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  This volume is affectionately dedicated to the woman who taught me that there was more credit in making the right enemies than in making the wrong friends: my Mother.
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  Introduction




  At the beginning of the 1980s there was a kind of moral fad in parts of the United States that spread almost immediately to the capital cities of industrial Europe. The age-old

  Anglo-European taboo of handling money was shoved offstage by the sheer force of events in the financial world, clearing the way for a new money culture.




  The change most obviously affected the behaviour of the well-to-do. The fortunate offspring of the ancienne noblesse, who would have been expected to enter the quiet professions, or

  perhaps a genteel family business, went into predatory trade. Heirs to old New England fortunes raised so far from financial reality that they could hardly balance their chequebooks suddenly wanted

  to stage hostile raids on America’s corporations for the greater glory of Goldman Sachs. Of course, it wasn’t only the rich who wanted to experiment with financial terrorism. The rich

  were just the tracer dye in the water, the clearest evidence of cultural drift.




  All those young studs with gleams in their eyes who streamed from Harvard and Stanford on to Wall Street are said to have been greedy. I don’t believe this for a minute. Greed for money

  – for the sake of money alone, rather than its attendant status – requires years of practice to learn. It is a rare trait in young people, especially in those who have never tasted

  deprivation. The money was important, but mainly as a way of keeping score. The appeal of the new financial world to a young person was its promise of drama. For a brief moment there was this

  corner in the world economy that didn’t require you to grow up the way American businessmen usually grow up. You didn’t have to be Babbitt. You didn’t have to submit to the

  establishment.




  On the contrary. Many of the trend-setters in the new money culture had anti-Establishment credentials; that counter-culture gurus such as Jerry Rubin drifted in the 1980s on to Wall Street was

  no accident. Bruce Wasserstein, the patron saint of the hostile takeover, had worked for Ralph Nader. Michael Milken, who created the market for junk bonds, left Wall Street for California, where

  he built an empire in the spirit of bohemia upon the foolishness of Establishment bankers and captains of industry. He said that finance was an art form. An art form! Lewie Ranieri, who created the

  market for mortgage bonds, had to be ordered by his chief executive officer to buy himself proper business suits. (‘I hate these suits,’ he told me.) You had only to spend about five

  minutes with these people to realise they didn’t see themselves as part of orthodox business culture. They saw themselves romantically, as guerrillas in the corporate jungle. They were

  fanatics, with attitudes.




  Their style of business travelled much better than they did themselves. By 1984, any city with a financial district was swarming with versions of the American idea of success. Paris had its

  Golden Boys; London had its Yuppies. Young Italians, Germans, Swedes and Swiss poured into London looking for work in the European branch offices of American investment banks. From Tokyo there was

  token resistance – the élite graduates of Tokyo University were slow to forgo the safety and discomfort of Japanese corporations for the high drama of American investment banks. But

  they did. And before long a style of capitalism had become one of America’s leading cultural exports. It had all begun with seemingly dry and boring changes in technology, financial

  regulation, and levels of debt in America, but it ended with a revolution in everyday commerical behaviour.




  The pieces collected in this book are set mainly in and around the new money culture. They all relate, one way or another, to the marvellous commerical madness of the 1980s. I’ve ordered

  them geographically, with a section each on America, Europe and Japan. I won’t pretend they were written with the intention of herding them between hardcovers; but I don’t intend to

  apologise for them either. After all, this is how I make my living these days.




  





  New World




  





  New World




  In 1985, the average income of the ten best-paid people on Wall Street rose from $29 million to $51 million, and everyone involved traded in his gold American Express card for

  platinum. One night early that year, Stephen Joseph, a partner of the now bankrupt Drexel Burnham made what seemed to be a routine business trip to Minnesota. The only unusual thing about it was

  that he visited his client in his home, and stayed late for drinks. In the course of the evening Joseph happened to mention how much he expected to be paid. The number made an impression on the

  client’s seven-year-old son, who was eavesdropping on the staircase. Two days later the boy handed his father an essay he had prepared for school. It was called ‘What I Want To Be When

  I Grow Up’, and almost perfectly captured the mood of the day:




  

    

      I want to be an investment banker. If you had 10,000 sheres (sic) I sell them for you. I make a lot of money. I will like my job very, very much. I will

      help people. I will be a millionaire. I will have a big house. It will be fun for me.


    


  




  While those words were being written, I was interviewing for jobs on Wall Street. I eventually landed at Salomon Brothers, where I occasionally helped people, but more often helped myself. In my

  spare time I wrote. Several of the pieces included here were written in the evenings, after a day spent in a training programme in New York or on a trading floor in London. A daytime job was an

  enormous and perhaps unfair advantage for a writer. It enabled me to watch people when they didn’t know they were being watched, and disabused me of any illusions I might have had about Wall

  Street, or its leaders, who were my bosses. In my defence I can only say that my bosses knew what I was doing all along; one even took it upon himself to read my pieces before they appeared in

  print.




  There was one exception. After the stock market crash of October 1987 I surreptitiously published an article, entitled ‘When Bad Things Happen to Rich People’. I used a female

  pseudonym, Diana Bleeker, mainly because I didn’t want to be fired. I assumed that the rampant chauvinism of the Salomon Brothers traders would blind them to the possibility that a man might

  hide behind the name of a woman. I admit that while it was all very cowardly I thought it was all very clever, as well as pleasing to my mother, since Diane Bleeker was the first two parts of her

  maiden name. It would have been even more clever and pleasing if I had spelled it correctly, and if the article, when it appeared, had not announced beneath the byline ‘Diana Bleeker is a

  pseudonym.’




  Anyway, the piece contained a paragraph or two of criticism of Salomon’s Chairman and CEO, John Gutfreund, as well as a few lines of description that could have come only from someone who

  had seen the Salomon Brothers trading floor. Scepticism about one’s bosses, however well earned, is not universally appreciated, even in the upside-down world of an American investment bank.

  The day the article appeared it was copied and distributed on our trading floor. Before long I had several calls from traders who wanted to know if Diana Bleeker was me. Then something happened

  that I never expected. Instead of being angry or upset, John Gutfreund – give the man credit – was amused. He thought Diana Bleeker was FUNNY. He thought she was so funny that he rose

  during a lunchtime meeting of Salomon’s 109 managing directors and read aloud from her piece. Apparently they didn’t all find her equally amusing.




  A couple of days later the managing director responsible for me flew the red eye from New York to London. In itself this wasn’t unusual. He’d take the overnight flight every few

  months to check on us, and maybe do a bit of shopping. But normally he’d nap in his hotel room for a couple of hours before he visited the office. This time he came without the benefit of

  sleep. I recall that he looked as if he were running on amphetamines as he stormed through the office door.




  The man was troubled. That made two of us. He came straight to my desk – also unusual as protocol demanded he check in with the head of the office before hobnobbing with us grunts. He

  smiled his most disarming smile. And he said, ‘I would just like to know one thing. Did you write that article?’




  ‘Think about it,’ I said. ‘Do you really want to know?’




  And he thought for a minute. Then he said, ‘No, don’t tell me. Do not tell me. I don’t want to know.’




  Now he’ll know.




  





  When Bad Things Happen to Rich People




  Until recently, a case could be made that the investment bank of the 1980s had created a new species of American office worker who, at no great risk to himself, and with no

  special skill or preparation, got very rich, very young. It’s a tempting thought. And many shared it. One-third of the graduates of the Harvard Business School this decade have become

  investment bankers, up from 12 per cent in the 1970s. Outside the jammed offices of Ivy League career services, lines form in the snow of students willing to freeze just to meet somebody from

  Goldman Sachs.




  If you were one of last year’s lucky winners, you are sitting in a training programme at Salomon Brothers, First Boston, or Goldman Sachs, wondering if you still have a job. You know,

  because your employers have reminded you, that Wall Street is awash in warm bodies that can replace you if you ever became a drain on profits. And you have heard about the horror show that recently

  played to a full, trembling house in the London office of Salomon Brothers.




  It was on a Friday morning. One in five Salomon bankers was about to be canned. Management had not told them so directly, but had leaked it to the press. Salomon Brothers’ staff read about

  its collective career prospects in the Wall Street Journal, section two, page one. No one knew exactly who was going to bite the dust. Hundreds of investment bankers sat twitching, literally

  in the dark, since a hurricane the previous night had blown out the lights in central London.




  When the cut finally came, it was swift, cruel, and hypocritical. Being sacked did not reflect badly on one’s professional ability, sackees were told. It was just something that had to be

  done, like an appendectomy. As the appendix left the operating room, either stunned or in tears, he was met by a waiting security guard who told him in effect that he was trespassing. He was to

  hand over his security pass, and leave.




  It was an indignity for which the Harvard business school had left one ill-prepared, though when an investment banker is fired it is understood he is to clear out immediately – no

  loitering around to say goodbye, no reminiscing about old hostile takeovers, no misty-eyed reflections on that big sale of IBM bonds. There may be golden handshakes, but there are no gold

  wristwatches. This is just as well. The presence of the fired is as awkward in a hyperachieving investment bank as the presence of the runners-up after the Miss America contest.




  Meanwhile, on the other side of town, Chemical Bank was using a finer blade to cut 18 per cent of its staff. Young traders spending a day with clients at a go-cart track called in to see whether

  bond prices were up and learned instead that they no longer had jobs. Chemical’s commercial-bank management was unprepared for the effect on investment banking egos. One fired Chemical banker

  was told by the personnel department on his way out the door that the company Porsche should be returned soon. The next morning he drove the Porsche onto the sidewalk in front of the bank and

  parked it flush against the front door. He then turned on the car alarm, locked the door, and threw the key into the Thames.




  While the Porsche keys sank into the river silt in London, entire trading departments were booted out onto the street in New York, illustrating that the market for financial people is as global

  as the financial markets themselves. Salomon, along with its London cuts, fired its New York money-market and municipal finance departments. A wide swath of Salomon’s normally loud New York

  trading floor is now eerily silent. Inspirational signs still hang over empty money-market seats: ‘Eat Stress for Breakfast’, reads one. Pictures of girlfriends and private messages

  remain taped to the trading positions. Scribbled over the empty seat of a redundant female trader is her view that ‘Men who call women sweetheart, baby, or honey should have their tiny little

  peckers cut off.’




  If it is dangerous, as John Kenneth Galbraith has argued, for these people to be at large, watch out. Shearson Lehman and L. F. Rothschild have already fired people, and Goldman Sachs, which is

  as ever, private about its problems, is said to be undergoing a global review of its business, with an eye to chopping off weak limbs. Even at Morgan Stanley, which unlike most of Wall Street is

  still highly profitable, the joke is: What’s the difference between Salomon Brothers and Morgan Stanley? About six months.




  The crash of the stock market is not to blame for the layoffs – just the opposite. There would have been even more cuts if the market had not collapsed. Collapse brought an increase

  in business that always accompanies stock market volatility. Previously redundant employees were suddenly useful hands on the deck during the storm. What is driving the cuts isn’t anything so

  ephemeral as bad markets. It is the mind-boggling growth of investment banks.




  That growth began when people like Salomon Brothers’ chairman John Gutfreund decided that American investment banks had to be either ‘global’ or ‘niche’ players.

  Being global involved, possibly, doing unprofitable business, because it meant providing all services. If you had told Gutfreund six months ago that he soon wouldn’t have a money-market

  department, he would probably have laughed you off his trading floor. Global meant one dealt in money markets, and in so doing harnessed that mythical corporate force: synergy. When a big

  institution like the IBM pension fund moved money, a bank wanted to be able to accommodate both sides of the transaction. The money-market business was low margin, but the stock market business was

  fat, and the old wisdom had it that a bank was less likely to do the one without the other.




  Then the global investment banks began to lose money and the old wisdom flew out the window. Being global is a concept that changes daily, said Salomon Brothers president Tom Strauss when he

  announced the cuts. Salomon and others will no longer stand money losers, global or otherwise. The irony is that just after Salomon cut its money-market people, the stock market crashed, and there

  was a panicky rush of funds into money markets. One Salomon trader griped, ‘We missed billions of dollars of lucrative business in one day because we didn’t have a money-market business

  any longer.’




  Why did a previously profitable business all of a sudden become unprofitable? Competition. American commercial banks and Japanese security houses are the villains. Neither of these new

  competitors pays their employees anything near what American investment bankers receive. A Japanese banker, as a rule of thumb, earns his age times a thousand US dollars. The commercial banks, used

  to living with much lower returns on capital, effectively spoiled the municipal market for the likes of Salomon by driving down profit margins. The Japanese, who have money to burn, have similarly

  spoiled the Euromarkets. Like autoworkers and steelworkers, investment bankers are losing their more exalted version of the American dream because there are people willing to do the same job for

  much less pay.




  The tragedy of the redundant investment bankers is that, by their own admission, they don’t know how to do anything else. Sure, there is the odd lawyer, engineer, or even doctor who

  trickled into investment banks after learning it paid three times more to sell bonds than to try cases, build bridges, or transplant kidneys. But most investment bankers have never been anything

  else, and are at a loss for alternatives.




  And because they’ve been so fortunate till now, they don’t even get much sympathy. When a steelworker is fired, friends gather round – perhaps handing him Rabbi Harold

  Kushner’s When Bad Things Happen to Good People – and shake heads together at the injustices of this world. When an investment banker is fired . . . well, nobody’s quite

  sure what to feel. Possibly glee. When Bad Things Happen to Rich People hasn’t yet been written.




  Euphoria has been the general response of the media. The Independent has dubbed Salomon Brothers the Hungerford Brothers, in reference to the recent mass murder in the town of that name.

  The Spectator labelled the victims ‘puppies’ (Previously Urban Professionals). And journalists in City of London restaurants have been overheard ordering ‘Smoked

  Salomon’, then laughing at their own joke.




  Investment bankers are supposed to be prepared for their own undoing, but they aren’t. From what I have seen, young investment bankers haven’t been stuffing their fat bonuses into

  bank accounts. They’ve been spending them as fast as they come in. The Harvard Business School textbooks say that one reason American investment bankers have been so highly paid is to

  compensate them for low job security. But this was only theory. Nobody took it to heart.




   




  23rd November 1987




  The New Republic




  





  Franky’s Longest Mile




  Let’s move ahead to early 1995, when the stock market is weak, junk bonds are strong, and there is yet another mad scramble for leveraged buyout deals. Sherman McCoy is

  back selling bonds, and Henry Kravis is bidding with management to buy General Motors. Wall Street deal makers are, in short, being paid more than ever. Bruce Wasserstein gives a sinister cackle

  when asked by the New York Times why the eighties have returned to haunt us. ‘Beware of false endings,’ he says.




  It sounds implausible, like a poltergeist. But is it really any less plausible than the doom of the Wall Street investment banker widely predicted by others? The latest round of funeral

  preparations was triggered by the collapse of Drexel Burnham Lambert. ‘So this is the way an era ends . . .’ began the cover story of Business Week. ‘A new era has

  arrived,’ thumped the cover story in Time, which went on to describe a Drexel broker who walked out of his firm, stepped into a waiting limousine, and said, ‘I’ll enjoy

  reading about all this from Hawaii.’




  What to make of this seemingly incongruous detail? Merely ‘one last show of eighties’ bravado’, according to Time. Perhaps. But the assertion would have been

  easier to swallow if the magazine hadn’t already voiced it once before. After the 1987 stock market crash, Time ran its first epitaph on the age of greed, excess, and bravado.

  ‘The tenor of the times will never be the same,’ it said. Then came the heist of Time Inc. by Warner, the muddied battle for RJR Nabisco, and a flurry of other seedy deals. The tenor of

  the times was more hysterical than ever.




  It seems that no one can wait to impose his own sense of moral propriety upon the saga of Wall Street in the eighties. You can almost hear journalists thinking as they write: GREEDY PEOPLE

  ALWAYS PAY THE PRICE FOR THEIR AVARICE. Or: THE PROUD MUST FALL. That sort of thing. But Wall Street and its people simply do not belong in conventional morality tales. The only moral on Wall

  Street is that there is no moral.




  Let’s be cynical, like Wall Street. There was nothing inevitable about the fall of Drexel. The firm had the simple misfortune of owning a pile of bonds that collapsed. Word of its losses

  leaked to the Street. Then, as it wobbled, another Wall Street investment bank crept up and gave it a push: Salomon Brothers, as Barron’s revealed, had told the Federal Reserve that it

  was about to announce to the entire bond market that it would no longer do business with Drexel. It was clear that others would follow. Without lines of credit and without government support,

  Drexel had no choice but to declare bankruptcy.




  Now it is true that God works in mysterious ways. But no one has ever accused him of rigging the bond market. With a bit more trading luck and a bit more trading guile, Drexel could well have

  looked forward to playing the leading role in the resurgence of the junk bond market in 1992. It may be true, as the newspapers said, that Drexel got only what it deserved. If so, it was a fluky

  stroke of justice. In the US greedy people don’t get what they deserve. They get rich.




  What is more, nothing in Drexel’s failure signals the end of an era. There is no sign that anyone on Wall Street has been chastened by Drexel’s ordeal. A few days after

  Drexel’s collapse, a visitor to Morgan Stanley found the managing directors squabbling over a batch of small, trendy cellular phones that had just arrived at the firm. Of course all of them

  already had phones in their briefcases. But that wasn’t enough. They all absolutely had to have the smaller phones. Meanwhile, Drexel’s own bosses were still focused on their

  bank accounts, having paid themselves bonuses that would have made executives of solvent companies blush.




  When the end came, the first addition to Drexel’s offices at 60 Broad Street was a bevy of security guards hired to search the staff as they left. Despite this, the first reaction on the

  Drexel trading floor was to grab anything that wasn’t nailed down. ‘Computers and fax machines were definitely walking out the door,’ says one employee. No doubt they’ll be

  put to good use. All of Wall Street is combing the ruins in search of Drexel deal makers who can make them rich. And Merrill Lynch and others have already hinted about their desire to become the

  next leader of the junk bond market. The nineties have no new flavour, partly because they haven’t yet got under way, but also because they don’t promise to be all that different from

  the eighties. The raw itch for money is still with us as surely as ever. It supersedes everything. True, the itch has, for the moment, become slightly more difficult for Wall Street to scratch. But

  money is still status. And the money on the Street is still better than elsewhere. Anyone who doubts this should speak with the three thousand college students who are applying for the eleven

  financial analyst positions currently offered by Wasserstein Perella & Co., or the seven thousand five hundred college and business school students asking for the six jobs on the trading floor

  of Salomon Brothers (compared to six thousand for 127 jobs in 1985).




  The current Wall Street recession is, in my view, more a technical aberration than a permanent condition in the market. There has been no weakening of the forces that gave birth to the bonanza

  on Wall Street. Consumers and corporations continue, whenever possible, to borrow money they can’t easily repay. The federal tax code still favours debt. The prices of stocks and bonds still

  gyrate wildly, encouraging speculation in the markets. No one in Washington dares to suggest seriously that short-term gains might be taxed away. Our political leadership still operates on the

  assumption that anything that is, is right. So ‘the eighties’ on Wall Street will endure, if for no other reason than the inevitability that demand for investment bankers will adjust to

  meet supply – the junk bond market will recover, yesterday’s LBOs will require an overhaul, or the savings and loan bailout will offer new chances to pan gold in the government’s

  coffers.




  So how will we know when the era has truly ended? My own test is unscientific: monitor the response on Wall Street to criticism from outside. Books and plays such as Barbarians at the

  Gate and Other People’s Money, which skewer life on the Street, are treated by the Street as rollicking good fun, not to be taken seriously. The Shameless Age is over only when

  people on Wall Street begin to care what people off Wall Street think.




  This doesn’t look like it is happening anytime soon. Tom Wolfe was the first to demonstrate how difficult it is for an outsider to insult Wall Street. Just months after the first end of

  the era, in late 1987, Wolfe’s brilliant satire of the bond salesman was being read by everyone who had ever set foot on a trading floor. Dozens of my colleagues at Salomon Brothers, I

  thought, would be angered or embarrassed by the unveiling and lampooning of the Master of the Universe. I couldn’t have been more wrong.




  Everyone got the joke except the people it was aimed at. The people I expected to be most wounded were the most inclined to bring it up. They were, if anything, flattered. Their lives were now

  drama. So it wasn’t long before the last trace of irony was drained from memory and a bond salesman sitting near me celebrated a quick killing by shouting: ‘I am a Master of the

  Universe!’ Even Sherman wouldn’t do that.




  Which brings us back to the not-so-small matter of bravado. Have we heard the last, as Time suggests, of the outrageous stories that have become the stock-in-trade of the Street?

  Don’t bet on it. Even as I was leafing through Time, I got a call from a former colleague at Salomon who had a tale of bravado to tell.




  It began with a star Salomon bond trader whom I’ll call Franky Simon. One day not so long ago, Franky boasted to a nearby trader that he could run a mile in less than eight minutes. The

  trader took one look at the putto-like Franky and said he doubted that Franky could run to the elevator if the building were on fire. Franky stood firm. Franky was a fighter. The argument became a

  spectacle. A crowd began to gather. The debate raged into Salomon’s systemwide loudspeaker – the Hoot and Holler. Traders and brokers in Chicago, Atlanta, San Francisco, Boston, London,

  and even Tokyo joined in.




  Before long a market was being made in Franky’s mile that by the end of the day was 7:30–7:40. (A bet for Franky was that he could run a mile in less than seven minutes and thirty

  seconds; a bet against him was that he couldn’t finish in under seven minutes, forty seconds.) Franky had his doubters. ‘He used to jog some in college,’ said a trader who had

  sold Franky short, ‘but that was thirty pounds and seven years ago. I thought he could probably run half a mile at that pace. The question was, could he gut out the last quarter mile? I

  figured he’d collapse.’ When the betting finished – three hours after it had begun – $8,000 said Franky couldn’t beat the clock.




  On the other hand, $8,000 said that he could. Chairman and CEO John Gutfreund had laid $500 on Franky. So had Paul Mozer, the managing director and head of government trading, who was

  Franky’s boss. In the words of one trader who had backed Franky, ‘It’s true, he’s kind of chubby and soft looking. But you figured he could press it for four laps around the

  track.’




  Just to be sure, the traders who had bet on Franky made an investment. They tossed a few hundred dollars to one of Salomon’s increasingly rare trainees and told him to find Franky the best

  running gear money could buy. Franky, with $16,000 riding on him, would fly as never before. The next evening the entire Salomon Brothers trading floor hummed the theme song from Rocky as

  Franky paraded in his new running gear. An absurd pair of shoes – decorated with purple stripes and neon-green soles – was dangling from his neck.




  Franky and about forty other traders headed for the only track anyone could think of: an anomalous O on the Lower East Side of Manhattan, in Alphabet City. The track was dark and in a seemingly

  dangerous neighbourhood. ‘Within a block we could have bought enough crack for all of us,’ says one trader.




  At the track Franky’s backers – twenty-two men in grey suits – began to bicker about whether Franky should conserve his energy or run a warm-up lap. Franky ran the lap. The

  traders watched his stride. The odds shifted against him.




  Then the race began. The traders shouted, and laid yet more bets as Franky disappeared in the darkness at the far end of the track. The odds shifted towards Franky as he finished his first

  quarter mile strongly (in 1:48). But his second quarter mile was slower (1:52) and his third was slower still (2:00). For his supporters to win the bet, he’d have to finish the last quarter

  mile in under 1:50. ‘Our only concern,’ says one of Franky’s backers matter-of-factly, ‘was that he might die before he finished and piss all our money away.’ But

  Franky didn’t dare die and leave John Gutfreund $500 out of pocket. He raced home in 1:47 for the last quarter mile. His time for the mile: 7:27. He collapsed as he crossed the finish line.

  ‘I had to hand it to him,’ said a trader who lost $4,500 on the race, ‘he gutsed it out.’




  About the time that Franky was crawling off the track and into the grass, sucking into his blood as much oxygen as nature would allow, the modern era on Wall Street was drawing to a close in the

  pages of Time. The Street’s long-running vaudeville act was suddenly playing to an audience of tomato-throwing philistines. But the shepherd’s crook is nowhere in sight. The

  Street is not about to give back the emancipation it has won in the last ten years from the conventional rules of social behaviour. The show goes on, muted only slightly by recent events. As one of

  the Salomon traders put it wistfully, ‘Wall Street’s not what it used to be. If Franky had run two years ago, there’d have been $100,000 on the race.’




   




  April 1990




  Manhattan Inc.




  





  

    The following pieces on Harvard and Yale suggest that there was a discrepancy between the schools’ official assumption of the sanctity of their graduates, and the

    graduates themselves; and that the gap was caused in part by the stampede of the graduates onto Wall Street. Their growing ties to Wall Street made many of the better schools uncomfortable, and

    none more so than Yale. The schools’ administrators (together with fellows from eight other business schools) met more or less secretly once a year to discuss how to coax their graduates

    into fields other than finance. They never really had much luck.


  




  





  Bulldog Bull




  Paul Volcker had agreed to give the keynote address at the tenth anniversary of the Yale School of Organisation and Management (SOM). The hall was jammed with alums. ‘All

  of a sudden people began to applaud,’ says Joan Ryan, director of public relations. ‘All of a sudden they began to stand. People in the audience were weeping and crying.’ Volcker

  asked the dean what was going on. It was a spontaneous outburst, he was told, that had nothing to do with him. Tears of joy flowed because the Yale School of Management lived on.

  ‘That’s just the way we are at SOM,’ says Ryan. ‘We’re different.’




  True enough, it’s not exactly what you’d expect from a business school reunion. But perhaps even more unusual is how I happened upon this anecdote. It wasn’t through diligent

  legwork or shrewd questioning. Rather, it was spoonfed to me over the phone as I lay in bed trying to sleep. Just hours after I had mentioned to a Yale student that I would be writing this article,

  I received a call from the SOM public relations office, intent on telling me about the emotional depth of its alumni.




  Yale believes it plays a special role in the education of America’s managers. ‘Students get everything they can get from a conventional school plus some,’ says acting Dean Joe

  Peck. When Yale people talk about ‘conventional schools’, they usually mean Harvard. ‘Our people can make a profit with the best of them, but they also want a happy

  workplace,’ says Ryan. ‘SOM draws people with a passion about things. It’s a mission-based institution,’ says a student.




  Yalies throw around the word ‘mission’ quite a bit. Were you to wander the halls of the Harvard Business School and randomly ask, ‘What is your mission?’ students would

  assume you were some flakeball who lost his way to a divinity school pep rally. At Yale, by comparison, this is an almost natural way to start a conversation. ‘What is your mission?’ I

  cryptically asked total strangers. Everyone knew exactly what I was talking about, and no one laughed except one student who said the mission was ‘to land on Mars’. Then even he got

  serious.




  The Yale School of Management’s mission is poignant enough to move grown-ups to tears, but vague enough to elude a generally accepted definition. A part of it, all agree, is that Yale

  trains managers for both the private and the public sectors, while other business schools produce more run-of-the-mill captains of industry. While the big issue at Harvard is whether graduates will

  make their millions by building better widgets in Ohio or by leeching on Wall Street, Yale brows furrow over whether students should make their millions at all. Students are meant to be driven by

  values more noble than greed. This supposedly reflects the intentions of the founding fathers: investment banker William Donaldson, Yale President Kingman Brewster, philanthropist and businessman

  William Beinecke, and Yale professor of economics John Perry Miller. ‘In my 30-odd years in business,’ said Beinecke in a speech called ‘The Birth of the School’, ‘few

  things have surprised and disappointed me more than the attitude many businessmen have about the world . . . even men of the highest capacity will, without regret, limit themselves to a two-course

  curriculum – they major in the bottom line and minor in golf.’ Yale would not send ‘its students into the world with wrong, distorted, overly self-serving values for living their

  lives.’




  Pretty noble stuff. But what does it mean in practice? ‘We’re trying to be everything good at once,’ says marketing professor K. Sridhar Moorthy, in

  discussing how Yale markets its newest professional school. Leafing through a Yale School of Management PR package, one finds an incredible number of boasts (even for a PR package), some of which

  seem mutually exclusive. Yale promotes good citizenship. Yale promotes entrepreneurship. Yale trains managers for both the private and the public sectors. Yale concentrates on both

  research and teaching. Yale is a cooperative rather than a competitive environment, which is why Yale has a relaxed grading system and elects no class officers. Yet Yale provides a rigorous

  education, and places graduates with the most prestigious Wall Street firms. And so on.




  Who says you can’t have it all? But the student of Yale’s dreams probably doesn’t exist. If she did (and it would be a woman, since Yale prides itself on having more women than

  any conventional business school), she would be an investment banker who quit, say, Goldman Sachs to enter SOM. She applies only to SOM, because only SOM offers the curriculum she seeks. In her

  first year she finds a more efficient way to distribute fire stations in her hometown of Washington, DC. She resists the advances of Bain & Co. and spends her summer creating a Big Brother/Big

  Sister programme on the South Side of Chicago. Upon graduating she eschews a million-dollar offer from Salomon Brothers and instead goes to work at $35,000 per annum for the Congressional Budget

  Office. In short order she balances the federal budget and at the same time increases the generosity of all social welfare programmes. She moonlights as a concert pianist, giving her performances

  in poor neighbourhoods at no charge. She refuses many calls from headhunters to remain in the public sector. Interviewed by the Wall Street Journal, she thanks Yale for giving her the

  management tools and the values to do her job. Oh yes – somewhere she finds several hundred million dollars and donates it to the Yale School of Organisation and Management.




  Regardless of what it actually graduates, the school dearly wants to be thought to produce a certain kind of super-achieving altruist and does not take kindly to reporters who show up and ask

  how many of their graduates took jobs with investment banks last year (25 per cent). ‘Sometimes we get a hard-nosed reporter who looks only at the numbers,’ said PR woman Ryan with a

  frown. A hard-nosed article in Business Week last November showed that though half of the SOM class of 1986 came from the public sector, only 15 per cent returned there. SOMers respond to

  these figures in three ways. First, they say that Yalies are in private sector jobs with a public sector flavour. They may be on Wall Street, for example, but they work in public finance. They also

  say that Yalies will return to the public sector after they pay off the $40,000 of debt they have accumulated while at Yale. Or, finally, like Nancy Bove, the director of placement at SOM, they

  might say, ‘I don’t think that [placing graduates in the public sector] was ever part of the mission.’ The school is nevertheless cobbling together a loan forgiveness programme,

  and an internship fund for students who go into public sector jobs.




  An even more sensitive issue than what students should be when they grow up is what students are taught in class. Yale has stressed a discipline called Organisational Behaviour

  (OB) – of course, not to the exclusion of more conventional subjects such as economics, finance, and accounting. (At SOM, nothing is ever to the exclusion of anything else.) Economists,

  unfortunately, tend to look down their noses at OBs (just as physicists look down their noses at economists). OB is a ‘softer’ social science. OBs and economists have entirely different

  notions about what motivates people, and therefore some pretty different ideas about how to manage them. ‘We’re satisficers rather than optimisers,’ says OB programme head Victor

  Vroom. SOM was built around the OB department, and some OB professors regard SOM’s slow but steady acquisition of economics and finance departments as selling the ‘mission’ down

  river. ‘We’ve hired a number of people who would like us to be another University of Chicago,’ says Vroom. He means: strip Yale of its social conscience and turn everyone into

  Milton Friedman.




  ‘If I were a mad economist and I wanted to get rid of your department, how would I start?’ I asked Vroom, just for fun.




  ‘Get rid of community-building,’ said Vroom.




  Community-building is to the Yale School of Management what the first night holding hands around the camp-fire is to an Outward Bound programme, or the first shared prayer to a religious

  retreat. It certainly sets the place apart from conventional schools. All new students meet in a room. Vroom asks them to pair off with someone they don’t know, and to learn about each other.

  He then confronts the pair and challenges them to dig down deep. ‘This person is a living, breathing human being,’ he says. ‘You have one minute to think of a way to find out more

  about him than superficial facts.’




  Community-building occurs as the newly acquainted pair finds another pair. Then the foursome finds another foursome. Eight people form a group that then makes itself even more uncomfortable. For

  example, Vroom asks all members of the group to relate their honest first impressions of everyone else, and to say which person makes them most and least comfortable. The group then takes an OB

  source called Individual & Group Behaviour together. ‘Years later at reunions you see the groups reassemble,’ says Vroom. ‘It is a tremendously powerful bonding

  exercise.’




  Yale is clearly no place for people uncomfortable in crowds. And since I had always thought of entrepreneurs as strong-headed loners, like Steve Jobs, I wondered how Yale could lay claim to

  producing an entrepreneurial spirit. What’s more, as members of an anointed élite, SOM graduates pay a high opportunity cost if they choose to strike out on their own. Virtually every

  Wall Street investment bank interviews on the SOM campus. ‘We have a problem with [the seductiveness of] twenty-five-year-old investment bankers in Armani suits rolling up in limos,’

  says placement director Bove. It is a problem familiar even to conventional schools. But the Yale brochure with a wave of the semantic wand settles the matter: ‘Some entrepreneurs find

  opportunity in their own businesses; some give new direction to an established business; some provide creative management in the public and non-profit sectors.’ At Yale we can all be

  entrepreneurs.
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