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PREFACE


“The older I get, the better I used to be.”


JOHN McENROE


“At that time, bronze was the more highly esteemed, while gold was scorned as useless because it was easily dulled and blunted. Now, it is bronze that is scorned, and gold has risen to the highest place of honor. Thus fashions change with the rolling years: what was once esteemed becomes utterly despised; while something else emerges from obscurity to take its place, is more and more sought after day by day, and, once discovered, blossoms into fame and enjoys extraordinary honor among mortals.”


LUCRETIUS, DE RERUM NATURA 
(ON THE NATURE OF THINGS).


CIRCA 70 BC. M. SMITH TRANSLATION. 
WRITING ABOUT AN EARLIER AGE.


Off Wall Street Consulting Group, the firm I founded in 1990, was one of the first independent research boutiques dedicated to providing short selling ideas to hedge funds in the United States and abroad.


Although Off Wall Street published recommendations on over six hundred separate companies during the thirty years that I ran the business, our most famous recommendation was, arguably, the May 6, 2001, publication of a report recommending the sale of Enron shares at just under $60 per share, in which we questioned the business fundamentals underlying Enron’s business model. This research on Enron was emblematic of our differentiated approach to securities analysis.


We will discuss Enron’s fundamental business problems that led to its demise—which, at the time, was the largest bankruptcy in US history—later in this book. For now, suffice it to say, that on February 27, 2002, when Senator Joseph Lieberman delivered his opening remarks (“The Watchdogs Didn’t Bark”) during the senate Enron hearings, and said, “At least one analyst did know better. On May 6, 2001, the Off Wall Street Consulting Group issued a report calling Enron stock overvalued and pointing out many of the problems that would later be revealed in full when the company collapsed,” the name Off Wall Street became synonymous in the financial community with superior equity research and excellent results.1


My professional life has gone through a succession of transitions across several decades and several industries. So, too, have my intellectual interests changed and evolved. As will be discussed, I regard all these various threads as being interrelated.


This book is mainly intended to be read by my two youngest children, Adam and Elias, when they are at an age where they can better understand its contents and learn about their dad. My older children, Amy and Jesse, are more familiar with my career at Off Wall Street, since they were born early on in that part of my life. While I don’t plan on going anywhere anytime soon, and as I am in my seventy-ninth year, and I want to memorialize for all my children how their dad sees the world and what kind of person he is or was, describe some of the lessons that he learned, and document a bit of his history.


Along the way, I hope the book may also find a wider audience, particularly among young people who are sorting out their careers—as I did for so long—as well as experienced amateur and professional short sellers, and for those merely interested in the art of the short selling of equities, as the largest part of my career has been in that arena.


To start off, let me briefly outline my history. Hopefully, a compact biography presented early on will provide a useful context for the rest of the book, which looks at my life as an intellectual journey rather than as a mere sequence of events.


As will be discussed further in chapter 1, my grandfather, Louis David Covich, had a huge influence on me. He came to the United States from Russia in 1894, landing in New York at the age of eight with his parents. The family eventually settled in Boston, and Louis became a metal merchant, a tradition in his family. During World War II, Louis’s daughter—my mom, Dorothy Covich—married my dad, Henry Roberts, a handsomely uniformed army sergeant. I was born in January 1946.


I attended Roxbury Latin School, Browne & Nichols School, Swarthmore College (with a year in France), then UC Berkeley—first in an art history master’s degree program, then in French literature, where I earned a master’s degree in 1970. In the hippie fashion typical of the time, I lived in a commune in Berkeley for several years after finishing the degree, and I drove a taxi and did odd jobs. Trying out different things while enjoying life in California was my main occupation.


In 1973, I joined my dad and my brother, David, in Boston, and worked in the family business, Atlantic Steel, originally started by my grandfather. This was a construction and manufacturing steel distribution business. Eventually, David and I bought the business from our parents. I focused on the financial side while David focused on sales. I will further discuss Atlantic Steel later in this book.


For now, suffice to say that, in 1980, interest rates soared, and a recession was on. Construction died. Our Teamster’s Union employees went on strike. This, in itself, was not unusual. Indeed, our Teamster’s Union employees went on strike every three years when their contract ended. During the last such strike, I had passed the driving test at the RMV to be able to drive a truck myself, and to help break the strike by driving through the picket lines to deliver orders. That had worked pretty well. This time was different. It was not the striking workers that threatened our business. It was the fact that we were carrying too large an inventory of steel, most of it leveraged, and construction demand for steel was collapsing, as were prices for steel. We were in dire straits, losing money, and made the decision to sell the business before it might eventually go bankrupt. This was my first short sale.


David and I took what cash was left for us, and struck out in different directions. David went on to start a company providing steel pipe for the newly emerging snowmaking industry and eventually developed a pipe connection technology now used by the worldwide oil and gas industry.


One of my friends had sold franchises for a living and was a very talented salesman. I thought we might start a company together selling franchises. He and I started a new company, Investment Marketing Associates. Early on, we signed a contract with a fledgling software store-franchising company in California, Softwaire Centre International. This was backed by Ashton Tate, founded by Hal Lashlee and George Tate, of dBase software fame. Everything went splendidly. We built a fast-growing chain of retail software stores.2


I flew to major US cities where I pitched the franchise concept to large audiences and sold franchises. By 1984, Softwaire Centres was planning to go public. I was offered the job as CEO, which would have required living in Culver City, California, which I declined to do. At the time, I was living well in a loft studio at 565 Broadway in New York City, in the heart of SoHo.


However, now out of yet another job, I pondered my next move. I had been collecting photography since 1973, and was actively collecting photography while in New York, and I had a bit of money. I thought about working in an art gallery in New York, and I started looking for a money manager. Although I had some cash, I had never owned a stock or a bond. I was clueless about investing but thought it was probably a good thing to do. Now, at thirty-nine years of age, I recalled how, when I had earned my master’s degree in French literature, my dad had quipped that the degree and a dime would get me a cup of coffee. Actually, that area of study soon proved useful.


A friend that I knew from Boston referred me to Mark Boyar to manage my modest amount of capital. Mark Boyar was kind enough to meet with me. While I was in his office, I noticed that, in addition to managing money, Mark had a publication called Asset Analysis Focus, which made value stock recommendations. A pile of the brown-colored stock reports lay on his desk. After asking about them, I thought quickly and noted to Mark that I was an excellent writer (thanks to that French literature degree!) and that I could analyze companies, especially asset-heavy companies, having started, operated, and sold them. Then, I asked if there might be a job for someone like me. A week later, Mark offered me a job at $25,000 a year, and I started to write research reports focused on balance sheets heavy with undervalued assets.


After less than a year of writing for Asset Analysis Focus, I decided to return home to Boston for personal reasons. I opened a brokerage account at Homans, McGraw, and started to buy value stocks for my account, naively thinking I might make a living in the stock market. I put about half of my money in stocks and half in New Zealand government bonds that offered high interest rates. And I moved to Cambridge. At Homans, McGraw, I met Don Besser, a short seller who ran Manchester Growth Capital. I did some research that I shared with Homans, McGraw, and it sold the ideas to some clients to invest in. Moving into 1987, I thought maybe I was on to something.


That October, the market crashed. It was Black Monday as October 19 became known. Analysts estimated worldwide losses of $1.71 trillion. It was the end of a five-year long bull market and the dawn of a new Wall Street reality. I lost a good deal of the money I had invested in those so-called value stocks, but the value of my New Zealand dollar bonds soared as the US dollar crashed. This currency gain saved me from disaster.


I realized that I still knew very little about the markets. I also realized that I needed a new strategy, such as finding a job. But by now, I had the bug and wanted to stay in finance. I applied for a job as an analyst at Fidelity’s brokerage arm, National Financial. Thanks to an Irish gentleman at Fidelity named John O’Brien, I was hired, even though I was truly unqualified.


Fidelity was trying to start an institutional sales division through National Financial. My task was to write reports for the sales traders, who had been hired from First Boston, to peddle for trades. The job lasted eighteen months, and then the institutional sales effort was canceled.


Out on the street again, I pondered my next move. I already had the idea for Off Wall Street, though I did not have the name or an idea to start with. Still, at this point, I intended to start a business of my own. I just was not sure how to start, and I still needed to work.


Seth Klarman was running Baupost from a desk at 44 Brattle Street in the heart of Harvard Square in Cambridge, near where I was living. At the time, the firm consisted of just Seth, David Abrams, Paul O’Leary, and a secretary. In January 1990, Seth hired me on a freelance consultant basis, and I started to research companies that had issued junk bonds. Seth was buying junk bonds at large discounts from par, mainly through Jefferies. My job was to do field research to verify that the businesses that had issued the bonds were viable. I remember doing work on a company that manufactured truck trailers and whose bonds were cheap. My experience in the steel business, where we operated a large fleet of trucks and trailers to haul steel, came in handy.


It was a very interesting process, and I learned a lot, but it was not what I was intending to do long term. I wanted to start my own research firm selling short ideas to hedge funds, which were growing rapidly at the time. I needed a short idea to research and publish. I needed a couple of customer prospects. I also needed a company name and dreamed up the name Off Wall Street. I launched the firm on May 1, 1990, with Off Wall Street’s first short idea being TCBY, a retail yogurt franchisor, which was experiencing franchisee problems at the time.


Over time, Off Wall Street became a great success and provided me with a fascinating and rewarding career until the middle of 2021, when the company was bought by three of the analysts who worked for me there.


So, there you have some of the bare nuts and bolts of my path in life: the key educational and professional events, epochs, and episodes. What follows is the real heart of the matter: all the other elements that go to shape a personality, a philosophy, a vision of oneself, and a career.


That is why this book is a combination of memoir, philosophical musings, and a practical “how to” short sell manual. I hope the reader will find it educational, entertaining, and useful.


MARK ROBERTS


Duxbury, Massachusetts




 


CHAPTER ONE


INFLUENCES AND INNOVATORS


Would you like to fashion a career or just find a pastime or a hobby that provides the enjoyment of a treasure hunt, the challenge of catching the bad guy in a mystery novel, the thrill of a roller-coaster ride, and the passions aroused by winning and losing?


I mean a career in which you can make money and/or protect the money that you have, all the while thumbing your nose at the crowd and feeling proud of your initiative and independence.


Does this sound like fun? Indeed, this is serious fun.


It is the world of short selling. It is not for everyone. You don’t need to have an MBA or a CPA, although those things won’t hurt. You do need common sense, an independent streak, the courage to be contrary, and the desire and ability to work hard and learn from experience.


This book is largely about a journey undertaken to find oneself and to find work and a career that expresses who you are, about making money and friends, about learning how the world works, and about taking a path that is uniquely yours.


It is a book about winning. Winning isn’t everything, but it sure beats losing. And so, we begin.


It has been said that we are the sum of our personal influences and, as well, the sum of our learning, and of course, our genes.


My greatest personal influence was most definitely my grandfather, Louis. Looking back, I realize that he was quite possibly the most important person in my life.


Louis came from a family of scrap dealers and rabbis, the way I understand it. The professional tradition in his family was both quite practical and materialistic on the one hand and quite spiritual, philosophical, and inspirational on the other. Given my experience of him, both traditions were clearly of great, and seemingly equal, importance for Louis.


In business, Louis’s profession began by taking one man’s valueless trash and realizing and enabling its far greater value as another man’s valuable resource. In modern parlance, it would be said that he was leveraging the potential of the circular economy—reusing existing resources rather than developing new ones.


Like so many other concerns, Louis’s metal business went bankrupt during the Great Depression. But he persevered and experienced a strong comeback during the Second World War when he started the firm Atlantic Steel and Trading Company in South Boston. At that time, as one might guess amid the economies and scarcities occasioned by the military crisis, the distribution of steel products for construction and manufacturing became an important business.


As regards the other key aspect of his family legacy—the spiritual—Louis became a very active member of the Jewish community in Brookline, Massachusetts. In fact, he helped found Temple Beth Zion in Brookline and served for a time as the synagogue’s president.


I was his first grandson but second grandchild, after my cousin Linda. This put me, as the eldest male grandchild, in the line of succession to eventually take over the family business. (Remember, this was long ago. Women were not to be considered.)


Louis made a big deal of this fact. He would often take me along to Atlantic Steel where he would always introduce me to the workers as the future boss of the company. At that point he may have understood something about me that I did not understand: He thought that he would be right, and that I would, indeed, end up fulfilling his wishes, as I did, at least for a time.


I spent nearly every weekend with my grandparents for the Sabbath. On Saturday morning, after my grandmother Esther stuffed me with blueberry pancakes, I would go to Temple with Louis, sitting in the front row while Louis sat on the stage.


It was very clear to me from my experience when I visited Atlantic Steel and from my experience when I attended Temple that my grandfather was a very important man—and that he was important in more than one realm. He seemed, to his hero-worshipping grandson, to be a fount of knowledge, experience, and responsible authority. And, indeed, he was.


Young people need their heroes. They need the models, represented by elders who reflect knowledge, education, discipline, and steadfastness—assuming they are lucky enough to have them. And I was one of the lucky ones.


More importantly, my grandfather Louis made me feel loved and important. Not the least, he instilled invaluable confidence in me that I would, ultimately, like him, become important and successful.


I never lost that confidence, even though it took me a long time to realize success. It was a great start in life. It was Louis’s greatest gift to me—my most important inheritance. And it still is.


Louis died when I was just thirteen. It was a huge loss. It was also my first experience of loss. Fear of loss, and trying to avoid it, would become a very important part of my life. After all, selling stocks short is a way to mitigate the possible negative impact of severe financial loss.


It seems to me that there is a certain poetry in that analogy. The business in which I would eventually find my greatest success—short selling—was essentially the taking out of insurance against loss, and turning a profit, while anticipating the losses of others. In a world where loss of all kinds seems inevitable, but hard to predict, short selling was, in the final analysis, the art of profiting from being contrary, albeit at considerable financial risk if not managed properly.


That I can find “poetry” in anything related to the metal business or, for that matter, Wall Street, says something about another great influence on my life and the evolution of my thinking.


I studied English, Latin, Greek, and French at Roxbury Latin, and English and French at Browne & Nichols. Later, at Swarthmore, I majored in French with minors in English literature and art history. I spent a year in graduate school at UC Berkeley in the art history program, before returning to French literature and teaching French at UC Berkeley as a teaching assistant, eventually earning a master’s degree in French literature.


Studying art history and French literature opened my eyes to a whole new way of encountering the world. In my freshman year at Swarthmore, I was very fortunate to meet David Kuhn, who had just arrived at Swarthmore to teach French literature, and in particular, French poetry. David Kuhn was the most brilliant and interesting person I had ever met, and he became perhaps the only true mentor that I had in my life. Our relationship lasted until the end of his life in 2023. David Kuhn had graduated from Harvard Summa Sum Laude in 1957, had a Fulbright in Italian the following year, and was elected to the Harvard Society of Fellows in 1960. His brilliant doctoral dissertation for the Sorbonne, “La Poétique de François Villon,” was published in 1967 and awarded the Prix Guizot from the Académie Française. After just two years teaching at Swarthmore, in 1965, David left behind a promising academic career and settled with his wife Wendy in the small French village of Jailly-les-Moulins, near Dijon, where, for the rest of his life, he devoted himself almost exclusively to the study of poetry and to writing poetry and prose in three languages, French, English, and Italian, and published under the nom de plume David Mus. Thanks to David, I began to see things in ways that I had never seen them before. I began to think about things in terms of point of view, distance, and framing. Both in art and in literature, and more particularly in modern painting and in French symbolist poetry, I found myself thinking about my own point of view as I studied how the great artists and writers saw and described things.
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