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Hyundai Commission: Tania Bruguera ' Ben Fisher 
Tania Bruguera (centre) and guests demonstrating her 
Hyundai Commission installation in the Turbine Hall

     HOW ART
DRIVES TECHNOLOGY

The convergence of technology 
and art is leading to inspiring 
people to trial new ideas, and 
adding greater cultural value 
to society

�With art, businesses can learn about different means of 
communication from the past and present, and among 
diverse cultures,� says Michael Govan, CEO and Wallis 
Annenberg Director, Los Angeles County Museum of Art 
(LACMA).

Art has a unique and important role in society. It enables 
individuals and companies to interact and collaborate more 
effectively, and inspires people to test new ideas without 
fear of failure. 

The ability to contrive an idea and freely test its viability 
is particularly critical for companies�many of which are 
reliant on the development of intellectual property, and 
harbor significant risks. �Creativity is important in every 
sector, and we can all learn a great deal from the way artists 
experiment, take risks, break down barriers and challenge 
preconceptions,� says Frances Morris, Director at London�s 
Tate Modern gallery.



Installation photograph, 3D: Double Vision, Los Angeles
County Museum of Art, July 15, 2018�March 31, 2019,
photo ' Museum Associates/LACMA
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INTERACTION WITH TECHNOLOGY

The synergies between art and technology are noteworthy.
The two mediums are increasingly influencing each other,
due to the broad range of technological innovation available
today, and its ability to facilitate new and unique visual forms.

�There is a long history of artists using, incorporating,
diverting and transforming technologies throughout the 20th
century,� explains Bartomeu Marí, Director at South Korea�s
National Museum of Modern and Contemporary Art (MMCA).
�Art has absorbed a large amount of technical innovations
and participates in the permanent renewal of ideas that we
produce about the world we live in.�

Today�s artists are quick to deploy new technologies�often
before they become mainstream. At LACMA, the museum�s
Art & Technology Program is exploring how wearable
technology could impact the automotive realm; how cultural
production is influenced by artificial intelligence; and how
bio-inspired and bio-mimetic robots adopt the
neurophysiology and behavior of animal models.

KOREAN ART IN GLOBAL CONTEXT

Korean art is increasingly appealing to audiences at home and
abroad. �Major international institutions are including Korean
artists in their collections and exhibition programs, and a good
number of Korean artists enjoy international exposure and
reputation,� explains Marí.

LACMA has a keen interest in Korean art. And for good reason:
Los Angeles is home to the largest community of people of
Korean descent outside of Korea. With Hyundai Motor�s help,
the museum has developed exhibitions and scholarship
spanning historic, traditional art forms to new works created by
contemporary Korean artists. During 2019, LACMA will feature
a groundbreaking exhibition tracing the history of Korean
calligraphy.

�Korean artists can use the best of both worlds, the East and
the West; they have a much larger choice of references,�
says Marí. �While in the West, one can have the feeling that
everything has been invented and artists can only combine
what exists, Korean artists feel free to continue inventing.�

Art, in particular, plays an important role in removing social 
and psychological barriers and addressing contemporary 
issues. The Symbolists of the late 19th century, for instance, 
emphasized emotions over etiquette. And the Cubists of the 
early 20th century portrayed an increasingly complex world 
with a multitude of contrasting viewpoints. 

Tania Bruguera, the 2018 Hyundai Commission artist, chose 
the topic of migration for her recent work at Tate Modern. �It 
shows that we are better when there is not �them� and �us,� but 
�we.� Some things can only be achieved if we all work together,� 
she explains.

PARTNERSHIPS, 
IDEAS AND DESIGN

With Hyundai Motor�s partnership, LACMA, Tate Modern 
and MMCA are bringing innovative art to society, locally and 
internationally. �Our partnership with Hyundai allows us to bring
to Los Angeles works made with cutting-edge technology,� 
says LACMA director Govan. �It also enables us to bring more 
perspectives and ideas to our region and beyond.�

Similarly, the company�s 10- and 11-year partnerships with MMCA 
and Tate Modern, respectively, give artists and curators the time
needed to conceive, produce and deliver exceptional works of art. 
For Hyundai, art is a source of inspiration that leads to creative 
thinking without limitations across performance and design�a 
notion the company is keen to pass on to society. 

�We embed these creative ideas and thoughts within our 
products in order to achieve what is beyond the concept of 
�driving� or a �vehicle,�� explains Wonhong Cho, Hyundai Motor�s 
Chief Marketing Officer. �Our hope is to create an experience 
that moves our customers emotionally through our brand and 
products. The common language between art and our brand helps 
us to learn and move ahead.�

ALLURING 
NEW WORLDS

Such projects are enabling people to interact with 
unfamiliar environments. At Tate Modern, Turbine Hall 
is simultaneously a gallery, public forum, city street and 
playground. �It�s about the way it connects so fluidly to the 
streets around us and the city beyond, making people feel 
less inhibited or intimidated than they might be in any other 
museum,� says Morris.

Recently, LACMA hosted Alejandro GonzÆlez IæÆrritu�s 
CARNE y ARENA, a virtual reality project that highlights 
the challenges experienced by immigrants who cross from 
Mexico into the U.S. �The technology makes it possible to 
engage personally with issues of border crossing, which is 
obviously incredibly topical in our city and in the world right 
now,� explains Govan.

How art interacts with people away from museums and 
galleries is also changing. LACMA recently introduced 
Collator, a digital platform that allows people to curate and 
publish their own custom books using selections from the 
museum�s collection.
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� IN BRIEF
By Kyle Stock

� In its Oct. 16 earnings 
call, Net”ix projected it 
would add 

28.9m
subscribers by the end 
of 2018, a record for the 
21-year-old company. 
Almost 85 percent of new 
customers this year have 
been from outside the U.S.

� French President 
Emmanuel Macron 
chose Christophe 
Castaner, a close 
ally, to lead the 
Interior Ministry 
after Gérard 
Collomb quit on 
Oct. 3. 

� Special Counsel Robert 
Mueller is expected to 
issue key “ndings from his 
probe after the midterm 
elections, two U.S. o�cials 
told Bloomberg. These are 
said to include judgments 
on the�questions of whether
the Trump campaign 
colluded with Russia and 
whether the president 
obstructed justice.

� The U.S. budget de“cit 
grew to $779 billion, the 
widest gap in six years, as 
the Trump administration 
ramped up spending 
and tax cuts hamstrung 
revenue growth.

� A California judge 
dismissed a defamation suit 
brought by porn actress 

Stormy Daniels 
against President 
Trump. Daniels, 

who was paid $130,000 
to keep secret an alleged 
extramarital a�air with 
Trump, was also ordered to 
pay his legal fees.

� Stitch Fix, a subscription-
based apparel retailer, was 
hit with a ”urry of l
action lawsuits cl
that it has failed t
“nancial details to
since its 2017 IPO
plummeted by alm
50�percent in the
10�days of Octob
the company said
pro“t would be lo
expected.

� Harvard•s admissions 
dean defended the 
school•s handling of Asian-
American applicants in 
federal court, responding 
to allegations that it 
discriminated against the 
group in favor of blacks 
and�Latinos. 

� Fidelity 
Investments said 
it will store and 
trade Bitcoin 
for hedge fund 
clients and other 
institutional 
investors. 

Champions of cryptocurrencies 
lauded the move, noting that it would 
make for a more robust, liquid market. 

��•I expect 
the personal 
computer  
to become 
the kind of 
thing that 
people carry 
with them.Ž
Microsoft co-founder Paul Allen
expressed a prophetic vision in 1977.
He died on Oct 15 at the age of 65

$5.2t

2018

$4.4t

$9.5b

1940
$6.5b

Outlays  Receipts

� A c aravan of more than 2,000 Honduran migrants set o� from Chiquimula, 
Guatemala, on the way to the U.S. On Oct. 16, President Trump threatened to 
withhold aid from countries that failed to halt their progress.

f cl ass-
aiming
o disclose
o investor s

O. Shares 
most
“rst
er after
d its 2019
ower than

He died on Oct. 15 at the age of 65.

� Despite union objections, Finland•s Parliament approved a measure making it easier for small companies to “re workers.

� Tesla acquired 210 acres in Shanghai for a factory, which would help it avoid tari�s in the largest electric car market.

� Volkswagen•s Audi unit agreed to pay a “ne of $926 million for rigging diesel engines to game emissions tests. 

� The Trump administration intends to withdraw from the Universal Postal Union over rates favoring Chinese shippers.
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� AGENDA

� History proves time and again that overleveraging leads
to crises. So why does the government encourage it?

� THE BLOOMBERG VIEW
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Of all the much-debated causes of the ���� �nancial crisis, 
there•s one on which almost everyone agrees: U.S. home-
owners took on debts that would have been a�ordable only 
in an improbably benign world. Ten years later, according to 
a recent report by Bloomberg News, many of the largest U.S. 
corporations are getting into a similar predicament.

It•s too early to say whether the rising indebtedness will 
lead to another �nancial disaster. But one thing is certain: 
There•s no good reason for the government to encourage it.

Debt has played a central role in just about every �nancial 
debacle in history, from the Dutch tulip mania to the euro cri -
sis that, judging from developments in Italy and Greece, has 
yet to reach its denouement. It•s thus troubling to see that 
total U.S. non�nancial obligations, and the corporate portion 
of that in particular, are larger as a share of economic output 
than they were in December ����, just ahead of the last crisis.

A Bloomberg analysis of the �� largest corporate acqui-
sitions of the past �ve years o�ers ominous detail. It found 
that more than half the companies ended up with levels of 
debt„or leverage„that would put their credit ratings in junk 
territory, were it not for the optimistic assumptions of rat-
ings companies. In other words, if things don•t go as well as 

Stop Subsidizing Debt expected, some 	
 trillion in debt could drop into a junk mar-
ket that•s already overextended in its pursuit of yield. The 
potential result: a freeze that could force many businesses to 
fold as they fail to pay or re�nance their debts.

To some extent, debt follows a cycle of optimism and pes -
simism rooted in human nature. But the government abets it. 
The tax code pushes homeowners and businesses to take on 
more debt by providing breaks on interest payments. Lenders 
get additional subsidies in the form of deposit insurance and 
other government support, and regulators encourage them 
to take advantage by allowing banks to operate with thin lay-
ers of equity capital. The Trump administration has made the 
problem worse by reversing regulators• e�orts to curb some 
of the riskiest lending.

The answer is simple: Stop subsidizing debt. Last year•s 
tax reform (for all its �aws) took a step in the right direction 
by limiting the mortgage-interest deduction. Congress should 
go further by eliminating it, along with the preferential treat-
ment for corporate debt. Also, requiring banks to operate 
with more equity, particularly at this point in the credit cycle, 
would curb subsidies and reduce incentives to lend indiscrim-
inately. At the very least, regulators should refrain from giving 
the green light to excessive leverage.

Given the Trump administration•s own fondness for debt 
„witness the government•s surging budget de�cits„don•t 
expect decisive action anytime soon. But you can count on 
one thing. The more leverage there is, the more fragile the 
economy will be when the next downturn comes. �

Former paratrooper Jair Bolsonaro maintains a double-
digit lead in polls leading up to Brazil�s runo� presidential 
election on Oct. 28. The candidate has tapped voters� 
economic dissatisfaction with by-now familiar strongman 
rhetoric, winning the embrace of the business community. 

� The European Parliament 
is in session from Oct. 22 
to 25. On its agenda: a vote 
to ban single-use plastic 
items, including straws and 
drink stirrers. 

� Saudi Arabia�s Future 
Investment Initiative 
conference is still scheduled 
to begin on Oct.�23, even 
as many prominent guests 
have bowed out.

� The prospect of improved 
relations with the U.S. may 
have relieved pressure on 
Turkey�s central bank to 
raise rates signi�cantly at its 
Oct. 25 meeting. 

� Many of the world�s major 
tech companies report 
their third-quarter earnings 
this�week, including, on 
Oct.�25, Amazon, Alphabet, 
and Twitter.

� Chinese President 
Xi Jinping will welcome 
Japanese Prime Minister 
Shinzo Abe to Beijing on 
Oct. 25 to discuss regional 
cooperation.

� U.K. Chancellor of 
the Exchequer Philip 
Hammond will make his 
annual budget speech on 
Oct. 29, amid confusion 
over Brexit policy.

� Riding the Winds of Change

Bloomberg Businessweek October 22, 2018
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� The world can•t a�ord to ignore
the Balkans• complex hatreds.
If it does, history may repeat itself

� By Jasmina Kuzmanovic,
Andrea Dudik, and Rodney Je�erson

When a country elects a president, the choice is not usu-
ally someone whose stated aim is to break it apart. But that•s
just happened„ominously„in a country synonymous with
��th century European con�ict.

Milorad Dodik, who is emerging as the most powerful pol-
itician in Bosnia-Herzegovina after a vote this month, has
made a career of advocating partition. He•s the leader of the
Serb minority in that hyphenated country stitched together
after the Balkan wars of the ����s; and he•s always been clear
about what he wants„to carve it up again and create an inde-
pendent entity allied to Serbia next door. •This is not a com-
mon state, we are all its prisoners,Ž he said in ����. •Bosnia
isn•t worth a dime.Ž

Such in�ammatory talk is not unusual in a corner of
Europe where the existence of states, their ethnic and reli-
gious makeup, and even their names have caused rifts and
violent confrontations. But Dodik•s words„reinforced by
support from Serbia and Russia„have acquired menacing
substance with his ascendancy to Bosnia•s tripartite execu-
tive, which he now shares with co-presidents representing
the country•s Muslims and ethnic Croats. The U.S.-brokered
peace in ����„which stopped the shelling in the capital
Sarajevo and redrew the map„is looking very fragile.

The concern is that Europe is sleepwalking into another
meltdown in the Balkans just as the continent marks a cen-
tury since the end of World War I„a cataclysm that started
in the Bosnian capital. Indeed, this region where global pow-
ers have collided for centuries has become more incendi-
ary because of a recon	guration of the world order. Donald
Trump•s rhetoric and style have emboldened Dodik, along
with leaders ranging from Brazilian far-right presidential
candidate Jair Bolsonaro to Saudi Arabia•s Crown Prince
Mohammed bin Salman, who is embroiled in an interna -
tional outcry over the suspected murder of a journalist
(page 
�). With Trump•s neo-isolationism, the U.S. can no
longer be relied on to play policeman in the Balkans„or
elsewhere„and often looks more like an accomplice to local
autocrats. Nationalists in Poland, Hungary, and other parts
of the former communist east have relished the shift. 

Russia and Turkey have taken advantage to reassert them-
selves in old spheres of interest. Vladimir Putin has backed
populists across the Balkans to counter the expansion of NATO
and the European Union. Turkey•s Recep Tayyip Erdogan
showed up in Bosnia during his presidential election cam-
paign this year. Muslims make up the biggest proportion„just

over half„of the 
.� million population. The EU, meanwhile, 
has been pouring in money, though the carrot of membership 
has been pushed into the distance. It can•t come up with a road 
map palatable to all sides. Dodik sees this con�uence of Trump, 
Putin, and the equivocation of the EU as his golden opportu-
nity to upend the ���� Dayton peace deal, the Pax Americana
that created today•s Bosnia„M uslims and Croats folded in with
�.� million Serbs in their enclave, Republika Srpska.

Ethnic resegregation has always been a poisonous goal 
in the Balkans. Serbian President Aleksandar Vucic, a close 
ally of Dodik•s as well as Putin•s, has �oated the idea of a 
land deal with Kosovo„which is predominantly Albanian„
that would allow his country to absorb much of its Serb pop-
ulation. Trump•s security adviser, John Bolton, said the U.S. 
would be open to the border changes. Germany, on the other 
hand, opposes the plan, fearful that redrawing borders would 
reopen a Pandora•s box of old and violent animosities. •We 
see this new dangerous idea of talking boundaries, of talking 
down the EU, of talking about the importance of ethnicity, 
we see this from both the Kremlin and from the president of 
the U.S.,Ž says Gerald Knaus, head of the European Stability 
Initiative, a think tank with o�ces in Berlin, Brussels, and 
Vienna. •We have seen this ideolo�y in the ����s, and that 
ideolo�y is extremely dangerous for the Balkans.Ž

Blood-and-soil nativism has a feral tenacity in the region. It 
was a Bosnian Serb who triggered the onslaught of war in ���
 
by killing Archduke Franz Ferdinand of the Austro-Hungarian 
Empire. After World War II, the tribalism was contained 
for the most part during the existence of Josip Broz Tito•s 
Yugoslavia„out of which Croatia, Serbia, Bosnia-Herzegovina, 
and others emerged in the ����s. That single federal entity 
ran from the Alps next to Austria to the Adriatic Sea and down 
to Greece. Within the territory, the language stays similar, 
but the alphabet moves from Roman to Cyrillic as you head 
east, and the religion from Catholicism to Orthodox Christian 
and Islam. In ����, a decade after Tito•s death, Yugoslavia 
imploded. The ensuing ethnic battles and genocide left more 
than ���,��� people dead in Bosnia alone.

Slovenia„Melania Trump•s native country„and Croatia in 
the west are now members of the EU, but aspirations of inte-
gration elsewhere are being replaced by doubts it will ever 
happen. To pave the way for entry into the EU and NATO, 
the Republic of Macedonia„another country carved out of 
Yugoslavia„had to organize a referendum to add the geo -
graphical modi	er •NorthernŽ to its name. That was key to 
overcoming objections to membership from Greece, which 
zealously guards the legacy of Alexander the Great•s ancient 
kingdom of Macedonia. The renaming was app roved by most 
voters who showed up„but not enough did to make it legal. 
Indeed, Macedonia•s president led a boycott. 

In the week between the renaming vote on Sept. 
� and 
the Oct. � Bosnian election, European Commission President 
Jean-Claude Juncker said the EU should get serious about 
Balkan yearnings to accede to the union„or face the con-
sequences. •If, in this highly complex European area, the 
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impression emerges that we•re not serious about that per-
spective, we will later„or rather sooner„again experience
what we had in the Balkans in the ����s,Ž he said in a speech
in Austria on Oct. �.

Sarajevo is the embodiment of this tension. On the sur-
face, it looks like any modern European city„perhaps even
more so with its cosmopolitan mix of church spires and min-
arets. Packed cafes serving local beers, vodkas, and shisha
water pipes make it feel like a place at peace with its diver-
sity. There•s little evidence on the faces of its buildings of the
Great War that spilled out of it in ����„or the bloody siege
of the city from ���� to ���� that ended with the creation of
Bosnia-Herzegovina by the Dayton treaty.

After the �ghting was over, Bosnia received aid and invest -
ment from the EU, Turkey, and the Middle East that boosted
growth and lowered unemployment to below �� percent. But
even in Sarajevo, the recent talk of redrawing borders is having
a chilling e	ect. Families worry about the economy and uncer-
tain security situation„and many are choosing to 
ee. There
have been lines of people outside the German Embassy seek-
ing work permits. The disquiet is exacerbated by the country•s
administrative divisions, put in place by the Dayton accords,
which are at best complicated, at worst chaotic. The country
has more than ��� ministers and �� governments: one central,
one each for Republika Srpska and the Muslim-Croat federa-
tion, �� regional, and one for a district of the town of Brcko
that•s under special rules. Phone companies, statistics o�ces,
and regulators are set up along ethnic divides.

Nezir Volode, ��, remembers a di	erent Sarajevo. •I grew
up in multiethnic Sarajevo, and it•s not the same, even though
people still have friends from other ethnic groups,Ž he says as
he baby-sits his 
-year-old grandson in a park next to a cem-
etery that contains the remains of Ottoman graves as well
as some of those killed by snipers in the ����s. And when it
comes to Republika Srpska, there•s barely any relationship
at all. •There•s little contact with Serbs.Ž

Recent history remains explosive. The town of Srebrenica
„about �� miles by road from Sarajevo„was the scene of the
mass murder of at least �,��� Muslim men and boys during
the Bosnian war. A Muslim-majority town before the blood-
shed, it•s now part of the ethnic Serb enclave ruled by Dodik.
The possibility that it could end up in an independent Serb
state set up by Dodik is unthinkable to Bosnia•s Muslims,
according to Valentin Inzko, the Austrian diplomat who is
the current high representative for Bosnia-Herzegovina, a
position set up by the Dayton accords.

Dodik•s rise to the country•s three-headed presidential
council revives bad memories for Ahmed Ustic, a ��-year-
old hairdresser in Srebrenica. In July ����, as Bosnian Serb
forces overran the area„which had been designated as a United
Nations safe haven„Ustic survived by trekking with thousands
of other men through forests to the Bosnian government-held
town Tuzla, a hazardous ordeal now known as the •Death
March.Ž Despite the ethnic cleansing of Srebrenica, Ustic
returned in ���� to reside among its new Bosnian Serb

majority. Reached by phone at his parlor, Ustic says, •I have an 
Orthodox woman sitting here, and we have to live together and 
work together.Ž But, he adds, •I•m completely disappointed by 
how everything has turned out. Dodik got the votes of many 
people. There are many people who voted for him, and that is 
worrisome for me.Ž Ustic doesn•t expect war but is prepared 
to leave again if the situation deteriorates.

The UN, EU, and U.S. classi�ed the Srebrenica atroci-
ties as genocide in a ���� report. Dodik acknowledged it 
in ����, but then in ����, as he promoted his separatist 
plans, he said Serbs •would never accept that there was 
genocide in Srebrenica.Ž Dodik was slapped with U.S. �nan-
cial sanctions last year for undermining Bosnian stability.
That•s not been enough to impede his ambitions; on Oct. 
 
he defeated the Serb incumbent on the presidential coun-
cil by getting �� percent of the vote. •With this outcome 
of the election, Bosnia has entered the most volatile, the
most uncertain phase since the Dayton peace agreement,Ž
says Dragan Bagic, a sociolo�y professor at the University
of Zagreb. •Now, one of the key representatives of Bosnia is
someone who most radically questions its existence.Ž

Dodik•s �rst move was to announce that he won•t enter the 
presidency building in Sarajevo without bringing a Republika 
Srpska 
ag with him„a symbol of separateness. He also said 
he will only participate in meetings in Sarajevo via a video 
link from his o�ce in the capital•s eastern suburb, from where 
Bosnian Serb forces shelled the city during the three-year war.

It•s not clear who can stop Dodik, even though Bosnia•s 
complex ethnic power-sharing system is still overseen by 
the high representative. Under the Dayton accords, Inzko
has the power to remove Dodik from his position. Naturally,
Dodik wants Inzko•s post rescinded. •If they want a stronger 
Bosnia than the one today, then they must get rid of the high 
representative,Ž Dodik declared on Sept. �� during his cam-
paign. Inzko shrugs o	 the proposal: •Paradoxically, the 
people who are most in favor of removing the international 
oversight are the same people who are most responsible for 
perpetuating the need for international presence.Ž 

The Serb leader has repeatedly called for a referendum on 
independence, though he has thus far stopped short of set-
ting a date. Inzko says he believes Dodik will ultimately back 
down. •He should be given a bene�t of doubt,Ž Inzko says. 
•He is now bound to respect t erritorial integrity of the coun-
try, the constitution, and the Dayton treaty.Ž

But history repeats itself again and again in the Balkans. 
•Bosnia has landed in a situation of even greater nationalism 
that leads nowhere but more divisions and possible confron-
tations,Ž says the Croatian journalist and novelist Slavenka 
Drakulic. She says it•s foolish to argue that these problems 
aren•t important and alludes to a comment made by British 
Prime Minister Neville Chamberlain after Hitler annexed sec-
tions of Czechoslovakia in ����. It was, Chamberlain said, •a 
quarrel in a forgotten country between people of whom we 
know nothing.Ž Out of that quarrel came the holocausts and 
horrors of World War II. �  � With Misha Savic
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� It•s building a commercial 
industry focused on sending 
small payloads into orbit

Space: 
China�s 
Final 
Frontier

Billionaires Elon Musk, Je� Bezos, and Richard 
Branson dominate the emerging industry of 
commercial spaceflight. They•re competing 
to put satellites, tourists, or both in space in 
their bids to become cheaper alternatives to
NASA, the European Space Agency, and other
government-run space programs. But like pioneers 
in the smartphone and arti�cial intelligence indus-
tries before them, they now face competition from
a deep-pocketed upstart that threatens to disrupt 
their launchpads: China. President Xi Jinping has 
loosened the government•s monopoly on space 
launches, and that•s fueling the formation of small 
domestic companies with ambitions to challenge 
Musk•s SpaceX, Bezos• Blue Origin, and Branson•s 
Virgin Galactic.

The startups are receiving funding from China-
based venture capitalists and private equity inves-
tors trying to tap into an �� billion national space 
budget„second only to the U.S., according to the 
Space Foundation in Colorado Springs. They can 
also rely on the expertise of rocket scientists from 
China•s vigorous manned space program. •We are 
really a startup growing on the shoulders of the state 
aerospace giant,Ž says Zhang Chan�wu, chief execu-
tive o�cer of Beijing-based Landspace Technolo�y 
Corp. •There•s no better time for a commercial 
rocket �rm to grow in China than now.Ž

The number of satellites in space increased
�	 percent from 
	�� to 
	�
, to �,
��, according to
the Satellite Industry Association. Chinese launchers 
could help manufacturers seeking an inexpensive 
way to get even more of them into orbit.

One lucrative payload for the Chinese could 
be miniature satellites, which can weigh less than 

Edited by 
James E. Ellis
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THE BOTTOM LINE With an $8 billion national space budget, China
wants to build a commercial launch industry to join the ranks of 
Western leaders such as SpaceX, Blue Origin, and Virgin Galactic.

��� pounds. Launching these satellites will gener-
ate ��� billion in revenue by ����, up from less than
���� million last year, according to the Paris con-
sulting �rm Euroconsult. That•s also a niche where 
big players such as Space Exploration Technologies
Corp. (SpaceX), whose Falcon Heavy rocket can
lift into orbit payloads of almost 	
 metric tons
(�
�,��� pounds), have been less active. 

Several mainland companies have succeeded
with suborbital launches and are vying to be the
�rst in China to place satellites into orbit around
the Earth. Founded in ����, Landspace had raised
��� million yuan (��� million) from local investors
by April ���� and employs ��� rocketeers and other
engineers, almost all veterans of the national space
program, Zhang says. The company plans to launch
a rocket this month carrying a satellite for state-run
broadcaster CCTV. Two other Chinese companies
have orbital launches scheduled by ����.

Xi opened the space market to private-sector
investment in ���
 to help China•s technolo�y sec-
tor shift focus from commodity smartphones and
televisions to sophisticated semiconductors, arti�-
cial intelligence, and reusable rockets. More than
	� Chinese companies have entered the commer-
cial space industry in the past three years, the state-
run Xinhua News Agency reported in May.

Musk•s popularity„China is the second-largest
market for his Tesla Inc. electric vehicles„has also
inspired many startups. •SpaceX has had a huge
impact,Ž says Lan Tianyi, founder of Ultimate Blue
Nebula, a Beijing-based space consultant. •Nobody
in China thought that a private company could
develop a rocket. But now they see that a U.S. com-
pany can do this, and it•s very famous in China.Ž

China wants to be one of the world•s top three
aerospace powers by ��
�, Wu Yanhua, vice admin-
istrator of the China National Space Administration,
said in December. Toward that goal, Xi envisions
private-sector launches of satellites for customers in
China and in countries participating in the •Belt and
RoadŽ initiative, his program to build ties through-
out Africa, Asia, and Europe by funding infrastruc-
ture projects. •Government investment alone isn•t
enough,Ž Wu says. And leaving commercial e�orts
to private companies also lets the government
focus on prestigious quests such as landing Chinese
•taikonautsŽ on the moon by the ��
�s.

The leadership hasn•t picked a favorite, pre-
ferring to let the market select the national cham-
pion, as was the case with Tencent Holdings Ltd. in
smartphone messaging and Alibaba Group Holding
Ltd. in e-commerce.

Landspace opened a factory costing almost
��� million yuan about �� miles west of Shanghai 

this year, with capacity to produce �� rockets using
liquid propellant annually. The facility eventually
could make ��� engines a year, Zhang says.

Another startup, Beijing Interstellar Glory Space
Technolo�y Co., in September sent three test satel-
lites into space aboard a solid-fuel rocket. The com-
pany, founded in ���	 and also known as i-Space,
has raised 	�� million yuan from investors such
as Shunwei Capital, whose chairman, Lei Jun, is
co-founder of smartphone maker Xiaomi Corp.

The company is developing a less expensive
rocket using lique�ied oxygen methane that it
hopes to launch in ����, says Huo Jia, a vice pres-
ident who spent six years developing rockets for
state-owned China Aerospace Science & Industry
Corp. •We have to lower costs as much as possi-
ble to compete on a global scale with peers like
SpaceX,Ž he says. •There is massive demand for sat-
ellite launches from small and private �rms.Ž

One Space Technolo�y Co. in Beijing, which has
raised about ��� million yuan since its founding
in ����, has launched two suborbital rockets this
year and plans to reach orbit by yearend. Its fac -
tory in Chongqing will be capable of making 
� to
�� rockets annually by ����, and the ���-employee
company plans to open an engine manufacturing
facility in ����.

Blaine Curcio, founder of Orbital Gateway
Consulting in Hong Kong, says most Chinese
rocketeers have a long way to go because their
rockets aren•t reusable and can•t handle heavier 
payloads. Instead, the startups will„for now, at 
least„count on demand from companies develop-
ing smaller, lighter satellites for meteorological, 
telecommunications, and navigational use.

That initial concentration on emerging demand 
for small, low-altitude devices doesn•t concern 
Curcio. •I don•t think there•s anything keeping 
them from competing with SpaceX from a tech per-
spective,Ž he says. •We•ve seen in China that they 
can catch up in industries where it seems hard to 
catch up.Ž �Bruce Einhorn and Dong Lyu

� A Landspace rocket 
to be launched this 
month

� Orbital launch 
attempts, 2017
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� Human-rights activists are targeting buyers of Myanmar•s rubies and sapphires

Will •Genocide Gems• Become 
The New Blood Diamonds?

A little more than a year ago, Myanmar•s military
carried out what the United Nations has called a
campaign of genocide and war crimes against the
Rohin�ya minority, driving almost � million peo -
ple from their homes. The Trump administration
announced limited sanctions against some top gen-
erals and their units in August, but the abuses have
drawn few other punitive actions. Now human-
rights activists are revving up a global campaign
seeking to pressure status-conscious jewelry retail-
ers to stop buying precious gemstones that are
mined primarily by military-linked businesses of
Myanmar, formerly known as Burma. The goal: to
make these so-called genocide gems as reviled by
jewelry customers as the blood diamonds sourced
from warlord-controlled con�ict areas in Africa.

Starting in November, organizers plan to
picket, pass out lea�ets, and gather petition signa-
tures outside the stores of luxury jeweler Bulgari
SpA in Bangkok, Boston, Kuala Lumpur, London,
New York, San Francisco, Washington, and other
cities. Bulgari, a unit of LVMH Moët Hennessy Louis
Vuitton SE, features Burmese gems„considered

among the world•s highest-quality rubies and
sapphires„in its luxury jewelry collection. A
Bulgari platinum and pavé-diamond necklace is
centered by what its website calls a •breathtakingŽ 
���-carat Burmese sapphire, for example, and a 
•Divas• DreamŽ cocktail ring boasts a �.�-carat 
Burmese sapphire. •The point of the campaign is 
to make the Burmese military see consequences 
for what they•ve done to the Rohin�ya in Rakhine 
state,Ž says Simon Billenness, executive director 
of the International Campaign for the Rohin�ya in 
Washington, who coined the term •genocide gems.Ž

The campaign started targeting retailers last
December, going after Cie. Financière Richemont
SA•s Cartier jewelry unit with a petition that drew
almost ���,��� signatures. It also sent letters to
major jewelry retailers, asking them to account for
the origin of the gems their companies use. The
pressure prompted Cartier to announce it would
stop sourcing gems from Myanmar. In a statement,
the company said it •makes its best e	ort to ensure
noncerti
ed gemstones did not originate there.Ž

A similar petition aimed at Bulgari that drew

� Workers at a ruby 
mine in Mogok, north 
of Mandalay

� Number of signatures 
collected on petitions 
asking Cartier to stop 
buying Myanmar gems

150k
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��,��� signatures failed. The company announced
that it doesn•t buy gems •in Myanmar,Ž but only
from reputable international merchants. Yet
virtually all Burmese gems are exported raw to
Thailand, where they are cut, polished, and sold
to international merchants. No major Western com-
pany buys directly from Myanmar.

In a clari�cation in April, Bulgari said the com-
pany follows its own code of ethics and participates
in the Dragon�y Initiative, a set of compliance stan-
dards for purchasers of natural resources. •Also, we
believe that individual and noncoordinated private
initiatives from nono�cial institutions, rather than
helping solve some potential issues, may back�re,
creating other issues such as illegal trading and fur-
ther poverty,Ž it said.

After the one-year anniversary of the most seri-
ous attacks on the Rohin�ya passed in August with
little action by the international community and
with this year•s holiday shopping season approach-
ing, the activists decided to make another run at
Bulgari. •We•re cranking up the campaign again
now that Christmas sales are starting to crank up.
It•s seasonally relevant now,Ž Billenness says, add-
ing that concerned people want to feel as if there•s
something they can do. •There•s growing interest
in these types of •civilian sanctions.•Ž

Myanmar•s gem business has already been
adversely a�ected. The value of gemstone exports
crashed 	
 percent in the �scal year ended in April,
to ��.	 million, according to data from Myanmar•s
Ministry of Commerce. Rather than blame the boy-
cott, Than Zaw Oo, general manager of Myanmar
Gems Enterprise, which runs the biannual auctions
that export the gems to Thailand, says the quality
of gemstones mined in Myanmar, which varies each
year, took a downturn. Myanmar•s much more plen-
tiful production of jade is sold primarily to China,
and those exports increased 	� percent in the same
period, to �
	�.� million, o�cial data show.

A report by the nonpro�t Global Witness in
���
 found that some of Myanmar•s senior ruling
party �gures, including active and retired military
o�cers, control the gem and jade trade and that
the military itself owns large or majority stakes in
the mining companies.

Bulgari was one of the companies that joined
a ���
 voluntary boycott of gems from Myanmar
before a U.S. ban prohibiting jade and ruby imports
from the country, even if the gems were processed
in and exported from another nation. Following
elections and efforts to restore democracy in
Myanmar, the U.S. in October ���	 lifted sanctions.
Even so, international buyers have been slow to
return to Myanmar•s gem market.

•People are still leery after the sanctions were 
lifted in ���	, and less than a year later things 
blew up,Ž says Erin Murphy, founder of Inle 
Advisory Group, who led an American Gem Trade 
Association delegation to Myanmar when the ban 
was lifted. •When it comes down to it, sales are 
minimal. I just don•t see how much impact it [the 
genocide gems e�ort] would make in terms of over-
all supply and production.Ž

The campaigners are using the same playbook 
they relied on to get Levi Strauss, Macy•s, Eddie 
Bauer, Liz Claiborne, OshKosh B•Gosh, and J.Crew 

Group to stop sourcing apparel from Myanmar 
in the ����s because of political repression and 
human-rights concerns. •Certainly when we got 
the �rst companies, like Levi Strauss, to pull out 
of Burma, people tended to sco�Ž that it was so 
small it didn•t make a di�erence, says Billenness, 
who participated in those campaigns. •But this is 
where it starts. This has a big capacity to snowball.Ž 
�Sheridan Prasso, with Kyaw Thu

� A jade trader in  
Myitkyina displays 
his stones for sale

� After a lucrative yearslong shopping spree, 
Chinese shoppers may have to pull back 

European Luxe•s  
Anxious Moment

Under the stained glass dome of the Galeries 
Lafayette department store in central Paris, Chinese 
shoppers form an orderly line outside the Louis 
Vuitton boutique for their turn to pick up a coveted 
monogram canvas bag. Next door at Printemps, 
shop windows are plastered with promotions for 

THE BOTTOM LINE   Myanmar•s military pro“ts from sales of its 
gems. So supporters of the oppressed Rohingya minority are trying 
to squelch foreign demand for the stones.
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THE BOTTOM LINE Chinese buyers account for a third of global
luxury spending. A falling yuan and stricter customs controls on 
returning mainland travelers are worrying investors.

Golden Week, Oct. � to Oct. � this year, when more
than six million Chinese travel abroad and lay out
billions of euros for luxury indulgence.

Ordinarily, these scenes would make luxe pur-
veyors rejoice„but suddenly panic has gripped the
industry. Global luxury stocks are down about �� per-
cent since the start of October, wiping out ���� bil-
lion in combined market value„their worst showing
in a decade„on concern that the Chinese appetite
for high-end Western goods may wane. About one-
third of luxury purchases by Chinese last year were
made abroad, according to Bain & Co., making
companies from Louis Vuitton to Gucci to Hermès
depend heavily on globe-trotting mainlanders.

One fear is that Chinese shoppers will stop binge
buying because of a crackdown by customs author-
ities when they return. With an o�cial spending
limit of little more than ���� per person (just about
enough for a Vuitton wallet), they risk heavy �nes
if they•re loaded with expensive goods.

That limit has long been ignored by many
travelers because of lax enforcement. But in early
October, as travelers returned from Golden Week,
images shared online via Chinese blogging platform
Weibo and the WeChat messaging service showed
dozens of open suitcases lined up for inspection at
Shanghai•s Pudong airport. Jean-Jacques Guiony,
LVMH Moët Hennessy Louis Vuitton SE•s chief �nan-
cial o�cer, said on a call with analysts on Oct. �� that
lately China•s import laws •are being enforced with
some more strength.Ž In the �rst half-hour of trad-
ing, shares in the world•s largest luxury maker shed
some �	 billion in market value. Their performance
this month is their worst in a decade.

Luxury companies are counting on China for the
lion•s share of their sales growth. Chinese consumers
spent 
��� billion (���� billion) on luxury purchases
last year, some �� percent of the worldwide total, a
share that•s likely to hit 
� percent by ���
, accord-
ing to Boston Consulting Group.

While Chinese government o�cials haven•t con-
�rmed any stepped-up enforcement, shoppers have
less incentive to make pricey purchases abroad. Big
luxury houses used to charge prices 	� percent to
�� percent higher in China than in Europe, accord-
ing to Pascal Martin, a Hong Kong-based partner at
OC&C Strate�y Consultants. That produced a �our-
ishing gray market trade, with Chinese entrepre-
neurs �ying to Paris, Milan, and other luxury meccas
to stock up on items that they took home to resell.

The price differential has narrowed. China
slashed import tari�s paid by luxury groups by as
much as half this year, prompting brands including
Vuitton, Gucci, and Hermès to lower their mainland
prices. A Vuitton New Wave MM handbag that sells 

for 
�,	�� in France now costs only about �� percent 
more in China. If there•s a crackdown at the border, 
Martin says, •it•s just shifting purchases in Europe 
and the U.S. back to China.Ž

Armando Branchini, vice chairman of Italian 
luxury trade association Fondazione Altagamma, 
says that•s likely what Chinese leaders want. •Over 
time, the authorities do expect Chinese customers 
to buy mainly in China and not abroad,Ž he says. 

If that•s all it was, luxury companies wouldn•t 
be overly worried. But investors aren•t so certain 
it•s business as usual for China•s high-end shop-
pers, and their concerns have hit the stocks of lux-
ury companies with big Chinese exposure, from
New York•s Ti�any & Co. to Paris-based LVMH and
Kering, to Hong Kong-listed Prada and Japanese
cosmetics maker Shiseido. 

The greatest risk is a broader slowdown in
Chinese consumption, because the trade war with
the U.S. has hurt economic growth and weakened
the yuan, says Terry Hong, an analyst at Guotai
Junan Securities Co. in Shanghai.

Italian menswear maker Ermenegildo Zegna
Group, the seller of 
�,��� business suits, which
has �� stores in China, says it•s noticed a drop in 
spending in recent months and will slow expansion 
plans in the mainland. •I am more cautious than 
three months ago,Ž says Chief Executive O�cer 
Ermenegildo Zegna, the founder•s grandson. •For 
next year, we are going to plan a conservative bud-
get, because there are many uncertainties in the air 
and you have to be realistic.Ž

Most luxury groups remain bullish on China.
On Oct. �, a day before its shares took a nose-
dive, LVMH reported �� percent third-quarter rev-
enue growth, in line with analyst estimates, with 
strong demand in China for products ranging from 
cognac to cosmetics. Zegna says it•s kept prices in 
China stable despite the weakening currency, help-
ing attract local shoppers who might have second 
thoughts about splurging while abroad.

Besides, the industry follows its own logic, says 
Olivier Abtan, a Paris-based managing director of 
Boston Consulting Group. In most businesses, an 
economic slowdown penalizes companies sell-
ing the most expensive products while boosting
those with lower prices. Not so in luxury goods, he
says. The highest-priced brands are •anchored in 
timeless luxuryŽ with their aura of exclusivity that 
can•t be replicated, Abtan says. •They have shock 
absorbers.Ž �Carol Matlack and Rachel Chang, 
with Robert Williams

�For next 
year, we are 
going to plan a 
conservative 
budget, 
because there 
are many 
uncertainties�
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The Sears CatalogArtifact

From soon after Sears, Roebuck & Co. started in 1893, 
its mail-order catalog became famous for carrying 
almost everything heartland Americans needed. Anti-
tuberculosis potions. Baby chicks. Wedding dresses. 
Motorcars. They were all in the Big Book. You could 
even order prefab houses delivered to your lot.

Founder Richard W. Sears didn•t open his “rst brick-
and-mortar store for almost three decades. But once 
he did, Sears became a “xture of American shopping 
districts, particularly in malls. By the 1980s it was not 

only the nation•s largest retailer but also a “nancial-
services giant. Its units included Allstate in insurance, 
Coldwell Banker in real estate, Dean Witter Reynolds 
in brokerage, and Discover in credit cards. Sears sold 
everything from socks to stocks.

But the company•s one-stop approach eventually 
was eclipsed by the shift toward specialty apparel 
chains and big-box stores, and the rise of discounters. 
Online shopping dealt the “nal blow, sending Sears 
into bankruptcy on Oct. 15 (page 27). � James E. Ellis

Sears•s 1945 spring/
summer catalog
was a testament
to its product
breadth, from $10
mattresses to live
rosebushes to the
latest in ladies• hats

Long before Walmart or Amazon, Sears was the original Everything Store



T
E
C
H
N
O
L
O
G
Y

20

P
H

O
T

O
G

R
A

P
H

S
 B

Y
 IK

E
 E

D
E

A
N

I F
O

R
 B

LO
O

M
B

E
R

G
 B

U
S

IN
E

S
S

W
E

E
K

Bloomberg Businessweek October 22, 2018

Edited by 
Je� Muskus 

and David Rocks

� A brutal legal battle between 
Sony and Fuji“lm has IBM, 
HPE, and others worried about 
magnetic tape supply and cost

This 
Is the 
Backup 
Cloud
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Every day, internet users create trillions of bytes 
of information, an inconceivable mass of ones and 
zeros, that are then stored in the cloud computing 
farms run by the world•s biggest companies. As data 
centers proliferate from the Midwest to the Arctic 
Circle, spare a thought for the cloud•s backup plan: 
untold hundreds of millions of magnetic tapes. •It•s 
part of what•s keeping the world running,Ž says 
Paul Luppino, director of technolo�y services for 
data management at Iron Mountain Inc., which has 
stored mor e than �� million inch-thick, �.�-inch 
square tapes across a worldwide network of roughly 
��� warehouses and old mines. But these days, the 
tapes may pose their own problem for companies 
that require a steady supply.

Although the century-old technolo�y has dis-
appeared from most people•s daily view, magnetic 
tape lives on as the preferred medium for safely 
archiving critical cloud data in case, say, a soft-
ware bug deletes thousands of Gmail messages, or 
a natural disaster wipes out some hard drives. The 
world•s electronic 	nancial, health, and scienti	c 
records, collected on state-of-the-art cloud servers 
belonging to Amazon.com, Microsoft, Google, and 
others, are also typically recorded on tape around 
the same time they•re created. Usually the compa-
nies keep one copy of each tape on-site, in a mas-
sive vault, and send a second copy to somebody 
like Iron Mountain. Unfortunately for the big tech 
companies, the number of tape manufacturers has 
shrunk over the past three years from six to just 
two„Sony Corp. and Fuji	lm Holdings Corp.„and 
each seems to think that•s still one too many.

The Japanese companies have said the tape 
business is a mere rounding error as far as they•re 
concerned, but each has spent millions of dol-
lars arguing before the U.S. International Trade 
Commission to ban the other from importing 
tapes to America. Over the past two years, they•ve 
accused each other of infringing patents of tech-
nologies and methods that, for example, reduce 
the amount of unwanted •noiseŽ on the tapes 
or protect them from humidity and tempera-
ture changes. Fuji	lm won its 	rst complaint, but 
Sony now claims it•s worked around Fuji	lm•s pat-
ents. A judge is scheduled to announce his pre-
liminary decision in Fuji	lm•s latest case against 
Sony by Oct. ��. A 	nal decision in Sony•s case 
against Fuji	lm is slated for December, according 
to the ITC. Both companies declined to comment 
for this story.

The tech industry worries that if Sony or 
Fuji	lm knocks the other out of the U.S., the win-
ner will hike prices, which will mean higher costs 
for the big cloud providers; for old-line storage 

makers, including International Business Machines, 
Hewlett-Packard Enterprise, and Quantum; and, 
ultimately, for all those companies• customers. 
•The pond is shrinking, so there•s a lot of 	ghting 
between the crocodiles for the remaining water,Ž 
says Phil Goodwin, an analyst at market researcher 
IDC. Companies such as Maxell Holdings Ltd. and 
TDK Corp. have abandoned the tape market since 
���� as it•s been steadily commoditized, accord-
ing to ITC 	lings by IBM, HPE, and Quantum. The 
cloud providers either declined to comment or 
didn•t respond to requests for comment.

Magnetic tape for recording was 	rst developed 
in the �
��s in Germany•s Weimar Republic. By the 
�
��s, IBM was using it to store data as it transi-
tioned from punch-card computers, and a com-
mon set of standards established in the late �

�s 
has helped the technolo�y keep pace with today•s 
storage needs. While a modern disk can store and 
retrieve data much more quickly, magnetic tape 
still has the advantage when it comes to long-
term storage, according to Mark Lantz, manager 
for advanced tape technologies at IBM Research 
Zurich. Tapes stored at a temperature in the ��F 
range can last as long as �� years, far longer than 
disks, and upgrades developed by the old-line stor-
age makers have increased their capacity exponen-
tially, from ��� gigabytes (��� billion bytes) in �

� 
to as much as �� terabytes (��,��� gigabytes) in the 
new standard released last year. 

A physical form disconnected from the internet
also provides relative safety from hackers, notes
Goodwin. •There•s no way to get ransomware on a
tape sitting in a vault.Ž

Yet the shrinking number of tape manufactur-
ers leaves the hardware and cloud companies with 
fewer contingency plans if Sony or Fuji	lm has to 
slow or halt production for some time, as some 
companies did after the ���� earthquake and tsu-
nami in Japan. •Multiple suppliers better ensure 
stable supply,Ž Quantum said in an open letter 
to the ITC last year. •A single outside event, like 
a labor dispute or natural disaster, could destroy 
availability entirely.Ž

Although Sony and Fuji	lm have each assured 
the trade commission that they could 	ll the gap if 
their rival•s products were shut out of the U.S., the 
need for storage continues to grow well beyond 
old conceptions. Construction is slated to begin as 
soon as next year on the Square Kilometre Array, 
a radio telescope with thousands of antennas in 
South Africa and Australia meant to detect signals 
emitted more than �� billion years ago. It•s been 
estimated the project could generate an exabyte 
(�
billion gigabytes) of raw data every day, the 

� The latest 4.5-inch 
magnetic tapes can hold 
as much as 30�terabytes 
of data
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� Digital enhancements for humans are a fringe
product today, but sales are growing fast

Invasion of
The Body
Hackers

Patrick Kramer sticks a needle into a customer•s
hand and injects a microchip the size of a grain
of rice under the skin. •You•re now a cyborg,Ž
he says after plastering a Band-Aid on the small
wound between Guilherme Geronimo•s thumb
and index �nger. The ��-year-old Brazilian plans
to use the chip, similar to those implanted in mil-
lions of cats, dogs, and livestock, to unlock doors 
and store a digital business card.

Kramer is chief executive o�cer of Digiwell, a 
Hamburg startup in what a�cionados call body hack-
ing„digital technolo�y inserted into people. Kramer 
says he•s implanted about �,��� such chips in the 
past 	
 months, and he has three in his own hands: 
to open his o�ce door, store medical data, and share 
his contact information. Digiwell is one of a hand-
ful of companies o�ering similar services, and bio-
hacking advocates estimate there are about 	��,���
cyborgs worldwide. •The question isn•t •Do you have
a microchip?•�Ž Kramer says. •It•s more like, •How 
many?• We•ve entered the mainstream.Ž

Research house Gartner Inc. identi
ied 

do-it-yourself biohacking as one of �ve technol-
o�y trends„others include arti�cial intelligence
and blockchain„with the potential to disrupt
businesses. The human augmentation market,
which includes implants as well as bionic limbs
and �edgling computer-brain connections, will
grow more than tenfold, to ��.� billion, by ����,
as industries as diverse as health care, defense,
sports, and manufacturing adopt such technolo-
gies, researcher OG Analysis predicts. •We•re only
at the beginning of this trend,Ž says Oliver Bendel,
a professor at the University of Applied Sciences
& Arts Northwestern Switzerland who specializes
in machine ethics.

A Spanish dancer named Moon Ribas has a chip
in her arm connected to seismic sensors, which is
triggered when there are tremors anywhere on the
planet. She uses it in a performance art piece called
Waiting for Earthquakes . Neil Harbisson, a colorblind
artist from Northern Ireland, has an antennalike
sensor in his head that lets him •hearŽ colors. And
Rich Lee, from St. George, Utah, has spent about
�	�,��� developing a cyborg sex toy he calls the
Lovetron ����, a vibrating device to be implanted
in the pelvis. Lee hasn•t sold (or used) the Lovetron
yet, but he•s got magnetic implants in his �nger-
tips to pick up metal objects, two microchips in his
hands that can send messages to phones, and a bio-
thermal sensor in his forearm to measure tempera-
ture. •We•re the �rst movers,Ž Lee says. •But as the
technolo�y becomes more mainstream, there will be
potential uses for pretty much everybody.Ž

Lee gave an address at BdyHax, a conference in
Austin where people in the business can meet fellow
cyborgs, discuss trends, and check out gadgets. At
this year•s conclave, speakers included the devel-
oper of an arti�cial pancreas, a representative of

� Size of the chips
sold by Digiwell for
implanting

THE BOTTOM LINE   Magnetic tape is still the standard for 
long-term storage after a century, but market concentration may 
threaten the supply for cloud and hardware companies.

equivalent of ����times the material in the U.S. 
Library of Congress and a huge storage headache 
all by itself.

IBM•s Lantz says he•s always searching for bet-
ter storage technologies, with little to show for it 
so far. Optical storage, which was supposed to be 
faster and cheaper than tape, turned out to be nei-
ther. Theories about encoding data onto storable 
DNA remain far from a practical demonstration. 
•A big part of my job is looking at what else is out 
there,Ž says Lantz. •I•m not aware of anything that 
competes with tape technolo�y.Ž �Susan Decker

�  Digiwell•s chips cost 
$40 to $250, plus $30 
for implanting them

12mm
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� In BioSort•s forthcoming farm, a partnership with 
Cermaq, each of the roughly 200,000 salmon would 
pass through a funnel with a camera scanner near 
the water•s surface when it comes up for air about 
once every four days.

� Sensors in the funnel screen the “sh•s face and 
body, adding the scan results to records on the 
individual “sh. 

� If the machines pick up abnormalities such as lice 
or skin ulcers, the infected “sh, which Hauge says 
usually accounts for 5�percent to 20�percent of the 
population, can be isolated for medical treatment.

Facial Recognition for Fish

Innovation

The IFarm, a 3D scanner made by startup BioSort�AS, can tell 
salmon apart based on the distinct patterns of spots around their 
eyes, mouth, and gills. Fish farming giant Cermaq Group�AS is 
betting the scanner will help it identify, quarantine, and treat sick 
“sh before they spread disease and infestations such as sea lice, 
which can cost the industry more than $1�billion a year.

THE BOTTOM LINE   Biohacking advocates say 100,000 people 
have chips implanted under their skin, which they use to open doors, 
store passwords and personal data, and augment their art.

a group advocating tech connections to the brain, 
and a researcher from the U.S. Defense Advanced 
Research Projects Agency„the developer of the 
internet„who•s exploring biohacks t o �ght memory 
loss and improve the lives of people without limbs.

Biohacking raises a host of ethical issues, par-
ticularly about data protection and cybersecurity 
as virtually every tech gadget risks being hacked 
or manipulated. And implants can even become 
cyberweapons, with the potential to send malicious 
links to others. •You can swit ch o� and put away an 
infected smartphone, but you can•t do that with an 
implant,Ž says Friedemann Ebelt, an activist with 
Digitalcourage, a German data privacy and inter-
net rights group.

Those concerns haven•t stopped some businesses 
from embracing biohacks. Tesla Inc. founder Elon 
Musk, who says people must become cyborgs to stay 
relevant, has raised at least ��� million for Neuralink 
Corp., a startup developing brain-computer inter-
faces. Neuralink is planning an announcement that•s 
•better than probably anyone thinks is possible,Ž the 
ever-self-promotional Musk said in a Sept. � video 
podcast where he was seen smoking marijuana. 
And last year, Three Square Market, a company in 
Wisconsin that makes self-service kiosks for o�ce 
break rooms, asked its ��� employees if they•d be 
interested in getting chipped. More than 	� said yes, 
and they now use the implants to enter the building, 
unlock computers, and buy snacks from the com-
pany•s vending machines.

Digiwell•s microchip implants run from �
� to 
����, and Kramer charges ��� to inject them, either 
in his Hamburg o�ce or while traveling (he did 
Geronimo•s implant in the lobby of a Berlin hotel). 
His clients include a lawyer who wants access to con-
�dential �les without remembering a password, a 
teen with no arms who uses a chip in her foot to 
open doors, and an elderly man with Parkinson•s 
disease who once collapsed in front of his house 
after trying for two hours to get his key into the lock. 
He now uses a chip in his hand to open the door.

Kramer is also a co-founder of a company called 
VivoKey Technologies, which is developing a more 
advanced implant expected to be introduced next 
year. The device will be able to generate pass-
words for online transactions, and buyers can 
download software to upgrade it with more func-
tions. •Humanity can•t wait millions of years for 
evolution to imp rove their brains and bodies,Ž 
Kramer says. •That•s why we•re doing it ourselves.Ž 
�Stefan Nicola

How It WorksInnovator
Geir Stang Hauge
Age: 45
Chief executive o�cer of 
BioSort, a three- employee 
company in Langhus, Norway

Background
As marine farms become 
a larger slice of the global 
“sh supply, disease has 
become a bigger problem. 
Aquaculture companies 
are spending hundreds of 
millions of dollars to research 
healthier “sh feed or build 
farming pens in the open 
ocean, where “sh won•t be 
packed together as densely.

Early research
Based on available “sh 
mortality data, Hauge 
estimates that his system 
could reduce salmon  
deaths from disease by 
more than half.

Rivals
Cargill Inc. has said it•s 
working with an Irish startup 
on a facial recognition 
system for cattle that 
can track cows• food and 
water intakes and that it•s 
interested in applying the 
technology to “sh farms.

Eventually, millions of Atlantic salmon along 
Norway•s fjord-etched coastline could have their 
scans stored in digital databases, says Harald 
Takle, head technology researcher at Cermaq. 
•This will be like a revolution,Ž he says. •We can 
control disease in a much better way.Ž But it will 
take a while: The project is awaiting approvals for 
further development licenses from the Norwegian 
“sheries ministry before it can be commercialized. 
�Agnieszka de Sousa

Next Steps

�

� �
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It was quiet out there in the markets„spooky quiet.
All �ve of the calmest quarters for U.S. stocks in
the past �� years have occurred since the start of
����. Then came Oct. ��-��, when markets were hit
by a storm that came out of the clear blue sky. The
S&P ��� fell �.� percent over two days. That repre-
sented the �fth-biggest increase in volatility in the
almost ��-year history of the index and its prede-
cessors, according to Rocky Fishman, a Goldman
Sachs Group Inc. equity derivatives strategist.

Stocks partially rebounded in the following ses-
sions. Even so, there was a sense that something had
changed. Several of the previous volatility spikes

had clear causes, such as the outbreak of the Korean
War in ����, President Dwight Eisenhower•s heart
attack in ����, and the failure of a United Airlines
buyout in ��	�. This time around, Democrats
quickly blamed the minicrash on President Trump•s
trade policies, while other observers cited higher oil
prices, the strong dollar, or rising labor costs. The
president blamed the Federal Reserve, which he
says will damage economic growth by raising inter-
est rates too much. •I think the Fed is making a mis-
take,Ž he said on Oct. ��. •They•re so tight. I think
the Fed has gone crazy.Ž

Trump isn•t entirely wrong. Many economists
and market strategists agree with him that higher
interest rates are a big factor in the stock market•s
sudden weakness. Where they part company with
the man in the White House is over Trump•s con-
viction that the Fed is making a mistake. Many say
a gradual course of rising rates is just what the

Edited by
Pat Regnier

A Nasty 
Surprise

� Rising U.S. interest rates 
have “nally started to worry 
stock investors
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THE BOTTOM LINE The mid-October sell-o � could be a sign that
market psychology is shifting. Investors have long been focused on
the revival of the economy but now have to weigh the Fed factor.

economy needs now„even if that makes stock
investors nervous.

•This is not a level of interest rates that should
be destabilizing,Ž says Michelle Meyer, head of U.S.
economics for Bank of America Merrill Lynch. It•s
the speed of the rise in longer-term rates that seems
to have spooked stock investors, she says. The yield
on ��-year Treasury notes jumped from �.� percent
at the start of ���� to more than �.� percent in early
October, right before stocks tumbled.

Investors far from Wall Street are puzzled about
the stock market right now. •There•s part of me
that would be relieved if it dropped �� to �� per-
cent,Ž says Jon Anderson, 	�, of Duluth, Minn., who
works at a software consulting 
rm and has �� per-
cent of his savings in stocks. •I think the market is
way overpriced.Ž Karen Kamenir, a part-time bus
driver in Mesa, Ariz., who used to sell houses, says
the week of the minicrash she bought some certif-
icates of deposit to diversify her stock-heavy port-
folio: •It was taking a little bit of risk o� the table.Ž

That caution is new. In the aftermath of the
global 
nancial crisis, stock investors got used to
the idea that they had little to fear from rising inter-
est rates. The Fed raises rates to combat in�ation,
and with the economy still in recovery mode, there
was little sign of rising consumer prices. When
in�ation and rates did begin to creep up, it was
mainly viewed as evidence that the economy was

nally growing again, increasing corporate prof-
its. Rates were still low by historical standards„too
low to chill borrowing and growth. That•s one rea-
son stocks have been in a long, strong bull market
since their nadir in March ���
. Higher rates and
higher stock prices both re�ected optimism about
the economy.

The relationship between stock prices and inter-
est rates is complicated and changeable, though.
In the long run, bonds and stocks are competing
investments. Now that investors can earn more
than � percent by buying safe Treasuries, stocks
look less compelling, especially because valuations
have been swollen by the bull market. The ratio of
stock prices to earnings per share of companies in
the S&P ��� is ��, above its long-run average of ��.
Investors are paying a lot for the pro
ts of the com-
panies they own.

For market professionals, the most signi
cant
thing that happened in early October was a �ip in
investor psycholo�y. The correlation between stock
prices and interest rates, as measured over the prior
�� weeks, turned from positive to negative„so
higher rates implied lower stock prices. That•s hap-
pened only four times since �
�
, and it•s a bad sig-
nal for stocks, says James Paulsen, chief investment 

Bond yields have risen a lot this year Stocks shrugged o� higher interest rates.
Until October
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Do We Have Your Attention Now?

Some strategists are con
dent the bull market
will endure even if rates continue to rise. They rea-
son that the Fed under Chairman Jerome Powell
won•t make the mistake of raising rates too fast
and snu�ng out the expansion. Brian Belski, chief
investment strategist at BMO Capital Markets, and
Nicholas Roccanova, a senior investment strate-
gist, wrote in an Oct. �� note that •periods of higher
or rising rates have coincided with double-digit
annual returns for the S&P ���, on average.Ž That
may be. But if Oct. ��-�� taught us anything, it•s 
that bad weather can escape the radar•s notice, 
and hibernating bears can suddenly emerge from 
their caves. � Peter Coy, with Ben Steverman and 
Sarah Ponczek

strategist for Leuthold Group in Minneapolis. Two 
of the four times were followed by a bear market in 
stocks, and one was followed by a pair of back-to-
back smaller declines, he says.

Paulsen agrees with Meyer that interest rates 
aren•t chokingly high. But, he says, •it•s not about 
the rate level. What•s important is when the mind-
set of Wall Street changes.Ž Evidence that in�a-
tion is 
nally picking up may explain Wall Street•s 
new thinking, says Liz Ann Sonders, chief invest-
ment strategist at Charles Schwab & Co. Now that
in�ation has reached the Fed•s � percent target, 
even stock investors who were previously focused 
on improved earnings begin to worry about con-
sumer price increases. They fear the Fed will react 
to high in�ation by jacking up rates faster. Says Gina 
Martin Adams, chief equity strategist for Bloomberg 
Intelligence: •There•s something pretty fundamen-
tal that•s started to weigh on the outlook for stocks, 
and it seems to be related to in�ation.Ž

 10-year Treasury bond yield  S&P 500

DATA: COMPILED BY BLOOMBERG
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� Lampert rode the worst trade of his life all the way down. But the hedge fund billionaire still keeps some choice assets 

The Fall of Sears (and Eddie)

Bit by bit, the smart money deserted Edward 
Lampert. Michael Dell, David G e�en, George Soros, 
the Zi� brothers„b y ����, all of them had peeled 
away from investing with his hedge fund. Not even 
his friends could understand why Lampert, once 
hailed by Businessweek as a young Warren Bu�ett, 
clung to his spectacularly bad investment in Sears 
Holdings Corp., the iconic department-store chain. 
It was hubris, many now say, and a failure to fol-
low the investors• commandment: Get out in time.

Lampert, who was chief executiv e o�cer of 
Sears, as well as its largest shareholder, kept throw-
ing the company lifelines in the form of loans. But 
from the moment he bought in, he also maneu-
vered to protect hi s �nancial interests. At times, he 
even made money. He closed stores, �red employ-
ees, and, in what may be remembered as the most 
unseemly element of the saga, carved out some 
choice assets for himself. Until the reckoning. After 
�� years under Lampert•s stewardship, Sears �led for 
bankruptcy on Oct. �	 and is at risk of outright liq-
uidation, with tens of thousands of jobs on the line. 
Whether the company survives in some form could 
depend on a proposal by Lampert and his fund to 
give it another loan, for 
��� million, and buy the 
bulk of the stores.

Once again, Wall Street is wondering what 
Lampert will salvage for himself and his fund, ESL 
Investments Inc., whose future may be in doubt. 
His options are running out. •It looks like he•s 
played almost a full deck of cards by now,Ž said Van 
Conway, a restructuring expert, before the bank-
ruptcy �ling. Lampert declined to comment.

At 	�, Lampert is still a billionaire, but Sears 
has cost him, and not only in reputation. He•s seen 
about 
��� million in stock that he personally pur-
chased evaporate as the shares tumbled. An addi-
tional 
�
� million in equity that he received in 
compensation has all but disappeared. ESL has lost 

�	 million just this year. The fund•s assets plum-
meted to about 
� billion at the end of ����, from 

�	 billion in ����, as the portfolio became a mas-
sive bet on Sears and related companies. 

As Sears•s major creditor, with about half the 
company•s 
	.� billion total debt, ESL saw a bit 
of upside, extracting more than 
��� million in 
interest payments a year. Lampert also  created 

what looked like„and in some cases might yet be„
some saves for himself, with spino�s that gave 
him chunks of equity in new companies. One was 
Seritage Growth Properties, the real estate invest-
ment trust that counts Sears as its biggest tenant 
and of which Lampert is the largest shareholder. 
He formed it in ���	 to buy stores that were then 
leased back to Sears, cordoning those o� from any 
bankruptcy. He and ESL also got a majority stake in 
Lands• End Inc., the apparel and accessories maker 
he split from Sears in ����. Nothing Lampert got 
out of Sears•s spino�s was the result of special treat-
ment, and the terms were transparent, says Paul 
Holmes, a spokesman for ESL.

Other �inancial-engineering gambles failed. 
The Sears Canada Inc. spinoff began liquidat-
ing one year ago. Lampert and ESL together had 
almost 
��� million in stock and rode it to zero, 
though they did pocket 
�	 million in special div-
idends. Lampert is the chief shareholder in Sears 
Hometown & Outlet Stores Inc., a retailer focused 
on selling appliances and hardware. Its stock has 
tanked along with that of its former parent. (It•s 
not part of the Sears bankruptcy.) All those spino�s 
robbed Sears of assets when it needed them, says 
Mark Cohen, a former CEO of Sears Canada and a 
frequent Lampert critic who•s now an adjunct pro-
fessor of retail studies at Columbia Business School. 
•This completely unconventional way of managing 
a business might have been an interesting alterna-
tive operating strate�y were it not for the fact that it 
has been a colossal failure.Ž

Throwing his own money into Sears wasn•t only 
out of self-interest for Lampert, friends and sup-
porters say: He wanted to keep the lights on and 
people employed. He and ESL were willing to lend 
at much lower rates than others demanded. He had 
Sears pay almost 
� billion into its unfunded pen-
sion plan over the past �ve years.  

Lampert started ESL in ��

 at age �	 after 
three years at Goldman Sachs. Financier Richard 
Rainwater staked him 
�
 million to get going. 
By the time he was ��, Lampert was a billionaire 
three times over. He hit home runs as an investor, 
the most impressive with the stocks of auto-parts 
retailer AutoZone Inc. and car seller AutoNation Inc. 

He had what looked like another success in 

� Lampert
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� A crypto entrepreneur had to teach his alma 
mater how to accept his $10,000 gift

Colleges Are  

Baffled
 by Bitcoin

The University of Puget Sound got an o�er it wasn•t
sure how to accept. A recent graduate had hit the
jackpot and wanted to make a donation to the
school. In Bitcoins.

Colleges have long wrestled with accepting atyp-
ical donations, such as art or shares in a family busi-
ness, that can muddle their investment portfolios.
The gifts may raise accounting questions, compli-
cate tax �lings, or require special storage or secu-
rity. Bitcoin„unregulated, notoriously volatile, and
sometimes stolen by hackers„raised every one of
those concerns. But in ����, the private liberal
arts college in Tacoma, Wash., happened to have
a number of alumni pioneering cryptocurrencies
and generating small fortunes. So the school, with
a �	
� million endowment, needed to do some
research before reaching a decision on the o�er.

As far as anyone at the university can tell, it
became the �rst to accept cryptocurrency dona-
tions, thanks to a crash course it got from the donor,
Nicolas Cary. •I had to do a little bit of convincing
for them to accept it,Ž says Cary, the co-founder
and vice chairman of Blockchain, one of the most
popular sites to create wallets for Bitcoin. •They

wanted to dig in about how it works and what the
process would be. We had a lot of conversations.Ž

First, Puget Sound had to change its policy to
accept the gift. Then, through a service called
BitPay, the school generated an invoice with a
QR code, which Cary received on his laptop in a
hotel in Berlin, where he was attending a confer-
ence. He snapped a photo of the invoice on his
phone and, using his Blockchain wallet, trans-
ferred ��.� Bitcoins„then worth about ���,���„to
the university through a bank in Atlanta. Because
of a surprise snowstorm in Atlanta, it took about
a day longer for the school to receive the dona-
tion, says Sherry Mondou, the university•s chief
�nancial o�cer. •I wanted to prove that it could
be done,Ž Cary says.

Bitcoin and other cryptocurrencies may be in
a rut this year, but they•re still collectively worth
more than ���� billion„much of it held by rela-
tively young entrepreneurs. They•re the type of
up-and-comers that universities spend ener
y try-
ing to cultivate as long-term donors. Puget Sound
already has received several additional crypto gifts
since Cary blazed the path. •For us, it•s just kind of
normalized now,Ž says Mondou.

In contrast, the �	� billion endowment of
Harvard„which ranks among the most sophisti-
cated investors in the world„has yet to accept a
cryptocurrency donation. That•s the norm at many
of the other richest and tech-savviest schools,
though some are edging toward it. Yale has tested 
a process for accepting cryptocurrency donations, 
but it isn•t actively pursuing the idea, according 
to Tom Conroy, a spokesman. The university•s 

THE BOTTOM LINE Lampert closed stores, “red employees, and
carved out new companies from the iconic department-store chain
that•s now in bankruptcy.

���� when he bought Kmart debt. Within two
weeks, he•d orchestrated the retailer•s exit from
bankruptcy and emerged as its biggest shareholder.
Kmart was throwing o� cash then, and Lampert
masterminded its merger with Sears in ����. The
company rolled through four CEOs in eight years,
and Lampert took over the job in ���	. But he•s
shown up at the headquarters outside Chicago
only a few times a year. He prefers to beam in via
videoconference from his o�ce in Florida. (He 
resigned as CEO with the bankruptcy.)

As he cut costs to the bone, Lampert pitted exec-
utives against one another in a battle for scarce 
resources in a sort of retail Hunger Games, people 
who worked for him say. One person recalled a con-
ference call during which Lampert cut o� one of his 
own executives, with an investor also on the line, 
with a quiet but dismissive, •That•s idiotic.Ž

Perhaps Lampert•s biggest misstep was thinking
he could power through the recession. He had the
opportunity to cancel a massive number of leases
on Sears stores in the aftermath of the �nancial cri-
sis, according to people familiar with the company.
Instead, he renewed them.

Rainwater, who died in ����, pulled his money
out of the fund when Lampert decided to move
into takeovers and buyouts, thinking the young
man wasn•t ready. In ����, Rainwater told the Wall
Street Journal: •He•s so obsessed with moving in the
direction he wants to move that sometimes peo-
ple get burned, trampled on, bumped into.Ž Those
words now seem prophetic. �Katherine Burton,
Lauren Coleman-Lochner, and Eliza Ronalds-Hannon

�How many 
gifts are they 
going to get 
a year�and 
is it worth the 
e�ort?Ž

� Number of pages in 
the Sears Wish Book 
catalog

1968 2017
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THE BOTTOM LINE To accept a crypto donation, colleges may
have to change their gift policy and “gure out how to set up an
electronic wallet. And even then, they•ll probably sell immediately.
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endowment has invested in an externally managed 
fund focusing on digital assets, a person familiar 
with the situation said earlier this month.

A few others are dabbling with accepting crypto 
gifts: The University of California at Berkeley got 
its �rst this year. And MIT and Cornell have taken 
crypto, too, though neither would specify details 
including how much it•s received.

Universities have honed the art of squeezing 
donations out of alumni, but schools often turn 
away gifts that require too much oversight. The 
reject list includes paintings, wetlands, and vaca-
tion timeshares. Endowments that accept such 
assets usually liquidate them quickly, taking the 
cash to invest elsewhere. The same goes for crypto.

Some o�cials are concerned about reputational 
risks. And because the Internal Revenue Service 
considers cryptocurrency property, nonpro�ts 
must take more steps when accepting it than with 
cash or securities. Crypto donations greater than 
��,��� require a quali�ed appraisal for the donor 
to get a tax deduction.

•How many gifts are they going to get a year„
and is it worth the e�ort?Ž says Bryan Clontz, whose 
consulting �rm, Charitable Solutions, helps charities 
appraise and receive noncash assets. Most nonprof-
its don•t understand how digital currency works, 
and the mechanics of accepting it can be intimidat-
ing, Clontz says. It can take weeks for institutions 
to �nish the process of opening a virtual wallet at a 
cryptocurrency exchange, the method often used 
by consumers. Many colleges may be reluctant to 
share the necessary personal details, such as Social 
Security numbers for their board members, he says.

Cary, a ���	 graduate of Puget Sound, met some 
of his closest friends at the school, and they•ve kept 
in touch while founding companies. His classmates 
include Erik Voorhees, chief executive o�cer of 
cryptocurrency exchange ShapeShift AG, and Jesse 
Proudman, CEO of Strix Leviathan LLC, a crypto-
currency trading platform. 

So how did Cary•s donation work out? Puget 
Sound sold the Bitcoins immediately to eliminate 
volatility risk, says Mondou, the CFO. Had the col-
lege held on and had the good luck to cash out at 
December•s peak, it would have generated more 
than ��
�,���. As of this month, the gift would 
be worth about ���,���„or more than nine times 
the value when it was cashed out. Still, schools 
aren•t likely to become long-term holders, Mondou 
says. •It•s more volatility than they•re looking for.Ž 
�Janet Lorin

� Bitcoins donated to 
the University of Puget 
Sound by an alumnus 
in 2014

14.5



THIS VETERAN HAS
EXPERIENCED ENOUGH.

Sergio lost his leg and his hearing while serving our country overseas. Now back home, he was ready 
to start a new chapter in his life. But when he found the perfect apartment, the landlord refused to 
make a reasonable accommodation to allow his service dog in a •no petsŽ building. Then Sergio 
learned that the Fair Housing Act protects people with disabilities. He contacted HUD and “led a 
complaint. Today, Sergio is feeling right at home.

A public service message from the U.S. Department of Housing and Urban Development in cooperation with the National Fair Housing Alliance. The federa l Fair Housing Act 
prohibits discrimination because of race, color, religion, national origin, sex, familial status or disability. For more information, visit www.hud.gov/fairhousing .

If you believe you•ve experienced
housing discrimination, please contact

hud.gov/fairhousing
1-800-669-9777

HE SHOULDN•T HAVE TO FIGHT HOUSING DISCRIMINATION
BECAUSE OF HIS DISABILITY.

50 YEARS OF OPENING DOORS.
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OPEC failed to sti”e the Permian oil boom. Will it 
”ame out on a manpower shortage instead?

Photographs by Matthew Busch Edited by 
Cristina Lindblad
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At ��:�� p.m. on an ��F August night in Penwell, in
West Texas, a ��-year-old repairman is hammering
away at the frame of an ��-wheeler in the forecourt
of an abandoned truck stop. The Lynyrd Skynyrd
song Free Bird blares from the radio. •I•m mak-
ing more money than I ever did,Ž says Don Suggs,
who spends nights inside a vacant, gra	ti-covered
shop nearby, where he sleeps in a hammock. Just
six weeks earlier he was retired, living near Dallas.
He•s here now, he says, •for one last hoo-rah.Ž

Suggs•s sole employee, Bo Bennett, a heavily tat-
tooed native of Waco, beds down in what used to be
the shop•s freezer. The only sign of a home comfort
is a hanging punching bag. •This is the new West,Ž
Bennett says with a smile.

The Permian Basin is six years into a boom
sparked by advances in drilling that have unlocked
a sea of hitherto unattainable oil buried inside a
��,���-square-mile stretch of sedimentary rock
straddling Texas and New Mexico. But as the area•s
production approaches that of Iran„the third-
largest OPEC member„growth has begun to slow,
throttled by shortages of pipelines, workers, power,
and roads. There•s a lot, in terms of ener
y and geo-
politics, riding on whether this is just a temporary
blip or a longer-term deceleration.

The U.S. has become an ener
y superpower
because of the Permian. The region•s crude out-
put has doubled in the last four years and could
rise an additional ���percent by ����, according
to industry consultant IHS Markit. That could pro-
pel the U.S. past Saudi Arabia and Russia, which
in recent years have alternated as the world•s top
oil producer. Such a development would have
far-reaching economic and political implications
for everything from America•s foreign policy to
OPEC•s in
uence in global ener
y markets.

When U.S. shale emerged as a threat to OPEC
in ����, the cartel tried to kill it o� by 
ooding the
market with crude, sending oil prices below ���
a barrel. The move back�red: While some of the
weaker U.S. players were swamped, others cut
costs aggressively and invested in new technol-
o
y. The American industry emerged leaner and
stronger. Today, U.S. drillers are unshakably con-
�dent. •The Permian is huge,Ž said Vicki Hollub,
chief executive o	cer of Occidental Petroleum
Corp., the basin•s biggest producer, in an email.
It •has the capability to sustain its position with
respect to the rest of the world for another decade
or two at least.Ž

Growth has been powered by improvements in
oil extraction methods„notably horizontal drill-
ing and fracking, which pushes sand, water, and
chemicals into the ground to force out oil and

natural gas trapped in stacks of layered shale rock
that can be as thick as three-quarters of a mile.
Both technologies had been around for decades;
the breakthrough came from deploying them in
combination. That•s what wildcatters, includ-
ing Scott She	eld at Pioneer Natural Resources
Co. and Mark Papa at EOG Resources Inc., began 
doing in the Permian around ����. Their success 
attracted the oil majors: Chevron, ExxonMobil, 
and Royal Dutch Shell are all heavily invested in 
the region now.

The Permian•s impact on the global oil market, 
the U.S. economy, and President Trump•s agenda 
has already been profound. The world•s biggest con-
sumer of crude, the U.S. now imports less oil than 
at any time since ����, when Richard Nixon won 
the presidency. That•s enabled Trump to conduct 
foreign policy with a freer hand than his predeces-
sors, who were often hamstrung by dependence on
Middle Eastern producers. Consider his sanctions on
Iran: •Today the U.S. has its own petrodollars,Ž said 
Harold Hamm, the billionaire CEO of Continental 
Resources Inc. and a Trump con�dant, on a confer -
ence call with analysts in August. •We•re seeing the 
current administration embrace this more and more 
every day, realizing the importance of it.Ž

Texas and New Mexico will account for a third 
of the entire world•s growth in oil supply next 
year, according to the U.S. Ener
y Information 
Administration. The payo�s are already visible. 
Texas has logged ���consecutive months of job 
growth. And while oil and gas accounts for only 
about �.��percent of the nation•s economic output, 
that statistic is up a third from ����.

The Permian, however, is showing signs of over-
heating. Sand, which is used to prop open the frac-
tures in rock that allow the oil to 
ow, has become 
a precious commodity that fetches about ��� a 
ton. Truck drivers command salaries of ����,��� a 
year. Getting a child into day care •is like you•re 
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�  The lunch rush 
at Pody•s BBQ in 
Pecos, Texas

� Oil-well pads 
outside Midland
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� Suggs returned to 
West Texas •for one 
last hoo-rahŽ 

� A rig on the 
outskirts of Midland

�  Trailers being 
hauled through Orla, 
Texas
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scalping tickets to a Rolling Stones concert,Ž says
Jessica McCoy, a mother in Midland, Texas, the
Permian•s uno�cial capital. And the region•s roads,
overwhelmed by the sheer volume of trucks barrel-
ing down thoroughfares designed for farm tra�c,
are among the deadliest in the country.

Meanwhile, a shortage of pipelines to transport
crude from the Permian•s �elds to re�neries and
tankers on the Gulf Coast threatens to cap produc-
tion growth at least until next year, when new con-
duits come online. The basin•s total output has
been growing by an estimated ��,��� barrels a day,
down from gains of ���,��� barrels a day logged in
October of last year.

The slowdown hasn•t registered in Midland. The
city can•t hire enough police, corrections o�cers, or
school bus drivers, because it can•t match the sala-
ries oil companies are paying. Plumbers and elec-
tricians are also in short supply, and every fast-food
restaurant in town has a •Now HiringŽ sign in the
window, with the exception of McDonald•s, whose
sign says •Always Hiring.Ž The lack of workers is the
Permian•s •greatest challenge,Ž says Pioneer CEO
Tim Dove. •With so much activity, the region is
essentially experiencing negative unemployment.Ž

35

THE BOTTOM LINE Growth in the Permian•s production has begun
to slow, throttled by shortages of workers and pipelines. It•s not 
clear whether this is a blip or represents a longer-term deceleration.

Papa, who•s considered a forefather of the U.S. 
shale industry for his time as CEO of EOG from ���� 
to 	���, sees a •series of chronic logistical issuesŽ to 
overcome. •Things are kinda crazy out thereŽ and 
will take at least a year to improve.

While the short-term issues remain signi�cant, 
there are longer-term threats as well. Shale wells 
generally have explosive growth in the �rst few 
months before their output rapidly declines, making 
their production pro�les very di
erent from those of 
large o
shore discoveries or conventional reservoirs 
such as in the Middle East. More and more wells will 
be needed. Standard Chartered Plc has dubbed the
situation the •Red QueenŽ problem, a reference to
the character in Lewis Carroll•s Through the Looking-
Glass who tells Alice •it takes all the running you can
do, to keep in the same place.Ž

Furthermore, oil�eld service giant Schlumberger
Ltd. is warning that increased drilling intensity runs
the risk of wells being laid too close to one another,
causing them to lose pressure and �ow more slowly.
The solution is to space them farther apart, but that
leaves precious crude behind in the rock. Operators
will have to spend more than ����
billion in the next
�ve years to meet the industry•s goal of boosting the 
Permian•s production by half, according to consult-
ing �rm Arthur D. Little.

As such, perhaps the biggest challenge for wild-
catters is getting investors on board. The S&P
��� 
Ener�y Index has underperformed the wider mar-
ket by �	
percentage points over the past four 
years, despite a ��
percent surge in the price of oil. 
Fund managers have lambasted executives for their
high pay, demanding dividends and share buy-
backs. In the �rst quarter of 	���, most companies 
responded with pledges to do either or both; in the 
next quarter, they proceeded to blow through their 
capital expenditure budgets.

Some ���
billion in U.S. shale acquisitions have 
been announced since March, focused almost 
entirely on the Permian, with incumbents such 
as Concho Resources and Diamondback Ener�y 
bulking up and BP making a long-awaited reentry. 
The dealmaking demonstrates that ener�y com-
panies are con�dent their near-term obstacles can 
be
overcome.

At the truck stop, Suggs is planning for the 
future. He wants to build a full-service repair shop 
and an RV stop out back, but he hasn•t worked out 
a timeline yet. •Let•s see how long this lasts,Ž he 
says. �Kevin Crowley, with David Wethe and Rachel 
Adams-Heard

The fast-food 
places all 
have •Now 
HiringŽ signs, 
except for 
McDonald•s„
its sign says 
•Always 
HiringŽ
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� A missing journalist compels
the king to step in and ordinary
Saudis to watch their words

On Oct. � � newspapers in Saudi Arabia released a
pointed reminder to the citizens of the kingdom:
Article � of the Anti-Cyber Crime Law stipulates a
maximum �ve years in prison and a maximum �ne
of � million riyals (����,���) for sharing rumors or
fake news that breach public order, religious values,

public morals, and privacy. Everyone knew what it
was directed at„speculation about the involvement
of the government in the Oct. 	 disappearance and 
alleged murder of Jamal Khashoggi, a U.S.-based 
journalist and prominent critic of the regime•s de 
facto ruler, Crown Prince Mohammed bin Salman.

At �rst, the Saudi narrative had been simply to 
depict the case as an attempt to smear the coun-
try because of its power in the Middle East„even
as Turkish o
cials claimed it was Saudi Arabia that
ordered the killing. In the kingdom, government-
controlled media and o
cial comments stuck to the 

IN THE KINGDOM
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� The entrance to 
the Saudi Consulate 
in Istanbul
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line Prince Mohammed made in an interview with 
Bloomberg News a day after Khashoggi vanished: 
The journalist entered the consulate to complete 
paperwork for his coming marriage to a Turkish 
woman and left unscathed. 

But the furor hasn• t abated. •I was on the �oor 
every time defending Saudi Arabia because it•s a 
good ally,Ž said Republican U.S. Senator Lindsey 
Graham in an Oct. �� appearance on Fox & Friends
as he tore into the prince: •This guy is a wrecking 
ball. He had this guy murdered in a consulate in 
Turkey and to expect me to ignore it, I feel used 
and abused.�ƒ�He can never be a world leader.Ž 
In a statement out of Geneva on the same day, 
United Nations High Commissioner for Human 
Rights Michelle Bachelet„a former president of 
Chile„said, •Both a forced disappearance and an 
extrajudicial killing are very serious crimes, and 
immunity should not be used to impede investi-
gations.Ž King Salman has now launched an inves-
tigation and is trying to control the damage both 
at home and abroad to the status of his son and 
heir„the would-be reformer of Saudi Arabia•s oil-
dependent economy.

•I•m shaking now, literally,Ž says a Saudi busi-
nessman vacillating between fear and disbelief that 
his country might have resorted to the methods of 
late dictators such as Iraq•s Saddam Hussein and 
Libya•s Moammar Qadda�. He spoke on condition 
of anonymity, a usual request nowadays in a coun-
try where the prince has been willing to detain even 
royals and billionaires to get his way.

Repression is key to damage control at home. 
A young Saudi who recently returned to the king-
dom after studying abroad wrestled with how to 
react to the Khashoggi news before concluding he 
had to defend his country above all. Saudis have to 
side with the government no matter what, he says. 
As the prince consolidated power in the past two 
years, many in Riyadh became increasingly cau-
tious about what they say in public. •Talking costs 
you dearly now,Ž one Saudi academic said in August 
after declining to meet with a Bloomberg News 
reporter. Those still willing to talk suggest rendez-
vous in secluded settings. They leave their phones 
behind or seal them in containers in other rooms, 
hoping to prevent the microphones from being used 
as listening devices. Sometimes they whisper in the 
privacy of their own homes. 

In his interview with Bloomberg News, Prince 
Mohammed dismissed a question about a climate 
of fear in the kingdom, where many Saudis are 
now afraid to be seen with a journalist. •You might 
know a few people among �� million people. I 
don•t know those people. I don•t believe you•re 

going to give me the names of those people,Ž he 
said with a laugh. •If there are people who think 
that if they talk to the media it will create prob-
lems for them because of what•s happened to sev-
eral people in the last two years�ƒ�it•s not true.Ž

Madawi Al-Rasheed, a visiting professor at the 
London School of Economics and Political Science 
and a persistent critic of the regime, begs to di	er. 
•In Saudi society there are no more voices who are 
o	ering a di	erent perspective on any kind of pol-
icy,Ž she says. •The rules of the game have changed 
now, and nobody feels secure.Ž One telling statistic: 
The number of asylum-seekers from Saudi Arabia 
with pending cases increased from 
�
 in ���
„the
year Prince Mohammed publicly began his rise to
power„to �,�
� in ����, according to the UN. 

The dimensions of the Khashoggi case are dif-
ferent in the eyes of the international community„
and the consequences are increasingly costly to the 
kingdom. The crown prince had waged a charm 
o	ensive to win global opinion to his policies, 
which include social and religious liberalization as 
well as the diversi�cation of the Saudi economy. 
It inspired many who saw the young royal as an 
enlightened revolutionary. The old Saudi Arabia, 
says Stéphane Lacroix, associate professor of politi-
cal science at Sciences Po in Paris, was a •very cau-
tious diplomatic actor, one that liked to be discreet 
and didn•t like to take radical positions.Ž But, he 
says, •the norm now is much more authoritarian, 
much more repressive.Ž

Corporate giants are dropping out of Prince 
Mohammed•s vaunted annual conference of the 
rich and powerful in Riyadh scheduled to begin on 
Oct. ��. •It•s become clear that the prince•s veneer 
as a reformer was very thin,Ž says Nabeel Khoury, a 
former U.S. Department of State o
cial who•s now 
senior fellow at the Atlantic Council. •He•s proving 
to be a despot whose �rst priority is power at any 
cost.Ž The fallout will be tough to manage, he says. 
•When the big players on Wall Street start to have 
serious doubts or moral compunctions, it means 
the world will lose con�dence in investing in Saudi 
Arabia.Ž Charm is no longer enough: In the past 
couple of weeks the prince has lost almost as many 
friends as he made over the past two years.

The Khashoggi debacle has become a big enough 
international mess to require the intervention 
of King Salman„who•d left the running of most 
of the government to his son. President Trump, 
who•d signaled punishment for the perpetrators 
of the alleged murder, suggested„after a conver -
sation with the king„that •rogueŽ Saudi elements 
may have had a hand in the journalist•s fate. When 
Secretary of State Michael Pompeo visited Riyadh 

� Khashoggi
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Turning Red States Blue Hinges
On a Shaky Strategy
Five years ago, when Stacey Abrams was
Democratic minority leader of the Georgia House of
Representatives, she created an organization called
the New Georgia Project with an eye on a beguiling
set of �gures. The �rst was �. � million, the number
of people who•d moved to the state since ����. The
second was �� percent, the proportion of those
migrants who were white. And the third: ���,���,
the estimate of how many minority Georgians
weren•t registered to vote.

Now Abrams is trying to become the �rst black
woman governor in U.S. history. Her chances will
depend in large part on how those numbers manifest
themselves on Nov. �. Abrams has been preaching
the demographics-as-Democratic-destiny doctrine
for years. She•s spearheaded minority voter registra-
tion drives in Georgia and become an advocate for
expanding voter rolls and ballot access nationwide
in a way that would bolster her party.

That destiny assumes, though, that the new elec-
torate votes, enabling Democrats to deliver unprec-
edented midterm turnout despite what they say are

� The Democrats• drive to boost turnout 
faces roadblocks

to meet with the king and his son, the crown
prince announced: •We are strong and old allies.
We face our challenges together„the past, the day
of, tomorrow.Ž The Saudis are key to Trump•s pol-
icy of containing Iran in the Gulf.

Pompeo said he was told the investigation
would be •thorough, complete, transparent.Ž
There are several other things the king can do,
according to Khoury of the Atlantic Council. One
option is, indeed, to blame the murder on rogue
elements who operated without the leadership•s
knowledge. Citing two people it didn•t identify,
the Wall Street Journal reported that the Saudis are
considering saying that Khashoggi died as a result
of an interrogation that went wrong. Another,
more radical choice is for the king to replace
Prince Mohammed, realizing he had •put this
kid in the wrong sandbox to play,Ž Khoury says.
While his removal is unlikely, a few Saudis have
privately shared worries that the fallout from the
Khashoggi incident could spark trouble within the
royal family„perhaps giving a reason for relatives

already wary of the young prince to turn on him.
Exiled dissidents are sharing stories of what they 

now believe were attempts to lure and arrest them. 
Abdullah Alaoudh, 	
, the son of a cleric facing 
trial in Riyadh, has lived in the U.S. for almost a 
decade. •They tried to make me return in one way 
or another, but it was obvious that it was a trap,Ž 
he says. When his passport was about to expire 
last year, he applied for renewal at the embassy in 
Washington and was told his services were •frozen,Ž 
and he couldn•t renew it without going back to the 
kingdom. Alaoudh says he•s maintained U.S. resi-
dency because of his work as an academic. •The 
message that the perpetrator is trying to send is 
that if you disagree, we•ll get to you, and we will 
not be even covert about it,Ž he says. •We can do it 
while the whole world is watching, and nobody can 
do anything about it because we are so powerful.Ž 
�Donna Abu-Nasr and Vivian Nereim

THE BOTTOM LINE   The global furor over the suspected murder 
of a Saudi journalist has put the kingdom on a campaign to defend 
its crown prince and on high alert against dissent.

Republican e�orts to suppress Democrat-leaning 
voters. Five years after Abrams formed the New 
Georgia Project to register minorities, the drive has 
yet to move the needle on any statewide race. The 
shift that was going to erode Republican dominance 
in the state has yet to materialize.

Some Democrats wonder whether this year will 
be any di�erent. •There•s a very, very good chance 
that demographic, policy, and political elements are 
going to converge someday, and they may well con-
verge this November,Ž says Vincent Fort, a former 
state senator and member of the legislative black 
caucus. •But I have cautioned my Democratic breth-
ren not to depend on demographics too much.Ž

Lagging minority turnout contributed to Hillary 
Clinton losing the presidency. Nationally, the rate
of black voter turnout in ���� declined for the �rst
time in �� years during a presidential cycle, drop-
ping � percentage points from a high of �� percent 
in ����, according to the Pew Research Center. More 
than ���,��� fewer black voters cast votes in ���� 
than did to elect Barack Obama to a second term. 
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And an expected surge in Latino voters fell short.
The apathy cost Clinton in states such as 

Michigan and Wisconsin, both of which turned 
red. In Wisconsin, Trump got about the same 
number of votes as Mitt R omney did in ����; 
Clinton got ���,��� votes less than Obama did
four years earlier. Turnout next month will be
critical to whether Republican Governor Scott 
Walker wins a third term or Democrat Tammy 
Baldwin keeps her U.S. Senate seat.

In the South, minority voters could buoy 
Democrat Beto O•Rourke in his bid to unseat Texas 
Senator Ted Cruz, help Tallahassee Mayor Andrew 
Gillum beat Trump-endorsed Republican Ron 
DeSantis for governor, and aid Abrams in Georgia. 
She•s running against Republican Secretary of 
State Brian Kemp, who has a Trump endorse-
ment. Although Florida is a swing state, Georgia 
and Texas have been reliably red for years. The 
latest polls rank Florida and Georgia as toss-ups, 
with Gillum slightly ahead and Abrams slightly 
behind their Republican rivals. Cruz is consid-
ered a likely win.

In Texas and Georgia, Democrats have been say-
ing since ���� that the �ipping point had arrived„a
promise that political scientists have questioned and
the electorate has consistently broken. In Georgia,
Democrats have put forward one explanation: voter
suppression. The New Georgia Project says it•s sub-
mitted ���,��� voter registration applications to
the state since ����. That•s close to the ���,���-
to ���,���-vote margin by which Republicans win
statewide races. But the project can•t say how many
of those voters were added to the rolls.

As the secretary of state, Kemp has aggressively
culled the rolls of people who neglected to vote,
including 		
,	�� in ���� alone. He also rejected
or delayed voter registration applications if names
or addresses didn•t exactly match other public
records, down to missing hyphens. Kemp agreed
to halt the match requirement in a legal settlement
with the NAACP and other voting access advocates
in February ����, but he started it again after the
Republican state legislature passed a law requiring
it a few months later. On Oct. ��, civil rights groups
sued the state over ��,��� voter registrations that
haven•t been added to the rolls this year because of
the exact-match requirement.

Abrams made a name for herself in ���� when
she said New Georgia would register ���,���
minority voters that year. The organization ended
up submitting applications for three-quarters of that
number, of which only �	,��� were o
cially regis-
tered in time for the midterm election. In a messy
�ght with Kemp, Abrams and others accused him of

suppressing the vote. Kemp, in turn, accused New
Georgia of voter fraud and started a criminal inves-
tigation. No one was charged.

Through a wider lens, the promise of a
demographics-driven shift toward Democrats was a 
reach in ���� and ���	, according to Andra Gillespie,
a political scientist at Emory University in Atlanta.
Population shifts have changed politics locally but
haven•t had the same impact statewide because the
new voters Democrats are counting on are young,
she says. Registered voters don•t become reliable
voters until they•re closer to middle age, she says, 
so Democrats will have to be patient.

Still, the party has seen some encouraging
numbers. Democratic turnout for the May pri-
maries was ���,���, up �� percent from ����, 
the last time the state had a competitive gov-
ernor•s race. Democratic primary turnout still 
lagged Republican turnout, but by only ��,���„
far less than the almost ���,���-vote margin in
the previous two gubernatorial primaries. The
early voting that began on Oct. ��„typically a
boon for Democrats„had three times as many
voters on its �rst day as in ����. If those trends
repeat on Nov. 	, Abrams might make history. 
�Margaret Newkirk

THE BOTTOM LINE   Abrams, hoping to become the nation•s “rst 
black woman governor, wants to help usher in a blue wave in midterm 
elections. But that will depend on unprecedented voter turnout.

� Abrams

� Reported U.S. voting 
rates by race

2012 2016

White
65%

Black
60%

All
61%

Hispanic
48%
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M any months ago, when we began
planning this special issue,
we never imagined that its

publication would coincide with Sears•s
bankruptcy filing.

It•sbeenobvious forawhilenowthat, in the
aftermathof the recession, the term•brick-
and-mortarŽ ceased tobe aclunky cliché
and became instead amarkofdeath.

We beseeched our reporters: Please,
not one more story about a once-mighty
merchant caught flat-footed by the Internet
Age (though admittedly these are also our
stock in trade). Instead, tell us who•s the
next Amazon and where Amazon is going
next. Who are the hidden champions, the
companies dominating their niche whose
names we•ve never heard? What new
technologies, formats, and, yes, gimmicks
are retailers using to lure shoppers back
into stores?

Oh, yeah„and for good measure„which 
once-mighty merchant got caught flat-
footed by the Internet Age, then picked 
itself up and hit the trail again (wearing a 
very expensive pair of sneakers)?  
       Here we share our findings.

Bloomberg Businessweek October 22, 2018RETAIL
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Amazon and Walmart are 

spending billions of  

dollars to turn Indians into 

devoted customers 

By Brad Stone and Saritha Rai

Bloomberg Businessweek October 22, 2018RETAIL
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ike many neighborhood stores in India, the
Sri Lakshmi Venkateshwara Kirana is tiny and
cramped. Single-rupee shampoo packets and
bags of potato chips hang from ceiling hooks,
jars full of colorful candies and sesame brittle
sit on the counter. Sacks of rice and lentils are

stacked waist-high, occupying nearly every square inch of
the �oor. It may not look like it has much to o�er in the way
of merchandise, but this kirana, in the southern village of
Madikere, sells practically everything.

Last year the shop•s ��-year-old owner, Gangadhar N.,
joined thousands of other small Indian retailers in partner-
ing with Amazon.com Inc. While cows and roosters ramble
outside on the dirt lane and women walk by with bales of hay
balanced on their heads, Gangadhar, who uses only a single let-
ter as his last name as is common in India, displays Amazon•s
selection to villagers on a smartphone and shows them how
to �nd things and get the best prices. •I•m the person between
Amazon and the people who shop online,Ž he says proudly.

Enlisting local shop owners to serve as envoys for online
buying is part of Amazon•s foray into India, one of the last fron-
tiers of e-commerce. India has a population of �.� billion, hun-
dreds of millions of whom now own smartphones and are just
getting their �rst glimpse of the cornucopia of consumption
that•s accessible online. Winning here is all the more import-
ant after Amazon bombed in another immense market, China.

Reaching customers in India isn•t easy. No country is more
colorfully, anachronistically chaotic. Local roads are rutted
with potholes and cluttered with motorcycles, auto rickshaws,
and stray dogs. Making deliveries requires Mad Max-level driv-
ing skills. Four out of �ve Indians earn wages in cash; credit
cards are rare, and trust in transacting online has to be earned.
A quarter of the population lives in poverty, and a similar pro-
portion is illiterate. Still, the country•s middle class is growing,
which is why risk-tolerant retail giants want in.

Amazon•s goal is to •transform the way India buys and
sells,Ž according to its local mission statement. Anodyne
language aside, this is a massive undertaking that, as usual
with early-stage Je� Bezos projects, is massively unpro�t -
able. His company lost an estimated 	� billion on its interna-
tional e�orts last year, and analysts believe most of that was in
India. Desperate to keep up, Walmart Inc. in May spent 	�
 bil-
lion to acquire Amazon•s primary rival in India, the home-
grown online retailer Flipkart Online Services Pvt. Alibaba
Group Holding Ltd. is also here, with an investment in a pop-
ular online retailer called Paytm E-commerce Pvt, as well as a
stake in the country•s largest online grocer, BigBasket. All this
action is almost enough to make Bezos, Amazon•s founder and
the wealthiest man in the world, a household name in one of
its remotest places. Almost. •I don•t know who Je� Bezos is,Ž
says Gangadhar, standing outside his kirana, under an awning
for shade. •But if he•s made it convenient to shop from this vil-
lage, he ought to be the richest.Ž 

On the �rst day of each month, Gangadhar distributes leaf-
lets around his village listing Amazon•s deals on exotic global

brands such as Pampers, Gillette razors, Olay moisturizer, 
and Pillsbury cake mix. •Don•t be scared of online shopping,
make friends with it,Ž the handout counsels.

When his customers order by noon, Amazon delivers 
packages to the store the next day via a logistics com-
pany called StoreKing. When packages arrive, as a small 
box addressed to a tea shop owner named Appaji did on a 
recent afternoon, Gangadhar leaves his wife at the store to 
make deliveries on foot. He grew up in the village and knows 
almost everyone by name.

Gangadhar•s deliveries can have the feel of a parade, with 
other villagers trailing him on his errands. When the proces -
sion reaches Appaji•s tea shop, where a half-dozen older men 
squat in darkness on �oor mats sipping from small cups, the 
proprietor says the package is for his daughter, and Gangadhar 
and his entourage continue on to the Appaji home nearby.

There, in a windowless living room, where a ceiling 
fan whirs and a small TV blasts news and commercials, 
Akshatha, ��, receives the Amazon box with trembling hands 
and opens it. It•s a Moto G �s, her �rst smartphone, which
cost around 	���. It•s a signi�cant purchase for the shop
owner, who sells cups of tea for 
 rupees (about ��) and who
pays the kirana owner in cash. Later, Akshatha reports that
she signed up for WhatsApp, shared sel�es with friends, and
became an aspiring Amazon customer. •I hear every prod-
uct shown on TV is available,Ž she says. •For my birthday
in December, I•m already thinking what to ask my parents 
to gift me from Amazon.Ž

Amazon opened its Indian website in June 2013. The group
running the site, a team of Indian-born engineers who had 
worked at Amazon•s headquarters in Seattle and were per-
suaded to return home, stored and shipped products from 
a single, relatively small �
�,���-square-foot warehouse in 
a crowded suburb outside Mumbai. Bezos told the team to 
•think like cowboys, who are wild and fast and a little bit 
rude, and not like computer scientists,Ž according to Amit 
Agarwal, head of the India operation. That translates as •it 
was OK to make mistakes. It•s important that you control your 
destiny and move fast,Ž says Agarwal, a former Bezos •tech-
nical adviser,Ž Amazon lingo for executive shadow. Agarwal 
speaks in the narrow lexicon of the company•s public pro-
nouncements, extolling the holy trinity of price, selection, 
and convenience. He•s such an avowed Amazonian, in fact, 
that when the India division opened, he shipped his door 
desk„a cherished symbol of frugality at Amazon„halfway 
across the world to his new o�ce. 

About a year after the launch, Bezos visited for a grandiose
public unveiling of Amazon•s investment plan. He insisted on
presenting an oversize 	� billion check to Agarwal while rid-
ing an elephant„a mystical symbol in India that represents 
wisdom and strength. But all the elephants were occupied in 
a regional religious festival at the time, and colleagues had to 
persuade him to conduct the exchange atop a heavily deco-
rated truck. •I think God takes priority over Je�,Ž Agarwal says. 

RETAIL
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Amazon now has more than � � ful�llment centers in India.
The main o�ce, in Bengaluru (formerly Bangalore), is in a
modern o�ce tower ringed by security checkpoints. In the
lobby there•s little to mark the presence of Amazon, save a
small blue sign and three Fire tablets sitting on a reception
desk. Upstairs, inspirational if unsettling Bezos quotations
line the walls: •Day � is stasis followed by irrelevance, fol-
lowed by excruciating, painful decline, followed by death.Ž

Amazon followed a familiar playbook in India. Prime was
intr oduced in ����, o	ering two-day shipping everywhere in
the country. Membership costs 


 rupees, or around ��� a
year, and members can watch free shows such as the standup
comedy competition series Comicstaan. As it has in other
countries, the company introduced Pantry, with a selection
of snack foods, beverages, and household items, and, in a
handful of cities, Prime Now, o	ering fresh food and pro-
duce within two hours. 

But everything was harder in India. Amazon realized early
on it couldn•t depend solely on such logistics partners as
the India Post, the federal mail carrier. So it created its own
network of couriers in vans, motorcycles, bikes, and even
boats to reach the remotest parts of the country, such as the
river islands in eastern Assam. Like its rival Flipkart, Amazon
accepts cash on delivery, since few shoppers have access to
credit cards. Customers have the option to deposit change
from a cash transaction as credit in their Amazon accounts,
one of the company•s many e	orts to get people more com-
fortable with the idea of digital payments.

One of Amazon•s biggest challenges has been simply get-
ting Indian merchants comfortable with selling online. Foreign
retailers that sell multiple brands are prohibited by law from
selling anything other than food directly to consumers, which
means everything on the Amazon.in marketplace is listed by an
independent seller. One way Amazon has gotten around this
is to invest in joint ventures with local businesses; another is
to send employees into local markets with ample supplies of
chai to introduce merchants to such concepts as email, apps,
and e-commerce and persuade them to list their products on
Amazon. The company basically had to help teach all of India
how to buy and sell online. That meant advertising loudly on
television and billboards. (• Aur Dikhao,Ž or •show me more,Ž
was the slogan of a TV campaign.) It also meant �nding and
enlisting intermediaries instead of doing away with them,
Amazon•s customary approach in other parts of the world.

In one initiative, Amazon turned ��,��� local shipping
o�ces into e-commerce training centers, called Easy Stores,
where counselors are available to escort buyers through the
virtual mall. Orders are delivered to the stores a day or two
later, and buyers can pay cash when they pick them up.

At an air-conditioned Easy Store in the Worli neighborhood
of Mumbai, customers leave their shoes at the door and line
up to shop with the help of one of four agents sitting behind
counters. •A sari for my mother, a lehenga skirt for my sis-
ter, sheets and blankets for the house,Ž says Hachnul Haque,
a �
-year-old migrant from northeast India, who works in a

restaurant kitchen for ��,��� rupees a month and is buying
gifts for his annual journey home. Today he•s looking for a
bangle for his aunt. The agent browses Amazon.in on a PC,
which is also mirrored on a screen in front of Haque, as Haque
takes photos of products with his phone and texts them over
WhatsApp to his aunt so she can pick the one she likes best.
•I•ve known the people here over a year and trust them,Ž he
says, propping a leg up on a free chair. •There•s no tension
in shopping this way.Ž

A 45-minute drive from Amazon•s inconspicuous o�ces
through the gnarly Bengaluru tra�c are the headquarters of
Flipkart, a trio of low-slung towers in an o�ce park that•s also
home to the local branches of Xiaomi Corp. and WeWork Cos.
Even on a recent national holiday, it•s a hotbed of activity,
with employees preparing for •Big Billion Days,Ž an invented
celebration like Alibaba•s Singles Day and Amazon•s Prime
Day. Big Billion Days kicks o	 Diwali, the Hindu festival of
lights. •Congratulations Flipkart, we have set a new world
record,Ž reads a giant sign in the lobby. It commemorates
the company•s recent accomplishment of stacking �� mat -
tresses to demonstrate the durability of a Flipkart-branded
bed frame.

Ask an executive at either Amazon or Flipkart which one•s
ahead, and you•ll receive an indignant cavalcade of con�icting
market share data. Both profess not to care about the compe-
tition while insisting that they•re winning. What•s safe to say,
though, is that Flipkart was �rst to bring modern e-commerce
to India and is still slightly bigger, and that Bezos recognized
that fact and at one point was determined to buy it.

Flipkart was founded by two former Amazonians. When
Amazon �rst opened an engineering center in Bengaluru in
����, in a small o�ce over a car dealership, one of the �rst
employees was Sachin Bansal, a graduate of Delhi•s pres-
tigious Indian Institute of Technolo�y. A year later, Bansal
brought his high school friend Binny Bansal (no relation) into
Amazon, and a few months later they quit to try to replicate
Bezos• original magic of selling books in their native country.

Even before they were competing against their former
employer, the two had trouble escaping its shadow. •You are
just copycats! How is this anything di	erent from Amazon?Ž
Amar Nagaram recalls saying to Sachin Bansal in ����„
during Nagaram•s job interview at Flipkart. Amazingly,
Nagaram got the job and is now a vice president there.

Early on, Flipkart accepted cash payments from customers
and began training Indian merchants in the particulars of
e-commerce. To help deliver packages in Mumbai, it enlisted
the dabbawallas, couriers who make up a century-old net-
work that brings hot lunches in intricately color-coded boxes
from workers• homes to their o�ces. Meanwhile, the com-
pany raised billions from investors such as Tiger Global
Management, the South African investment fund Naspers,
and the Silicon Valley venture capital �rm Accel. By the end
of ����, Flipkart was worth ���.� billion and one of the most 
valuable startups in the world.  

RETAIL
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In ����, trouble hit. As Bezos continued to write large
checks to Amazon India, Flipkart sales slowed, and the
company had to lay o� workers. It accepted a lower val-
uation of ���.� billion when it raised an additional ��.� bil-
lion in April ���	 from a consortium that included Tencent,
EBay, and Microsoft. And because Flipkart was now
majority-owned by foreign funds, it could no longer sell
products directly and had to adopt the marketplace model,
where independent merchants list their products and make
the sales. Like Amazon, Flipkart invested in a
liates to carry
the most popular inventory. But the shift, executives say,
sowed internal chaos and hurt the experience for both buy-
ers and sellers.

By the end of ���	, business was improving. Flipkart•s
acquisition of Myntra, a successful fashion website that car-
ries global brands and ethnic Indian clothes, created another
popular category on the site alongside smartphones. Sachin
and Binny Bansal had also recruited back their former chief
�nancial o
cer, an intense, fast-talking Tiger Global alum
named Kalyan Krishnamurthy, who•d worked at EBay Corp.
in Asia a decade before and learned from its fatal lack of
interest in tailoring its service to speci�c regions in India.

•This is a place where you cannot have one strate�y,Ž says 
Krishnamurthy, who became Flipkart•s CEO. •You need to 
have �� strategies and maybe even more.Ž 

Then the suitors came calling. For the �rst six months 
of ���
, the Indian media intensely charted rumored talks 
between Flipkart and Walmart. What was unknown at the 
time is that Flipkart executives had also started talking to 
Bezos, according to two people familiar with the negotia-
tions, and even visited the Amazon CEO at his Seattle home.

With Peter Krawiec, his top M&A deputy, Bezos started 
working on a deal to acquire Flipkart. Members of Walmart•s 
management team got wind of it when they happened to be 
in India taking a private Harvard Business School executive 
education course about the country.

Intoxicated with the potential of the Indian e-commerce 
market, the two retail titans battled for the deal through
last winter and spring, bidding up Flipkart•s valuation from
���.� billion to ��� billion. Amazon eventually o�ered the 
higher bid, says someone who was privy to the negotiations, 
and at least one major Flipkart backer, SoftBank Group 
Corp.•s Masayoshi Son, favored it. But while Bezos was con-
�dent he could get the deal approved by Indian regulators, 

A shop outside Bengaluru that serves as an Amazon distributor
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some of Flipkart•s investors feared the uncertainty of the
antitrust approval process. Eager to cash out of a decade-old
startup, Flipkart•s board agreed to sell to Walmart. Walmart
CEO Doug McMillon visited India after the acquisition was
announced and told Flipkart employees, •It is our inten-
tion to just empower you and let you run. Speed matters.
Decisiveness matters.Ž

Amazon.in•s and Flipkart•s customers are generally
wealthy, speak English, and live in the most cosmopolitan
Indian cities. Getting them to sign up and start buying was
hard„but not that hard. The real challenge for the two com-
panies and for the future of e-commerce in India, execu-
tives at both companies say, hinges on the next ��� million
users„a portion of the population that is less educated and
speaks � of the country•s �� major languages at home. This
fall, Amazon introduced a website and mobile app in Hindi.
It•s not just a clumsy machine translation, executives con-
tend. Images are prominently displayed, and such words as
•freeŽ and •mobile phoneŽ are so commonly used in every-
day conversation that they•re left in English. •This was not
a gimmick,Ž says Agarwal. •This is an intent translation that
keeps in English what should be in English and translates
into Hindi based on what our customers really talk about.Ž

Over at Flipkart, employees also stress the urgency of �nd-
ing the next group of users. •We are rebooting ourselves here,
and one of our biggest changes in mindset is that we no lon-
ger resemble our customers,Ž says Nagaram, the head of user
growth. Flipkart has sent researchers into towns and villages
to study what people want and how they use their smart-
phones, while preparing versions of its service in �ve local
languages. It also recently introduced �Gud, a mobile web-
site targeting lower-income buyers that o �ers a selection of
used and refurbished consumer electronics and appliances.

Another major front in the battle for customers is
groceries, which make up about half of the Indian retail pie„
and is a highly fragmented market even by local standards.
Both companies are experimenting. In addition to deliver-
ing groceries in a few major cities, Amazon was recently part
of a group that acquired More, the fourth-largest grocery
chain in the country, which has ar ound ��� supermarkets.
Flipkart has started a grocery delivery service in Bengaluru.
It also thinks it can learn a few things from Walmart„the big-
gest grocer in the world. 

Looming over all this is the possibility that politics, not
business tactics, could decide the battle for India. The gov-
ernment reviews its e-commerce guidelines every few years,
including the rules that prevent foreign-owned companies
from holding and selling products to consumers. A draft of
the new rules, leaked over the summer, suggested that the
guidelines could get even tougher over the next year or so.
They would limit Amazon, Flipkart , or their a�liates from
holding any inventory at all. The new rules would probably
yield an advantage to truly indigenous companies such as
Reliance Industries, a conglomerate that•s also one of India•s

largest store owners. Owned by India•s richest man, Mukesh
Ambani, Reliance declared this summer that it will create a
hybrid online-and-o	ine retail platform.

Agarwal promises compliance with all local laws and
says all the company can do is make the government see the
advantages of letting the company sell goods directly. •It•s
kind of wasting my time trying to think of things that I don•t
control,Ž he says. But of course Amazon is lobbying hard in
Delhi. It spent 
��� million on legal fees in India last year, 
according to public �lings.

At noon on a Saturday, SP Road, Bengaluru•s wholesale 
electronics market, feels desolate. In the tiny, mostly empty 
stores that pack the street, shop attendants arrange and 
rearrange their goods. As sales of smartphones and com-
puters have skyrocketed on Amazon and Flipkart, they•ve 
cratered here.

Caught in the downdraft is Jagdish Raj Purohit, the owner 
of a store that bills itself as Sunrise Telecom. It•s a shoebox 
of a space, and Purohit is seated behind the cash register at 
the entrance. Along one side are hundreds of cases for every 
conceivable smartphone model. On the other is a combina-
tion of low-end and midprice phones, as well as a Vivo V��, 
an upscale model from China that sells for ��,��� rupees. 
Purohit doesn•t expect to sell many. •All mobile sales have 
gone online,Ž he grouses, when asked the customary Hindi 
question • Dhanda kaisa hai?Ž (•How•s business?Ž) •Flipkart 
and Amazon are always advertising discounts on such 
phones, so who will come here?Ž He tries to make up the 
shortfall by selling accessories.

At Raj Shree Computech down the street, Mahendra 
Kumar and his two brothers have been selling computers 
and accessories for a dozen years. For the last few, business 
has been •thoda thanda,Ž a bit cold. It•s not a great mys-
tery why. •Whoever comes here quotes laptop prices from 
Flipkart and Amazon straightaway, even before we say any-
thing,Ž says Kumar. Or •they•ll come here and try many head-
phones for sound and then walk out saying they•ll be back 
later. We know they aren•t coming back.Ž Like his fellow shop 
owner down the street, Kumar is reluctant to become a seller 
on Amazon or Flipkart because margins are slim and returns 
create headaches.

While e-commerce is churning up SP Road, its impact is 
less obvious at K.R. Market, a cacophonous outdoor bazaar 
about a ��-minute rickshaw ride away. Sari-clad women 
hawk mounds of eggplant and beetroot, workers carry 
gunny sacks of sweet lime, orange, and jasmine from trucks, 
vendors scream out prices, and buyers haggle as they �ll 
bags with produce. Here is Indian retail in all its chaotic orig-
inality, untouched, for now, by the internet and the indus-
trialists looking to build their empires on top of it. Ramesh 
Kumar, who for �� years has sold mountains of blood-red 
pomegranates, has never even heard of Amazon. •Where 
is Amazon market?Ž he asks, furrowing his brow. •Are they 
opening near here?Ž 
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On the 2,852-passenger Celebrity
Equinox , hundreds are lounging on
the pool deck, enjoying the sun.
Down below, the ship•s shops are
buzzing with the unveiling of a Le
Vian “ne jewelry collection, a Dior
makeup demo, and a seminar on
Swiss watches, among other events.
Free Champagne helps lure the
guests indoors.

•People want to buy experiences, 
not just things,Ž says Beth Neumann, 
president and chief executive o �-
cer of Starboard Cruise Services, a 
Doral, Fla.-based company that oper-
ates stores aboard passenger ships. 
•That•s a reality of how retail is chang-
ing in the U.S. and globally.Ž 

On the Equinox , an in-cabin book-
let touts more than 40 events„sem-
inars, workshops, and parties that, 
Neumann says, create •passionŽ„to 
be presented over the 11-day voyage 
through the southern Caribbean. 

Starboard, which started as a 
duty-free shop at Miami International 
Airport in the late 1950s and was 

acquired by LVMH Moët Hennessy
Louis Vuitton SE in 2000, is the
world•s largest cruise ship retailer.
The company has about 700 shops
across 100 vessels. Sales of goods
priced $1,000 and above represent
roughly half of Starboard•s revenue,
according to the company, though
less than 2 percent of customers buy
the luxury products. Merchandise 
sold on ships is tax- and duty-free; 
travelers may have to pay customs 
fees when they get home.

Starboard•s 28 sales representa-
tives aboard the Equinox  are trained 
in the art of relationship selling. They 
send handwritten notes to passen-
gers celebrating birthdays or anni-
versaries, inviting them to visit the 
jewelry and watch shop for a glass of 
bubbly and a private showing. They•re 
not shy about dispensing bear hugs 
to repeat cruisers they•ve met before. 

•Happy guests on their dream 
vacation who are open to discovery 
and learning, it•s a retailer•s dream,Ž 
says Neumann.
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� Captain Kate McCue, 
the ship•s Louboutin-
wearing commander, 
accessorizes her 
uniform with items 
from the Captain•s 
Collection, a Kallati jew -
elry line designed for 
Celebrity Cruises. 

� Although the invi-
tation didn•t call 
for it, cruise casual 
was the preferred 
attire at this Dior 
Beauty Masterclass 
makeup demonstra -
tion. Starboard•s sales 
sta� has learned not 
to judge passengers• 
spending potential by 
their dress. •People in 
Crocs or ”ip-”ops may 
have the most money,Ž 
says jewelry sales man -
ager Filip Bogdanov 
(not pictured).  

� Watch expert 
Wesley Sharpe guides 
attendees through an 
Apprentice of Time 
workshop where 

participants dissect a 
watch movement. Glenn 
Roberts (far right), from 
Ashbourne, U.K., has 
his eye on a preowned 
Rolex he spotted ear -
lier at one of the shops 
on board. •On a ship,Ž 
he says, •you have the 
time, you•re dressed up, 
you feel nice, and you 
think watches„is it time 
for a new piece?Ž  
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�  Half of Starboard•s 
sales come from duty-
free staples such as 
liquor, small leather 
goods, perfume, and 
logo items. •I am as 
happy to sell a $10 
memory as I am a 
$10,000 memory,Ž says 
Neumann.  
 
� Dr. Dhanumjaya 
Rao Chunduri and his 
wife, Vijayalakshmi, 
admire a Fabergé egg, 
priced at $11,900. 
The couple, who hail 
from Birmingham, 
U.K., attended a sem -
inar on the history 
of the Russian bau-
bles, which are famed 
for their hidden sur-
prises. Ultimately the 
Chunduris went home 
eggless, but they 
bought several “ne jew-
elry pieces. 

� Some passengers, 
like Audrey Steele, a 
stay-at-home mom of 
three from Austin, pre-
fer the sun to the swag. 
Still, she understands 
the acquisitive urge. 
•As the days go on, the 
options start looking 
really good.Ž

� •We are as much 
a part of your experi -
ence as the bartender 
or the waiter in the 
restaurant,Ž says Jamie 
Patterson, the ship•s 
omnipresent •shop-
ping host,Ž pictured 
here in the jewelry 
shop. •People get to 
do events with us that 
they can•t do anywhere 
else in the world,Ž he 
says, like learning how 
to piece together sil -
ver links into the intri-
cate chains that are a 

trademark of the John 
Hardy jewelry brand. 
 
� Michael Kors„ 
which has a standalone 
shop on the Equinox „
advertises discounts 
on its handbags of 
as much as 50  per -
cent. Everyone loves a 
sale, but not necessar-
ily enough to make a 
purchase. One cruiser 
bought a bag three 
minutes after the doors 
opened; another left 
empty-handed, grous -
ing that she could do 
better at T.J. Maxx.
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How Tractor
Supply perfected
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ome of the best retail theater in the world
takes place far from the runways of Paris
and the display windows of Fifth Avenue.
Twice a year Tractor Supply Co., a chain of
�,��� stores scattered across rural America,

trucks in millions of chirping chicks and herds them into
pens. The little birds fetch ��.�� each, or ��.�� for those
that have been •sexed.Ž

•Chickens, for us, have absolutely exploded,Ž says Steve
Kinney, manager of �� Tractor Supply locations.

Last year about �,��� stores in the U.S. shut their doors
for good, according to the International Council of Shopping
Centers. It•s hard, however, to disrupt a chick, which might
not fare so well in a next-day-delivery economy. Niche rural
retailers such as Tractor Supply, which sells obscure and often
unwieldy products from fencing
to llama kibble, have proved resil-
ient. The ��-year-old business has
seen sales grow 	
 percent in the
past �ve years, to ��.� billion. Since
����, Tractor Supply has added
��� locations, and it plans to open
	�� more in the U.S. over the next
decade. Apparently the retail apoc-
alypse hasn•t hit the hinterlands.

Tractor Supply•s pro
its have
increased at an annual average of
� percent since ����, revenue at
stores open more than a year has
risen for eight consecutive years,
and the company now collects ��	�
in annual sales per square foot of
store. (Macy•s Inc. is at about ���	.)

•When it comes to retail,Ž
says Brian Nagel, an analyst at
Oppenheimer & Co., •it•s really
one of the few remaining true
growth stories out there.Ž

Tractor Supply•s headquarters are nestled among churches
the size of shopping malls a few miles south of Nashville.
The LEED-certi�ed building„completed in ����„is �lled with
natural light and is comfortably cool on a ���-degree June
day. In the entryway sits a red ���� Farmall tractor, the type
of machine the company focused on when it started during
the Great Depression as a mail-order parts supplier based in
Minot, N.D. The axles wouldn•t �t through the doors, so the
structure was literally built around the tractor.

The company•s tag line hangs over the entrance:
•Everything you need for life out here.Ž It•s a vague mantra
but one that informs every decision at Tractor Supply. The
farmers, ranchers, and hobbyists the company caters to tend
to have above-average income and below-average cost of liv-
ing. They often don•t have the time or inclination to wait for
products to come from the internet.

•You have to remember, these people are choosing this 
lifestyle,Ž says Chief Executive O�cer Greg Sandfort. •There•s 
value in that choice, and a big part of that life is going to a 
store and talking to someone.Ž Sandfort has a soft Southern 
accent and the air of a country pastor. He looks and talks like 
John Lithgow•s Reverend Shaw Moore character in Footloose.

His customers, he reasons as he putters through the build-
ing in a button-down shirt emblazoned with the company 
logo, are sometimes overlooked. •Our belief is that in our 
segment, with the customers we serve, we are going to be 
the holistic solution, period,Ž Sandfort says.

The best way to understand what Tractor Supply is (and 
isn•t) is to take a stroll through one of its stores. Racks of 
apparel give way to wind chimes and dog food, then, just 
past the baby chickens, more esoteric feed: horse cook -

ies, ferret chow, and goat vita-
mins. There are aisles full of 
gear„winches, hitches, water
pumps, hand trucks, and gun
safes„ interspersed with lighter
ephemera„owl decoys, humming-
bird nectar, and pickling vinegar. 
The bulkiest items are piled up 
outside the store: paddleboats, 
log splitters, riding mowers, and 
stacks upon stacks of fencing and 
fence posts.

Wall Street analysts and inves-
tors say they don•t fully under-
stand the particular merchandising 
magic of this assortment. But they 
gather it•s tricky to ship a gun safe, 
and they kind of get that goat sup-
plements are uncommon enough
to be overlooked by internet-
emboldened entrepreneurs. 
Specialty products have been more 
protected from retail•s brutal dis-
ruption of late. They•re safe, how-

ever, only until an e-commerce giant takes notice, and then 
they aren•t (see: mattresses and diapers). The inventory at 
Tractor Supply demonstrates the company•s deep knowledge 
of its customer base.

•Lubricants, for example, are a big category,Ž says 
Oppenheimer•s Nagel. •The Tractor guys say, •If you live this 
life, you•re constantly lubricating things.• I don•t even know 
what that means.Ž

About half of Tractor Supply revenue is tied to livestock
and pets; another quarter or so comes from hardware and
tools. Roughly �	 percent of all products in a particular store 
are unique to the region. In New Jersey, for example, the salt 
licks are laced with selenium, a bone-strengthening mineral 
that•s in short supply in the local soil.

Having built up a loyal base of shoppers, Tractor Supply 
recently rolled out a handful of its own private-label products, 
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taking a page from Costco Wholesale Corp.•s playbook:
Huskee riding lawn mowers, �Health Untamed dog food,
and JobSmart tools, to name a few. One-third of its revenue
dollars comes from these in-house brands, which represent
a line of defense against online sellers.

The �nal say on which products hit the shelves falls to
President Steve Barbarick, a ��-year company veteran who
grew up on a Missouri hog farm. Wearing the same uniform as
Sandfort does, he travels the country running town hall meet-
ings with dozens of store managers at a time. They sit on bags
of feed and discuss what•s selling and what isn•t. Sun�ower
seeds are a yes, for example; indoor paint a no. When he isn•t
sure about a certain product, Barbarick says he asks himself:
•Would my father or grandfather have used this?Ž

•You know what �� years of being in business does to a
retailer that listens?Ž Barbarick asks. •You just get better and
better and better,Ž he says„at merchandising, creating a cor-
porate identity, and knowing what the customers will ask for.
When tuned just right, he says, a Tractor Supply store is what
the company calls a •trip consolida-
tor,Ž saving shoppers the time and
e�ort of having to run from Home
Depot to Petco to Walmart to �nd
just the right mix of what they•re
looking for.

Rural America isn•t immune to
the seismic changes of the past
decade in how people shop. Apps
work just 	ine in the middle of
most corn	ields. E-commerce
accounts for 
 in 
� retail dollars
in the U.S. And by the end of the
year, Amazon.com Inc. is expected
to account for half of that revenue, some ���� billion, accord-
ing to EMarketer Inc.

But recently, some of the retail sector•s strife has played
to Tractor Supply•s strengths. In the past �ve years, almost

,
���Sears stores have shuttered, and the company•s bank -
ruptcy �ling will mean more closures, all of which leaves a
growing crowd of customers looking for a place to buy car bat-
teries and ratchet sets. When Quality Stores Inc., a Michigan-
based agriculture supplies rival, went bankrupt in ����,
Tractor Supply bought the leases on �� of its locations.

Refresh Appalachia, a nonpro�t in West Virginia that
teaches former coal miners how to farm, spends thousands
of dollars every month at Tractor Supply. •Sometimes there
were other options in another valley,Ž says founder Ben
Gilmer, •but it can take for hell and ever to get from one side
of the mountain to the next.Ž

When Tractor Supply is confronted with risks, they tend to
be tied to the macro economy. Its fortunes can rise and fall on
farming operations in rural America and the �uctuating prices
of corn, soybeans, and other crops. In oil country, its execu-
tives sweat what the price of crude will do to the thousands

of wildcatters buying wrenches, steel-toed boots, and lock-
boxes for their pickup truck beds. The escalating trade war 
with China is shaping up to be a mess for Tractor Supply•s 
customer base.

Outside of urban centers, the U.S. population is getting
older and smaller, shrinking by �.� percent from ��
� to ��
�. 
One-third of residents in nonmetro areas are now over ��.

Realizing as much, the company is expanding its
e-commerce e�orts, albeit at the pace of an arthritic ranch 
hand. In ��

 it began letting customers buy products online 
and pick them up at a local store, some �ve years after Home 
Depot rolled out a similar service at its U.S. outlets. •We•ve 
been very measured in our approach,Ž says Letitia Webster, a 
Tractor Supply vice president.

Taking a page from Amazon, the company has giant lockers 
in about ��� of its stores so customers can claim a digital pur-
chase without having to check out or make small talk. And each 
location has a computer kiosk where a customer can order any 
of the company•s 
��,��� items. •It•s a really interesting way 

of taking a 
�,���-square-foot box 
and making it as large as you want 
it,Ž Sandfort says.

In March, Tractor Supply 
began o�ering subscription sales 
on a couple of hundred products 
online, making scheduled ship-
ments of thousands of bags of dog 
food, matching similar services at 
web retailers such as PetSmart 
Inc.•s Chewy.com. It also intro-
duced a rewards program called 
Neighbor•s Club in April of last 
year that•s amassed �� million 
registrations.

When it comes to iPhone addiction, a 

-year-old Snapchat 
savant has nothing on a 
�-year-old soybean farmer, whose 
livelihood depends on a steady, real-time drip of commod-
ity prices and weather updates, typically far from a desktop 
computer. Tractor Supply is increasingly seeing its best cus-
tomers place orders from their pastures. If the customer has 
some extra time, maybe she•ll park and use one of the stores• 
new dog-washing stations.

•Culture can beat strate�y,Ž Sandfort says. •Though it•s 
really powerful when you have both of those things, which 
I think we do.Ž

Tractor Supply also has developed a content play, like 
any self-respecting �
st century retailer. Its web team pub-
lishes a steady stream of how-to videos and articles on a vari-
ety of topics, including feeding deer and grooming horses. 
As the tra�c on articles about DIY beekeeping ticked up in
early ��
�, Barbarick decided to stock more hives, smokers
for calming the colony, hoods to keep rookie beekeepers 
safe, and honey buckets for the eventual harvest. It also 
started selling the bees themselves through its website. Call 
it bee-commerce. �

...�and a slice of Tractor Supply•s eclectic mix of goods inside 
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China•s  
New Retail

At Wufangzhai, a restaurant chain
in Zhejiang province famed for
its sticky-rice dumplings, the
calls of fuwuyuan (•waiterŽ in
Mandarin) that typically ricochet
across Chinese restaurants are
conspicuously absent„as are
the waiters themselves. Since
the start of the year, Wufangzhai
has equipped all eight of its out -
lets in Hangzhou with an Alibaba-
powered technology that allows a
diner to order food on his mobile
phone or a screen at the entrance
of the restaurant and then pick up
his meal from lockers connected
to the kitchen.

When his food is ready, the
customer receives a noti“cation

on his phone with a locker
number. The cubby clicks open
as he approaches.

Drinks are dispensed from
smart vending machines that look
like refrigerators that are unlocked
by scanning a QR code on the door
with a phone. After the customer
closes the door again, the app
automatically charges him for the
bottles he takes by reading radio-
frequency identi“cation (RFID)
tags attached to them. The system
isn•t foolproof: On one visit, some
tags had slipped o � the bottles.

Wufangzhai says revenue in
the “rst half of 2018 increased
30 percent from a year earlier,
while sta� costs are down.

� The Return
Of the Automat

One restaurant in Hangzhou has
been trialing a system called
Smile to Pay that•s powered by
Ant Financial Services Group,
Alibaba•s mobile payment unit.
Yum China Holdings Inc., which
operates about 7,000 KFC and
Pizza Hut restaurants in China,
has launched a franchise called
KPRO aimed at younger, higher-
income consumers. KPRO serves
more healthful fare, including
fresh salads and panini. Diners
place their order at a digital kiosk
that scans their face with a 3D
camera, collecting biometric data
it matches with information on

Ant•s servers. Users key in their
mobile number for added secu -
rity. The company credits the
lightning-fast system with thin-
ning lines during peak hours.

China is ahead of any other
country in the deployment of
facial-recognition and other bio-
metric systems. •The issue now
is getting the technology to a
level where there is no error rate,Ž
says Vey-Sern Ling, Bloomberg
Intelligence•s senior internet ana-
lyst. •Outside of China, there is
likely to be more resistance given
data privacy concerns.Ž

� Smile to Pay

�
Boxed In
A Guangzhou-based startup
called BingoBox has built a
network of 300 fully automated
convenience stores. The free-
standing glass boxes, about
half the size of a 7-Eleven,
stock a similar assortment of
merchandise, all of it labeled
with RFID tags. Shoppers gain
access by scanning a QR code
displayed on the front of the
store with the WeChat app.
Selected items are placed on
a counter, and an RFID reader
instantly„and quite accurately,
at least in tests„tallies the total.
Shoppers pay only via a mobile
phone. A scanner near the
door veri“es that a customer is
leaving with only the goods she
paid for. Since its founding in
2016, BingoBox has raised
about $100 million from 
investors led by GGV Capital  
and Fosun Capital.

Spurred by consumers who crave novelty 
and adapt quickly to changing technology,
retailers in China are more likely to take risks 
than their Western counterparts, rolling out 
formats and features that may still be in beta
mode„or face pushback in markets where 
privacy is more jealously guarded. Led by tech 
titans such as Alibaba Gr oup Holding�Ltd. and 
Tencent Holdings Ltd., Chinese companies 
are testing a range of concepts, from facial-
recognition payment systems to fully automated 
convenience stores. The world is watching. 
 
By Rachel Chang     
Illustrations by Chris Philpot
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Alibaba has equipped a store in
Hangzhou that sells the Korean
brand Innisfree•s beauty products
with •magicŽ mirrors that use
augmented-reality technology
so a shopper can virtually try on
di�erent shades of lipstick or 
eye�shadow. 

The customer waves an 

attached wand over her face; the
mirror displays recommended
products based on readings of her
skin moisture, pigmentation, and
wrinkling. If a shopper picks up a
bottle of moisturizer from one of
the smart shelves, product infor -
mation automatically appears on
an adjacent screen.

� Try Before You Buy

� Let a Million
In”uencers Bloom

A decade-long government crack-
down has closed the bazaars in
Beijing and Shanghai that used
to peddle counterfeit bags and
watches. But demand for copy-
cats persists, as evidenced by
the popularity of a shopping app
called Yanxuan (•strict selectionŽ in
Mandarin). The app connects to a
market place that displays a broad
range of items from bedsheets to
backpacks that are supposedly
sourced directly from the same
Chinese factories that produce
goods for Muji, Nine West, and
other international brands. A pair
of sandals manufactured by •a
supplier to BirkenstockŽ is priced
at about 60 yuan ($8.70), while the

same style sells for about $100 on 
the German brand•s website. 

The site, which launched 
in 2016 and is the property of 
NetEase Inc., has come under “re 
from foreign brands. In a state -
ment to Bloomberg, the American 
Apparel & Footwear Association 
said, •any claim that products 
are •made by the same manufac-
turer• as another major brand is 
a tell-tale sign of a possible bad 
actor.Ž NetEase spokesperson 
Zhu Yanying says, •the reason we 
specify which major brands the 
sellers supply is to let our cus -
tomers know that the products 
on sale are from very outstanding 
manufacturers.Ž

� Factory Brands 
China•s in”uencers are light-years
ahead of Kylie Jenner and her
ilk. Thousands of them have cap-
italized on their online popu-
larity to establish clothing and
beauty lines, and some even sell
bigger-ticket items such as wine
and cars directly to fans. They do
this through a multitude of live-
streaming apps that reach an
audience of 398 million, accord -
ing to research “rm IiMedia.
Among those with the largest fol-
lowings are Little Red Book, an
e-commerce/social media site
that claims 100 million users, and
Meipai, a video-shari ng platform
that•s an o�shoot of sel“e app
Meitu, which has 152 million users.

Spurred by the success of these
players, Alibaba•s giant Taobao
marketplace added livestreaming
for merchants in early 2016.

One of the most popular in”u -
encers, model Zhang Dayi, sold
20 million yuan ($2.9 million) in
apparel in a two-hour livestream
in 2016. Unlike many American
in”uencers, who get paid for
endorsing existing brands,
Zhang and many of her peers
own businesses that design and
sell products created around
their personalities and lifestyles.
According to industry researcher
CBNData, China•s in”uencer
economy totaled about $17 bil -
lion last year.

Car shopping in Guangzhou,
China•s third-largest city,
became a bit less painful in
March. Instead of having to go
from dealership to dealership to
kick the tires on models, a pro -
spective buyer can schedule a
test drive at her convenience by
going online. She can then pick
up the vehicle at a Ferris-wheel-
like vending machine built by
Alibaba. The structure holds
30 automobiles in a stack„
including models by BMW, Ford,
and Volvo. The fee for a three-
day test drive is only a couple of
hundred yuan (less than $50),
but the security deposit can go
up to the thousands. Alibaba
says •dozensŽ more of the
machines are planned in cities 
across China.

� A Car 
Vending 
Machine
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Prada
$3.5b
Revenue, 2017

s Miuccia Prada made �nal adjustments to her 
most recent runway show during Milan Fashion 
Week last month, her husband and co-chief 
executiv e of�icer, Patrizio Bertelli, famously 
hands-on in so many aspects of the business, 

stayed away. •Even if you know all the ingredients, a good 
cocktail should be mixed by the person who•s actually in 
charge,Ž he said from the calm of the company•s headquar-
ters, whose strict minimalist renovations gave it the white 
walls and polished concrete �oors of an art gallery. There•s 
even a ���-foot spiral slide by German artist Carsten Höller 
shooting out into the courtyard.

Across town, Prada and their ��-year-old son, Lorenzo, 
who joined Prada SpA last year to help run social media, 
were anything but calm, rushing around the family•s 
contemporary art foundation, Fondazione Prada, where the 
show would introduce the ���	 spring-summer line. Guests 
would soon start arriving, wearing 
�,��� Prada banana-

ze hot-pink Prada foam vests. 
ppola sat next to Spike Lee, 
matched his round orange 
naugurate the Fondazione•s 
f a techno soundtrack, the 
thick studded hair bands, 

nts, and plunging necklines. 
described the collection as 

y on bourgeois fashion. The 
back at  fashion•s pinnacle,Ž 
zy Menkes, the doyenne of 

ertelli are arguably the lux-
s most prominent, longest-
rtnership. Prada drives the 
ertelli manages the business, 
in ���� produced revenue of 
billion (
�.�
billion). Prada 
�nally emerging from three 
years of falling pro�ts set o� 

by a slowdown in China 
and compounded by a fail-

e to recognize that the inter-
d fundamentally transformed 
y business. •We made a mis-

says, tapping a table in his 
k-and-red Prada pencil. •We 
d our digital network much 
ng on it, building it, improv-
e results.Ž
on a comeback, with sales 
�rst half of ����. But rivals 
omerates Kering SA, owner 
et Hennessy Louis Vuitton 
r own slumps much earlier 
ar. Prada•s stumble and slow 

recovery are all the more remarkable because it always had 
a knack for being one step ahead. Miuccia•s penchant for 
•ugly chicŽ designs„clashing patterns and frumpy pleated 
skirts that somehow were indelibly elegant„made her a fem-
inist icon. And Uma Thurman, Kirsten Dunst, and other stars 
gave her more playful secondary line, Miu Miu, a Hollywood 
glamour that attracted women with a brainy love of fashion. 
Even with the company•s recent wobble, Prada remains the 
most powerful woman in luxury since Coco Chanel.

•Her in�uence is hard to overstate,Ž says Yasmin Sewell, 
vice president for style and creative at Farfetch, the luxury 
e-commerce platform. •By the time people have caught on 
to what Miuccia is doing, she•s already moved on to the next 
thing. She is, without question, the most forward-looking 
fashion designer.Ž

The fashion industry has radically changed in the past 
few years. Instead of walking into a store and buying a bag 
after reading about it in a magazine, consumers are more 
likely now to spot it on Instagram through a fashion blog-
ger, research it on a brand•s website, Google who sells it, 
and then maybe buy it online or in the store. Some competi-
tors have also reshu�ed their creative teams, with dramatic 
results, with Gucci as the standout example. As recently 
as
����, Prada produced more revenue than Gucci. But now 
Gucci is almost twice as big, thanks to the meteoric rise of 
Alessandro Michele, creative director since ����. Now every-
one is looking for the next Gucci, the next brand ripe for a 
rapid turnaround.

Like some of their competitors, Prada and Bertelli„�� 
and ��, respectively„are navigating a changing industry 
at the same time as they confront the issue of succession. 
Bernard Arnault, �	-year-old CEO of the world•s biggest 
luxury goods maker, LVMH, has given four of his children 
prominent roles in the company. François Pinault, the octo-
genarian founder of Kering, has handed the reins to his son 
François-Henri. By bringing in Lorenzo, Prada and Bertelli 
are following their lead.

As to someone other than Prada designing Prada�ƒ no. 
•We keep hearing questions about how and when and if we•re 
going to hire a new designer,Ž says Bertelli, who with his wife 
owns �� percent of the company. •It•s bad taste. She•s the cre -
ator, the founder of Prada. It•s also a total lack of respect. Are 
we still assessing people looking at their birthdates?Ž

After the show “nished and the 
crowds at the Fondazione thinned 
and meandered outside to swig 
cucumber cocktails, Prada, in 
a white shirt, a navy skirt, and 
strings of white and gray pearls, 
described her latest collection 
in political terms. A daughter of 
Milan•s elite, Mrs. Prada, as she•s 
always called inside the company, 
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has long used her brand as a platform for her philosophical
and aesthetic concerns„throwing rocks from the inside at
the windows of Italian elegance and gender roles. •On the
one side, there•s the need and hope for freedom, nakedness,
fantasy; and then on the other side, extreme conservatism
coming in,Ž she said. •The struggle between the two was the
basis of my work.Ž

Lorenzo wore jeans and a blue-and-white-striped
button-down shirt to the show, setting him o� from the
mostly glammed-up guests. He•d been working earlier in
the day on Prada•s rollout of the collection on Instagram,
which included immediate posting of images of the collec-
tion and videos of model-of-the-moment Kaia Gerber get-
ting ready backstage. A former professional rally car driver
with a degree in philosophy, Lorenzo is no stranger to social
media„though he hadn•t used it before to sell clothes.
His social media pro�le suggests he•s inherited more of
his mother•s punk spirit than his mild demeanor lets on:
His Twitter handle is @fuckma tie� �, named after his rally
team, with the tagline •born to be in contro-sterzoŽ„that is,
counter-steering. •I•m superhappy,Ž Prada says about her
son joining the company. Bertelli says Lorenzo is starting
out in communications before trying other parts of the busi-
ness, with a view to running the company
someday, •if he wishes.Ž Lorenzo declined
to comment for this story.

Prada has dismissed the company•s
rough sales patch as irrelevant. •I don•t
want to be judged by sales,Ž she told a scrum
of reporters last year in Milan as the com-
pany was continuing to report declining rev-
enue. •My life is so much more important
than sales. We•re not really a commercially
driven company.Ž

It•s not the sort of thing the co-CEO of
a publicly traded company with billions in
annual sales is expected to say, but it•s in
character. Prada•s grandfather founded the
company, and in her youth she rebelled.
She got a doctorate in political science from
the University of Milan and, like many of
her compatriots in the ���	s, joined the
Communist Party. (Unlike many of her com-
rades, she went to protests wearing Yves
Saint Laurent.) She trained as a mime. She
described her �rst collection, in ��

, as
•uniforms for the slightly disenfranchised.Ž

A more commercially driven company
might not have built a factory like the one Prada and Bertelli
opened in �	�� in Valvigna, in the lush Tuscan countryside,
as a hub for prototyping, quality control, and leather cut-
ting. Inside the �	,			-square-meter (��
,���-square-foot)
facility, where glass and concrete are mixed with metal trel-
lises covered in grapevines and mulberries, row after row of
humidity-controlled cabinets house a decades-long archive

of handbags and shoes, organized by shape and color. On 
a tour in July, architect Guido Canali, a favorite of Bertelli 
and Prada•s, pointed to walls he created to •protect work-
ers from the invasive banality of nearby parking.Ž

Before the tour, Bertelli waved away questions from
reporters about the labor conditions at some of his external 
suppliers in Italy, which still make the majority of Prada•s 
products. He wasn•t going to •show up at midnightŽ at a work-
shop to see •whether or not people are working,Ž he said dis-
missively. He said people had called him a megalomaniac for
spending money to build high-tech factories in the Italian
countryside. •People spend so much waking time there, 
 to
�	 hours, that they should be allo wed to spend time in a pleas-
ant place,Ž he said. •We can a�ord it.Ž

Not all shareholders agree. One major investor, Harris
Associates, sold its almost � percent stake last year because
of the company•s continued decline in pro�tability. Prada•s
stock price has gained � percent this year, but it•s still down
�� percent since the initial public o�ering seven years ago, 
a period when the global luxury market experienced an 
unprecedented boom.

Justin Leverenz, director for emerging-market equities at
OppenheimerFunds, which owns � percent of Prada•s shares, 

has been meeting Prada and Bertelli regularly for years. He 
praises the company for �xing its digital strate
y but says it 
still needs to shrink its network of ��� directly owned stores 
in roughly �	 countries. There are Prada stores in more than 
�	 cities in China, including one in the southern Chinese city 
of Nanning, not exactly a land of riches: The gross domestic 
product per person in Nanning is �
,���, half of Shanghai•s. 

The spring-summer 2019 line was introduced at Fondazione Prada
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Prada has almost as many stores worldwide
as Louis Vuitton, luxury•s biggest and most
recognizable brand, which has sales more
than three times higher.

•Prada has a store network that•s way
too large for the realities of today•s mar-
ket,Ž Leverenz says. •It•s not just about
pro�tability. In the luxury goods industry,
you want the illusion of scarcity. You want
people to think this is such a special brand
that the y will �y to Beijing or Shanghai or
Hong Kong to buy it.Ž

Prada has slowed the pace of store
openings, but Bertelli says physical stores
have taken on a new relevance today. •How
many people said two years ago that hav-
ing a chain of stores was a cost that would
not be necessary anymore? So why are so

many malls opening now?Ž he asks. •If you aren•t in a new
mall, you feel left out of the luxury market.Ž

Miuccia and Bertelli sometimes sound as if they•ve
accepted the digital revolution in fashion but don•t fully
believe in it. Asked last October after her Miu Miu show in
Paris whether she•s ever bought anything online herself,
Prada responded with an emphatic •No!Ž

One thing about constantly rede“ning fashion: You can 
be too early. In ����, Prada started the luxury sportswear 
line Linea Rossa, with its distinctive rubber red-stripe logo 
and technical fabrics. It was put on the back burner in the 
late ����s. Two years ago the athleisure trend came roar -
ing back, and rival brands began adding luxury sneakers
aimed at millennials: Gucci unveiled its Rhyton sneaker, a 
bulky •	�s-style shoe, last year with a price tag of  ��
, and 
Balenciaga released its similarly thick-soled Triple S model 
for  ��
.

In September, Prada brought back Linea Rossa, this time 
with lots of neon. •We were the �rst ones to explore this terri-
tory, but I get bored easily and I•m interested in what•s next,Ž 
Miuccia says. •I felt the urge to bring it back to life because 
it felt very relevant to the moment.Ž The delay meant Prada 
was late to catch a younger generation willing to splash out on 
high-priced fashion. The �gures tell the story: In ����, consum-
ers younger than �
 accounted for 	
 percent of the growth 
of the luxury market, with social media playing a key role, 
according to Bain & Co. •They sort of missed this fusion of 
streetwear and luxury goods,Ž Leverenz says. •Prada should 
have owned this. It should not have been the Gucci sneaker.Ž

What Prada didn•t miss was the rise of China, which has 
underpinned most of the growth in the luxury industry over 
the past decade. During the ����s, Prada•s garish prints of 
bananas, �ames, and comic books set the agenda for fash-
ion-forward shoppers, while sleek handbags for more main-
stream consumers, such as Prada•s best-selling Galleria model, 
which retails for 
�,�
�, �ew o� the shelves as the company
opened stores aggressively in China. During Prada•s heyday
in ����, its sales in Greater China alone grew �� percent. 
Prada did its ���� IPO in Hong Kong. And when the company
returned to growth earlier this year, China remained the fast-
est-growing market, with net sales surging �� percent in the 
�rst half of ���	.

For years, Prada o�ered a limited collection of shoes and 
leather goods online in Europe, the U.S., and Japan. Last year 
it began rolling out e-commerce sites country by country, and 
in December it �nally began selling its full line through its
own website in China. It•s also made itself more visible on
Instagram, where it has �� million followers. Prada•s online
sales accounted for 
 percent of revenue (or about  �� million)
in the �rst half of ���	; it•s aiming to get that up to �
 percent.

The luxury industry as a whole is expected to grow from
� percent to 	 percent in ���	, according to a study by Bain and 
the Italian trade group Altagamma. By that measure, Prada 
is keeping just ahead of the overall market. Miuccia, ever the 
rebel, refuses to explicitly target millennials for growth the 
way her rivals do or churn out more conventional clothes to 
boost sales. •Obvious beauty really is something I physically 
can•t stand,Ž she said after her Miu Miu show in Paris, where 
silk cocktail dresses had been stonewashed and ornamented 
with outsize crumpled bows. •When I am in front of a beauti-
ful dress there is something in me, that I can•t stand it. I have 
to destroy it!Ž �

Bertelli: Workers •should be allowed to spend time in a pleasant placeŽ
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Gil Hanse was confused. He was
standing in the fairway on the
��th hole of the No. � course at

Pinehurst Resort in North Carolina and
looking toward the clubhouse. From
the topography maps he•d studied, he
knew the previous architect had raised
the ground here � feet. He turned to Bob
Farren, the head superintendent, and
asked, •Why the hell would he do that?Ž

Hanse is the hottest architect in golf.
A student and practitioner of mini-
malism, he brings a back-to-the-land
approach to course design. Known for
being one of the few architects who still
regularly climbs aboard a bulldozer,
Hanse has become almost a household
name for his work on the ���� Olympic
course in Rio de Janeiro and his appear-
ances on U.S. Open telecasts during the
past four years. Hanse•s claim to fame
are inventive, striking designs includ-
ing those at Boston Golf Club and Castle
Stuart Golf Links in Scotland. Last year
his Black course at Streamsong Resort in
Florida was named the best new course
in the U.S. by Golf magazine, and he•s
been busy renovating a number of the
country•s premier championship links,
including Merion and Winged Foot.

He•s been everywhere and seen a
lot, but Hanse couldn•t �gure out the
rationale for raising golfers � feet for
their second shot, playing into the green.

Farren knew why. •I was there when
it was done,Ž he tells me later. •The
idea was so you could see the arches
of the clubhouse as you readied to hit
your shot.Ž Farren, a silver-haired West
Virginian, has worked at the resort for
	� years, and he•s driving me around
the newly reimagined No. � course,
pointing out the work Hanse had per -
formed during a renovation that ended
last month. The arti�cial height had been
removed, returning the terrain, in part,
to Mother Nature•s original design. •Now
when you hit your shot and walk to the
green, the arches will reveal themselves
to you,Ž Farren says. The gentle rise of
land gives golfers a sense of accomplish-
ment as they approach the �nal green; it
is, as he says, •more dramatic this way.Ž

One of the key things Hanse has done
to No. �, which opened on time despite

the barrage of rain from Hurricane
Florence, is to introduce more drama
to the course with natural sand and
brush„not the overly manicured, heav-
ily sprinklered look you often see on TV.

No. � is memorable, but it•s not the
resort•s most famous course. That•s
No. �, which has hosted Ben Hogan,
Arnold Palmer, Jack Nicklaus, and other
legends and more signi�cant champion-
ships than any other course in the U.S.
It•s also primarily 
at. No. �, on the other
hand, moves between ridges and natural
valleys, and its greens sit on high ground.
It looks much like it would have when
it was �rst designed at the turn of the
��th century by Donald Ross, a venera-
ble Scot who did more than anyone else
to introduce golf to the American public.

Pinehurst Resort was his home base
from ���� until he died in ���� at the age
of �
. A pro golfer, Ross fell into design-
ing when Pinehurst needed to expand.
The resort•s growth mirrored the coun-
try•s during the Gilded Age; golf grew
popular, and robber barons wanted

places to play. In addition to four courses
at Pinehurst, Ross created or redesigned
about ��� others (domed greens were
his specialty), including still-famous
courses like Aronimink in Pennsylvania,
Seminole in Florida, and the PGA Tour
stop East Lake in Atlanta.

Founded in ���
 by Boston philan-
thropist James Tufts, Pinehurst has
�� courses. It hosts dues-paying mem-
bers and visitors. Many hope to check
No. � o� their bucket list, where the soil
crumbles at the edges of the playing
�eld and smatterings of wiregrass and
tall pines line the fairways. The resort
o�ers various packages, the most pop -
ular being the Donald Ross: a two-night
stay at the 
agship Carolina Hotel, break-
fast and dinner, and three rounds of golf,
starting at ��,���. For an upcharge of ���


on any package, guests can play No. �. 
The �rst time I visited Pinehurst, in 

����, coming up from the parking lot I 
immediately encountered two immacu-
late croquet courts, which featured the 

attest lawn and greenest grass I•ve ever 
seen. Retirees in all white were playing 
intensely; the feel was more Wimbledon 
than public resort. 

That genteel sense of history has 
been the most powerful engine behind
the success of the resort and the Village
of Pinehurst. Each year, ��,��� golfers 
travel from around the world to walk 
the same ground their heroes once did. 
Thousands of fools, myself included,
stand before the bronze statue of cham-
pion Payne Stewart„forever frozen, �st 
spearing the air, one foot o� the ground„
after sinking a �
-foot putt to beat Phil 
Mickelson at the ���� U.S. Open.

But the pretense that surrounds the 
game of golf„its hushed reverential tones 
and insistence on silence while still bang-
ing the drum of history„has kept many 
people from taking it up. Twenty years 
ago, Tiger Woods reversed the trend for 
a while. His high-ener�y style made the 
sport cool and led fans to believe good 
golf meant hard golf. Courses were built 
longer and longer, with heavy, thick 
rough o� the fairways and fast greens. 

These were the kinds of courses Tiger 
was taming: lush and impeccably main-
tained. But in the prerecession invest-
ment boom that came along with his 
popularity, there was also room for mini-
malist architects to experiment, creating 
courses that �t into the landscape rather 
than using heavy equipment to indulge 
an architect•s imagination. Minimalist 
courses are almost found more than 
they•re built, a style that mirrors the ori-
gin of the very �rst courses on the coasts 
of Scotland, without pomp or pageantry.

By the time the minimalist trend 
arrived, Pinehurst had moved far in 
the opposite direction, driven by the 
made-for-broadcast template of Augusta 
National Golf Club and its annual Masters 
Tournament. By ����, the only remain-
ing element from Ross•s design was his 
signature greens, which repelled shots 
with the same ease as an overturned 
bowl besieged by marbles. 

•I•m not a great player 
myself. So I think  

I have more sympathy 
for bad golfers than  

some other architectsŽ



The fairway of the fifth hole at Pinehurst No. 4
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To bring No. � back to its early char-
acter, �� acres of turf on its edges were
removed. Now golfers must deal with
sand, pine needles, and the occasional 
bush. When the resort unveiled the 
restored course in ����, reviews were so
wildly positive that Pinehurst•s managers
looked to the next step. •No. � showed 
us that our future was in our past,Ž says
Tom Pashley, the resort•s president. And
the past, well, was more fun.

Take the Cradle: The nine-hole, par-�
course measures just ��	 yards, but in
terms of delight and atmosphere, it
might as well be �� miles. Created by
Hanse and opened in October ����, it
completely changed the dynamic of
the resort as golfers set out with two or
three clubs looking to have fun, unwor-
ried about scores or swings.

For No. �, the managers told Hanse
to think about what golf in the Carolina
Sandhills should be like. The course had
lost all sense of what it once was, becom-
ing a kind of Frankenstein version of
Ross•s original design with each subse-
quent architect•s •improvements.Ž •They
told us to hit it with the No. � hammer,Ž
the architect recalls. That meant cutting
back soil and reestablishing the classic
North Carolina ridgelines and valleys
that help frame the golfer, letting even a
middling du
er like me see di
erent ave-
nues of play instead of standing on a tee
looking at wall-to-wall Bermuda grass.

One ingenious idea Farren had to
help give the course a sense of time-
lessness was a process he calls •chunk-
ing.Ž He went o
-site and picked up large
mounds of earth that still had wiregrass
and trees rooted in the soil, then he sim-
ply dropped them at the edges of fair-
ways and greens complexes. Over time
the surrounding landscape grew into the
chunks, giving those natural elements
the appearance of having been there for
a hundred years. •Because they have,Ž
Farren says, •just not on this site.Ž

No. �•s elevated tees allow for speed
slots„downhill zones that catch drives
from the tees and give golfers more
distance„and, because Hanse has wid -
ened the fairways to �� yards on some
holes, even a bad golfer won•t always �nd
herself with a di
cult second shot. •I•m

not a great player myself,Ž Hanse says.
•So I think I have more sympathy for bad
golfers than some other architects.Ž He 
believes •recovery shotsŽ„from just o
 
the green„•are the soul of the game,Ž so 
he•s constantly thinking about the chal-
lenges he can bring to those.

Courses such as No. � and the Cradle 
embody what the golf industry is 
embracing after a long, hard winter, so 
to speak, of di
cult courses and a di
-
cult economy. Making golf fun again and 
making it inclusive, which the Cradle 
does by stripping the sport of its fussy 
airs, is a strate�y that•s paying o
 for 
Pinehurst. •Who doesn•t want to be all 
things to all people?Ž Pashley asks. •The 
Cradle does exactly that.Ž And the resort 
isn•t stopping at golf: This fall it opened 
the Pinehurst Brewing Co. in the village•s 
old steam plant, just a few blocks from
the Carolina Hotel. All told, the resort
has spent ��� million on improvements,
beginning with the renovation of No. �.

When I drove up in August to see
the new No. �, the croquet players were 
still there, but in the distance, shining
like a fresh penny, was the Pinecone, a
camper-trailer-turned-bar with gleam -
ing pine laminate, gold-accented trim, 
and three beers on tap. It sits next to the 
Cradle•s ninth tee, where golfers take 
their drinks to a set of Adirondack chairs. 
The seats, far from the clubhouse, o
er a 
perfect view of near-hole-in-ones on the 
short course and a mishmash of moth-
ers and daughters, fathers and sons, and
�� buddies from college on the bachelor 
trip of a lifetime. This is golf without pre-
tense, eschewing the country club vibe 
and encouraging players to stop and 
have a drink in the grass. It•s di
erent 
from what you•re used to, but it feels 
totally natural. �

Sand Hills Golf Club
Mullen, Neb. (opened in 1995)
This is the course that started the renaissance in
minimalist design. Its blown-out sand dunes and
sweeping prairie grass showed a path forward.

Paci�c Dunes
Bandon Dunes Golf Resort, Bandon, Ore. (2001)
In Tom Doak•s design, the Paci�c Ocean over your
shoulder and the rolling terrain in front of you
compete �ercely for your attention.

The Loop
Forest Dunes Golf Club, Roscommon, Mich. (2016)
Plan on staying two days: The �rst day, you•ll follow
this course clockwise; the next, you•ll play it backward, 
going counterclockwise.

Mammoth Dunes
Sand Valley Golf Resort, Nekoosa, Wis. (2018)
The only thing bigger than the fairways and
amphitheater settings of the many green complexes is
the smile on golfers• faces.

Cabot Links Golf Course
Inverness, Nova Scotia (2012)
You•d be hard-pressed to �nd a more stunning setting
than the meeting of land and sea at this Canadian gem.

Red, Blue, and Black
Streamsong Resort, Bowling Green, Fla. (2013)
You may feel like you•re gol�ng on another planet
as you chase the white ball around these three
magni�cent courses resting on the remains of an old
phosphate mine covered in native grasses. � M.C.

Back-to-nature golf at its best

Stopping for a beer at the Pinecone 

LOVING THE LAND
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Cullinan is the name of the largest rough
diamond ever found. Weighing �,��� car-
ats„the size of a grapefruit„it emerged 
from the Premier No. � mine in Cullinan,
South Africa, in ����. It traveled by mail
to London in a brown-paper-covered
biscuit box„resurfacing later that year 
in more manageable pieces. Those bits 
ended up ensconced in a place of suit -
able prominence: among Edward VII•s 
crown jewels, now Queen Elizabeth II•s. 

Cullinan is also the name of another 
behemoth polished to brilliance in the 
British realm: the 	rst-ever SUV from 
Rolls-Royce Plc.

The 
���,��� V-�� ���-horsepower 
beast has all the trappings of luxury 
you•d expect from a rig of this price
and heritage. First you•ll encoun -
ter the doors„the back seat is rear-
hinged, suicide-style„that open with
the push of a button. They reveal an
expansive interior sheathed in open-
pore santo palisander wood and car -
peted with inch-thick lambswool. The
cabin is so eerily quiet, with double-
thick glass and sound-canceling foam-
	lled tires beneath, the only thing you
hear with the radio o� is the turn sig-
nal•s soft click. 

You•d never expect them in another
car, but here, meter-long door-mounted
umbrellas, a hidden Champagne chiller,
and back-seat workstations with folding
tables and ��.�-inch touchscreens are
taken for granted. The rear splits open
automatically into a tailgate, allowing for
the lowest loading level of a full-size SUV
on the market. And that luggage space„
big enough to 	t an elk„is separated
from the main cabin to minimize distur-
bances while your valets load the bags. 

The Cullinan is very much a Rolls, in
short, but it•s also the brand•s 	rst vehi-
cle with four-wheel drive; it•s meant to
be taken o�-road, if you can believe it.

I didn•t, until I got the chance to test it
during a launch event in Jackson Hole,
Wyo. I was amazed to drive it over the
soccer-ball-size rocks and shale-lined
switchbacks of Snow King Mountain.

In fact, much of the promotion of
the Cullinan has focused on proving its
rugged virtues since the brand•s cre -
dentials are already proven in the �at-
and-paved-road domain. Rolls-Royce
Chief Executive O
cer Torsten Müller-
Otvös says it must be so. •We must
demonstrate that we are the Rolls-Royce
of SUVs,Ž he said in Jackson Hole.

It•s a surreal feeling to �ind one-
self staring through the raised wings
of the Spirit of Ecstasy hood orna-
ment at giant shards of granite on a
double-black-diamond ski run laid bare
in October grimness. But the car•s auto-
matic hill-descent control requires no
gas or braking at all. The Cullinan is as
surefooted as a mule and as capable as
a Mack truck„and it has a ground clear-
ance of �� inches. (The driving position
sits as high as any comparable rig you

might pass on the highway, too.) A new 
suspension system means the Cullinan 
doesn•t have the jerky feedback through 
the steering wheel and chassis so com-
mon to most o�-road SUVs. Coupled with 
the utter silence of the interior, the car 
felt as placid on the mountain as a ride 
up the nearby chairlift.

Weighing more than �,��� pounds,
with a not entirely popular tankish 
body and a chrome grille about a mile 
high, it•s an easy target for those who•d 
recoil from such an obvious status sym -
bol. But this is a vehicle that carries real 
o�-road genes„T.E. Lawrence crossed 
the Arabian desert in an armored Rolls-
Royce Silver Ghost in ����. And the 
company says its core customers have 
vociferously clamored for something 
like the Cullinan for years. Rolls-Royce 
will make fewer than ��� of them, but all 
indicators say it will become the brand•s 
best-selling (and most self-driven) vehicle 
after deliveries start this holiday season.

If you don•t like it, it wasn•t made for 
you, anyway. � 

It•s time to take the Grey Poupon and go o�-road
By Hannah Elliott
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Drink the

� H
oneydew Collin

s

Harvard & Stone,

Hollywood, C
alif.

Barte
nder J

oey Bernardo•s 

concoction is a mix of 

 Aviation gin, li
me, h

ouse-

made coconut s
yrup, a

nd 

honeydew juice. The bright 

green liq
uid is poured in at 

the end to create undulat -

ing swirls
 in the glass.

� Commodore Daiquiri

The Polynesian, New York 

Tiki expert Brian Miller adds ube 

(yam) extract to multiple rums, the 

almond syrup orgeat, and a mix of 

tropical juices. The edible orchid garnish 

mimics the drink•s electric violet hue.

� Nathan Road
Tiger Fork,  Washington

Bar manager Ian  Fletcher 

has built a cocktail list based 

on the Chinese  belief in the 

 curative powers of  herbal 

 tonics. Here he blends crim-

son hibiscus with healthful 

 calendula and echinacea„

and a shot of bourbon.

� DB White Cosmo  
DBGB Kitchen & Bar, Washington

Yes, that•s a purple orchid encased in a 

large ice cube. This crystal-clear version of 

the  Cosmo is made with white cranberry juice 

instead of the classic red.

� Hey Peaches

Succotash, Washington

The tan�y, sweet tea-bourbon beverage 

from Darlin Kulla checks a lot of culinary 

trend boxes: It•s part frozen cocktail, part 

in-house pink-orange peach preserves, 

and part homage to the famed iced-tea-

and-lemonade mix, Arnold Palmer.

� The Fig Leaf

The Dabney, W
ashington

Bar m
anager S

arah Ruiz took some 

grille
d �g leaves fro

m th
e re

staurant•s 

pastry departm
ent and combined them with 

Banks ru
m and dry ve

rm
outh fo

r th
is autumnal 

concoction. B
eyond th

e fo
rest-g

reen color, t
he 

leaves surprisingly o�er a fre
sh coconut �a

vor.

� Canary

Existing Conditions, New�York 

•People say, •T
hat color doesn•t 

exist in nature,•�Ž says Dave 

 Arnold of his dry, s
pirit- 

forward 

Canary. The  sa�ron-infused 

gin, yellow chartreuse, and 

sherry concoction is here to 

prove them wrong.

Like so many trends from the 

1980s,  neon-colored drinks 

are back. But today•s  Crayola 

box of cocktails replaces the 

food coloring with fresh-

pressed juices and infusions, 

tinting spirits with natural 

 ingredients to animate the 

presentation. Oh, and they 

taste good, too. By Kate Krader
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� The Carrot

The Pool, New York 

At Midtown•s power dining 

room, beverage director Thomas 

Waugh•s culinary-driven drinks 

highlight single ingredients, as in 

the Tomato and the Chamomile. 

The Carrot is a vibrant  orange mar-

garita variation with reposado  tequila, 

mezcal, lim
e, carrot eau de vie, and 

carrot juice, with a garnish of baby 

heirloom carrot, green top and all.

� Siren•s PurlPoitín, HoustonThe Purl•s startling fuchsia color comes from the tart juice of the 

prickly pear„so prevalent in Texas that it•s the state plant. Beverage 

director Sarah Cuneo mixes it with rum, lime, and the spiced, syrupy 

 Caribbean spirit falernum for a drink that tastes even richer than it looks.

Vampiro �  

Night Heron, Houston

A cascading mix of hues comes from fresh 

beet, carrot, orange, and lime juices added to 

mezcal. (The name is a nod to a non alcoholic drink 

with a similar blood-red tinge at a beloved  local bak-

ery.) •In the modern bar, everything needs to be consid-

ered, even the aesthetics of the glass and how it inter acts 

with the drink,Ž says co-owner Morgan Weber.

Flower Child �Beehive, San Francisco

The eye-catching tender blue of the butter�y pea �ow er set o� cellphone 

cameras around the world when Starbucks added it to lemonade 

this past February. At this retro bar, lead bartender Emilio Salehi 

does the same with this easygoing, o�-menu cocktail of grassy 

Guatemalan rum and lemon verbena, conjuring up 

the Bay Area•s Summer of Love.

� Calpico Swizzle

Katana Kitten, New York

Japanese cocktails are better known for exquisite ice cubes than vivid 

colors. All the more reason Masahiro Urushido•s signature gin- and 

sake-infused swizzle is a delightful surprise. The turquoise comes 

from Gi�ard blue curaçao, a high-quality,  citrus-scented triple 

sec from France. Yes, it still depends on a bit of ar ti�cial 

coloring, but now, Urushido says, •the  focus i s on �a-

vor; in the •80s it was all about the  suspiciously 

bright color.Ž

DRINKS Bloomberg Pursuits October 22, 2018
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Resplendent in a maroon headscarf and a lime-green-patterned
dress, the Nigerian-born contemporary artist Njideka Akunyili
Crosby sighs, looking de�ated. Her Drown, a portrait of the art-
ist in bed with her husband, just hammered at Sotheby•s for
����,���. But she won•t see any of that money. The seller is a
speculator who bought Drown several years ago and has just
�ipped it at an immense pro�t.

It•s one of the emblematic moments in The Price of
Everything, Nathaniel Kahn•s documentary about the in�uence
of money on the contemporary art world, in limited release on
Oct. �� and on HBO Nov. ��. Kahn has access to many promi -
nent artists, collectors, and dealers, and the picture he paints
is frequently scathing. Wealthy investors treat art as an asset
class, much like stocks and bonds. Works that might once
have ended up in museums are now more likely to decorate
the apartments of the superrich in London, New York, and
Singapore„that is, until the owners decide to put their acqui-
sitions back on the block for a quick six- �gure gain.

But is the state of the contemporary art world really so
grim? If you look around at some of the other �ne arts„classical
music, jazz, and poetry„they•re struggling to survive and main-
tain their relevance. It•s not that the work is no longer good; IL
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people just don•t spend enough on it. Contemporary art faces
the opposite issue. It•s awash in money, and the high prices
keep it in the headlines„stoking the public fascination required
for the art form itself to prosper. Money isn•t killing contem-
porary art; it•s keeping it alive.

Kahn traces the boom in the contemporary art market to
��	
, when taxi �eet owner Robert Scull and his wife, Ethel,
unloaded more than �� works by Willem de Kooning, Andy
Warhol, Jasper Johns, and Robert Rauschenberg at Sotheby•s
Parke Bernet auction house in New York. Today the prices
seem laughable„Rauschenberg•s Thaw went for ���,���„but
at the time they were astonishing, signaling that money could
be made trading such pr eviously outré fare.

Scull•s contemporary heir is Stefan Edlis, a wide-grinning
plastics magnate who purchased Mondrian•s Large Composition
With Red, Blue, and Yellowin the ��	�s for �
��,���, a record
at the time for the painter. •Everybody wanted to know who
overpaid for that overpainted Mondrian,Ž he says, chortling. •It
put me on the map.Ž Now his apartment overlooking Chicago is
adorned with Warhols, Je� Koonses, and Damien Hirsts, along
with Maurizio Cattelan•s ludicrous Him, a kneeling �gurine of
Adolf Hitler the collector boasts is worth more than ��	 million.
(Edlis, it should be noted, is a Holocaust survivor.) He says he
likes to trade his art for new pieces rather than write checks.
That way he can lower his tax bill.

Amy Cappellazzo, chairman of the �ne arts division at
Sotheby•s, enables these megawealthy buyers. In the �lm, she
cruises up and down Park Avenue trying to interest rich peo-
ple in participating in an upcoming auction. Little is sacred to
her. Cappellazzo practically drools over the idea of selling a
Matisse, talking in a Trumpian way about how it might go for
•a couple of hundo,Ž as in hundreds of millions of dollars. Yes,
it•s •pricelessŽ in theory, she says. But in reality, you start at
priceless, •then you work your way backward.Ž

The �lm also dwells on a casualty of going against trends in
the market: Larry Poons. The once-hot, white-haired painter
wanted to be an artist„you know, he says, like Beethoven„
not just a guy who dabbed canvases with colors in exchange
for large checks. But he fell out of favor when he abandoned
his signature minimalism for a more expansive style. Now he
languishes in upstate New York, decrying the notion that the
price of a work is synonymous with its aesthetic worth. •It•s
not like sports, where your batting average is your batting aver-
age: That•s the bottom line,Ž Poons says.

Kahn is shrewd enough to understand that the in�uence of
money on the art world isn•t entirely corrupting. Edlis turns
out to be a better guy than you•d expect. You see he and his
wife, Gail Neeson, donate �� of their pieces worth an esti-
mated ���� million to the Art Institute of Chicago. Certainly
they take a big tax deduction as a result, but who can fault
them? Meanwhile, the prices of trendy conceptualists such as
Koons and Hirst are softening, suggesting the market is self-
correcting. And by the end of the movie, Poons returns trium-
phantly to New York for a show of his new stu�. Collectors like 
it. They•ve decided it•s underpriced. �

HBO takes a scalpel to the
contemporary art market bubble 

By Devin Leonard

Going, Going,
Going, Goingƒ
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Moen•s magnetic 
docking system will 
change the way you bathe 
Photograph by Joanna McClure

Head
In Hand

Anyone who•s ever gotten 
a spray to the face while 
putting a hand-held shower 
in its cradle will relish the 
magnetic dock of Moen•s 
Engage hand shower, 
which makes it easy to 
replace one-handed„or 
eyes-closed. It has quality 
finishes (chrome or spot-
resistant brushed nickel, 
pictured) and six settings 
on a 5.5-inch-diameter head, 
which combine to bring high 
function to the indulgence of 
bathing„for $116.65.

THE COMPETITION
€ The Delta In2ition five-setting, two-in-one shower 
(from $253.25) also uses a magnet, but the hardware 
combining the hand shower with a fixed head makes 
for a fussy experience.
€ Culligan•s $74.99 hand-held shower with a magnetic 
base has a chlorine, rust, and scale filter„which needs 
replacing every six months.
€ A multisetting Waterpik shower ($79.99) lets you 
adjust the head height using a magnet, but docking 
still involves a traditional bracket.

THE CASE
At this price point, what sets the Moen apart 
is its convenience. To rinse suds from a tot•s 
hair or angle underneath a dog•s belly, the 
Engage o�ers much-needed simplicity with 
push-button water-flow changes, a very 
flexible hose, and a wide head. An optional 
remote dock ($23.35) makes it even easier 
to enjoy a seated shower or grab that 
rambunctious puppy when she makes a run 
for�it. $116.65; moen.com 



By Justin Fox

Homebuilding Isn•t 
What It Used to Be
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In the ����s and ����s, U.S. homebuilders put up houses 
by the millions and millions. In the ����s, not so much. 
Even after six straight years of gains, single-family housing 
starts so far this year are running at only about half the 
pace of ����, and rising interest rates seem likely to keep 
the pace from going much higher.

Apartments are another matter. Multifamily construc-
tion isn•t setting any records, but it recovered more quickly
after the recession than single-family developments did,
and its share of overall residential building remains higher
than it•s been„apart from a blip here and there„since the
apartment boom of the mid-����s.

That boom was the product of incentives for commer-
cial and multifamily construction contained in the ���� tax
cuts (and wiped out by the ���� tax reform) and pro	igate
lending by soon-to-be-bailed-out savings and loan com-
panies. The sharp rise in multifamily construction in the
early ��
�s can be ascribed to federal subsidies for a�ord-
able housing and baby boomers leaving home. As for the
single-family boom of the ����s, you probably remember
the lending excesses that brought that on.

The ����s• shift to apartments appears to have
been spurred not by a �nancial bubble or federal aid
(which has been waning) but by changing demograph -
ics and tastes. Millennials have been leaving home, if
belatedly, and demand for urban living has risen. It•s
true that in the past two years there•s been a modest
shift back to single-family houses, homeownership, and
suburban sprawl. But we•re nowhere close to the condi-
tions of the ����s and ����s. 
 � Fox is a columnist for
Bloomberg Opinion

� APARTMENT 
BUILDINGS  
ARE GETTING 
BIGGER
In the 1970s, •80s, 
and early •90s, 
about a third of new 
multifamily buildings 
had 20 or more
units. In 2017 it was 
83 percent.

Share of U.S.
households that
consist of just one or
two people, up from
41 percent in 1960

� HOMEOWNERSHIP STILL LAGS
The homeownership rate has bounced back to
64.3 percent of households, from 62.9 percent in
2016. But that•s still a long way o � 2004•s record
of 69.2 percent.

� THE COASTS ARE WHERE
THE NEW APARTMENTS ARE
The Northeast and West accounted for
50.2 percent of multifamily permits issued since
2010, vs. 35.4 percent of those for single-family.

62%
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� Building permits issued,  
seasonally adjusted annual rate

Single-family
Units in buildings with two units or more




