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“Wall Street,” reads the sinister old gag, “is a street with a river at one end and a graveyard at the other.”


This is striking, but incomplete. It omits the kindergarten in the middle.


Where are the Customers’ Yachts?


– Frederick Schwed Jr.
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Preface


I was a bond salesman on Wall Street and in London. Working beside traders at Salomon Brothers put me, I believe, at the epicentre of one of those events that help to define an age. Traders are masters of the quick killing, and a lot of the killings in the past ten years or so have been quick. And Salomon Brothers was indisputably the king of traders. What I have tried to do here, without, as it were, leaving my seat on the Salomon trading floor, is to describe and explain the events and the attitudes that characterised the era; the story occasionally tails away from me, but it is nonetheless my story throughout. The money I did not make and the lies I did not tell I still understood in a personal way because of my position.


That was somewhere near the middle of a modern gold rush. Never before have so many unskilled twenty-four-year-olds made so much money in so little time as we did this decade in New York and London. There has never before been such a fantastic exception to the rule of the market-place that one takes out no more than one puts in. Now I do not object to money. I generally would rather have more than less. But I’m not holding my breath waiting for another windfall. What happened was a rare and amazing glitch in the fairly predictable history of getting and spending.


It should be said that I was, by the standards we use to measure ourselves, a success. I made a lot of money. I was told often by people who ran our firm that I would one day join them at the top. I would rather not make this boast early. But the reader needs to know that I have been given no reason to feel bitterly towards or estranged from my former employer. I set out to write this book only because I thought it would be better to tell the story than to go on living the story.
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Liar’s Poker


It was some time early in 1986, the first year of the decline of my firm, Salomon Brothers. Our chairman, John Gutfreund, left his desk at the head of the trading floor and went for a walk. At any given moment on the trading floor billions of dollars were being risked by bond traders. Gutfreund took the pulse of the place by simply wandering around it and asking questions of the traders. An eerie sixth sense guided him to wherever a crisis was unfolding. Gutfreund seemed able to smell money being lost.


He was the last person a nerve-racked trader wanted to see. Gutfreund (pronounced Good friend) liked to sneak up from behind and surprise you. This was fun for him but not for you. Busy on two phones at once trying to stem disaster, you had no time to turn and look. You didn’t need to. You felt him. The area around you began to convulse like an epileptic ward. People were pretending to be frantically busy, and at the same time staring intently at a spot directly above your head. You felt a chill in your bones that I imagine belongs to the same class of intelligence as the nervous twitch of a small furry animal at the silent approach of a grizzly bear. An alarm shrieked in your head: Gutfreund! Gutfreund! Gutfreund!


Often as not, our chairman just hovered quietly for a bit, then left. You might never have seen him. The only trace I found of him on two of these occasions was a turdlike ash on the floor beside my chair, left, I suppose, as a calling card. Gutfreund’s cigar droppings were longer and better formed than those of the average Salomon boss. I always assumed that he smoked a more expensive blend than the rest, purchased with a few of the 40 million dollars he had cleared on the sale of Salomon Brothers in 1981 (or a few of the 3.1 million dollars he paid himself in 1986, more than any other Wall Street Chief Executive Officer (CEO).


This day in 1986, however, Gutfreund did something strange. Instead of terrifying us all, he walked a straight line to the trading desk of John Meriwether, a member of the board of Salomon Inc. and also one of Salomon’s finest bond traders. He whispered a few words. The traders in the vicinity eavesdropped. What Gutfreund said has become a legend at Salomon Brothers, and a visceral part of its corporate identity. He said: “One hand, one million dollars, no tears.”


One hand, one million dollars, no tears. Meriwether grabbed the meaning instantly. The King of Wall Street, as Business Week had dubbed Gutfreund, wanted to play a single hand of a game called Liar’s Poker for a million dollars. He played the game most afternoons with Meriwether and the six young bond arbitrage traders who worked for Meriwether, and was usually skinned alive. Some traders said Gutfreund was heavily outmatched. Others who couldn’t imagine John Gutfreund as anything but omnipotent – and there were many – said that losing suited his purpose, though exactly what that might be was a mystery.


The peculiar feature of Gutfreund’s challenge this time was the size of the stake. Normally his bets didn’t exceed a few hundred dollars. A million was unheard of. The final two words of his challenge, “no tears”, meant that the loser was expected to suffer a great deal of pain, but wasn’t entitled to whine, bitch or moan about it. He’d just have to hunker down and keep his poverty to himself. But why? you might ask if you were anyone other than the King of Wall Street. Why do it in the first place? Why, in particular, challenge Meriwether instead of some lesser managing director? It seemed an act of sheer lunacy. Meriwether was the King of the Game, the Liar’s Poker champion of the Salomon Brothers’ trading floor.


On the other hand, one thing you learn on a trading floor is that winners like Gutfreund always have some reason for what they do; it might not be the best of reasons, but at least they have a concept in mind. I was not privy to Gutfreund’s innermost thoughts, but I do know that all the boys on the trading floor gambled, and that he wanted badly to be one of the boys. What I think Gutfreund had in mind in this instance was a desire to show his courage, like the boy who leaps from the high dive. Who better than Meriwether for the purpose? Besides, Meriwether was probably the only trader with both the cash and the nerve to play.


The whole absurd situation needs putting into context. John Meriwether had, in the course of his career, made hundreds of millions of dollars for Salomon Brothers. He had an ability, rare among people and treasured by traders, to hide his state of mind. Most traders divulge whether they are making or losing money by the way they speak or move. They are either overly easy or overly tense. With Meriwether you could never, ever, tell. He wore the same blank half-tense expression when he won as he did when he lost. He had, I think, a profound ability to control the two emotions that commonly destroy traders (fear and greed) and it made him as noble as a man who pursues his self-interest so fiercely can be. He was thought by many within Salomon to be the best bond trader on Wall Street. Around Salomon no tone but awe was used when he was discussed. People would say “he’s the best businessman in the place”, or “the best risk-taker I have ever seen”, or “a very dangerous Liar’s Poker player”.


Meriwether cast a spell over the young traders who worked for him. His boys ranged in age from twenty-five to thirty-two (he was about forty). Most of them had PhDs in maths, economics and/or physics. Once they got on to Meriwether’s trading desk, however, they forgot they were supposed to be detached intellectuals. They became disciples. They became obsessed by the game of Liar’s Poker. They regarded it as their game. And they took it to a new level of seriousness.


John Gutfreund was always the outsider in their game. That Business Week put his picture on the cover and called him the King of Wall Street held little significance for them. I mean, that was, in a way, the whole point. Gutfreund was the King of Wall Street but Meriwether was King of the Game. When Gutfreund had been crowned by the gentlemen of the press you could almost hear traders thinking: Foolish names and foolish faces often appear in public places. Fair enough, Gutfreund had once been a trader, but that was as relevant as an old woman’s claim that she was once very beautiful.


At times Gutfreund himself seemed to agree. He loved to trade. Compared with managing, trading was admirably direct. You made your bets and either you won or you lost. When you won, people – all the way up to the top of the firm – admired you, envied you and feared you, and with reason: you controlled the loot. When you managed a firm, well, sure, you received your quota of envy, fear and admiration. But for all the wrong reasons. You did not make the money for Salomon. You did not take risk. You were hostage to your producers. They took risk. They proved their superiority every day by handling risk better than the rest of the risk-taking world. The money came from risk-takers such as Meriwether, and whether it came or not was really beyond Gutfreund’s control. That’s why many people thought that the single rash act of challenging the arbitrage boss to one hand for a million dollars was Gutfreund’s way of showing he was a player too. And if you wanted to show off, Liar’s Poker was the only way to go. The game had a powerful meaning for traders. People like John Meriwether believed that Liar’s Poker had a lot in common with bond trading. It tested a trader’s character. It honed a trader’s instincts. A good player made a good trader, and vice versa. We all understood it.


The Game: In Liar’s Poker a group of people – as few as two, as many as ten – form a circle. Each player holds a dollar bill close to his chest. The game is similar in spirit to the card game known as “I Doubt It”. Each of the players attempts to fool the others about the serial numbers printed on the face of his dollar bill. One trader begins by making “a bid”. He says, for example, “three sixes”. He means that the serial numbers of the dollar bills held by all players, including himself, contain at least three sixes.


Once the first bid has been made, the game moves clockwise in the circle. Let’s say the bid is three sixes. The player to the left of the bidder can do one of two things. He can bid higher. There are two sorts of higher bids: the same quantity of a higher number (three sevens, eights or nines). And more of any number (four fives, for instance). Or he can “challenge” – which is like saying “I doubt it” – in which case all players count and confess the number of sixes on their dollar bills.


The bid escalates until all players agree to challenge a single player’s bid. In the midst of all this, the mind of a good player spins with probabilities. What is the statistical likelihood of there being three sixes within a batch of say, forty randomly generated serial numbers? For a great player, however, the maths is the easy part of the game. The hard part is reading the faces of the other players. The complexity arises when all players know how to bluff and double-bluff.


The game has some of the feel of trading, just as jousting has some of the feel of war. The questions a Liar’s Poker player asks himself are, up to a point, the same questions a bond trader asks himself. Is this a smart risk? Do I feel lucky? How cunning is my opponent? Does he have any idea what he’s doing, and if not, how do I exploit his ignorance? If he bids high, is he bluffing, or does he actually hold a strong hand? Is he trying to induce me to make a foolish bid, or does he actually have four of a kind himself? Each player seeks weakness, predictability and pattern in the others and seeks to avoid it in himself. The bond traders of Goldman Sachs, First Boston, Morgan Stanley, Merrill Lynch and other Wall Street firms all play some version of Liar’s Poker. But the place where the stakes run highest, thanks to John Meriwether, is the New York bond trading floor of Salomon Brothers.


The code of the Liar’s Poker player was something like the code of the gunslinger. It required a trader to accept all challenges. Because of the code – which was his code – John Meriwether felt obliged to play. But he knew it was stupid. For him, there was no upside. If he won, he upset Gutfreund. No good came of this. But if he lost, he was out of pocket a million bucks. This was worse than upsetting the boss. Although Meriwether was by far the better player of the game, in a single hand anything could happen. Luck could very well determine the outcome. Meriwether spent his entire day avoiding dumb bets, and he wasn’t about to accept this one.


“No, John,” he said, “if we’re going to play for those kind of numbers, I’d rather play for real money. Ten million dollars. No tears.”



Ten million dollars. It was a moment for all players to savour. Meriwether was playing Liar’s Poker before the game even started. He was bluffing. Gutfreund considered the counter proposal. It would have been just like him to accept. Merely to entertain the thought was a luxury that must have pleased him well. (It was good to be rich.)


On the other hand, 10 million dollars was, and is, a lot of money. If Gutfreund lost, he’d have only 30 million or so left. His wife, Susan, was busy spending the better part of 15 million dollars redecorating their Manhattan apartment (Meriwether knew this). And as Gutfreund was the boss he clearly wasn’t bound by the Meriwether code. Who knows, maybe he didn’t even know the Meriwether code. Maybe the whole point of this challenge was to judge Meriwether’s response. (Even Gutfreund had to marvel at the King in action.) So Gutfreund declined. In fact, he smiled his own brand of forced smile and said, “You’re crazy.”


No, thought Meriwether, just very, very good.
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Never Mention Money


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.


 


‘What I Want To Be When I Grow Up’


Seven-year-old Minnesota schoolboy, March 1985


I was living in London in the winter of 1984, finishing a master’s degree in economics at the London School of Economics, when I received an invitation to dine with the Queen Mother. It came through a distant cousin of mine who, years before, and somewhat improbably, had married a German baron. Though I was not the sort of person regularly invited to dine at St James’s Palace, the baroness, happily, was. I rented a black tie, boarded the Tube, and went. This event was the first link in a chain of improbabilities, culminating in a job offer from Salomon Brothers.


What had been advertised as a close encounter with British royalty proved to be a fundraiser with seven or eight hundred insurance salesmen. We fanned out across the Great Hall in dark wooden chairs on wine red carpets beneath sooty portraits of the royal family, as if auditioning to be extras on “Masterpiece Theatre”. Somewhere in the Great Hall, as luck would have it, were two managing directors from Salomon Brothers. I knew this only because, as luck would further have it, I was seated between their wives.


The wife of the more senior Salomon Brothers managing director, an American, took our table firmly in hand, once we’d finished craning our necks to snatch a glimpse of British royalty. When she learned that I was preparing to enter the job market and was considering investment banking, she turned the evening into an interview. She prodded, quizzed, needled and unsettled me for about an hour until finally she stopped, satisfied. Having examined what good had come from my twenty-four years on earth, she asked why I didn’t come and work on the Salomon Brothers’ trading floor.


I tried to keep calm. I was afraid that if I appeared too eager it might dawn on the woman she had made a terrible mistake. I had recently read John Gutfreund’s now legendary comment that to succeed on the Salomon Brothers’ trading floor a person had to wake up each morning “ready to bite the ass off a bear”. That, I said, didn’t sound like much fun. I explained to her my notion of what life should be like inside an investment bank. (The description included a big glass office, a secretary, a large expense account and lots of meetings with captains of industry. This occupation does exist within Salomon Brothers, but it is not respected. It is called “corporate finance”. It is different from “sales and trading”, though both are generally referred to as “investment banking”. Gutfreund’s trading floor, where stocks and bonds are bought and sold, is the rough-and-tumble centre of money-making and risk-taking. Traders have no secretaries, offices or meetings with captains of industry. Corporate finance, which services the corporations and governments that borrow money, and that are known as “clients”, is, by comparison, a refined and unworldly place. Because they don’t risk money, corporate financiers are considered wimps by traders. By any standards other than those of Wall Street, however, corporate finance is still a jungle full of chest-pounding males.)


The lady from Salomon fell silent at the end of my little speech. Then, in a breath, she said limp-wristed, overly groomed fellows on small salaries worked in corporate finance. Where was my chutzpah? Did I want to sit in an office all day? What was I – some numbnut?



It was pretty clear she wasn’t looking for an answer. She preferred questions. So I asked if she had the authority to offer me a job. With this she dropped the subject of my manhood and assured me that when she got home she would have her husband take care of it.


At the end of the meal, the eighty-four-year-old Queen Mother tottered out of the room. We – the eight hundred insurance salesmen, the two managing directors from Salomon Brothers, their wives, and I – stood in respectful silence as she crept towards what I at first took to be the back door. Then I realised it must be the front of the palace, and that we fundraiser types had been let in like delivery boys, through the back. Anyway, the Queen Mother was headed our way. Behind her walked Jeeves, straight as a broom, clad in white tie and tails and carrying a silver tray. Following Jeeves, in procession, was a team of small tubular dogs, called corgis, that looked more like large rats. The English think corgis are cute. The British royals, I was later told, never go anywhere without them.


A complete hush enveloped the Great Hall of St James’s Palace. As the Queen Mother drew near, the insurance salesmen bowed their heads like church-goers. The corgis had been trained to curtsy every fifteen seconds by crossing their back legs, and dropping their rat-like bellies on to the floor. The procession at last arrived at its destination. We stood immediately at the Queen Mother’s side. The Salomon Brothers’ wife glowed. I’m sure I glowed too. But she glowed more. Her desire to be noticed was tangible. There are a number of ways to grab the attention of royalty in the presence of eight hundred silent agents of the Prudential, but probably the surest is to shout. That’s what she did. Specifically, she shouted, “Hey, Queen, Nice Dogs You Have There!”


Several dozen insurance salesmen went pale. Actually they were already pale, so perhaps I exaggerate. But they cleared their throats a great deal, and stared at their tassel loafers. The only person within earshot who didn’t appear distinctly uncomfortable was the Queen Mother herself. She passed out of the room without missing a step.


At that odd moment in St James’s Palace, representatives of two proud institutions had flown their finest colours side-by-side. The unflappable Queen Mother gracefully dealt with an embarrassing situation by ignoring it; the Salomon Brothers’ managing director’s wife, drawing on hidden reserves of nerve and instinct, restored the balance of power in the room by hollering. I had always had a soft spot for the royals, and especially the Queen Mother. But from that moment on I found Salomon Brothers, the bleacher bums of St James’s, equally irresistible. I mean it. To some, they were crude, rude and socially unacceptable. But I wouldn’t have had them any other way. These were, as much as any investment bankers could be, my people. And there was no doubt in my mind that this unusually forceful product of the Salomon Brothers’ culture could persuade her husband to give me a job.


I was soon invited by her husband to the London offices of Salomon and introduced to traders and salesmen on the trading floor. I liked them. I liked the commercial buzz of their environment. But I still did not have a formal job offer, and I wasn’t subjected to a proper round of job interviews. It was pretty clear, considering the absence of harsh cross-examination, that the managing director’s wife had been true to her word and that Salomon intended to hire me. But no one actually asked me to return.


A few days later I received another call. Would I care to eat breakfast at six-thirty a.m. at London’s Berkeley Hotel with Leo Corbett, the head of Salomon recruiting from New York? Naturally I said that I would. And I went through the painful and unnatural process of rising at five-thirty a.m. and putting on a blue suit to have a business breakfast. But Corbett didn’t offer me a job either, just a plate of wet scrambled eggs. We had a pleasant talk, which was disconcerting, because Salomon Brothers’ recruiters were meant to be bastards. It seemed clear Corbett wanted me to work at Salomon, but he never came right out and proposed. I went home, took off the suit, and went back to bed.


Finally, puzzled, I told a fellow student at the London School of Economics what had happened. As he badly wanted a job with Salomon Brothers, he knew exactly what I had to do. Salomon Brothers, he said, never made job offers. It was too smart to give people the chance to turn them down. Salomon Brothers only gave hints. If I had been given a hint that they wanted to hire me, the best thing for me to do was call Leo Corbett in New York and take the job from him.


So I did. I called him, reintroduced myself, and said, “I want to let you know that I accept.”


“Glad to have you on board,” he said, and laughed.


Right. What next? He explained that I would start life at “the Brothers” in a training programme that commenced at the end of July. He said that I would be joined by at least a hundred and twenty other students, most of whom would have been recruited from colleges and business schools. Then he hung up. He hadn’t told me what I would be paid, nor had I asked, because I knew, for reasons that shall soon emerge, that investment bankers didn’t like to talk about money.


Days passed. I knew nothing about trading and, as a result, next to nothing about Salomon Brothers, for Salomon Brothers is, more than any other on Wall Street, a firm run by traders. I knew only what I had read in the papers, and they said that Salomon Brothers was the world’s most profitable investment bank. True as that might be, the process of landing a job with the firm had been suspiciously pleasant. After some initial giddiness about the promise of permanent employment, I became sceptical of the desirability of life on a trading floor. It crossed my mind to hold out for a job in corporate finance. Had it not been for the circumstances, I might well have written to Leo (we were on a first-name basis) to say I didn’t want to belong to any club that would have me so quickly for a member. The circumstances were that I had no other job.


I decided to live with the stigma of having got my first real job through connections. It was better than the stigma of unemployment. Any other path on to the Salomon Brothers’ trading floor would have been cluttered with unpleasant obstacles, like job interviews. Most of the people with whom I would eventually work were badly savaged in their interviews (six thousand people had applied that year), and had grisly stories to tell. Except for the weird memory of Salomon’s assault on the British throne, I had no battle scars and felt mildly ashamed.


Oh all right, I confess. One of the reasons I pounced on the Salomon Brothers opportunity like a loose ball was that I had already seen the dark side of a Wall Street job hunt, and had no desire to see it again. As a college senior in 1981, three years before the night I got lucky in St James’s Palace, I applied to a number of banks. I have never seen men on Wall Street in such complete agreement on any issue as they were on my application. A few actually laughed at my résumé. Representatives from several leading firms said I lacked commercial instincts, an expensive way, I feared, to say that I would spend the rest of my life poor. I’ve always had difficulties making sharp transitions, and this one was the sharpest. I recall that, among my mental blocks, I couldn’t imagine myself wearing a suit. Also I had blond hair. I’d never met anyone with blond hair who had a business career. All the money men I’d ever seen were either dark or bald. So, you see, I had problems. About a quarter of the people with whom I began work at Salomon Brothers came straight from college, so passed a test that I failed. I still wonder how.


At the time I didn’t give trading so much as a passing thought. In this I wasn’t unusual. If they’d heard of trading floors, college seniors considered them cages for untrained animals, and one of the great shifts in the 1980s was the relaxing of this pose by the most expensively educated people in both America and Britain. My Princeton University class of 1982 was among the last to hold it firmly. So we didn’t apply to work on trading floors. Instead we angled for lower paying jobs in corporate finance. The starting salary was about twenty-five thousand dollars a year plus a bonus. When all was said and done, the pay came to around six dollars an hour. The job title was “investment banking analyst”.


Analysts didn’t analyse anything. They were slaves to a team of corporate financiers, the men who did the negotiations and paperwork (though not the trading and selling) of new issues of stocks and bonds for America’s corporations. At Salomon Brothers they were the lowest of the low; at other banks they were the lowest of the high; in either case theirs was a miserable job. Analysts photocopied, proof-read, and assembled breathtakingly dull securities documents for ninety and more hours a week. If they did this particularly well, analysts were thought well of by their bosses.


This was a dubious honour. Bosses attached beepers to their favourite analysts, making it possible to call them in at all hours. A few of the very best analysts, months into their new jobs, lost their will to live normal lives. They gave themselves entirely over to their employers, and worked around the clock. They rarely slept, and often looked ill; the better they became at the jobs the nearer they appeared to death. One extremely successful analyst working for Dean Witter in 1983 (a friend I envied at the time for his exalted station in life) was so strung out that he regularly nipped into a bathroom stall during midday lulls and slept on the toilet. He worked straight through most nights and at weekends, yet felt guilty for not doing more. He pretended to be constipated – in case someone noticed how long he had been gone. By definition an analyst’s job lasted only two years. Then he was expected to go to business school. Many analysts later admit that their two years between college and business school were the worst of their lives.


The analyst was a prisoner of his own narrowly focused ambition. He wanted money. He didn’t want to expose himself in any unusual way. He wanted to be thought successful by others like him. (I tell you this only because I narrowly escaped imprisonment myself, and not by choice. And had I not escaped, I surely wouldn’t be here now. I’d be continuing my climb up the same ladder as many of my peers.) There was one sure way, and only one sure way, to get ahead, and everyone with eyes in 1982 saw it: major in economics; use your economics degree to get an analyst job on Wall Street; use your analyst job to get into Harvard or Stanford Business Schools; and worry about the rest of your life later.


So, more than any other, the question that my classmates and I were asking in the autumn of 1981 and the spring of 1982 was: How do I become a Wall Street analyst? Over time, this question had fantastic consequences. The first and most obvious was a log-jam at the point of entry. Any one of a number of hard statistics can be enlisted to illustrate the point. Here’s one. In 1986, 40 per cent of the one thousand three hundred members of Yale’s graduating class applied to one investment bank, First Boston, alone. There was, I think, a sense of safety in numbers. The larger the number of people involved, the easier it was for them to delude themselves that what they were doing must be smart. The first thing you learn on the trading floor is that when large numbers of people are after the same commodity, be it a stock, a bond, or a job, the commodity quickly becomes overvalued. Unfortunately, at the time, I had never seen a trading floor.


The second effect, one that struck me at the time as tragic, was a strange surge in the study of economics. At Harvard in 1987, the course in the principles of economics had forty sections and a thousand students – the enrolment had tripled in ten years. At Princeton, in my senior year, for the first time in the history of the school, economics became the single most popular area of concentration. And the more people studied economics, the more an economics degree became a requirement for a job on Wall Street.


There was a good reason for this. Economics satisfied the two most basic needs of investment bankers. First, investment bankers wanted practical people, willing to subordinate their education to their careers. Economics, which was becoming an ever more abstruse science producing mathematical treatises with no obvious use, seemed almost designed as a sifting device. The way it was taught did not exactly fire the imagination. I mean, few people would claim they actually liked studying economics; there was not a trace of self-indulgence in the act. Studying economics was more a ritual sacrifice. I can’t prove this, of course. It is bald assertion, based on what economists call “casual empiricism”. In other words, I watched. I saw friends steadily drained of life. I often asked otherwise intelligent members of the pre-banking set why they studied economics, and they’d explain that it was the most practical course of study, even while they spent their time drawing funny little graphs. They were right, of course, which was even more maddening. Economics was practical. It got people jobs. And it did this because it demonstrated that they were among the most fervent believers in the primacy of economic life.


Investment bankers also wanted to believe, like members of any exclusive club, that the logic to their recruiting techniques was airtight. No one was admitted who didn’t belong. This conceit went hand in glove with the investment bankers’ belief that they could control their destiny, which, as we shall see, they couldn’t. Economics allowed investment banking recruiters directly to compare the academic records of recruits. The only inexplicable aspect of the process was that economic theory (which is what, after all, economics students were supposed to know) served almost no function in an investment bank. The bankers used economics as a sort of standardised test of general intelligence.


In the midst of the hysteria, I was suitably hysterical. I had made a conscious decision not to study economics at Princeton, partly because everyone else was doing it for what sounded to me like the wrong reasons. Don’t get me wrong. I knew I’d one day need to earn a living. But it seemed a waste not to seize the unique opportunity to stretch your brain on something that genuinely excited you. It also seemed a waste not to use the rest of the university. So I landed in one of the least used departments on campus. Art history was the opposite of economics; no one wanted it on his résumé. Art history, as an economics major once told me, “is for preppy girls from Connecticut”. The chief economic purpose of art history was clandestinely to lift the grade-point averages of the economics students. They dipped into my department for a course a term, which appeared on their résumés as only one component of that average. The idea that art history might be self-improving or that self-improvement, as distinct from career-building, was a legitimate goal of education was widely regarded as naïve and reckless. And as we approached the end of our four years in college, that is how it seemed. Some of my classmates were visibly sympathetic towards me, as if I were a cripple, or had unwittingly taken a vow of poverty. Being the class Franciscan had its benefits, but a ticket on to Wall Street wasn’t one.


To be fair, art was only the start of my problems. It didn’t help that I had flunked a course called “Physics for Poets”, or that my résumé listed bar-tending and sky-diving as skills. Born and raised in the Deep South, I had never heard of investment bankers until a few months before my first interview. I don’t think we had them back home.


Nevertheless, Wall Street seemed very much like the place to be at the time. The world didn’t need another lawyer, I hadn’t the ability to become a doctor, and my idea for starting a business making little satchels to hang off the rear ends of dogs to prevent them from crapping on the streets of Manhattan (advertising jingle: “We stop the plop”) never found funding. Probably the real truth of the matter was that I was frightened to miss the express bus on which everyone I knew seemed to have a reserved seat, for fear that there would be no other. I certainly had no fixed idea of what to do when I graduated from college, and Wall Street paid the most for what I could do, which was nothing. My motives were shallow. That wouldn’t have mattered, and could even have been an advantage, if I had felt the slightest conviction that I deserved a job. But I didn’t. Many of my classmates had sacrificed the better part of their formal education for Wall Street. I had sacrificed nothing. That made me a dilettante, a southern boy in a white linen suit waltzing into a war fought mainly by north-eastern public school graduates.


It didn’t dawn on me until too late that I wasn’t going to be an investment banker anytime soon. My moment of reckoning came immediately after the first interview of the 1982 season, with the Wall Street firm of Lehman Brothers. To get the interview I had stood in six inches of snow with about fifty other students, awaiting the opening of the Princeton University career services office. All through the winter the office resembled a ticket booth at a Michael Jackson concert, with lines of motley students staging all-night vigils to get ahead. When the doors finally swung open we rushed in and squeezed our names on to the Lehman interview schedule.


Although I wasn’t ready to be an investment banker, I was, in a funny way, prepared for my interview, I had memorised those few facts widely accepted by Princeton undergraduates to be part of an investment-banking interview survival kit. Investment banking applicants were expected to be culturally literate. For example, in 1982 at least, they had to be able to define the following terms: Commercial Banking, Investment Banking, Ambition, Hard Work, Stock, Bond, Private Placement, Partnership, and the Glass-Steagall Act.


Glass-Steagall was an act of the US Congress, but it worked more like an act of God. It cleaved mankind in two. With it, in 1934, American lawmakers had stripped investment banking out from commercial banking. Investment bankers now underwrote securities, such as stocks and bonds. Commercial bankers, like Citibank, took deposits and made loans. The act, in effect, created the investment banking profession, the single most important event in the history of the world, or so I was led to believe.


It worked by exclusion. After Glass-Steagall most people became commercial bankers. Now I didn’t actually know any commercial bankers, but a commercial banker was reputed to be just an ordinary American businessman with ordinary American ambitions. He lent a few hundred million dollars each day to South American countries. But really, he meant no harm. He was only doing what he was told by someone higher up in an endless chain of command. A commercial banker wasn’t any more a troublemaker than Dagwood Bumstead. He had a wife, a station-wagon, 2.2 children and a dog that brought him his slippers when he returned home from work at six. We all knew never to admit to an investment banker that we were also applying for jobs with commercial banks, though many of us were. Commercial banking was a safety net.


An investment banker was a breed apart, a member of a master race of deal makers. He possessed vast, almost unimaginable, talent and ambition. If he had a dog it snarled. He had two little red sports cars yet wanted four. To get them, he was, for a man in a suit, surprisingly willing to cause trouble. For example, he enjoyed harassing college seniors like me. Investment bankers had a technique known as the stress interview. If you were invited to Lehman’s New York offices, your first interview might begin with the interviewer asking you to open the window. You were on the 43rd floor overlooking Water Street. The window was sealed shut. That was, of course, the point. The interviewer just wanted to see whether your inability to comply with his request led you to yank, pull and sweat until finally you melted into a puddle of foiled ambition. Or, as one sad applicant was rumoured to have done, throw a chair through the window.


Another stress-inducing trick was the silent treatment. You’d walk into the interview chamber. The man in the chair would say nothing. You’d say hello. He’d stare. You’d say that you’d come for a job interview. He’d stare some more. You’d make a stupid joke. He’d stare and shake his head. You were on tenterhooks. Then he’d pick up a newspaper (or, worse, your résumé) and begin to read. He was testing your ability to take control of a meeting. In this case, presumably, it was acceptable to throw a chair through a window.



I want to be an investment banker. Lehman Brothers is the best. I want to be rich. On the appointed day, at the appointed hour, I rubbed two sweaty palms together outside the interview chamber and tried to think only pure thoughts (half-truths), such as these. I did a quick equipment check, like an astronaut preparing for lift-off. My strengths: I was an overachiever, a team player, and a people person, whatever that meant. My weaknesses: I worked too hard, and tended to move too fast for the organisations I joined.


My name was called. Lehman interviewed in pairs. I wasn’t sure I stood much of a chance against one of these people, much less two.


Good news. Lehman had sent to Princeton one man and one woman. I didn’t know the man. But the woman was a Princeton graduate, an old friend I hadn’t expected to see. Perhaps I would survive.


Bad news. As I walked into the cubicle, she didn’t smile or otherwise indicate that she knew me. She later told me that such behaviour is unprofessional. We shook hands and she was about as chummy as a boxer before a fight. She then retired to her corner of the room as if waiting for the bell to ring. She sat silently in her blue suit and little bow tie. Her accomplice, a square-shouldered young man of perhaps twenty-two, held a copy of my résumé.


Between the two of them they had two years of investment banking experience. The greatest absurdity of the college investment-banking interview was the people the investment banks sent to conduct them. Many of them hadn’t worked on Wall Street for more than a year, but they had acquired Wall Street personas. One of their favourite words was professional. Sitting stiffly, shaking firmly, speaking crisply and sipping a glass of iced water were professional. Laughing and scratching your armpits were not. My friend and her accomplice were exhibit number one in the case against becoming a professional. One year on Wall Street and they had been transmogrified. Seven months earlier my friend could be seen on campus wearing blue jeans and a T-shirt that said dumb things. She drank more beer than was healthy for her. She had been, in other words, a fairly typical student. Now she was a bit-player in my Orwellian nightmare.


The young man took the seat behind the cold metal desk and began to fire questions at me. Perhaps the best way to describe our encounter is to recount, as best as memory will allow, what passed for our conversation:


SQUARE YOUNG MAN: Why don’t you explain to me the difference between commercial banking and investment banking.


ME: (Making my first mistake by neglecting to seize the chance to praise investment bankers and heap ridicule on the short work hours and Lilliputian ambition of commercial bankers) Investment bankers underwrite securities. You know, stocks and bonds. Commercial bankers just make loans.


SQUARE YOUNG MAN: I see you majored in art history. Why? Aren’t you worried about getting a job?


ME: (Clinging to the party line of the Princeton art history department) Well, art history interested me most, and the department here is superb. Since Princeton doesn’t offer any vocational training, I don’t believe that my choice of concentration will make much difference in finding a job.


SQUARE YOUNG MAN: Do you know the size of US GNP?


ME: I’m not sure. Isn’t it about five hundred billion dollars?


SQUARE YOUNG MAN: (Casts a meaningful glance at the woman who I thought was my friend) More like three trillion. You know we interview hundreds of people for each position. You’re up against a lot of economics majors who know their stuff. Why do you want to be an investment banker?


ME: (Obviously, the honest answer was that I didn’t know. That was unacceptable. After a waffle or two, I gave him what I figured he wanted to hear) . . . Well, really, when you get right down to it, I want to make money.


SQUARE YOUNG MAN: That’s not a good reason. You work long hours in this job, and you have to be motivated by more than just money. It’s true, our compensation is in line with our contribution. But frankly, we try to discourage people from our business who are too interested in money. That’s all.



That’s all? The words still ring in my ears. Before I could stop it from happening, I was standing outside the cubicle in a cold sweat listening to the next candidate being grilled. Never for a moment did I doubt the acceptability to an investment banker of a professed love of money. I had thought that investment bankers made money for a living, the way Ford made cars. Even if analysts were not paid as well as the older investment bankers, I had thought they were meant to be at least a tiny bit greedy. Why did the square young man from Lehman take offence at the suggestion? A friend who eventually won a job with Lehman Brothers later explained. “It’s taboo,” he said. “When they ask you why you want to be an investment banker, you’re supposed to talk about the challenges, and the thrill of doing deals, and the excitement of working with such high-calibre people, but never, ever mention money.”


Learning a new lie was easy. Believing it was another matter. From then on, whenever an investment banker asked for my motives, I dutifully handed him the correct answers: the challenge, the people, the thrill of the deal. It was several years before I convinced myself that this line was remotely plausible (I think I even fed some variant of it to the Salomon Brothers’ managing director’s wife). That money wasn’t the binding force was, of course, complete and utter bullshit. But inside the Princeton University career services office in 1982 you didn’t let the truth get in the way of a job. I flattered the bankers. At the same time I seethed at their hypocrisy. I mean, did anyone, even in those innocent days, doubt the importance of money on Wall Street other than people from Wall Street when talking to people from elsewhere?


Seething was soothing. I needed soothing, since when I graduated from Princeton, I had no job. (Salomon had rejected me sight unseen.) In the following year, while running through three different jobs, I managed to demonstrate that I was as unemployable as the bankers had found me. I didn’t ever doubt I got what I deserved. I just didn’t like the way I had gotten it. I did not learn much from my stack of Wall Street rejection letters except that investment bankers were not in the market for either honesty or my services (not that the two were otherwise related). Set questions were posed to which set answers were expected. A successful undergraduate investment-banking interview sounded like a monastic chant. An unsuccessful interview sounded like a bad accident. My Lehman interview was representative not just of my own experience, but of thousands of interviews conducted by a dozen investment banks on several dozen college campuses from about 1981 onwards.


Still, the tale has a happy ending. Lehman Brothers eventually went belly up. A battle between the traders and the corporate financiers caused the firm to collapse in early 1984. The traders won, but what was left of the august house of Lehman wasn’t worth living in. The senior partners were forced to go hat in hand to Wall Street rival Shearson, who bought them out. The name of Lehman Brothers was for ever struck from the business cards of Wall Street. When I read the news in the New York Times I thought good riddance, which I admit wasn’t a deeply Christian response. Whether Lehman’s misfortune was directly related to their unwillingness to admit they were out to make money, I do not know.
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Learning to Love Your Corporate Culture


He who makes a beast of himself gets


rid of the pain of being a man.


– Samuel Johnson


 


I remember almost exactly how I felt and what I saw my first day at Salomon Brothers. There was a cold shiver doing laps around my body which, softened and coddled by the régime of a professional student, was imagining it was still asleep. With reason, I wasn’t due at work until seven a.m., but I rose early to walk around Wall Street before going to the office. I had never seen the place before – there was a river at one end and a graveyard at the other. In between was vintage Manhattan: a deep narrow canyon in which yellow cabs smacked into raised sewer lids, potholes and garbage. Armies of worried men in suits stormed off the Lexington Avenue subway line and marched down the crooked pavements. For rich people, they didn’t look very happy. They seemed serious, at least compared to how I felt. I had only a few jitters that accompany any new beginning. Oddly enough, I didn’t really imagine I was going to work, more as if I were going to collect lottery winnings.


Salomon Brothers had written to me in London to announce that they would pay me an MBA’s wage – though I had no MBA – of forty-two thousand dollars plus a bonus after the first six months of six thousand more. At that time I hadn’t the education required to feel poor on forty-eight thousand dollars (then equivalent to forty-five thousand pounds) a year. Receiving the news in England, the land of limp paycheques, accentuated the generosity of Salomon’s purse. A chaired professor of the London School of Economics, who took a keen interest in material affairs, stared at me bug-eyed and gurgled when he heard what I was to be paid. It was twice what he earned. He was in his mid-forties and at the top of his profession. I was twenty-four years old and at the bottom of mine. There was no justice in the world, and thank goodness for that.


Perhaps it is worth explaining where this money was coming from, not that I gave it much thought at the time. Man for man, Salomon Brothers was, in 1985, the world’s most profitable corporation, per capita. At least that is what I was repeatedly told. I never bothered to check it because it seemed so obviously true. Wall Street was hot. And we were Wall Street’s most profitable firm.


Wall Street trafficks in stocks and bonds. At the end of the 1970s, and the beginning of super-indulgent American politics and modern financial history, Salomon Brothers knew more about bonds than any firm on Wall Street: how to value them, how to trade them, and how to sell them. The only chink in Salomon’s complete dominance of the bond markets in 1979 was in junk bonds, which we shall return to later, and which were the speciality of another firm, similar to us in many ways: Drexel Burnham. But in the late 1970s and early 1980s, junk bonds were such a tiny fraction of the market that Salomon effectively dominated the entire bond market. The rest of Wall Street had been content to let Salomon Brothers be the best bond traders because the occupation was neither terribly profitable nor prestigious. What was profitable was raising capital (equity) for corporations. What was prestigious was knowing lots of corporate CEOs. Salomon was a social and financial outlier.


That, anyway, is what I was told. It was hard to prove any of it because the only evidence was oral. But consider the kick-off chuckle to a speech given to the University of Pennsylvania Wharton School of Finance in March 1977 by Sidney Homer of Salomon Brothers, the leading bond analyst on Wall Street from the mid-1940s right through to the late 1970s. “I felt frustrated,” said Homer about his job. “At cocktail parties lovely ladies would corner me and ask my opinion of the market, but alas, when they learned I was a bond man, they would quietly drift away.”


Or consider the very lack of evidence itself. There are two hundred and eighty-seven books about bonds in the New York public library and most of them are about chemistry. The ones that aren’t contain lots of ugly numbers and bear titles such as All Quiet on the Bond Front and Low Risk Strategies For the Prudent Investor. In other words, they aren’t the sort of page turners that moisten your palms and glue you to your seat. People who believe themselves of social consequence tend to leave more of a paper trail, in the form of memoirs and anecdotiana. But while there are dozens of these from the stock markets, the bond markets are officially silent. Bond people pose the same problem to a cultural anthropologist as a non-literate tribe deep in the Amazon.


In part this is due to the absence from the bond market of the educated classes, which in turn reinforces the point about how unfashionable bonds once were. In 1968, the last time a degree count was taken at Salomon Brothers, thirteen of the twenty-eight partners hadn’t been to college, and one hadn’t graduated from the eighth grade. John Gutfreund was, in this crowd, an intellectual; though he was rejected by Harvard, he did finally graduate (without distinction) from Oberlin.


The biggest myth about bond traders, and therefore the greatest misunderstanding about the unprecedented prosperity of Wall Street in the 1980s, is that they make their money by taking large risks. A few do. And all traders take small risks. But most traders act simply as toll takers. The source of their fortune has been nicely summarised by Kurt Vonnegut (who, oddly, was describing lawyers):


There is a magic moment, during which a man has surrendered a treasure, and during which the man who is about to receive it has not yet done so. An alert lawyer [read bond trader] will make that moment his own, possessing the treasure for a magic microsecond, taking a little of it, passing it on.


In other words, Salomon carved a tiny fraction out of each financial transaction. This adds up. The Salomon salesman sells 50 million-dollars-worth of new IBM bonds to pension fund X. The Salomon trader, who provides the salesman with the bonds, takes for himself an eighth (of a percentage point), or sixty-two thousand five hundred dollars. He may, if he wishes, take more. In the bond market, unlike in the stock market, commissions are not openly stated.


Now the fun begins. Once the trader knows the location of the IBM bonds, and the temperament of their owner, he doesn’t have to be so outstandingly clever to make the bonds (the treasure) move again. He can generate his own magic microseconds. He can, for example, pressure one of his salesmen to persuade insurance company Y that the IBM bonds are worth more than pension fund X paid for them initially. Whether it is true is irrelevant. The trader buys the bonds from X and sells them to Y and takes out another eighth and the pension fund is happy to make a small profit in such a short time.


In this process, it helps if neither of the parties on either side of the middleman know the value of the treasure. The men on the trading floor may not have been to school but they have PhDs in Man’s Ignorance. In any market, as in any poker game, there is a fool. The astute investor Warren Buffett is fond of saying that any player unaware of the fool in the market probably is the fool in the market. In 1980, when the bond market emerged from a long dormancy, many investors and even Wall Street banks did not have a clue who was the fool in the new game. Salomon bond traders knew about fools because that was their job. Knowing about markets is knowing about other people’s weaknesses. And a fool, they would say, was a person who was willing to sell a bond for less or buy a bond for more than it was worth. A bond was worth only as much as the person who valued it properly was willing to pay. And Salomon, to complete the circle, was the firm that valued the bonds properly.


But none of this explains why Salomon Brothers was particularly profitable in the 1980s. Making profits on Wall Street is a bit like eating the stuffing from a turkey. Some higher authority must first put the stuffing into the turkey. The turkey was stuffed more generously in the 1980s than ever before. And Salomon Brothers, because of its expertise, had second and third helpings before other firms even knew that supper was on.


One of the benevolent hands doing the stuffing belonged to the Federal Reserve, which is ironic, since no one disapproved of the excesses of Wall Street in the 1980s so much as the chairman of the Fed., Paul Volcker. At a rare Saturday press conference, on 6 October 1979, Volcker announced that the money supply would cease to fluctuate with the business cycle; money supply would be fixed, and interest rates would float. The event, I think, marks the beginning of the golden age of the bond man. Had Volcker never pushed through his radical change in policy the world would be many bond traders and one memoir the poorer. For in practice, the shift in the focus of monetary policy meant that interest rates would swing wildly. Bond prices move inversely, lock step, to rates of interest. Allowing interest rates to swing wildly meant allowing bond prices to swing wildly. Before Volcker’s speech bonds had been conservative investments, into which investors put their savings when they didn’t fancy a gamble in the stock market. After Volcker’s speech, bonds became objects of speculation, a means of creating wealth rather than merely storing it. Overnight the bond market was transformed from a backwater into a casino. Turnover boomed at Salomon. Many more people were hired to handle the new business, on starting salaries of forty-eight grand.


Once Volcker had set interest rates free, the other hand stuffing the turkey went to work: America’s borrowers. American governments, consumers and corporations borrowed money at a faster rate during the 1980s than ever before, which meant the volume of bonds exploded (another way to look at this is that investors were lending money more freely than ever before). The combined debt of the three groups in 1977 was 323 billion dollars, much of which wasn’t bonds but loans made by commercial banks. By 1985, the three groups had borrowed 7 trillion dollars. What is more, thanks to financial entrepreneurs at places like Salomon, and the shakiness of commercial banks, a much greater percentage of the debt was cast in the form of bonds than ever before.
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