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When you’re rich, they think you really know.


—“If I Were a Rich Man”, Fiddler on the Roof, 1964













AUTHOR’S NOTE


Ray Dalio does not want you to read this book.


He told me as much. At the start of this project, I reached out to him by email to seek his perspective. He responded with skepticism about my intentions. After considerable back-and-forth, he elected not to be interviewed, as is his right.


I am endlessly grateful that hundreds of people in and around Bridgewater Associates trusted me with their time, and with their experiences. I also relied on contemporaneous notes, emails, recordings, court records, myriad other internal and external company documents, and published interviews and articles. All of the names that appear here are real, except for one pseudonym, used to conceal the identity of a former employee who alleged sexual misbehavior.


In some instances, the dialogue in this book comes directly from the subject; in others, it is from others in the room, or people briefed afterward, or those who listened to recordings of an event. It should not be assumed that the people quoted spoke to me. As the Pulitzer Prize–winning author James B. Stewart wrote, “Given the vagaries of human memory, remembered dialogue is rarely the same as actual recordings and transcripts. At the same time, it is no more nor less accurate than many other recollections.”


As for Dalio’s own recollections, the public lacks no opportunity to hear them. He wrote a bestselling autobiography-cum-self-help book, Principles: Life and Work. Over the past decade, he has given hundreds of media interviews on five continents, preaching the gospel of Ray. He’s appeared on major broadcast and cable networks, popular podcasts, and magazine covers. He was interviewed by Gwyneth Paltrow. As of publication, nearly 2.5 million people follow him on LinkedIn. His TED Talks have been viewed nearly 7 million times and his most popular YouTube video more than 34 million times.


While Dalio is hardly the first financier to develop a taste for the spotlight, he might be the first to claim that he alone has discovered the solution to what he sees as two of mankind’s greatest challenges: Our reluctance to disagree with one another, and our desire to pursue meaningful lives. Dalio has for years stuck to a narrative that all Bridgewater employees are judged on an equal playing field, and that any difference in rank or authority was due only to a rigorous system that susses out merit. The truth is rather more Orwellian. At Bridgewater, some are more equal than others.


This is the story of Ray Dalio, the most equal one of all.


—ROB COPELAND










INTRODUCTION


A FEW MINUTES AFTER HANGING UP THE PHONE, PAUL McDOWELL carefully smoothed his button-down shirt, knelt in the snow, and dry heaved.


McDowell wasn’t so much upset as overwhelmed. The balding Canadian tended to shy away from big risks, yet he had just taken the biggest gamble of his life, negotiating with one of the world’s wealthiest men—and winning, or so it seemed. Not for the last time, he wondered what the hell had just happened.


When his cell phone rang earlier that afternoon, McDowell was seated at his desk in the tiny office that counted as the Canadian headquarters for BearingPoint consulting, the sort of sad corporate advisory firm that picked up the projects that McKinsey & Company wouldn’t touch. He picked up the phone and heard the low, gravelly voice of Ray Dalio.


“Paul,” Dalio said, skipping any small talk, “it’s so hard to find anyone like you.”


McDowell felt his chest fill with heat. That anyone was calling at all—let alone laying on compliments—was its own feat. If McDowell was known at all to his colleagues elsewhere in the company, it was simply as the Canada man. Unlike many consultants, he loathed the slick presentations or client glad-handing endemic to the career. But divorced and in debt, he needed his well-paying job. He had made himself an expert in technology infrastructure, human resources, and compensation management—dull topics, but areas where hard work and a high tolerance for spreadsheets could whittle out a corporate life. Though McDowell often felt underappreciated, he also valued being something of an expert in how to find novel ways for BearingPoint’s clients to make small changes that had big impacts on their operations.


It was confusing, and deeply flattering, that someone like Ray Dalio had sought him out. Dalio wasn’t just any business titan; he was founder of one of the world’s largest hedge funds, Bridgewater Associates, and a burgeoning celebrity in the financial world.


This was December 2008, and while most of Wall Street was being thrashed, Dalio was having the best year of his professional career. He had famously rung the alarm on the housing bubble, publicly warning a year earlier that mortgages seemed on the brink of collapse. He looked like an oracle, and so now Federal Reserve chief Ben Bernanke—the world’s most important banker—consulted with Dalio on how to pull the country out of its tailspin. A week after McDowell’s phone call, the New York Post would write, “Dalio has been so prescient about the state of the economy that reading his daily observations has been like reading the financial papers two weeks in advance.”


The idea that Dalio needed McDowell made little sense. McDowell was one of a slew of consultants Bridgewater had brought in, and he helped not with the investments that made Dalio so much money, but the less sexy work of cleaning up back-office processes. But as Dalio described his situation, McDowell began to see how he could help. Bridgewater was growing at a punishing rate, Dalio explained, and he needed help to oversee the day-to-day management of the firm. He spent much of his time traveling the world, meeting with wealthy individuals and institutions and advising them on what to do with their money. McDowell, Dalio said, could be just the man to tend the store at the hedge fund’s Connecticut headquarters.


BearingPoint had done some consulting work for Bridgewater and helped the hedge fund design a system to analyze talent, saving it money. McDowell figured his team had done a pretty good job because in 2008 alone Bridgewater added 211 new employees, ballooning the firm’s ranks by more than a third in just one year. McDowell had not interacted much directly with Dalio, but when McDowell had, he had noticed immediately that Bridgewater’s staff seemed in awe of the founder. There was scarcely a meeting where Dalio did not stop to share lessons from his experience, as those around him furiously scribbled down notes. His words were cited constantly by others, whether he was present or not.


One afternoon, while working out of a conference room at Bridgewater’s headquarters during a torrential rainstorm, McDowell spotted the billionaire Bridgewater founder helping underlings dodge puddles as they carried in catered trays of lunch. McDowell made a mental note that such an important man would pitch in even when it seemed nobody was watching.


McDowell knew that Dalio had a reputation for hiring the best, regardless of résumé. Dalio would often say that he weighed values and character over specific skills. He instructed Bridgewater’s recruiters to prize logical thinking and a tolerance for frank feedback from all employees, from the C-suite down to Bridgewater’s janitorial staff. Don’t just hire people to fit the job, Dalio would say, but people with whom you want to share your life. McDowell, Dalio now told him, was one of the few people the Bridgewater founder had met who met the mark.


“I think you would be fantastic,” Dalio told McDowell. “You absolutely understand the way we are, and you can do anything here you want. You could even run the company.”


McDowell was flabbergasted and momentarily speechless. That didn’t matter much, because Dalio blazed ahead with his pitch, launching into an extensive explanation of McDowell’s broad future responsibilities at Bridgewater. They included finding a way to reorganize staff across the company in accordance with Dalio’s unique values. Dalio was on the hunt for a new chief executive to take over when the founder retired, and he told McDowell that he was one of a handful who could get the job.


“Paul, I am so thrilled about our partnership,” Dalio said, finally wrapping up. “What do you say?”


“Ray, my only concern is that I’ve noticed that a lot of people seem to be intimidated by you. I don’t want us to have that kind of relationship. I’d like us to be able to be very honest and straight with one another and not worry about that.”


There was a long pause before Dalio responded. “I think the problem with those people, Paul, is that those people can’t distinguish between ‘goal’ and task. You absolutely understand things at the ‘goal’ level.” Finally, McDowell thought, here was someone who saw him as a leader.


McDowell asked about salary and was quoted a generous sum, more than a million dollars in the first full year alone including a bonus. “You’ll make a ridiculous amount of money. Soon you’ll be making millions of dollars,” Dalio said.


Dalio then asked what McDowell was currently making, and in the spirit of the honesty the two men had just pledged, McDowell answered truthfully: Bridgewater’s base salary alone was $100,000 higher than his current pay.


“Okay, actually, then that’s what I’ll pay. I only pay people what they’re currently making,” Dalio said airily.


McDowell’s skin prickled. He had just been dangled, and had now apparently just as quickly lost, what seemed to him a small fortune. “Wait, you just said what I was worth. Why would I take less than what you believe me to be worth?”


“I can’t believe a hundred thousand dollars a year is going to make a difference to you to join this place. Don’t let that guide your choice.”


The two men began to talk over each other, until it was clear Dalio’s patience for this conversation had worn thin. “All right, Paul, I never, ever, ever do this, but okay, I’ll pay what you ask. That’s the deal.”


The billionaire wished him a merry Christmas, and the line went dead.


THE DAYS and weeks that followed were a whirlwind for McDowell. He didn’t for a moment take it for granted. He was forty-eight years old and reasoned he was long overdue to catch a break.


A descendant of coal miners in northern England on both sides for generations, McDowell came from what could charitably be called a modest background. The closest his family had ever come to glory was when his father briefly served as a guard clad in the traditional red dress uniform and bearskin hat outside Buckingham Palace during World War II. McDowell’s parents moved to Canada three years before he was born, to a poor neighborhood on the outskirts of Toronto.


Though they were north of the U.S. border, the family in many ways exemplified a traditional American work ethic. McDowell’s father rode a bicycle to work at an oil refinery and would return home after a long, dirty day only to head straight to the basement for a punishing sequence of pull-ups, push-ups, and sit-ups. He discouraged the household from watching a smash television hit of the era, Hogan’s Heroes, because the sitcom mocked German soldiers. McDowell’s father never quite lost his wariness of, and respect for, the other side, and he ingrained in his son a lingering vigilance against unsuspected dangers.


McDowell faced a lot of dangers growing up. He was perennially slight of build compared to his classmates, a distinction that became only more prominent when he skipped most of the fourth grade. He avoided attention from high school bullies by offering free tutoring in calculus. His voice hadn’t changed by the time he went to college, where he spent much of his spare time in the library reading book after book on ham radios, the Soviet gulag, and the Watergate scandal.


In search of greater meaning to underpin a career, McDowell became fascinated by research into how to effectively manage a workplace through a controversial system called requisite organization. The theory posited that employees should be tested and ranked by their overall problem-solving ability—known as stratum—and that managers must always be more capable of complex, broad thinking than their subordinates. The downside, among others, was that requisite organization encouraged a highly structured corporate hierarchy that bordered on a caste system and justified extreme pay gaps between executives and the lower ranks. Lower-level workers, the theory held, were not merely performing different work from that of their superiors, but were intrinsically different from them; people were assigned work to which they were innately capable.


At Bridgewater, McDowell found the perfect petri dish for his interests. He started in March 2009 and was immediately thrust into weeks of emergency meetings. Everyone seemed in a panic to justify his or her position, in what McDowell would later learn was one of Dalio’s regular reorganizations. The current reorg, McDowell was told, stemmed from Dalio’s big-picture view of the economy. Convinced that the global financial recession was still in its early stages, Dalio had sought a series of what he called “beatdowns” inside Bridgewater. Most departments’ budgets, no matter how small, had to be slashed by 25 percent.


Most interestingly to McDowell, Dalio was willing to take the same approach to personnel. On one of McDowell’s first days, Dalio reminded him that just as the firm’s hedge fund was, at its core, a machine, so was each person who worked there. The key was to figure out which people (Dalio called them “pieces of equipment”) worked best together to produce the desired output, and to get rid of any unneeded parts.


Though McDowell found the approach a little impersonal, he saw its merits. Management as a machine, with its emphasis on the subordination of different roles at a company to one another, was just a rougher version of the philosophy of requisite organization. And one thing seemed certain: Dalio’s approach—beatdowns and all—was wildly successful. A month after McDowell started, industry researcher Alpha magazine announced that Bridgewater had leapfrogged no less than blue-chip firm JPMorgan & Co. to operate the world’s largest hedge fund.


True to his word, Dalio immediately began relying on McDowell’s advice. Dalio appointed the Canadian an adviser to the firm’s management committee, which gave him an immediate seat at the table for decisions debated among the firm’s top executives. Dalio often asked for McDowell’s advice. By year-end, he had assigned McDowell to help figure out who at Bridgewater should be shifted into a different part of the machine or cut. McDowell suggested that evaluating employees on their stratum might prove helpful. Dalio loved the idea. Let’s do that immediately, he said.


Eager to impress the boss, McDowell flew in a stratum expert. The three sat around a small table as their guest explained that stratum rankings were intended to help assign people into positions that fit them, roles that were neither too simple nor too complicated. Individuals underwent psychological interviews and were then ranked from stratum levels one through eight, based on their ability to independently process complex assignments. A factory worker might be a level one stratum, for instance, while the ideal chief executive would be ranked at least a level five.


Dalio pointed at McDowell. “What’s he?”


The expert said that McDowell was roughly a six, stressing that this was a measure of cognitive judgment and temperament, one with the potential to evolve over time.


Dalio snorted and turned to McDowell. “If your stratum is so high, how come you’re not a billionaire?”


McDowell swallowed hard before coming up with a response. Stratum, he told Dalio, was only one measure of a person. No single model could account for someone’s age, accumulated wisdom, values, or background—to say nothing of just plain luck.


Even a high-stratum person, McDowell said, could wind up poor, and vice versa.


Shortly after, Dalio pulled McDowell aside and said that, while he liked the idea of stratum, he thought it could be improved and expanded. His idea was to rate and rank employees on different attributes that he had come up with over time. There were seventy-seven in total, such as determination and standing up for what is right. The ratings would be listed on what would eventually be called a baseball card, much as major league players had statistics listed for their win/loss records and so forth. The baseball cards would give everyone at Bridgewater a picture of everyone else’s strengths and weaknesses. Everyone would rate one another, everyone would get a vote, and everyone would be judged in the same categories. Even better, every bit of information on every baseball card would be visible to all, so there would be instant accountability and no hiding the truth.


Dalio suggested to McDowell that perhaps he would like to take a leading role in the initiative.


McDowell was thrilled. This was exactly the sort of project he’d been studying for years—and one that could make his name at the hedge fund.


The assignment quickly turned into a headache. McDowell created one working prototype after another, only for Dalio to add and subtract new categories seemingly at whim. Many seemed less than scientific; one was called “practical” while another was “practical thinking.” While it was easy to measure a professional athlete on balls or strikes, Dalio’s metrics included nebulous areas such as “visualization.” What was that, and could it, or similarly subjective areas such as creativity, even be numerically ranked?


One upside to the chaos was that McDowell had constant access to the boss. Dalio would often invite McDowell into his office, where the Bridgewater founder would lean back in his chair, chewing on Scotch tape, the dispenser refilled by an assistant, and review the cards’ progress. The goal of all the ratings, Dalio would say, was to sort everyone at Bridgewater on a single scale. He often brought up new ideas; in one instance, he told a Bridgewater team to imagine training everyone to be a ninja, and then cloaking everyone in different colors, rather than sashes, to denote the best fighter. At Bridgewater the most important, overarching assessment would be called believability.


At one confab with McDowell several months into the project, Dalio took out an index card and jotted the word believability at the top, circling it several times, and drawing squiggly lines running down from it. Believability would be an amalgamation of all the ratings in each category and be listed in bold type at the top of the baseball cards. People at Bridgewater with high believability in certain categories would have their ratings of others counted more heavily than others. Dalio called this “believability weighting.” What sense did it make to have the custodial worker’s word ranked the same as the firm founder’s?


McDowell understood the appeal of overarching ratings, but he thought Dalio was missing a crucial complication. “You can’t do that,” McDowell told his boss. “You can’t average the numbers there. . . . That’s like taking your shoe size, adding it to your body temperature, and adding it to the time of day, and then dividing by three, and having it to the third decimal point, and thinking you have discovered something.”


That analogy didn’t seem to land, so McDowell tried another. “These ratings are not like a blood test that actually tells you what your white cell count is. They are approximations. They are just people’s opinions of each other.”


Dalio looked at McDowell, then gestured to the index card, the lines dribbling down from top to bottom. “Believability cascades. You should have done this. I just did your job for you.”


Dalio walked out.


BY NOW McDowell had figured out that when Dalio said he had a solution to a problem, it was best not to argue. McDowell pledged to give believability a shot.


For months, he sketched and tested the idea. He asked top employees to rank one another on the notion of who was most trusted to make decisions in a given subject matter, starting from the top. The system began to work a bit dynamically. If a slew of Bridgewater executives gave an underling overall positive believability ratings, the subordinate’s own opinion would begin to carry more weight. McDowell began to see how believability could be a way to identify talent across the hedge fund. Employees seemed to take to the idea, too, seeing it as a way to prove they were deserving of advancement. McDowell rolled out a prototype inside the firm in which staff could see one another’s believability ratings on a one-to-ten scale.


Not long after that, McDowell’s phone buzzed with Dalio on the line.


It was the first time the Bridgewater founder had called him one-on-one since his job offer in Canada. McDowell hoped for a compliment, but instead Dalio’s voice snapped with anger:


“Why doesn’t believability cascade?”


It does, McDowell explained. The baseball card prototypes crunched tens of thousands of data points.


Dalio didn’t seem to see it that way. One of his subordinates had just flagged for him a suspicious finding: two people inside Bridgewater—one in investment research, the other a lowly information technology grunt—had higher believability scores than Dalio himself. People were beginning to whisper about it.


McDowell explained to Dalio that this was a sign the system was working, that Bridgewater was fishing out the pockets of talent in its ranks—exactly as Dalio had asked him to do.


Dalio’s voice made no secret of his irritation. Why doesn’t believability cascade from me?


McDowell thought back to Dalio’s index card drawing. He realized that Dalio hadn’t been sketching out the mere concept of believability on top. He had drawn himself quite literally at the head, bestowing believability to all beneath him.


The fix was obvious. McDowell assigned an underling to go into the software and program a new rule. Dalio himself would be the new baseline for believability in virtually all important categories. As the original, top-most believable person at Bridgewater, Dalio’s rating was now numerically bulletproof to negative feedback. Regardless of how everyone else in the firm rated him, the system would work to keep him on top.


It would take more than two years to perfect the rigging of the believability system. The system was then rolled out for use on iPads, so that Bridgewater employees could input scores of one another in real time and see their scores dip or rise. Dalio’s own ratings, hardwired into the system, remained sterling.


The man responsible for making Ray Dalio the paragon of believability would receive the promotion of his life. At year-end 2011, McDowell sat down with Dalio, and the Bridgewater founder handed over a sheet of paper on which he’d written McDowell’s bonus for the year.


Dalio told McDowell that he would now be let into an inner ring at Bridgewater, the relatively small group of staffers who received what was known as phantom equity, or an ownership stake in the firm itself. Every quarter, McDowell would receive a check with a portion of the fees Bridgewater had earned from its clients.


Dalio grabbed the paper and scratched out the figure he’d handed over just a moment earlier. He replaced it with a new number $300,000 higher. McDowell was stunned at the amount of money so casually changing hands. Dalio handed the paper to McDowell and waved his hand toward the door, signaling him to leave with the new scribbles. “Just tell them that I gave you more.”


As McDowell reached the door, Dalio spoke one more time.


“This means you’re part of the family.”










Part I










1


ONE GODDAMN PLACE


NINE MONTHS AFTER PAUL McDOWELL RECEIVED THE PHONE CALL that would change his life, another Bridgewater employee collapsed into tears. It wasn’t ordinary crying, but a full-on meltdown, complete with chest heaving, gasping for breath, and animalistic sobbing.


Thirtysomething, with shoulder-length blond hair sagging limply, Katina Stefanova wasn’t used to being in this position. She was, as widely viewed inside the firm, one of Ray Dalio’s favorites—and she was usually the person who made other people cry. Her colleagues called her the Ice Queen.


Stefanova briefly looked around the table; a stoic clique of men and women stared back at her impassively. The late-summer sun streamed in through the windows, illuminating sterile white walls, fading carpeting, and industrial lighting that kept the whole scene punishingly in focus. If Stefanova craned her neck, she could catch a glimpse of a murky river—more a creek, really—winding aimlessly around the parking lot of the medieval-style stone building. The Middle Ages, she would later reflect, was an apt metaphor for the goings-on here.


This was 2009 in Westport, Connecticut, an immodest waterfront town on Connecticut’s so-called Gold Coast about a ninety-minute drive northeast of New York City. A few miles north of downtown lay the backcountry, a thicket of massive Tudor-style mansions and matching guardhouses. Not far from a private school that instructed elementary schoolers in Latin and ancient Greek, a driveway shot off the main thoroughfare. A just-visible sign read, with no further details, ONE GLENDINNING PLACE.


Some would later coin another nickname: One Goddamn Place.


They didn’t call her the Ice Queen for nothing. Stefanova had been through a lot, and she wasn’t quick to crack. Pretty and tall, with long, straight blond hair and brown eyes, she had been forced to learn, early in life, to rely on herself. Stefanova grew up in Communist Bulgaria, the eldest daughter of a mechanical engineer father and chemist mom. In 1989, when she was twelve, the Berlin Wall fell and took her dad down with it. He lost his job, his hair, and briefly his mind. He started his own metallurgy company, became a multimillionaire, and lost it all again in 1997 to hyperinflation. He started over a third time.


By then, Stefanova was gone. She had met a group of Mormon missionaries in Bulgaria, who encouraged her to apply to Brigham Young University. Without telling her parents, she applied and convinced her grandfather to cover the one-way ticket. She wound up at one of BYU’s junior college annexes, a two-year school in Idaho, with $200 in cash stuffed in her pocket and a thick accent that didn’t help her make local friends. She worked every possible odd job. She helped keep the college grounds, worked in the library, and tutored. She was married not long after graduation.


A progression of rather staid corporate jobs later, she landed at Harvard Business School. There, she set her eyes on high finance. Though investment bankers and traders still ruled the roost in movies and television, in Cambridge in the spring in the mid-2000s, the most ambitious students aimed for hedge funds, a term that could mean just about anything. Some hedge funds purported to simply pick the best stocks, borrowing money to supersize their bets on or against companies they thought were due for greatness or for a crash. Other funds exploited kinks in the market, finding patterns in the ups and downs that their rivals were either too dumb or too lazy to discover. Still others hired scientists to write computer programs to decide automatically what and when to buy and sell.


One of the largest hedge funds on earth was Bridgewater Associates, and lucky for Stefanova, the fund was run by an HBS graduate, Ray Dalio. Founded more than two decades earlier, Bridgewater had stayed low profile even as it became enormous, investing more than $100 billion worldwide. Dalio was said to have prodigious skill at spotting, and making money from, big-picture global economic or political changes, such as when a country would raise its interest rate or cut taxes. This made both a lot of sense and none at all; what was it about Dalio and Bridgewater that made them so much better at predictions than everyone else in the world trying to do the exact same thing? There were rumors among competitors that it somehow involved ex-government agents whom Dalio had on the payroll.


Whatever was going on, Stefanova could see that it was working. Dalio was by 2005 a billionaire several times over, making him one of the wealthiest graduates in the history of Harvard Business School. That was enough to pique the interest of an immigrant who hoped never to return home.


THAT SPRING of 2005, Stefanova walked into a recruiting event on campus and headed toward a presentation hosted by Bridgewater. Dalio himself didn’t make an appearance. He sent a top deputy, Greg Jensen, to make the pitch.


If the stereotypical hedge fund bro was constructed of hard angles—broad shoulders and a square jaw, often accompanied by endless talk about lacrosse—Jensen appeared to have misplaced the manual. He called himself Bridgewater’s research director, a lofty title, but seemed barely out of college himself. He had moppish brown hair, dark circles under his eyes, unkempt eyebrows, a seemingly perpetual five-o’clock shadow, and, despite his youth, the unmistakable early signs of a potbelly.


It wasn’t just Jensen’s appearance that didn’t fit the hedge fund mirage. As he spoke, his description of life at Bridgewater didn’t sound to Stefanova like that of a high-flying investment firm. Jensen didn’t have much to say about buying or selling stocks, bonds, or any other asset. Bridgewater, he said, prioritized meaningful lives and meaningful relationships, achieved by a path of reflection that led to self-discovery. It sounded more like getting high than high finance.


Jensen emphasized that Bridgewater employees worked through daily disagreements to arrive at radical truths and the answers to heretofore unsolvable problems. It was tough, and it wasn’t for everyone, he said, puncturing the air with his index finger for emphasis.


The Ice Queen wasn’t afraid of conflict, particularly if it came with a fat check. She submitted her résumé and it was swiftly rejected. Too many typos.


Then, she caught a break. Bridgewater had an unusual practice of drawing résumés randomly by lottery to schedule candidates for interviews, and Stefanova was a lucky loser that day. The hedge fund comprised only a few hundred souls, and Dalio was conducting interviews of most job candidates personally in Westport. Stefanova was told to take a Myers-Briggs personality test and invited to visit.


She arrived in Connecticut and was quickly ushered in to see the fifty-five-year-old Dalio. She noticed that he, too, didn’t fit the typical hedge fund manager image. He parted his gray hair deeply and unflatteringly to the side, exposing a receding hairline that might have been covered up with a little more effort. His double chin and bulging cheeks suggested he wasn’t one for organized fitness, and his clothing rotation might have been described as lumberjack chic—plaids, denim, and corduroy. He appeared not to own an iron. The New Yorker later summed him up fondly as resembling “an aging member of a British progressive-rock group.”


Once the conversation started, Stefanova was immediately as transfixed as she was overdressed. Dalio queried Stefanova not on her background or acumen, but her psyche. He went over the answers to her Myers-Briggs test, drilling her on why, for instance, she had said she often let her head rule her heart. It seemed to Stefanova that he wanted to know if she was easily rattled. He said he was interested not in the decisions she had made that brought her here, but why she had made them.


“My weakness is I fall in love with intellectuals,” she would later say. “I overvalue intellectual value over character, and Ray is just tremendously bright.”


After a few minutes, without warning or explanation, Dalio ended the chat.


“Well, never mind. You’re hired.”


STEFANOVA STARTED at Bridgewater as a senior investment associate, and quickly found herself working with the firm’s clients—including big pension funds and university endowments—helping to figure out which broad classes of investments fit their goals. Not yet thirty, she nonetheless felt old. Bridgewater typically hired fresh college graduates, almost all of them men, leading some staffers to joke that the cafeteria scene looked like a J.Crew catalog. An inordinate number came from Dartmouth, where Jensen had been president of his fraternity.


The work was tough, and her new coworkers were a strange, tight-knit bunch who seemed to spend much of their personal time with one another. Some even shared Dalio’s personal doctor, who would come to the office, draw the curtains in an empty room, and see patients, including the Bridgewater founder. But Stefanova was used to not fitting in at new places and was happy to spend her days researching the markets. Early on, she sat in awe at a series of internal lectures from Dalio on conceptual macroeconomics, as he held forth for hours on the linkages between investment cycles in history. It was fascinating stuff. Dalio awarded her the highest grade in the course: an A-minus. Practically no one received an A, which Dalio told her was a score he could typically award only to himself.


The two became friendly. They enjoyed dinners together, where he would pepper her with questions about life growing up under communism, and she reciprocated by inviting him to her house. Stefanova, who hadn’t quite shaken her Bulgarian accent, was amazed that this blue-blooded billionaire took her so seriously. Their conversations had a depth and breadth that she’d never before experienced in a work relationship—they would discuss philosophy, politics, business, and jazz, long into the night. He encouraged her to question her value system, and to question whether there were clear lines between right and wrong. He was a naturalist, of sorts, too, always talking about the sea. He donated heavily to the National Fish and Wildlife Foundation, and the organization named a new species of coral, Eknomisis dalioi, after him.


Stefanova found Dalio’s dismissiveness toward societal rules particularly alluring. He would tell a fable about a ravenous pack of hyenas murdering a young wildebeest. The wildebeest may suffer, but its death is necessary to promote evolutionary improvement. Dalio saw himself as a hyena. “What is best is acting in your self-interest,” he told her.


Dalio seemed to live his ideals. Stefanova and others around her regularly saw him blow up on underlings, over matters large and small; few people seemed to stay in his good graces for long. Behind his back, employees talked openly about who would be the chum in any given meeting, thrown out as a target for him to thrash at.


Stefanova, however, felt safe from this behavior—she was Dalio’s mentee and friend. She worked on projects for him directly, putting in twelve-plus-hour days. He took to telling others, “Katina is one of my people,” which nearly made her blush with happiness. She rose in the ranks at the firm. Her salary doubled every year, and others were assigned to report to her directly. Some at Bridgewater even began to whisper that she could someday be a candidate to succeed Dalio.


THREE YEARS after Stefanova joined Bridgewater, Dalio approached her with a crucial task: to oversee the design of a new trading floor for the booming hedge fund. Stefanova figured he was giving her an opportunity to prove her worth.


Bridgewater was in a period of breakneck expansion. Between 2003 and 2004 alone, just before Stefanova joined, Bridgewater’s coffers almost doubled from $54 billion to $101 billion assets under management. The tally would rise to a staggering $169 billion a few years later. Dozens of employees joined each month. Dalio’s annual pay would soar past $1 billion, making him one of the wealthiest people in the world.


Stefanova took to her new duties with aplomb. With the excuse of having to learn how to design the ideal trading floor, she spent hours with Dalio and Jensen, querying them on what made Bridgewater tick. Though she wasn’t permitted to see the details of the firm’s live trading, she got a glimpse of the long reports the firm produced predicting whether financial markets were headed up, down, or sideways.


In her expanded role, Stefanova soon found herself with a dilemma over a technologist on her team. The man’s wife also worked at Bridgewater—intimate relationships were common at the firm—and whether distracted at the office or otherwise, he was often slow to turn in his work. Stefanova suspected that she wasn’t exactly being assigned the A team and sensed that Dalio might be testing her. The Bridgewater founder often spoke of the importance of holding everyone to high standards. “Don’t tolerate badness,” he said frequently.


If this was a test, an opportunity came soon enough to show that she had studied. Stefanova learned that the technologist had hired a new consultant to help but hadn’t told her. When she confronted him, he admitted he’d been hiding it from her.


That was all Stefanova needed. “I hear you admitting you made a mistake, but now I’m wondering about your character, and about you personally.” She tore into him for the better part of a half hour, then notified him that she intended to fire him.


Given the man’s familial ties to Bridgewater, the matter made its way to Dalio and Jensen. They asked Stefanova to explain herself.


I am just doing what Ray would have done, she said.


Jensen leaped in to agree, saying pushing past badness was a core Bridgewater belief.


“What you need to do,” Jensen said, “is look at how much it disgusts and appalls you. The disgust outweighs any sense of the person’s feelings.”


Dalio looked on with seeming approval. Lying, he often said, was one of the worst infractions imaginable at Bridgewater. He gave his okay for the firing. He typed out his assent in an email to the fired staffer, cc’ing most employees at Bridgewater.


The man’s wife received the note, and the news, at the same time as everyone else. She stopped showing up to work not long after.


ON THE cusp of early fall 2009, on one of the days when the weather couldn’t quite decide if summer was over yet, Dalio’s mood, too, waxed and waned. The financial crisis had been a boon for Bridgewater, whose flagship fund was up headily during the worst of the 2008 crisis, while 70 percent of hedge funds lost money. As word got out, his fame grew. A few months earlier, he had sat for a glowing Fortune profile that described him as a “sturdy six-footer” who “works out of an unostentatious office brimming with photos of his wife and four children.” A retired psychologist who was on the Bridgewater payroll part-time as a consultant was quoted saying, “If you took five organizational psychologists, locked them in a room, and told them to create the perfect blueprint for a corporate culture, this is about what they would come up with.”


Dalio told the interviewer that he had discovered “the Holy Grail of investing,” a series of trading formulas bound to make money, “by which I mean that if you find this thing you will be rich and successful in investing.”


“If it were easy,” the author posited, “everyone would do it.”


The problem was, the Holy Grail had evidently run dry. Bridgewater was struggling to hit the mark again.


The reason had nothing to do with any trading formulas. Dalio was convinced that a second leg to the crisis was coming. He had even invented his own word for it, a D-process, a multipronged deleveraging, or winding off, of the markets. Dalio’s desk had been sagging under the weight of twenty or so thick tomes on historical downturns, such as Essays on the Great Depression and The Great Crash 1929. The Bridgewater founder took furious notes on each of them, sticking Post-it notes throughout them and scribbling handwritten notes in the margins, noting abundant parallels to the present.


Evidently confident he was in line to make another killing by spotting another crisis, Dalio drove Bridgewater into full-on expansion. He didn’t want help with investments—who needs a second Holy Grail?—but with management. He was now sixty years old, a reasonable retirement age, and although he had long told people he might not leave Bridgewater until his death, he was beginning to say he might need to hand off some of his operational responsibilities to underlings such as Jensen and Stefanova. He told staff that while no single person could be expected to replace him, in light of the growth of the firm, perhaps Bridgewater could design a system in which various responsibilities fell to teams of people.


It fell to Stefanova to bring in a new class of 2009 recruits. They would be called management associates (as opposed to investment ones) and would be guinea pigs for the next phase of Bridgewater’s life. Such was the task of replacing the Bridgewater founder that he often said that hundreds more people would be required.


Stefanova tried to hire as Dalio might, with a great deal of personal involvement, but that couldn’t possibly work on the scale now demanded. She couldn’t keep up the pace. Dalio kept demanding more, and she kept falling short.


Finally, enough was enough. Dalio wanted to know why the management associates hadn’t all been hired. He told Stefanova he wanted to get to the bottom of the problem—and he wanted to do it in front of a crowd.


STEFANOVA ENTERED the conference room where her performance would be interrogated, took a seat, and watched as the seats around her filled up with Bridgewater’s top brass. Among the ten or so people present were Jensen, Paul McDowell, and a relatively new hire, Eileen Murray, a former Wall Street banker. Almost all outranked Stefanova.


Dalio sat across from her and began ranting, as by now she knew he was wont to do. Stefanova was months behind schedule on hiring, he said, and it was delaying no less than Dalio’s own plans to step back from the firm. Something had to be done, he said.


It’s finally happening to me, she thought to herself.


Dalio announced to the room that he would first “probe” and then deliver what he called a “diagnosis.” In the probe he asked her to confirm that she had fallen short in his assignment. The diagnosis was that she was an idiot, a point he made over and over.


“You’re a dumb shit!” Dalio spat. “You don’t even know what you don’t know.”


No one else made a peep. Jensen sat next to Dalio, stone-faced, rearranging papers, occasionally looking out the window. McDowell tried mightily to fix his eyes on a speck in the ceiling. Few of the other people present—rivals, colleagues, and future chief executives of the firm among them—came to Stefanova’s defense.


Stefanova thought of the Bridgewater internal handbook, written by Ray himself. “Bridgewater emphasizes rationality,” it said. “Mistakes are not bad. They are opportunities to learn. If you don’t face the mistake, you won’t learn from it.”


She decided to try that logic. The hiring pace wasn’t news to Dalio, they had discussed it frequently, she told him. Stefanova thought she had been following his wishes to hold high standards.


“I was working really hard,” she eked out. “I was doing my best. What would you have done?”


Dalio apparently wasn’t in a teaching mood. If he had approved the pace of the hiring, he responded, then it was her fault for not telling him he was wrong. He repeated his diagnosis, calling her dumb, grabbing the table for emphasis. People in the room remember him screaming, waiting for her lip to quiver, then screaming at her again for failing to control her emotions while he screamed at her.


That was enough for Stefanova. She was just four years out of business school and facing off with the keeper of a multibillion-dollar fortune. This would be the first and last time she ever allowed herself to cry in front of him, and she made the most of it. It started slowly, then turned into a gusher. Mascara, mixed with hot tears, streamed down her face. Several others in the room forced themselves to look away, fearful that they, too, would crack.


Stefanova pushed her chair back from the table and, still crying, ran from the room. Meeting adjourned.


STEFANOVA’S MELTDOWN was downright operatic. Dalio must have known he’d crushed one of the firm’s alpha dogs, one he’d helped build up. Now, he would make sure no one could forget it.


This was easier than it might have seemed.


In the center of the table that day sat a chunky black box, roughly the size of a VCR. A recording device, it captured every groan, grunt, and whimper as Dalio roared, and Stefanova crumbled. A handful of Dalio’s lackeys would later listen to it over and over, marking up their favorite parts.


Shortly after Stefanova fled the room, Dalio told his leadership team that he was delighted at what he had wrought. This was the ideal exemplar of his pursuit of excellence at all costs, and of the radical truth seeking that Jensen had previewed for Stefanova earlier.


Dalio made clear that he wanted all to hear it. The tape was loaded into one of his most prized creations, Bridgewater’s Transparency Library. This was an electronic repository of tens of thousands of hours of internal meetings, eventually encompassing both audio and video, ranging from raging debates among the management committee to dull economic chats between junior wonks.


There were so many tapes that some were never replayed, but this one surely would be. Dalio would make it a requirement. He ordered his team of editors to create a short version of the episode. In it he was cast as the hero. In his version of events, which focused largely on Stefanova’s howling distress, Dalio was portrayed as a kind but firm questioner. The probe was cut down to just a few minutes, making Stefanova’s reaction seem extreme and inappropriate.


Never one for subtlety, Dalio also wrote the title, “Pain + Reflection = Progress.” After having it sent out to all thousand or so Bridgewater employees, he ordered that a version of the tape be played for job candidates, making it one of their first impressions of the firm.


Bridgewater presented Stefanova’s grief to the job aspirants as the start to an open-ended conversation-cum-personality-quiz. Do you think she was dealt with fairly? Do you feel bad for her? There was a clear path to a high score. At the directive of Dalio and his top lieutenants, applicants too fast to express sympathy for Stefanova or, even worse, dismay at her treatment, were scored poorly and deemed bad fits. Those who admitted they found the display hard to digest saw their résumés swiftly meet the shredder.


There was another secret that Dalio would never divulge at any airing of the tape. The Bridgewater founder, who would later proclaim himself an expert on human behavior, was apparently unmoved by extenuating circumstances surrounding Stefanova’s meltdown. She herself had told him about it before that awful day.


She wasn’t only losing her composure because her billionaire boss was inches from her face, playing for the rafters in that day’s performance. Her emotions weren’t only off because she had made a mistake at work, and/or because of a confrontation with her boss. She wasn’t just fearful for her job.


She was pregnant.
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MISSY AND THE VIKING


THANKSGIVING 1970 IN THE PARK AVENUE DUPLEX OF GEORGE AND Isabel Leib was a grand multicourse affair. The day started with Bloody Marys under a century-old glass chandelier, then moved on to bourbon. By the time Anna, the Irish butler, got around to passing out candied ginger and mints, several generations of Leib men were happily drunk.


The Leibs were blue bloods even by the standards of their neighbors at 740 Park, the famed art deco luxury co-op later credited as home to more billionaires than any other in the United States. George, descendant of German immigrants and later Louisville meat-packers, was now chairman emeritus of the investment bank Blyth & Co., which he had steered through the Great Depression. Standing at six-five, with broad shoulders he’d maintained since his army days, George was called the Viking by his grandkids. His wife, Isabel, or Missy, was a foot shorter, with a sunny personality complemented by a pleasant Kentucky drawl. She was the granddaughter of a prominent Louisville publisher and had a chatty streak that could be disarming with neighbors, such as John D. Rockefeller, Jr., and guests such as the former King Edward VIII and Wallis Simpson, by then known as the Duke and Duchess of Windsor.


Only a handful of people in apartment 12A that Thanksgiving evening weren’t related to Missy and the Viking, and most of them were staff. There was Anna running whirlwind duties in the dining room; the Finnish chef, Helen, tucking into her own dinner alone in the kitchen; and the Swedish housekeeper, Astrid, upstairs amid the six bedrooms. The only other nonfamily member was lanky twenty-one-year-old Ray Dallolio, clad in a coat and tie and seated at the table with the family as one of their own.


At first glance, Dallolio’s presence made little sense. He was neither neighbor nor peer nor contemporary. He lived with his father, Marino, and his mother, Ann, in the New York suburb of Manhasset. The short twenty miles between the Dallolios’ hamlet, in working-class Long Island, and the Upper East Side belied a cavernous gulf in circumstances. If the Leibs were on the final yard line of an all-American drive to success, Marino Dallolio was ambling a more circuitous route. He grew up on a farm near the southern tip of New Jersey and made his way to the big city not for wealth but for art. He studied clarinet, flute, piccolo, and saxophone at the Manhattan School of Music and then hit the road, playing solos in the big band era of the early twentieth century, on occasion under the name Mo Dale. Though Marino did offer his family brushes with celebrity—he played with legends including Benny Goodman and Frank Sinatra—he wasn’t much of a presence at the Dallolios’ three-bedroom home. Marino wasn’t back until 3:00 A.M. many nights, thanks to gigs at such clubs as the Copacabana and the Waldorf-Astoria’s Empire Room, and he would sleep until noon.


“We had a good relationship, but he was a very strong man,” Ray Dalio would later recall. “And I was almost the opposite. I didn’t take care of hardly anything; I didn’t study in school, I would go out, play, and have a blast; all through my years I was disorganized. And so he was my yin to his yang.”


Ray, an only child, would later say he wished he had grown up with brothers and sisters. Instead, he became close with his mother, who doted on him. On Saturday nights, she would bake chocolate chip cookies and they would watch horror movies. Besides her, his acquaintances were mostly adults. Lacking his father’s patience to learn an instrument or four—and with middling grades that Ray blamed on a poor rote memory—he took mostly physical odd jobs, including delivering newspapers. He also shoveled snow, bused tables, and stocked shelves. At age twelve, he walked over to the Links Golf Club and offered himself as a caddy.


THE LINKS wasn’t just any club. It had been a farm before being redeveloped into an eighteen-hole course by Charles B. Macdonald, considered the father of American golf course design. That level of history attracted a certain type of visitor—namely, Wall Street types out east for the day. They were movers and shakers, and whether or not Ray knew it at the time, he was learning how to act around—and appeal to—the rich and powerful.


For $6 a bag, handed out in the clubhouse parking lot, he hauled clubs for the financial elite of the era. They talked to him about markets, offered up stock tips, and gave him a view into a world very different from his own. One frequent golfer, Don Stott, was a second-generation broker on the New York Stock Exchange who collected rare French burgundies. Other members included the Leibs.


Ray on occasion caddied for George Leib, as competitive at golf as he was elsewhere, but it was Isabel who took a real shine to the youngster. Isabel could kindly be described as a recreational golfer. When playing with her husband, she came up with a special rule that she was allowed to tee up her ball at every stop along the fairway. George assented, reasoning the move could only speed up the game (most other caddies avoided the duo, wary of being stuck on the course for untold hours).


When Isabel had Ray with her at the Links, they talked about topics other than golf and finance. He impressed her with his knowledge of music—a conversational gift from his father. Though Ray had never been outside the country, he had picked up a cursory knowledge of European art and culture from other players, which he deployed with an easy fluidity. Isabel and George had met in Paris while she was traveling for a summer, and she remained enchanted by the Continent, and with this young man’s ability to talk about it.


Isabel and George also took a shine to young Ray for other reasons. Two of their sons had recently been thrown out of boarding schools and forced into military academies. The eldest Leib boy made it as far as sophomore year at Princeton University before dropping out (he would eventually join the family brokerage). Now the bum streak threatened to extend into a new generation. Isabel’s eldest grandson, named Gordon after his grandfather, had grown out long hair, was obsessed with the electric guitar, and was entering his third boarding school in three years, having been kicked out of the first two for underage drinking and smoking pot. Isabel was watching in real time as the namesake to her storied family went up in smoke.


Then there was Ray, three years older than Gordon. Their caddy was well-spoken, clean-cut, and had been working for the family for years. As she would later recount, it occurred to Isabel that he might be a positive influence on Gordon. She asked, Would Ray be willing to spend some time with her grandson?


As an incentive, she offered to send Ray with Gordon on an all-expenses-paid, six-week trip to London, Paris, and Rome. Ray would accompany the young man to museums, concerts, and restaurants and generally make sure he didn’t end up in a ditch. It was an easy offer to accept, and Ray did.


“He understood what relationships were about way before anyone else did, and he used it to his advantage,” recalled Rick Coltrera, a fellow caddy with Ray.


Whether through Ray’s example, the contact high of the Continent, or simply the inevitable progression of time through a teenage phase, Gordon returned from that trip a changed young man. He cut his hair, replaced the guitar with classical music, and began making serious plans for college. His grandmother was thrilled. Ray had earned a permanent seat at her table for the holidays.


AS RAY became close to the Leibs, his family life was suddenly overturned. One night, his mother had a heart attack. She lay on her bed as Ray attempted mouth-to-mouth resuscitation, to no avail. She died in front of him. Ray would later say that at the time he couldn’t imagine being able to smile or laugh again.


Just nineteen at the time of his mother’s death, Ray was still living at home. Though to the Leibs he’d become a paragon of good habits, his tendency to cut high school to surf left him with a C average and not many educational options. For his yearbook as a high school senior, he chose a quote from Henry David Thoreau: “If a man does not keep pace with his companions, perhaps it is because he hears a different drummer. Let him step to the music which he hears, however measured or far away.” Ray wound up getting in, on probation, to a college a few miles from home, C.W. Post.


Post, as it was known to its largely blue-collar students, was described by one graduate of the era as “a very good community college” that awarded four-year degrees. If the reputation underpromised, the setting overdelivered. Post’s manicured, approximately three-hundred-acre campus was named after the founder of the Post cereal company conglomerate and included his family’s Tudor Revival mansion, often compared to Jay Gatsby’s West Egg manse. Ray, a finance major, took up meditation his freshman year, and he would later credit it with helping him open his mind and improve his grades to straight A’s.


Ray also began to use the knowledge he’d picked up caddying at the Links. Encouraged by his golf contacts, he had begun trading a small sum across a variety of markets considered exotic for a casual investor of the era, let alone a college student. He made money in gold, corn, soybeans, hogs, and plain old stocks. Among his first investments: shares in Northeast Airlines, which he chose because it cost less than $5 and had a recognizable name. It quickly received a takeover offer and tripled in value. Trades like that, some spurred by advice from his players, soon added up to a stock portfolio worth several thousand dollars. It was “an easy game,” as Ray later put it.


A few months into college, Ray gained something else: a new identity. He went to the Nassau County Clerk’s office, like so many descendants of immigrants, and applied for an easier-to-pronounce last name.


Ray Dalio, first of his name, soon cashed in further on his association with the Leibs.


Isabel would have known from conversations on the golf course that her caddy had turned himself into a straight A college student deeply interested in financial markets. She saw a chance to make good on her debt to the young man for straightening out her grandson. She pestered her family to give him a shot, according to her grandson, Barclay. Her son, Gordon B. Leib, offered Dalio a summer job working for him as a junior clerk at Benton, Corcoran, Leib & Co., on the floor of the New York Stock Exchange (NYSE).


To prowl the floor at 18 Broad Street in the summer of 1971 was to be at the epicenter of the financial world. This was a prized ticket to a career that some considered not just a privilege, but what The Wall Street Journal called “a capitalistic higher calling.” Dalio’s work was grueling—in those days, stocks were traded manually, via ticket, and exhausted clerks spent their days running from one floor station to the next, passing trade tickets amid a cacophony of noise—but he was enthralled. When that August, President Richard Nixon pulled the U.S. dollar off the gold standard, suspending the exchange of dollars for gold at a fixed price, Dalio saw that as a bearish sign for stocks, as it nodded to the end of a heady era for U.S. hegemony. Instead, stocks rallied because the end of the gold standard gave new flexibility to policy makers to keep the economy humming. Dalio spent much of the rest of the summer enmeshed in deep thought about the difficulty of reconciling his intuition with reality.


Gordon, following after his son and mother, became the third generation of Leib to befriend Ray Dalio. An enthusiastic gambler who doubled as a casual sports bookie on the NYSE floor, Gordon would invite Dalio over for drinks, dinner, and backgammon. Gordon, so gifted at backgammon that he once won the European championship, would drill Dalio on the basics of strategy as they played ten or fifteen games in a row. Dalio picked it up fast.


Gordon later said that Dalio had received a mixed reception from coworkers at the stock exchange. “He was not very quick on his feet,” Gordon told his son, Barclay. “He didn’t have much of a sense of humor. He fit in with the team awkwardly, and at times he could rub people the wrong way with a mild air of arrogance.”


Dalio was headed for a place where a mild air of arrogance was almost a prerequisite. Armed with strong college grades and an unusually stacked set of recommendations for the no-name son of a journeyman musician, he was headed to graduate school just outside of Boston.


TO BE at Harvard Business School in the early 1970s was to experience an institution in a state of purposeful stasis amid the changing world around it. The school was rarely less than 90 percent male. Though difficult to get into—just one in four applicants made the cut—it would later become much more competitive. Most students were significantly older than Dalio, and many had already had meaningful careers or served in the military. (Dalio avoided being drafted and sent to Vietnam thanks to a doctor’s note that flagged him as hypoglycemic.)


Dalio quickly stood out. HBS students typically modeled themselves on so-called value investors, who researched individual companies and looked for those with strong fundamentals or prospects to grow. Slow, steady, and sane. Dalio, hot off the NYSE floor, came in like a blitzkrieg, people who knew him then recalled. He styled himself a “technical analyst,” as opposed to one who traded on hunches, and was on the cutting edge in his methods. From his single room with a shared bathroom in redbrick Gallatin Hall, named after a former treasury secretary, Dalio talked about patterns in stock charts, short selling, and ways to spot profitable inconsistencies between seemingly unrelated markets. He pinned up stock charts on his walls.


“In some ways, he was the most experienced of the inexperienced,” recalled Joel Peterson, a classmate and friend. The two did a group presentation once, and Peterson was more than happy to let Dalio do most of the talking because Dalio said he had been studying the markets since he was a preteen.


“There was no jealousy—there’s a lot of competition, and Harvard encourages it—but I never felt that with Ray,” Peterson said.


Dalio took a risk between his two years at HBS. While other MBA students had their pick of prestigious summer offers in corporate management, Dalio headed back to trading, this time at Merrill Lynch. He chose the commodities team, of all places, then a snoozy Wall Street backwater because prices for assets such as gold and oil had been stagnant for decades. Dalio reasoned that their obscurity made the asset class an easy area to make money. He was wrong. After a summer working under the director of commodities—and sleeping on a cot in a studio apartment at night—Dalio had hardly made a dime.


He still considered his summer a success. Dalio learned that he loved working in commodities, which struck him as satisfyingly mechanical. The stock market was essentially a group of people furiously swapping pieces of paper, and there was sometimes not much reason why each piece cost more or less on a given day. Commodity prices were more easily defined. Beef cost what someone was willing to pay for a pound of it at the butcher counter.


Back at HBS for his second year, Dalio dove into the school’s famous case method, which required reading ten-to-twenty-page real-world case studies, almost like puzzles, that dissected a complicated business or leadership issue that had no obvious answers. The cases were a mix of the fascinating and the tedious, and Dalio wasn’t always a big fan. On one otherwise unmemorable evening in Dalio’s second year, when most students were studying, Dalio marched without warning into his classmate Mike Kubin’s room, just down the hall.


“I’m working,” Kubin said, barely looking up.


Dalio picked up the case on Kubin’s desk and threw it in the trash. “You don’t want to be doing that. You want to be doing this.”


Dalio walked Kubin back to Dalio’s room. He had set up a table to play backgammon. The two HBS students played for hours.


EACH HBS class is divided into tranches, or sections, of around one hundred students who take core classes together. Many become so close that they consider their section their family.


For section H of the Harvard Business School class of 1973, the first six months after graduation were exciting. Bob Cook bought a BMW motorcycle for a trip across the country. Roy Barber and Marc Tumas went camping together around Montreal. Joel Peterson took a job in the south of France.


Dalio, as section H classmate Larry Schwoeri put it in a bulletin to classmates, blazed a different path:


“Ray Dalio had the most impressive title on his initial job—President of Dominick & Dominick Commodities. You may all check your WSJ’s now to see if (1) Dominick & Dominick are still in business, and (2) where the commodities market has gone in the last months. Good Luck, Ray.”


Dominick & Dominick was still in business, if by a thread. The brokerage, founded in 1870, around the time Thomas Edison designed the first modern stock ticker, had plodded its way through its first hundred years. This included the commodities division. Dalio had a lofty title, a salary of $25,000 a year (the equivalent of a six-figure salary today), and not much else, because its business was in disarray.


As Dalio joined the brokerage, it made a move down market. It expanded into the retail space, the idea being that it could become a competitor to more well-known names. The stock market then cratered, and Dominick & Dominick’s main retail fund blew up. To stay afloat, the firm was forced to hock four of its five seats on the New York Stock Exchange and one of its two on the American Stock Exchange. Many of Dalio’s trades in the era were losers. They were “stupid to hire me, but they did,” he later told a group of business school students.


No one could blame Dalio for the brokerage’s troubles and he still boasted an HBS degree, so he next found his way to the powerhouse brokerage Shearson Hayden Stone. Dalio’s Shearson job whisked him away from the mashing of the stock exchange floor into the wider world of wealth, where he was cast somewhere halfway between teacher and salesman. With the air of someone who had sat at the table with New York’s financial royalty, he advised cattle ranchers, grain producers, and other commodities-dependent businesspeople on how to steady their businesses through complicated trades known as hedges, which paid off when the market was down and lost money when the market was up. Hedges didn’t so much have to make money as not lose money. Shearson clients loved Dalio. One group of ranchers gave him the horns of a longhorn steer.


What happened next is a matter of some debate. Even the sequence of events is fuzzy. When Dalio later recounted versions of the stories, he would sometimes flip the order.


What is certain is that on New Year’s Eve 1974, Dalio got into a heated argument with his boss. Dalio, angry and drunk, slugged his boss in the face over a momentary disagreement (one fellow financier later heard the confrontation described as a “sucker punch”). When Dalio returned to the office, he expected to be fired immediately. Instead he got a second chance.


A few months later, as a Shearson executive attending the annual convention of the California Grain & Feed Association, Dalio decided to spice things up. In one version of what happened, he brought a stripper to a private client presentation. Another version is more ribald: the stripper was paid to get naked in front of the crowd. Another narrative is a combination of the two: Dalio was giving an otherwise unremarkable flip-chart presentation at the conference and assigned the dancer to turn the pages.


No matter the exact details, the takeaway is consistent. Dalio had let his emotions, and taste for the dramatic, get the best of him. The consequence is not in dispute. He was unceremoniously fired by Shearson. Now almost twenty-six and out of work for the second time in less than two years, he needed help. It would come from his surrogate family.


GORDON B. Leib hadn’t changed much since he had spent time with Dalio before his Harvard days. Leib was still at the NYSE, and still a popular bookie for his fellow brokers. Every day when the exchange closed, Leib would head to the New York Racquet Club for a steam and a swim, then play a few games of backgammon.


The Ray Dalio who asked to catch up over a drink struck Leib as having had a rough few years. Leib didn’t know what had gone down at Shearson, but he knew that Dalio wasn’t doing much besides living in a two-bedroom apartment in Manhattan with his Harvard classmate Bob Cook. The duo were egging each other on, drinking heavily, hosting parties, and taking wild trips. Their classmate Schwoeri captured the dynamic in the HBS alumni bulletin, noting that the two amigos had just returned from Rio de Janeiro, “where they had conducted an extensive market penetration study.”


Leib soon learned the reason for this meeting. Dalio needed money. As was relayed to Barclay Leib, Gordon’s son, Dalio pitched the elder Leib a sweeping plan to start a commodities import-export business, one that would ship physical commodities from the United States to buyers in other countries. It would be called Bridgewater, which had a nice consonance to it for a business that intended to move physical assets, such as soybean oil, across oceans.


“I need one hundred thousand dollars to make it one year,” Dalio told Leib and other potential investors. Dalio was looking for 10 percent of that from each.


Leib, ever the gambler, weighed the odds that his mother’s caddy would wind up founding a successful Wall Street firm, and concluded that the prospect was remote. While turning down his putative family member, he offered help: he introduced Dalio to other partners at Benton, Corcoran, Leib & Co., who invested in the new business. Dalio managed to get the venture off the ground.


About one year later, Dalio was back to ask for more. The earlier money was gone, he said. His new business had executed a total of two transactions. “It was more of an idea than a reality, and I had the name,” Dalio later said.


Dalio had a new plan this go-around. It was more modest. Dalio planned to start a boutique consultancy offering the kind of advisory work he’d done at Shearson. The timing was shrewd, coming as commodities were rebounding and attracting the attention of ordinary investors. Dalio credibly pitched himself as one of the few on Wall Street who could comfortably talk his way through the state of play in the livestock, meat, grain, and oilseed markets.


Leib was intrigued, but he still figured it was folly to put money into a new business model from a young man who had a lot of growing up to do. Leib still didn’t see the point of further entwining his comfortable life with that of Dalio. Others at Leib’s brokerage also dropped out.


But Dalio didn’t need them as much anymore. His roommate’s girlfriend in 1975 set him up on a blind date with one of her friends, Barbara Gabaldoni. She worked at an art museum and spoke little English. No matter; as he later wrote in his autobiography, “We communicated in different ways.”


Gabaldoni was complicated. She was brought up partly in Spain, where her Peruvian father served as a diplomat, and she once told a Bridgewater employee that she had briefly been kidnapped as a child. This was potentially not just a consequence of her father’s job, but of her maternal background. Though her last name was courtesy of her Peruvian lineage, her first name came from her grandmother, Barbara Whitney, daughter of Gertrude Vanderbilt and Harry Whitney.


Barbara Gabaldoni was a Vanderbilt Whitney, working at the storied New York museum that bore her family name.


She would have no trouble helping out with Dalio’s fledgling business.
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ABSOLUTE CERTAINTY


FOR A GOOD LONG WHILE, DALIO FELT FREE.


Though he was running a new business, he felt little anxiety. Life was good. His commute was a short walk from his bedroom into the other bedroom, now set up as an at-home office. He had no trouble paying rent. Still in his twenties, Dalio was content to live moment to moment. He wasn’t so convinced that this phase, or his enterprise overall, would last forever. If it didn’t work out, he could just go out and get another job.


Matters moved quickly between Dalio and Barbara Gabaldoni. A private person, she let her beau take the lead in social settings. A few months after meeting, they had fully intermingled their respective lives, giving Dalio entrée into a new level of society. In 1977, the couple married and moved into a spacious Manhattan brownstone. The newlyweds lived on the top two floors, and Dalio worked on the bottom two. Not long after, Barbara gave birth to the first of four sons.


In part through exposure to his new in-laws, Dalio was beginning to undergo a valuable education about the strata and nuances of wealth, one that he would apply to his new business. The Leibs had been wealthy, but their money had come only recently. The Viking often told his grandkids about how in the 1920s he had sold his heaviest overcoat for the money to buy his first stake in the brokerage firm that later bore his name. Barbara Dalio came from older money.


The Vanderbilt fortune dated to 1810, when Cornelius “Commodore” Vanderbilt parlayed a $100 loan from his mother into a steamboat and railroad empire. When he died in 1877, his $100 million estate was worth more than the entire U.S. Treasury. By the time Dalio married into the family exactly one hundred years later, much of the fortune had been squandered on parties, sports cars, mansions, and horses. Dalio entered a family that was playing defense, trying to maintain what remained of one of America’s great intergenerational bounties. Barbara let Dalio take charge of her part of what was left.


Dalio soon realized that families with generational wealth had different priorities. Traders on the stock exchange floor were always talking up their next bang-up idea, which inevitably boiled down to getting in front of a big market move that only they could see. Once wealthy, however, people were less consumed by the hunt for the next score. They were more focused on staying rich than getting richer, and their strategy focused on steady, long-term growth and the minimization of the risk of big losses. The same long-term outlook applied to businesses and institutions such as colleges and pension funds. These colossal pools of money wanted to grow their money steadily, at the lowest possible risk. Their biggest investment priority was to avoid the possibility of ruin. A person who could project understanding of that priority and the knowledge of how to achieve it could make a lot of money.


So, beginning in the late 1970s and stretching into the early 1980s, Bridgewater Associates was among the earlier companies to fine-tune ways to do just that.


Indicative of Bridgewater and Dalio’s approach was its contract with McDonald’s. The fast-food chain was secretly developing McNuggets, a major menu expansion. But the price of the main ingredient, chicken, was fluctuating like never before. McDonald’s couldn’t roll out a product to its three thousand restaurants worldwide and expect them to change the price every day. Dalio figured that the chicken market was volatile because of gyrations in the corn and soybean markets. Chickens eat corn and soybean, and when farmers had to pay more for the feed, they inevitably jacked up the price of poultry. Dalio advised McDonald’s to fix its costs by using financial instruments known as futures. If corn and soybean became more expensive, McDonald’s costs would remain the same. That gave the company a window to buy enough poultry at a stable price to roll out McNuggets.
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