance to unite 
this country,” John says. “Unfortunately, 
I’m not sure any of the candidates have 
a high probability.” <BW>
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Rescuing the city’s 
treasures gets harder in the 
face of catastrophic floods 

By Mark Ellwood

$aving 
Veni¢e

In 1971, Americans established the Save Venice 
foundation to help repair the city after a record 
deluge in 1966. The nonprofit has since funded 
the conservation of more than 1,000 artworks. 
Its mission is more pressing after November’s 
flooding, the worst acqua alta since 1966. ⑤ 
Melissa Conn, who runs its Venice office, says 
water “broke over the floodgates and moved 
stonework and marble. We’re worrying about 
the foundations of the buildings as well as the 
stonework.” Save Venice has a range of fund-
ing options. How will it put your money to use?

Ca’ D’Oro on
Nov. 25

⑤ Sea gates to protect against surges were begun in 2003 and were due to be completed in 2011. Engineers now predict a finishing date for the end of 2021 at a cost of €5.5 billion ($6.1 billion).
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It’s like that philosophical question about whether a tree falling
in the forest makes a noise if no one’s there to hear it. In this
case, does an 87,500-acre recreational area in Maine’s North
Woods exist if there are no road signs to help visitors find it?

“The governor wouldn’t let the signs go up on the inter-
state, so unless you knew it was there, you didn’t know it was
there,” says Roxanne Quimby, the 69-year-old co-founder of
Burt’s Bees and donor of those acres to the federal government.
“And if you knew it was there, you didn’t know how to get to it.”

Now, more than three years since the Katahdin Woods and
Waters National Monument was established and about a year
since that two-term Republican governor moved on, signs are
finally going up. It’s a major milestone in the saga of an ambi-
tious philanthropic vision to unite and protect lands for the pub-
lic that was met by howls of protest from the local community.

Quimby took the first steps about 20 years ago to create
what she hoped would be a national park. ⑥ With her natu-
ral toiletries company throwing off a lot of cash, she bought
land at $200 an acre as International Paper Co. and other
forestry product companies, the area’s longtime employ-
ers, sold off timberland. Later, she got a lot more money
to deploy: In 2003, 80% of her brand was sold to a private
equity firm for $147 million, and an additional $150 millionP
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arrived when Clorox Co. bought Burt’s Bees in 2007. 
In 2011, Quimby unveiled her plan. Then-Governor Paul 

LePage vehemently opposed it, claiming it would further hurt 
the logging industry and bring unwanted federal regulation. 
“This over-cut forest land was not worthy of any designation,” 
he said in congressional testimony in 2017. “It was simply the 
product of Washington politics.” For a long time, local senti-
ment was—to put it mildly—negative. Quimby didn’t want Maine 
pastimes such as hunting and snowmobiling on the land, which 
didn’t endear her to locals. They weren’t keen on the terrain, 
symbolic to many of their livelihoods, moving into the hands 
of the federal government anyway. 

“People needed someone to blame for the loss of their life-
style and weren’t blaming International Paper,” Quimby says.
“They focused a lot of anger, grief, frustration on me, because I
was easy to identify—some lady that makes lip balm, and what
the heck is she doing up here telling us we can’t go hunting
on our land?”

A battle-scarred Quimby asked her more diplomatic son,
Lucas St. Clair, a then-33-year-old Mainer and an outdoors-
man, to take over the quest in 2011. St. Clair went on a charm
offensive, emphasizing the rebuilding of the region’s economy
through tourism. “I spent thousands of hours having coffee
with as many people in the community as I could,” he says.
“I just kept showing up for years, and eventually all the ques-
tions got answered, and people started focusing on the eco-
nomic benefits.”

And so, in August 2016, St. Clair and his mother shared
both victory and minor defeat. President Barack Obama desig-
nated the land a national monument, complete with a $20 mil-
lion endowment from Quimby. She’d compromised to allow
hunting and snowmobiling in parts of the monument to gain
local support, but she didn’t get the national park designation.
While national monuments are created by presidential procla-
mation, national parks must go through Congress. Their func-
tional differences are minor.

Quimby, who’s spent about $70 million buying land, recently
ran into opposition to another plan for the park. She retained
rights to build the monument’s infrastructure for seven years
and hired prominent architect Todd Saunders to design a wel-
come center that would be an attraction in itself and guide
visitors to uses for the land, such as hiking, cross-country ski-
ing, camping, and canoeing. St. Clair estimates it could cost
as much as $12 million. Quimby’s personal foundation made
a pledge to match $5 million in outside donations.

Quimby was ready to move on the project when St. Clair
had representatives from local American Indian tribes look
at the design. They had an immediate aversion to its echo of
early Maine farmhouses. “They felt it represented the tyranny
of the white colonization of Maine,” says Quimby. “They’d
never lived in anything that had a right angle.” Saunders redid
the design, which is now curvy, and “people say it looks like
a mushroom that has grown out of the landscape,” explains
Quimby. It must be built by 2023 or builders will lose the right
to construct on the land. <BW>

Signs of 
Success

⑥ A lover of nature, Quimby has visited 40 of the nation’s 61 national parks. Twenty-four were visited over six years as a board memb
er
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The co-founder of Burt’s 
Bees waged a long war to 
protect a swath of Maine 

forests for public use. Now 
visitors can finally find 
it. By Suzanne Woolley

Katahdin Woods
and Waters
National
Monument
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In early October, Airbnb Inc. made a splash with a cheeky
video of a fluffy white sheep stealing food from a Scottish
tea party. It was the announcement of “Airbnb Animal
Experiences,” a project highlighting roughly 1,000 oppor-
tunities around the world to observe or interact with wild
and domestic creatures. Besides being easier to locate and
book, the activities are now also vetted to meet strict ethics
guidelines—and in most cases, highlight the responsible han-
dlers, farmers, researchers, and conservationists who follow
those best practices.

Of course, cuteness is still front and center. Besides
Hamish, the “naughty” sheep in the video, there’s Mr.
Beaches, a corgi who joins paddleboarding trips in
Fort Lauderdale; a herd of donkeys offering “hug therapy”
at an animal sanctuary in Spain; and Tabu, one of six tigers
and dozens of other large cats that were born in captivity and
re-homed at a 93-acre animal rescue in Southern California.

To navigate a cause as broad and murky as global animal

welfare ⑦, Airbnb “looked at about a dozen or so partners,”
says Mikel Freemon, who oversees the program after years
of working in the company’s Caribbean homes division. “We
needed a broad range of expertise that covered everything
from working animals to conservation.”

Airbnb found a fit in World Animal Protection, a 50-year-
old nonprofit formerly known as the World Society for the
Protection of Animals. Although its roots were in disaster relief,
WAP made a pivot in 2014 to address the shortcomings of the
travel industry where wildlife is concerned. Its strongest cam-
paigns have centered on fixing unethical interactions with ele-
phants and dolphins, from Southeast Asia to the U.S.

The same month, WAP partnered with Airbnb, it created
a public policy document with travel outfitter G Adventures,
promoting a similar, wide-sweeping effort to legislate wildlife
tourism not species-by-species, but as a whole. The aim is to
overhaul global practices, less by providing consumer edu-
cation and more by cutting bad experiences and operators.

Airbnb is working with nonprofit experts to make sure
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animal tourism is good for everyone. By Nikki Ekstein

For Airbnb, that meant nixing 5% of the activities already
on offer. Among the new rules some experiences were break-
ing: no feeding, petting, or riding wild species; no marine
creatures in captivity; and no working animals bearing more
than 20% of their own weight.

“Our customers want to support good causes,” says
Freemon, who adds that it’s Airbnb’s responsibility to help
them do just that. “Wildlife tourism contributed $120 billion
to the global economy in 2018, and 80% of people who vis-
ited a cruel animal attraction had no idea.”

Airbnb and G Adventures are among 250-plus travel com-
panies WAP has advised on animal welfare. Other partners
include luxury outfits Abercrombie & Kent, Jacada, and
Intrepid Travel. WAP has also gotten TripAdvisor LLC to stop
selling tickets to elephant centers where tourists come into
physical contact with captive wild animals. In January the
company will stop sales for dolphin attractions, too.

For its part, WAP is optimistic that it’s moving the needle

in the right direction—even if there’s more work to be done.
“Awareness in general has gotten much better,” says Alesia
Soltanpanah, executive director of WAP U.S. “The partner-
ship with Airbnb is really important. It proves that you can
launch animal-friendly travel and still make a profit.” These
decisions don’t happen at large companies if they hurt the
bottom line, she adds. “We’ve already signed 26 new letters
of intent since launching with Airbnb. We’re hoping to tar-
get Expedia next.”

Of course, making a pledge isn’t enough. These participants
have to audit their stock thoroughly and frequently. “It’s a lot of
work to make these commitments,” Soltanpanah says. “But the
rewards are there—not just for their working business model
but also for their employees, who get excited to be part of an
animal-friendly company.” That rings true at Airbnb. “We know
we don’t have all the answers,” Freemon says. “But we can
point at operators who are doing the right thing and know we
are helping others move toward that north star.” <BW>

Not That

The amount wildlife tourism contributed to the 
global economy in 2018

$120b
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digital strategies—where metrics meet good intentions.
In the efforts to end extreme poverty, Kumar

writes, “even ordinary people making small dona-
tions are beginning to see themselves as ‘buyers’ and

want to know not just that organizations are putting dollars to
work…but that the organization is more cost-effective than its
peers and is making measurable progress.”

Although low on actionable tips, the book provides a com-
prehensive overview of the charitable world today. These
include lesser-known philanthropic models such as social
enterprises—companies with a social mission embedded in
the business model, like Ben & Jerry’s Homemade, Newman’s
Own Organics, or Toms Shoes. Kumar also details strate-
gies such as open source aid, which involves real-time pub-
lic dashboards and an ongoing data feed of, say, how many
meals have been given out or dollars donated for X cause, all
to help you decide where or where not to put your money.

Despite this focus on digital metrics, Kumar
stresses that human emotion still matters; for
example, it’s good to give the poor agency over
the aid they receive. It’s the kind of thing that
gets lost amid the excitement of new tech tools.

Giving Done Right (Public Affairs, $28), by Phil
Buchanan, takes a more traditional self-help book
approach using tips he learned on the job as pres-
ident of the Center for Effective Philanthropy.

His book combines personal anecdotes and
examples with streamlined tips that are sometimes obvious
and other times counterintuitive. Some of the best: Don’t
give just because you were asked to—take the time to make
a careful decision. It’s not true that worthy goals focus only
on root causes. Be aware of how your giving relates to that
of others.

Ben Klasky, who’s worked with the Gates Foundation and
Giving Compass, designed a 56-page booklet called Seismic
Philanthropy (Peabridge Press, $10), which happens to be the
name of his philanthropic advisory firm. It can be read in one
sitting to reveal actionable pointers, because who really wants
to read a bunch on philanthropy, anyway?

Klasky’s advice comes couched in cheesy if valid metaphors,
like don’t practice “peanut butter” philanthropy—spreading
gifts thinly across dozens of issues. It may feel good because
you rarely reject requests, but a lack of focus can also lead to
ineffectiveness and you won’t feel engaged. Instead, pick an
issue that’s meaningful to you and go deep. Another pitfall:
Some donors establish rules that limit how many years in a
row they’ll support a nonprofit organization. But you don’t
stop eating at a restaurant you like to keep its owners from
depending on you, do you?

Perhaps Klasky’s most important point is to just do the best
you can. ⑧ “At the moment you make a donation, you will
never be 100% sure that your investment will accomplish its
goals,” he writes. “Even though you can’t guarantee success
with every donation, you can take heart in knowing that you
have done your homework.” �

Good philanthropy isn’t like investing in the stock market.
Even if you’re a pro at analyzing profit margins, the world

of giving is where emotional passions collide with the effort
to make the biggest impact possible with both your money
and your time.

A wise first step before beginning your altruistic journey is
to ask: Why do you want to give in the first place?

A way toward figuring that out is The Ethics of Giving (Oxford
University Press, $35), a compilation of philosophic essays
edited by Paul Woodruff. It’s heavy on theory but broken up
into manageable sections designed to expose you to perspec-
tives such as intuitionism, Kantian ethics,
and utilitarianism, which you probably
haven’t thought about since college, or
the last time you watched The Good Place.

The book may leave you with more ques-
tions than answers about your motivations,
but the point is to bring more awareness to
the internal emotions driving your actions.
As Woodruff writes, “charitable giving is
especially important to questions of iden-
tity because often the only way busy people can express their
ethical commitments is through giving.” The book is also big
on effective altruism, which calls for contributions to causes
that can be shown quantitatively to do the most good.

Modern technology has created new metrics to measure
the effectiveness of any charitable organization and luckily
(or unluckily) has transformed the global aid industry in the

process. Raj Kumar, editor-in-chief of
Devex, a media platform for the global
development community, details those
changes in The Business of Changing the
World (Beacon Press, $29). He looks at
how billionaires and tech entrepreneurs
such as Jeff Bezos, Bill and Melinda Gates,
Mark Zuckerberg, and Laura and John
Arnold are infusing giving with data and
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The latest books on 
philanthropy urge you to 

measure the results of your 
works. By Claire Ballentine

More 
Effective
Altruism
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give away for each new one. Also consider a three piggy bank approach—labeled Save, Give, and Invest—to get kids thinking about charity as a regular part of their lives.
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Patagonia’s Frozen Range parka stylishly
marries social impact and sustainability

Photograph by Jessica Pettway

Warming We Want

67

THE COMPETITION
• Stockholm-based
Houdini’s $700
Fall In parka is
made entirely from
recycled, recyclable,
biodegradable, and
renewable materials.
• The $495 Winter
parka from Askov
Finlayson of
Minneapolis is
Thinsulate-lined
for the harshest
of winters. (And if
you’re not convinced
after a whole season
of wear, they’ll take it
back.) The company
donates offsets
equal to 110% of its
carbon footprint.
• The 900+-fill-
power goose down
in the $639 Khumbu
parka made in
Seattle by Feathered
Friends is not only
lightweight and
warm as heck, it’s
Responsible Down
Standard Certified,
which means there’s
no live-plucking or
molt-harvesting.

There’s long been
an inherent tension
in the rugged
outerwear of
Patagonia Inc., the
socially and eco-
conscious clothier
Yvon Chouinard ⑨
founded in 1973:
The gear often
featured petroleum-
derived, chemically
engineered fabrics.
Taking a big step
toward resolving
this, the Shell, Yeah!
line of waterproof
jackets uses recycled
materials sewn at
Fair Trade Certified
factories. $699;
patagonia.com

The 100% recycled
700-fill-power

goose and duck down
is reclaimed from
cushions, bedding,
and other used

items that can’t be
resold. Processing
renders it hypo-

allergenic.

Interior baffles
keep the down in
place, saving you
from cold spots—or
looking like you’re
wearing a quilt.

The wind- and
waterproof thigh-

length jacket
comes in black,
brown, and navy.

The shell is
two-layer, 4-oz.
Gore-Tex made
with 75-denier

polyester derived
from recycled

plastic bottles.

Patagonia’s first
national environmental

campaign, in 1988, pushed
an alternative master
plan to de-urbanize the

Yosemite Valley.

Currently, 69% of
Patagonia’s line includes

recycled material.
They hope to use only
recycled or renewable
materials by 2025.

The company has donated
more than $110 million
to environmental groups

since starting its
tithing program in 1985.

⑨ Chouinard spent his 30th birthday in Patagonia in South America confined to a snow cave. “I had skewered my knee with my ice axe 
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In 1929, $11.67 of every $100 that American consumers
spent went to clothing and footwear. Apart from a sharp
increase amid the shortages of World War II, that share has
been falling pretty much ever since. In the first three quar-
ters of 2019 only 2.8% of Americans’ consumer spending
went to wearable things.

This decline has been driven by two main forces: ris-
ing incomes and falling relative prices. The former domi-
nated early on; the latter has been more important lately.
Apparel prices rose through the 1980s, but at a slower rate
than overall inflation. Since the early ’90s, they’ve actually
fallen as a result of cheaper overseas production and the
rise of lower-cost sales channels such as Walmart. From its
peak in 1993, the price of women’s apparel is down 23%;
men’s apparel is down 10% after topping out in 1998.

Spending on food has seen a similar decline in pocket
share, though that halted after 2000 as rising restaurant
spending began to cancel out a continuing fall in spend-
ing on groceries. The share going to housing and utilities
is a bit higher than it was in 1929, but together food, cloth-
ing, and shelter now account for only 35.2% of consumer
spending, down from 53.7% in 1929.

What are we doing with all that extra money? Well,
that’s the thing. We’re spending a little more on recreation
and financial services. But the biggest increase by far has
been in health spending, including spending on behalf
of consumers by employers and the government. This
money is buying us better care and a longer life span than
Americans had in the 1920s and ’30s. But is it really worth
$16.95 of every $100 we shell out? That’s not so clear. <BW>
�Fox is a business columnist for Bloomberg Opinion

◼ LAST THING

● THE FINER
THINGS IN LIFE
Americans’ spending
on food to consume
at home is down to
only 7.1% of their
total expenditures
for the year so
far—the lowest level
ever. Spending at
restaurants and
hotels, meanwhile,
has risen to 7%
of total consumer
expenditures and
should pull ahead
before long.

With Bloomberg Opinion

● MEDICAL BILLS

16.9%
of U.S. GDP
goes to health
care, the world’s
highest share.
The Organization
for Economic
Cooperation and
Development
average is 8.8%.

● BEHIND THE WHEEL
Many more Americans have cars today than they 
did in 1929, but the share of consumer spending 
going to motor vehicles and parts has fallen from 
4.3% to 3.6% over that time.

● STICKER SHOCK
Spending on clothes 
and shoes is a much 
smaller share of U.S. 
consumer outlays 
than it once was, but 
it’s still a significant 
amount: $1,221 a 
year per person as 
of the third quarter 
of 2019.

By Justin Fox

You Can’t Fit a Copay 
Under the Tree

12%

6

0

1929 2019

● Spending on clothing and footwear as a 
share of personal consumption expenditures

DATA: U.S. BUREAU OF ECONOMIC ANALYSIS
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¹The standard online $0 commission does not apply to large block transactions requiring special handling, restricted stock transactions, trades placed directly on a foreign exchange, transaction-fee mutual funds, 
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“Characteristics and Risks of Standardized Options” before considering any option transaction. Call Schwab at 1-800-435-4000 for a current copy. Supporting documentation for any claims or 
statistical information is available upon request. 

StockBrokers.com: “2019 Online Broker Review,” published February 19, 2019. Participation in the review is voluntary; a total of 16 online brokers submitted themselves for ranking for the 2019 
review. The Online Broker Review assesses participating online brokers on 284 variables across nine categories. Star ratings are out of five possible stars and are based on a calculation that 
combines the variable assessment with an option score from 1-10, with 10 being “very good” in StockBrokers.com’s opinion. Best in Class are online brokers who have placed within the Top 5 
for a category. For further information on how the ratings were calculated, see StockBrokers.com’s “How We Test.”
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Your business is as unique as a barcode. 
The trouble is, barcodes look the same.

And judging by the one-size-fits-all coverage most insurers offer, all businesses are 

the same. But when you specialize only in business insurance, you know each one 

is unique and tailor policies to fit each business.

Get a quote and buy online at 

Hiscox.com or call 877-949-2338.


