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      Author’s Note


    


  




  In reporting this story over a period of three years, I spent hundreds of hours interviewing Sam Israel in prison and on the telephone. I also exchanged countless e-mails with

  Israel and Dan Marino, the former CFO of Bayou Funds. To authenticate Israel’s account, interviews were conducted with the FBI in New York and the Serious Fraud Office in London. I reviewed

  thousands of pages of legal documents, analyzed hundreds of financial records, and conducted extensive Freedom of Information searches. Much of the evidence related to Israel’s case had been

  placed under seal by federal prosecutors in an attempt to keep the record secret—but I was able to obtain it all through confidential sources. Over the years, I also interviewed dozens of

  Israel’s associates, legitimate and criminal. Traveling to Europe multiple times, where the amazing finale to Israel’s adventure took place, I uncovered ongoing international financial

  frauds that have yet to be investigated by the authorities—conspiracies that continue to this day.




  When I began to talk to Israel, he promised to tell the truth, no matter how unflattering or brutal it was. “I will not lie to you,” he said. Given his history, I treated this vow

  with profound skepticism. Indeed, I soon discovered many of the events he described did defy belief. But I also learned that in virtually every instance where the facts could be checked, other

  sources confirmed and/or corroborated his account, if not his interpretation. Inevitably, however, there are twists and turns in Israel’s tale that have to be taken on his word alone. Readers

  should bear in mind that this is the story of a self-confessed con man. Confidence games are a strange blend of fact and created fact, the narrative constructed by a con artist luring his prey into

  a world of deception. So it was for Israel as he perpetrated his fraud at Bayou and then ventured into the deadly embrace of the Octopus.




  Readers should also be aware that, owing to the legal complexities of publishing the names of people involved in crimes that remain unprosecuted, in several instances I’ve had to use

  pseudonyms (a complete list appears on page 343). Anyone interested in further information regarding the scams and scammers portrayed in these pages can visit guylawson.com or my page on

  Facebook.




  

    Guy Lawson




    New York, New York




    July 2012


  




  







  

    

      Introduction


    


  




  On Monday, June 9, 2008, a disgraced Wall Street hedge fund trader named Samuel Israel III decided to end it all. Given the desperation of his circumstances, the only way out

  seemed to be suicide—or at least the appearance of it. For nearly a decade he’d been the mastermind of one of the largest and most complex frauds ever perpetrated on Wall Street. The

  discovery that his $450 million hedge fund was a Ponzi scheme had cost Israel his reputation, his fortune, his freedom. Sentenced to twenty years in prison, he was almost certain to die behind

  bars. Once he had been the promising scion of a wealthy and prominent family of traders; now, at age forty-nine, he was at the end of his rope. Years of heavy substance abuse, a dozen back

  operations, and open-heart surgery had left his body in ruins. Israel was addicted to painkilling opiates and dreaded the prospect of kicking drugs in prison. Broke and broken, he reasoned that if

  he was gone at least his children could collect on his life insurance policy. Ending it all would also allow him to retain a measure of dignity and autonomy. It would be a final act of

  atonement—and defiance.




  On the cloudless June day that Israel was supposed to report to federal prison in Massachusetts to begin serving his sentence, he drove his red GMC Envoy toward Bear Mountain Bridge in upstate

  New York. The suspension bridge spanned the Hudson River in a state park an hour north of Manhattan. Making his way along the winding road, Israel was tormented by conflicting emotions. The thought

  of perishing in prison filled him with dread. So did the prospect of what he was about to do. As he rounded a curve, the half-mile-long bridge came into view. He tried to calm his racing thoughts.

  Jumping to your death was the time-honored fate for a failed financier like Israel. Body rain was the term on Wall Street.




  Like the legendary Faust, Israel had sold his soul in return for earthly powers. Standing before a wall of computer screens in Bayou’s beautiful converted boathouse overlooking Long Island

  Sound, he had played the role of a modern-day necromancer who could create money out of thin air. For years, Bayou had provided investors with an annual performance of 18 percent. But it had been

  just that: a performance. Like Faust, Israel had been granted exactly twenty-four years to live out his dream—from the Reagan tax cuts of 1981 to Bayou’s implosion in 2005. Now it was

  time to give the devil his due.




  As Israel neared the bridge, he tried to make sense of the swirl of events that had pulled him into an abyss. He wasn’t just another Wall Street scammer. There was another story—one

  that hadn’t been told. At the height of his fraud, as he desperately searched for a way to make hundreds of millions of dollars to save Bayou and himself, he was convinced he’d

  discovered a secret bond market run by the Federal Reserve. The labyrinth of this shadow market dwarfed Israel’s own grand deception. Grappling with the many-tentacled beast he came to call

  the Octopus, he’d often feared for his own life. As he traveled to the financial capitals of Europe—to London, to Zurich, to Frankfurt—his companions had been CIA hit men, moneyed

  aristocrats, and the puppeteers who controlled the world’s financial system. On this journey, Israel had glimpsed the terrifying reality exposed during the global financial crisis of 2008:

  Investment banks were perpetrating systemic fraud, the international financial system was a scam, and the Federal Reserve was operating a vast Ponzi scheme. At least that was what he believed.




  Driving onto Bear Mountain Bridge, Israel wondered if he’d ever know the full truth—or if the Octopus would once again succeed in remaining invisible. One thing he knew for sure was

  that he wasn’t going to allow himself to disappear into prison forever. As he neared his destination he concentrated on the specificity of what lay ahead: the road, the bridge, the end.

  Reaching the middle of the bridge, he pulled to the side. “Suicide Is Painless” was written in the dust on the hood of the Envoy; he’d left a note at his house. Sam got out of the

  vehicle and climbed over a cement divider onto the pedestrian walkway that carried the Appalachian Trail over the Hudson River. The bridge had no surveillance cameras; only the video from the

  tollbooth recorded him as he disappeared from view. Looking around to see if he was being watched, he stepped onto a narrow ledge. He stared down: 156 feet, high enough to reach terminal velocity.

  The suspension bridge seemed to sway in the haze. Sam told himself he wasn’t afraid. He’d soon be forgotten, just another disgraced Wall Street scammer who got what he deserved. Body

  rain. He took a deep breath. He leapt . . .




  







  

    

      
CHAPTER ONE




      Trust


    


  




  All Sam Israel ever wanted to be was a Wall Street trader. For generations, the men of the Israel family had been prominent and hugely successful

  commodities traders. For nearly a century they and their cousins the Arons had been major players trading in coffee, sugar, cocoa, rubber, soy, precious metals—the substance of modern

  American life. Along the way, the family became fantastically wealthy. Long before the term was coined, the Israels were real-life Masters of the Universe.




  But it was Wall Street that attracted Sam, not the commodities market. As a boy growing up in New Orleans he’d sat on the lap of his legendary grandfather, Samuel Israel Jr., watching the

  ticker tape from the New York Stock Exchange and imagining what life was like in that distant place. When the Israels moved to New York and his father took a senior position in

  the family business, which had grown into a multi-billion-dollar multinational conglomerate named ACLI, Sam dreamed about trading stock in the skyscrapers of Lower Manhattan.




  In the summer of 1978, at the age of eighteen, Sam got the chance to try his luck. At the time, he was a newly minted graduate of Hackley, an elite prep school outside New York City. Although

  the Israels were very rich, Sam was expected to earn his own pocket money. Thus he was spending the summer working odd jobs and training to try out for the football team at Tulane University, alma

  mater of his father and grandfather. In the Israel family it was assumed that Sam would go to work for ACLI when he finished college. He was smart, charming, athletic, extremely likable. But Sam

  had a propensity for lying. In his mind, they were harmless lies, teenage lies, about girls, sports, deeds of derring-do. It was his way to be liked, to be funny, to get attention, to make himself

  feel good.




  Sam had been blessed with all the good fortune any young man could hope for. But he didn’t want to follow in the footsteps of his illustrious ancestors. He didn’t want to be the

  beneficiary of nepotism, with all of its attendant resentments and insecurities. Despite the Israel family’s outward appearance of perfection, Sam’s relationship with his father was

  deeply troubled. Sam wanted to be his own man, shaping his own destiny, proving his own worth.




  “My father asked me if I wanted to come into the family business,” Israel recalled. “But I said no. I didn’t want to be like my father in any way. I was only a kid, but I

  could see what was going on. My father had gone into the business, and his father had treated him poorly. My grandfather was always on my father about one thing or another. Nothing could ever

  please my grandfather. My father was doomed to that life. He was never going to break away and be on his own. It would’ve been the same for me.




  “If I became a Wall Street trader, I wouldn’t be working for my father. I’d be trading stocks instead of commodities. It may seem like a small distinction, but it was huge to

  me. At my father’s business I’d be the kid who had been born into the right family. On Wall Street I’d be on my own. I was always told that the New York Stock Exchange was the

  greatest place on earth. It was where the smartest people went. It was the hardest place to get ahead. Wall Street traders lived by their wits. It wouldn’t matter that my last name was

  Israel. It wouldn’t matter who my father and grandfather were. On Wall Street, anybody could make it—if they were tough enough and smart enough.”




  One fine June afternoon in his eighteenth year, Sam was working as a bartender at a garden party at his uncle’s. The crowd was middle-aged, well dressed, seemingly

  unremarkable—pretty wives and pale-faced men with paunches and high blood pressure, drinking too much, smoking too much. But Sam knew that beneath the milquetoast appearances, these men were

  Wall Street’s ruling class.




  Standing behind the bar, Sam was approached by a heavyset man in search of a cocktail. The man was just under six feet tall, weighed more than two hundred pounds, and had an unruly mane of brown

  hair and a ruddy complexion. He was wearing expensive clothes, but he was slightly disheveled and had the twinkle in his eye of a prankster. Sam instantly recognized him. Standing before Sam was

  the famous Freddy Graber—the man they called “the King” on Wall Street. Sam had heard his father and uncles talk about Graber’s exploits. Still only in his early thirties,

  Graber was already famous for his unbelievable ability to trade stocks.




  Instead of accepting a partnership offer at Lehman Brothers, Graber had started something called a “hedge fund.” In the seventies, hedge funds were exceptionally

  rare and mysterious, a secret realm run by the high priests of high finance. Only the wealthiest people even knew of the existence of hedge funds. Only the greatest traders gained entrée to

  the select society. Freddy Graber was in that number. His hedge fund acted as a broker for major investment banks, clipping a few pennies in commission for executing trades on the floor of the New

  York Stock Exchange for companies like Goldman Sachs and Morgan Stanley.




  But Graber’s true genius was the way he traded his own money. Unlike most Wall Street traders, Graber didn’t bet with other people’s money. This was a dare within a dare.

  Normally traders who “ran” money invested their own funds, along with money given to them by banks, insurance companies, pension funds, high–net worth individuals. Not Graber. He

  traded for himself exclusively. His stake in the early seventies had been $400,000. In less than a decade he’d turned it into $23 million. Cash. It was the kind of feat that had made the

  Israel men famous. In 1898 Sam’s great-uncle Leon Israel had started with $10,000, and by 1920 he had $25 million—the equivalent of $500 million today.




  Graber carried himself with confidence that bordered on arrogance. But at the same time he was unpretentious, quick to grin, instantly likable. He was also a serious drinker. Graber asked the

  young Israel for a vodka and cranberry juice on the rocks, with a chunk of lime. Israel handed over the drink and introduced himself—knowing his last name would be recognized. Graber was

  polite but didn’t take much notice of the eager teenager.




  When Graber returned for another drink a few minutes later, though, Sam was ready. “Vodka and cranberry on the rocks,” Sam said, mixing the cocktail before Graber could order.

  “With a chunk of lime.”




  “You have a good memory, kid,” Graber said. “You any good with numbers?”




  “I’m very good with numbers,” Israel said.




  “You could make a living doing what I do,” Graber said.




  “I’d love to see what you do, Mr. Graber,” Israel said.




  “Come up and see me anytime,” Graber said, handing over his card. “The door is always open.”




  From Graber’s offhand manner, Israel knew it was an empty invitation. But Sam wasn’t going to let this opportunity pass him by. The next Monday morning, he dressed in his best suit

  and caught the early train to Manhattan.




  “When I walked up the subway stairs into the sunlight at the corner of Wall Street and Broadway for the first time it was like I was entering a new universe,” Israel remembered.

  “The streets were teeming with action. Secretaries hustled by. Shoe shine guys, newsstand boys, hot dog vendors, everyone was on the make. To me it was the most incredible place on earth. It

  was like a giant casino. It was pure glamour. It was everything I’d dreamt about.”




  Frederic J. Graber and Company operated on the thirtieth floor of 1 New York Plaza, a fifty-story skyscraper that housed Goldman Sachs, Morgan Stanley, and a host of powerful law firms.

  Graber’s trading room was in a suite of offices with a dozen or so other independent hedge funds. At the time there were only a few hundred funds running perhaps a few billion dollars,

  compared with the trillion-dollar industry that would emerge in the coming decades. Israel stood awkwardly at the threshold watching the early-morning commotion. Sitting behind a large marble desk

  in the trading pit, Graber didn’t recognize Israel at first. Then Sam summoned the courage to remind the older man of his offer. Graber grinned at Israel’s nerve. He could have sent

  Israel away, but he was gregarious by nature, inclined to be generous, and Sam was obviously keen. Graber sent Sam down to the trading floor to see how things worked there. By

  sending him to the floor, Graber was making it plain that Sam was on his own. It could easily have been his first and last day. But Sam had other plans.




  In the late seventies the floor of the New York Stock Exchange was a madhouse, a roiling sea of humanity being tossed by waves of greed and fear. The exchange was divided into a series of rooms,

  each with huge boards to record the hundreds of millions of dollars being traded at every moment, each filled with brokers and clerks screaming their orders and jostling for every eighth of a

  point. In this oversized fraternity house, the kind of place where men played Pin the Tail on the Donkey and sprayed shaving cream for practical jokes, the intensity was so high a trader could fall

  over from a heart attack and trading wouldn’t stop. There would be a moment of concern, perhaps, as the trader lay gasping on the floor, but trading would go on as the paramedics arrived with

  a stretcher and took him away.




  The teenage Israel walked through the pandemonium for the first time in a state of awe. The floor was chaotic, but the action was also choreographed. Brokers with numbers on their chests took

  orders from clerks, who worked banks of phones; runners known as “squads” sped the orders to specialists, who checked the trades and then posted them to the ticker tape on the big

  board. The noise and speed were bewildering. Buffeted by the mob, Sam slowly found his way to Graber’s booth, number 0020. The tiny space was crammed with a hundred telephones, each connected

  to a different broker. There stood Graber’s trading clerk, a short, dark-haired, stout man twenty years older than Israel—Phil Ratner.




  “Phil was a tough old bird who knew everything about trading,” Israel recalled. “By the time I made it to the floor it was nearly lunchtime. I watched, but

  no one was really talking to me or telling me anything. Not that they were rude, they were just busy. So Phil sent me to get pizza. I went and bought eight large pies, with extra cheese, extra

  toppings. When I got back to the floor, I was stopped at the door. The guy working security told me that food wasn’t allowed on the floor. All the phones and wires in the systems would be

  damaged if people took food or drink onto the floor. But I wasn’t to be denied. I started to argue. The governor of the floor came over and started screaming at me for bringing pizzas into

  the exchange, asking me who the fuck I thought I was. I pointed at Phil and I said, ‘That man over there has the power to give me a job, and I’m not going to lose that chance. I’m

  bringing him these pizzas unless you knock me out.’ I was a kid. I still had zits. I shoved past the governor of the exchange. That was how determined I was to please those men.




  “Phil and the guys started pissing themselves laughing. The governor was bent over double. It was all a setup—a prank. They wanted to see if I had the mettle. I was being hazed. I

  laughed along with them—I pretended to laugh. But I was very serious. Nothing was going to stop me from becoming a trader. At the end of the day, I asked Phil if I could come back the next

  day. Just to watch, I said. I was scared he was going to say no. But he took pity on me, I guess. Or he thought I would be good for a laugh. Being able to laugh at yourself, that was one of the

  most important things on the Street. Phil said okay. From that day forward, I was in, and no one was going to get me out.”




  Sam spent the rest of the summer as a runner on the floor of the NYSE with Phil and his crew of clerks. Graber had an account at the members’ smoke shop in the NYSE, so Sam was sent to

  fetch cigarettes and snacks. In idle moments, Sam was taught “liar’s poker,” a game of chance, based on gambling on the serial numbers of dollars, that prized

  the ability to deceive. The floor of the exchange was completely foreign to the well-heeled teenager, and he set about learning its ways with the attention to detail of an aspiring samurai.

  “Downstairs” was the name for the floor. “Upstairs” was where Freddy Graber and the other traders made their decisions about buying and selling.




  “All of the brokers downstairs came from Brooklyn and Staten Island—they talked in ‘dems’ and ‘dose,’ ” Sam recalled. “Lots of them had no college

  education, but they made a lot of money considering their backgrounds. A good broker could make a couple of hundred thousand a year, back when that was real money. The lead guys were like Mafia

  dons. You had to pay your respects to them or you weren’t going to get into the specialists’ booth. Upstairs was completely different. It was suits and ties. The guys on the floor were

  real street guys. But I loved it on the floor. I would stay late to do the work nobody else wanted to do, making sure the accounts were straight and all the tickets for the trades were clean and

  accurate. Everything was done on paper in those days, so it was tedious work, but it was a way for me to ingratiate myself. Just because my name was Israel, and I was known as a rich kid, I

  wasn’t above doing the grunt work.”




  At home in Westchester on the weekends, Sam moved inside circles of enormous wealth and prestige. The Israels were fixtures at the Century Country Club, perhaps the single most exclusive golf

  club in the country. The crowd at the Century Club included many of the world’s most powerful people. Sam read about their exploits as he rode the train to the city every day. “They

  were the crème de la crème,” Israel recalled. “My father’s friends were captains of industry. Presidents of investment banks. The heads of major multinational

  companies. Alan Greenspan before he took over the Federal Reserve. Sandy Weill, who became the chairman of Citibank. Larry Tisch, who became a billionaire as the CEO of

  CBS.




  “All of them were good friends with Larry Israel. Everybody loved my father. He was funny, smart, outgoing. He was overweight but a great athlete—nearly a scratch golfer. He was like

  Jackie Gleason—a larger-than-life character with a loud voice and a bad temper. As a kid I thought my father was a trader, like his father and grandfather. As I got older I found out that he

  wasn’t a trader. He ran the business side of the company, not the trading side. His job was to schmooze and get along with people, and he was very good at it. The cats my father ran with had

  more money than anyone else. And I don’t mean in New York, or the stock market, or even the United States. I mean in the whole world.”




  The dinner table at the Israel home was no place for the faint of heart. Conversation was fast-paced and barbed as Sam’s father led a sophisticated ongoing seminar on the realities and

  complexities of the commodities market. Sam was regaled with tales from the lore of the Israel family. Like the way his namesake grandfather and great uncles had cornered the cocoa market in the

  1950s and 60s. The Israels had hidden barges loaded with cocoa along the Mississippi to create the impression there was a shortage in the market. When prices spiked, they sold their secret

  stockpile to a rising market and made a fortune, a strategy Goldman Sachs have been accused of emulating as recently as 2011.1 Incredibly,

  Sam’s forebears had used deception to corner the cocoa market not once or twice, but three times.




  The Israel clan had traded “actual” commodities for decades. But as the market changed, they’d become skilled at trading the complex and fantastical

  abstractions created by modern capitalism. ACLI and J. Aron, the company run by their first cousins, were two of the most admired firms in the business. They would provide the world’s leading

  investment banks with many of their best minds, including future Goldman Sachs CEO and chairman Lloyd Blankfein. At the time, the family firms operated at the nexus of power and politics. ACLI had

  more than a hundred offices scattered around the world, many opened by chairman of the board Larry Israel. The Israels and the Arons were traders, but they were also economic diplomats and insiders

  at the highest levels of commerce and government.




  “My father traveled all over the Third World because that was where the commodities were,” Sam said. “He met with heads of state, top ministers, captains of industry. He dealt

  with Idi Amin in Uganda when he was importing coffee from there. Manuel Noriega in Panama was another. Ferdinand Marcos was a close associate of my father. The Philippines was huge for sugar.

  Marcos’s number one guy was named Don-ding Corleone Cojuangco. He had a monopoly on bananas and beer in the Philippines. Don-ding offered to take me there to work for a summer, but my old man

  said there was no way he was going to let me go because I’d end up dead. My father’s work was also very closely tied to the government of the United States. He was dealing with all the

  bad boys the CIA put in power. He knew how things really worked. When he came back from trips to places like the Philippines he would be debriefed by the CIA. Controlling commodities was how the

  dictators stayed in power—and that was how America kept power.”




  On the train to the city each morning, Sam tried to divine larger meanings in Wall Street Journal reports about company earnings and takeovers. Graber had little to do with Sam, apart

  from getting him to run an occasional errand. He never offered to pay Sam, and Sam never asked about money. To make himself useful, Sam took every opportunity he could find to

  do favors, however small. Fetching lunch or running to the local offtrack betting shop to place a bet on a horse was a way to please Graber and get noticed.




  As Sam gradually insinuated himself, he began to be trusted with more complex tasks. Despite his youth, Sam knew that discretion was crucial. He’d seen how his father worked. Sam knew to

  be careful about whom he asked questions of—and what he asked about. Good intuition was essential. One day, Graber called Sam from the floor and told him to go uptown to the Pierre Hotel to

  collect a package. Sam knew better than to ask what he was going to get.




  “Freddy told me to go to the third floor of the hotel and knock on the door of a specific room,” Israel recalled. “A Swiss man would answer the door. I was supposed to say,

  ‘The weather is nice for this time of year.’ The man would say, ‘Yes, but today it looks like rain.’ It wasn’t going to rain. It was sunny outside. I was pretty naive,

  but I was learning. The Swiss guy gave me a satchel. I took the subway back down to Wall Street. But the subway stalled, like it used to do a lot in those days. The lights went out. I sat in the

  dark in a packed subway car for three hours. When I finally got to Freddy’s office he was pacing around in the hallway. He screamed at me, asking where the fuck I had been. He pulled me into

  the bathroom and opened the satchel. It was filled with one-hundred-dollar bills. There was easily one hundred grand in the satchel.




  “I knew something was wrong with it, but I didn’t know what. I didn’t know about insider trading and how Wall Street really worked. I didn’t know about Swiss bank

  accounts. I didn’t know the secrets. I couldn’t believe he didn’t tell me to at least get a taxi. I could have been mugged on the subway. But Freddy

  wasn’t going to tell me—I was just the kid. He calmed down and saw it wasn’t really my fault. The important thing was that I didn’t snitch. I didn’t tell anyone about

  the cash. I didn’t talk to my father or mother about it. I said nothing to the guys working for Freddy. I was showing Freddy I could keep my mouth shut. I was showing Freddy I could be

  trusted.”




  







  

    

      
CHAPTER TWO




      Upstairs


    


  




  Sam Israel spent three years slacking off at Tulane University in New Orleans, occasionally studying English literature, mostly smoking dope and

  carousing in the bars of the French Quarter. The only work Sam took seriously was his summer job in New York with Frederic J. Graber and Company. Finally, in December of 1981, in the middle of his

  senior year, Sam got a call from Graber. Phil Ratner, Graber’s clerk, was going to retire. Ratner had agreed to stay on for a year to train his successor, and Graber needed someone he could

  trust to take over. Sam could have the job, but he had to come to New York immediately.




  “I dropped out of college that day,” Israel recalled. “I didn’t care about getting a degree. I knew this was my chance. I packed up my bong, put my

  TV in my car, and left. From then on, everything started moving in fast-forward.”




  For a year, Ratner became Sam’s full-time mentor. Decades after he had retired to a golfing community in Arizona, Ratner recalled well, and with great affection, the young Sam Israel from

  the early eighties. “He was a sharp kid. He didn’t know what the hell was going on, but no one did at first. Everything went quickly on the floor. It was scary. But Sam behaved very

  well. He was a good student and he had no problem learning. He had an aptitude for the clerical work. You’d never know that his grandfather down in New Orleans was worth six hundred

  million.”




  Ratner was a chain-smoking character drawn from the pages of Damon Runyon—short, tough, Brooklyn born and raised. In the early seventies, Graber had given Phil a $2,000 stake to start

  trading on his own account. By the early eighties, Phil had parlayed the money into more than $1 million in cash, a small sum to Graber’s way of thinking but more than enough for Phil.




  “I never wanted to be rich,” Ratner said. “Rich people think about their money too much. They can’t sleep at night. I wanted just enough money to retire, and I figured a

  million was enough. I was only forty years old, but I was ready to move someplace sunny and take it easy. I figured a million bucks wasn’t bad for a working-class kid from

  Brooklyn.”




  Ratner arrived at work every day at five-thirty and stayed until seven in the evening. Sam began to shadow his movements. A street-level realist who was aware of the many temptations that can

  lead a trader astray, Phil had two axioms that he lived by. One was Never take a big loss, by which he meant that it was crucial to recognize a loss quickly and sell the position before it

  began to lose even more. Admit defeat and live to fight another day, Phil told Israel. The other guiding principle was Never turn a winner into a loser. It was

  Phil’s way of saying that a trader should take a profit when it was available, not wait and hope for an even greater windfall.




  “Discipline was the key,” recalled Ratner. “When I made a bad trade I would write the word discipline on my forearm so I wouldn’t forget it. I urged Sam to find a

  niche—to find what he was good at. My niche was buying and selling stocks in fifteen-, twenty-minute blocks of time. I usually never held a stock longer than that. I didn’t fight the

  market. I used to say, ‘Let the trend be your friend.’ If the stock is going up, follow it. If it is going down, sell. I also specialized in the stocks I traded. Some stocks I

  couldn’t get a good feel for, so I didn’t trade them. That was part of the discipline, I told Sam over and over—find your strengths and stick to them. One morning Sam turned up at

  work and told me he had figured out what he was good at. I asked what that was. ‘Inheriting money,’ he said. That was Sam. Always with the joke.”




  Freddy Graber and Sam Israel had many characteristics in common. The similarity was the result of their dispositions but also Sam’s conscious effort to emulate Graber. “Sam got his

  sense of showmanship from Freddy,” Phil recalled. “Sam modeled himself on Freddy. Both had very strong personalities. There was nobody that didn’t like Freddy. The same was true

  for Sam. They were both very lovable. Everything had to be the biggest for Freddy. He wanted to be his own man. Sam was the same way.”




  For Graber, life was grand—even grandiose. In the upstairs office, he worked behind a huge white marble desk that had all the modesty of King Tut’s golden throne. Sitting in his

  high-backed red leather swivel chair, Graber was surrounded by the latest trading gadgets, circa 1982—the Quotron and Instinet machines flickering like the set of the

  first Star Trek series. Graber had gone to Princeton and then received an M.B.A. from Harvard. But he was not an Ivy League stuffed shirt. The atmosphere was like a boys’

  club—the days filled with jokes, gambling, swearing, and smoking as a cassette player in the corner provided a Motown soundtrack.




  In a decade as a trader, Graber had turned himself into a highly unconventional and inscrutable one-man financial institution. On Wall Street the perception was that Graber was running a large

  amount of money, perhaps more than $100 million. Because it was his money and hedge funds were unregulated, with no disclosure requirements, there was no way for outsiders to know. It was one of

  the myriad ways Graber was able to use leverage through deceptive appearances. The reality was that he traded far less than the market thought, $23 million at his peak. But Graber was a master of

  illusion. He also understood the venality lurking in the heart of Wall Street—the kickbacks, the self-dealing, the secret sweetheart deals. He knew how things really worked—and how to

  exploit every advantage.




  “Freddy was the largest ‘two-dollar broker’ in the market,” Ratner said. “That meant Freddy traded more stock than anyone else. He traded for his own account and he

  traded for other accounts. In those days it wasn’t fashionable to have your own broker, so Freddy was the broker for Goldman and Lehman and the big firms. The big firms would charge their

  clients to make the trade and then get Freddy to execute the trade. It hid the order flow so no one would know what Goldman was buying. According to Ratner, Freddy channeled five or six million

  dollars’ in commission to those firms every year—which made him the biggest payer in the market. Brokers were only paid a nickel a share, but it added up over the years.




  “The guys at the banks made a lot of money out of Freddy—he paid them to send him their business. That was how Freddy wanted it. He wanted them owing him

  favors. He wanted to be the first to get the call when they were going to buy or sell stock. He loved getting that first call—the one where he knew first what the big players were going to

  do. Once he knew how the big boys were going to trade, he could buy shares a few minutes ahead and then sell into the rising market. He would only own the share for fifteen minutes and then get out

  with a tidy profit. Freddy was always ahead of the crowd. He was able to front-run the market all day.”




  Over time, the distinction between “upstairs” and “downstairs” took on a new complexity for Sam. Upstairs was where the important decisions were made; downstairs was

  where traders kicked and scratched for every penny. At the time, an electronic program called Autex allowed buyers and sellers to identify potential counterparties, enabling a trader to measure

  liquidity in a stock before making a trade. Because of Graber’s reputation, and all the money he spread around, specialists running the different listings didn’t mind giving Phil Ratner

  a sneak peek at pending orders. This was the miniature version of Graber’s foreknowledge of order flow. Being ahead of the market by even a few seconds gave Ratner a crucial edge. It was a

  primitive form of the computer program trading that would dominate the market in decades to come.




  “Once you know the orders and the liquidity, how smart do you have to be to buy that stock?” Phil recalled. “You buy and buy and buy, and then at the right time when the other

  buyers come into the market you turn into a seller. It all happens in a matter of minutes. This kind of trading I taught Sam. We traded like that all day, scalping points all the time. We

  didn’t give a shit about what the company did, or how it was run. We weren’t interested in what would happen three months later. We cared about the next eighth of

  a point—is it up or down? Are there more sellers than buyers?”




  Upstairs, Graber was on an amazing winning streak. In the early eighties the so-called fourth wave of mergers had begun. So had the accompanying wave of insider trading scandals. Oil companies

  were in heavy play, with commodity prices depressed. In rapid succession, the shares of Gulf, Exxon, and Citi Services took off on speculative runs based on impending takeovers. Miraculously,

  Freddy Graber managed to be ahead of the news every time. Even the green young Israel could see that it was impossible for Graber’s success to be the result of chance.




  “I saw how Freddy built positions in stocks,” Israel recalled. “Then I saw how those companies got bought out. Freddy would make ten, twelve, fifteen points on each deal. Not a

  fortune. But put the trades together and Freddy made millions. He had eleven deals in a row in one year. Eleven wasn’t lucky. How can you always be in the right place at the right time? You

  have to have good information. In that era, the Mafia was all over the news. You had the five families of New York and The Godfather and gangsters strutting around Little Italy. That was

  supposed to be organized crime. But those guys weren’t organized compared to Wall Street. As big as those gangsters were, they weren’t a pimple on the ass of an elephant compared to

  what Freddy and his crowd were doing on the stock exchange. And Freddy didn’t have to kill anyone. Freddy didn’t meet up afterwards to whack up a couple of hundreds of thousands with

  some wiseguys. Freddy whacked up millions and millions with his wiseguys—really the smart guys.”




  But there were paradoxes to Graber that he would pass along to his acolyte. He was effectively running a con on Wall Street, enriching himself by illegally trading on inside information. But at

  the same time Graber was himself susceptible to con artists. It was as if all his dissembling and deception made him oblivious to other people’s lies and machinations.

  Or perhaps it was a measure of his ego that he didn’t believe he could be fooled. Or perhaps it was recklessness. Graber, like Israel in later years, was prone to taking wild gambles, in the

  market as well as in life. The stakes didn’t matter: Graber was addicted to risk. Everyone on the Street knew Graber had balls, big balls, balls made of steel.




  “Freddy was a great trader and he made a lot of money, but he was also the easiest mark in the world,” Phil said. “He was gullible. Like an overgrown child. He got conned all

  the time. He walked around with wads of cash, spending it left, right, and center. He would bet on anything—two ants walking across the floor, like they say. His settle point with his bookie

  was fifty thousand dollars. If Freddy went over or under fifty grand, they would meet to settle up. Worked either way, up or down. When Freddy would get near the fifty thousand point in losses he

  would start betting like crazy. He was trying to avoid hitting fifty grand in losses. And it worked. But in reverse. His losses would go from forty-eight thousand to a hundred grand in one day.

  Once he came to work with a brown briefcase filled with cash. He asked me to count the money. He told me there was a hundred thousand in it. I go to a room and count it and there was $152,000. He

  had no idea. I could have just taken the difference and he would never have known.”




  The lessons Graber taught Sam would take years to fully sink in, as Wall Street’s secrets were gradually revealed in all their sly splendor. Graber called Sam’s education learning by

  osmosis: over time he would absorb Wall Street’s ethos by watching, listening, developing his own sensibility. As a market insider, Graber operated in what was effectively a parallel reality

  to the market known to the public. To Graber, large institutional investors like pension funds and insurance companies were fools and pushovers. The supposedly sophisticated

  players had no idea how Graber actually operated, or if they did have an inkling they weren’t able to stop him. The same was true for the government. The ineptitude of the regulators was an

  open joke. Laws were broken so often and with such impunity, Israel learned, that there were effectively no rules. Trades were done “on the sheets” for legitimate business, but the real

  action was “off the sheets,” in side deals done on the phone, on street corners, in bars. These trades were done in cash. The proceeds were spirited out of the country, to

  Graber’s Swiss bank account (he kept the account number on the back page of his daybook).




  One scam Graber introduced Sam to early involved two brothers. One brother worked at a large institutional investor, the other at a brokerage. Graber called them the Smith Brothers, after the

  cough drop company, because of the amount of money they coughed up. “One of the Smith Brothers would call up every morning and whisper his deal sheet for the day,” Israel remembered.

  “The sheet said what he was going to buy and what he was going to sell. The fund he worked for was one of the biggest in the market. In those days volume wasn’t very large, and his

  fund’s trades could move the market. So if he called and said he was selling five million IBM, I would load up on shorts for IBM while I was eating my bagel and drinking my first coffee.

  There was no guarantee that IBM would go down, but it was a pretty fucking good bet.




  “I didn’t know if it was against the law, and I didn’t really care. It wasn’t big-time inside information. It was small-time inside information. But it affected the

  market. With the Smith Brothers, we were in with the guys who were making the market—the big players like Fidelity and Alliance. So if IBM was at one hundred dollars I would watch it go to ninety-nine, then ninety-eight, then I’d close out my position. It wasn’t a huge amount of money all at once. But it added up over time—and I mean really

  added up.




  “The way we paid the Smith Brothers was simple. After I had the information from one brother, I did the trades with the other brother, who was the broker. Because Freddy was such a heavy

  trader, the volume meant serious money. I didn’t know how the brothers divvied things up. I didn’t care. But the Smiths were right on for Freddy. They made him a lot of

  money.”




  Israel was enthralled by Graber, the first intensely close father substitute relationship of many he would have in the future. It was easy to see why Sam was so attracted. The trader was a large

  man with a larger-than-life presence. Eccentric and brilliant, Graber was like a mad scientist in his laboratory as he rubbed his forehead and placed mammoth bets in the market. Graber was also

  beloved by his peers. If a man was down on his luck—going through a divorce, in trouble with the law, on a losing streak—Graber could be counted on to throw business his way. Graber

  moved in elite social circles, but he didn’t aspire to fit in with the country club set. He liked hanging out with characters, men with stories, a sense of humor, a checkered past. When

  Graber was arrested for drunk driving and forced to spend a night behind bars, he emerged in the morning friends with many of the men in the drunk tank.




  In the beginning, Sam always dressed sharp for work. He’d inherited half a dozen elegant handmade suits from his grandfather. They fit Sam perfectly. He was literally filling the suit of

  Samuel Israel Jr., one of the greatest commodity traders of all time. “I wanted to look great when I went to work,” he recalled. “I worked for Freddy Graber, and he was the Man.

  They called Freddy the King on the floor. He would walk by and people would literally say, ‘Hey, King.’ Like Freddy was Elvis. Freddy would come into the office in

  the morning and pick up a magazine and point to a picture of a car in a magazine—a Mercedes sedan. He would say, ‘I’m going to make that today, and we’re going to buy it

  today.’ And then he would do it. He would buy that Mercedes that afternoon and drive it home. He was like Babe Ruth pointing to the stands saying he was going to knock it out of the park. He

  would make seventy grand one day. Sixty the next. Then thirty. His losses were always smaller than the gains. He had that kind of feel for the market.




  “Freddy was a pure trader. He was one of the guys who really traded. He didn’t buy a stock and fall in love with it. He didn’t invest. He traded. Traders gravitated towards

  traders. You needed to make sure your alliances were strong. Traders weren’t rivals or enemies with each other, like some people thought. They needed to be friends because they were small

  compared to the big institutions. Traders like George Soros, Michael Steinhardt, Jimmy Harpel, and Freddy Graber—guys who were running the important funds—banded together. Once we found

  out what huge mutual funds like Fidelity were trading, all bets were off. We would start working as a team, buying stock, shorting stock, fucking with them mercilessly. We were small, fast, nimble.

  The banks and pension funds were big and slow. Dinosaurs. We were there to guide them to extinction, a nickel and a dime at a time. Freddy traded ahead of the market—front-running—all

  day long. In and out, in and out. Like a maniac.”




  Since he’d begun with Graber, Sam had been dying to make actual trades. But Graber had a strict rule. As a beginner Sam wasn’t permitted to trade with Graber’s money. Sam was a

  clerk, taking orders from Graber and Ratner—including fetching lunch or grabbing a pack of smokes. “You’re not going to learn how to shave by practicing on

  my beard,” Graber told Sam. In other words, to trade, Israel would have to risk his own neck. Israel was making only $16,500 a year, which left him with little discretionary money. But he

  could see Graber and Phil making money all day, and he wanted in on the action.




  “I asked Freddy questions about his trades, but he didn’t like to be bothered explaining things,” Israel recalled. “He told me I had to learn on my own. There was the

  obvious stuff, like front-running. But when I asked how he knew what to buy and sell he just told me I had to learn for myself. Freddy said I would know after a couple of years if I could read a

  tape or not—if I had a feel for the market. You could either read a tape or you couldn’t—it couldn’t be taught.”




  One day, Graber told Sam, he would have to decide if he had what it took to be a trader, or if he would have to settle for the more mundane life of a broker. On the Street, traders took risks.

  Traders were the heroes—the men with balls, big balls, balls of steel. As a broker, Sam could make a steady living. He could do well, even very well, executing the orders of traders. Like

  Phil, he could make a million dollars. But he would always be acting on other people’s ideas. He would be an order taker—a soldier in the wars of Wall Street, not a general. Such a

  prospect never entered Israel’s head. Sam imagined himself to be a born trader. The surname Israel said it all. Sam was only twenty-two, but he understood that in choosing to become a trader

  he was competing with his ancestors—and outdoing his father, who didn’t have the mettle to trade, at least in his son’s estimation.




  A trader named Chuck Zion took an interest in Sam. Known as Brown Bear, Zion showed Israel how to be a “paper trader.” Following a matrix of three hundred companies, Israel learned

  to track the price movement of shares so that he could recognize characteristics. “Brown Bear made sure I was doing it every day, not being lazy and wasting his

  time,” Sam recalled. “He was giving me a gift. Once you know the price range of a share, you get a chart in your head. You know if the stock is streaking. You know if it is tanking.

  Each stock has characteristics in the way it trades. Knowing the price of a stock was like dating a girl. How well do you know her? What does she like to do? What’s her mood today?”




  In the eighties, Graber shared office space with some of the most cunning traders on Wall Street. The L-shaped suite of cubicles on the thirtieth floor of 1 New York Plaza was like the 1920s

  Yankees batting lineup, a Murderers’ Row of heavy hitters. As Graber’s acolyte, Sam was known as “the kid.” The older men took him into their confidence and started to teach

  him the tricks of the trade. Byron Wien, for decades one of the most influential voices on Wall Street, taught Israel how to understand macroeconomic questions like the difference between gross

  national product and gross domestic product. The government had switched the leading economic indicator from GNP to GDP, Wien explained to Israel, as a way to make it seem that the economy was

  growing faster—official sleight of hand understood by very few. Charlie Irish, Mark Finkle, Bob Sussman, Peter Peterson, the trader known as the Prince of Darkness who founded the

  multi-billion-dollar private equity giant Blackstone—many of the best hedge fund traders in the world were arranged along the stretch of corridor Israel was able to travel during the trading

  day.




  “I didn’t study in college, so I had to learn on the job,” Israel remembered. “All of these guys were from Harvard and the Wharton Business School. They were the A-Team.

  Steven Peck was one of the first real chartists. Everyone looks at charts now, but back then no one really did, not like Steven. He had a cool program that let him bring up

  charts by pushing a button on his IBM computer. I would go into his office for hours and watch him price different blocks of trades. He loved to teach. Same with Jim Harpel, who ran Century Capital

  and had one hundred million dollars at the time. His style was to buy and hold, or short and hold. Ninety percent of the guys running funds were Jewish. It was like the Jewish Mafia.”




  In the evenings Sam regaled his parents with stories of Graber’s triumphs. His father had retired from ACLI with millions from the sale of the family company in the early eighties.

  Listening to his son’s tales of the money made by the King, Larry Israel decided to take a desk in the bull pit near Graber to trade his own money. Sam’s father and Graber were casual

  friends, and soon the trio started to ride together to work every day. “My father was there trading right beside Freddy—and right beside me,” Sam recalled. “It was a little

  weird at first. But after a while it didn’t bother me because I didn’t work for him. He was making money. It was a moneymaking environment, to say the least. My father and Freddy became

  close friends.




  “I was known for being around the office a lot. I stayed late. I would never take more than one week’s vacation a year. One day they couldn’t find me at work. I just

  didn’t turn up. Around lunch Freddy was getting worried. He was going to call the cops. My father was getting worried too. Freddy stood up to get his lunch and he saw me lying on the floor. I

  got so drunk the night before, I had passed out under my desk, as my place of sanctuary.”




  There was a saying in Graber’s office: You can’t be a winner until you learn how to lose. It was a lesson Sam struggled with from the beginning, as Phil noticed when he gradually

  began to permit Sam to make trades for Graber. “Sam was a good trader when he was winning,” Phil recalled. “But he hated losing. He couldn’t stand it. He didn’t want to face the disgrace. He would hide his losing trades in his desk, in the middle drawer, hoping they wouldn’t get found, hoping the trade would turn around. He

  would let the loss go too far. Freddy was the same way. But it was Freddy’s money, so he could do what he wanted. I would find Sam’s hidden trades. I tried to teach him. I told him that

  if you want to trade you have to take your losses. You have to look at them. You have to stare at them. I lost all the time. But I got out quickly. And I didn’t try to forget them. I kept the

  tickets in front of me to remind me. For years I never had a losing month. The whole thing is discipline. I begged him to listen to me.”




  One night, Israel got a taste of the kind of moral quandaries that could confront him at a moment’s notice on Wall Street. He was still only twenty-three years old, but he was already in a

  position of considerable power as a conduit to the commissions generated by Graber’s trades. “I got my first experience of a broker trying to get his hooks into me and reel me

  in,” Israel recalled. “I was supposed to be going out to dinner with this guy, but I got bamboozled. He said he was going to take me to his private club. It was on Fifty-seventh Street.

  We walked up to a black door with a camera above it and we were buzzed in. We were shown into a little anteroom with a glass window. I was thinking about how private and exclusive the club was when

  we were shown into a room filled with gorgeous women. There were men there too—middle-aged, overweight slobs. The women were unbelievable Penthouse beauties. There was a swimming pool

  and a spa. The broker told me the girls were three hundred each, plus tip. I had a girlfriend. But I wasn’t going to back down. I knew that I was now supposed to be buddies with that broker.

  He had done that for me—taking me out whoring. That made you friends on Wall Street.”




  Over time, Sam developed his own persona. Inspired by Graber’s idiosyncrasies, Sam imagined himself to be different, an outsider of sorts, the Israel who

  wouldn’t trade on his family name or live by the conventions of Wall Street. Part of his personality was his refusal to take work or himself seriously—an echo of Graber’s

  devil-may-care attitude. Israel had come to hate the dress code traders followed, so he rebelled by wearing khakis, short-sleeve shirts, and cartoon character ties—the Road Runner, Bugs

  Bunny, Yosemite Sam. When he came to work one day with a Fred Flintstone tie, Graber demanded Sam hand it over immediately—so he could wear it.




  As a velocity trader, Graber constantly bought and sold the same stocks. He churned stock so much he created a mystique about the companies on his buy/sell list, as if they were his children.

  Graber called Colgate his “firstborn.” He talked about the stock he traded with intense passion, passing around made-up gossip, false speculation, and occasionally real

  news—anything to stir up action. One of Graber’s abilities was to “paint the tape,” the illegal practice of trading with the sole purpose of moving the price of a stock. The

  agribusiness giant Archer Daniels Midland was one of the stocks Graber fooled with relentlessly. To paint the tape on ADM, Graber and Israel would call eight different brokers and put in buy orders

  simultaneously to run up the price—at a time when Graber was holding lots of the stock ready to sell into a rising market. It was a racket the Securities and Exchange Commission was

  hopelessly ill equipped to stop.




  “The SEC questioned Freddy all the time,” Phil Ratner recalled. “But they couldn’t catch him. He traded so much that it was impossible to say that he’d traded on

  inside information. Like the Columbia Pictures takeover. Freddy had started on Wall Street as an analyst in the entertainment business, so he was always trading stocks in movie and music companies.

  He really knew the industry backwards. So when Coca-Cola bought Columbia, Freddy bought a huge amount of shares just before the deal was announced—because he had the

  inside information. The SEC called him in. Freddy wasn’t worried. Of course he had traded illegally. But he showed them his trading records. He was always buying and selling huge pieces of

  Columbia Pictures. How the hell were they going to prove that he had inside information? He traded so much, they couldn’t keep up with what he was doing. They didn’t understand that

  there was a method to Freddy’s madness.”




  After Ratner retired, Sam took over as Graber’s eyes and ears on the floor of the exchange. Even armed with all of Graber’s inside information, Sam needed to hedge risk on his

  behalf. That meant short selling, which would protect Graber if the price of a stock went down. Israel aimed to make himself Graber’s short-position trader. It was a way to be useful to

  Graber, as it was a kind of trading his boss didn’t understand particularly well. “From the beginning, I was fascinated by the short side, not the long,” Sam said. “That

  meant I was looking for stocks that were going to go down in price, not up. In those days, the public wasn’t sophisticated about the markets. People thought that when the market went down

  everyone lost money. I knew that wasn’t true.”




  Sam also started to bet his own money on short selling. As a short, Sam didn’t buy stock, he purchased a “put” or borrowed the stock to sell to the buyer. Shorting was not for

  the risk averse. Because there was no limit on how high a stock could rise, in theory losses could be infinite. Sam was trading on margin, so he was betting with borrowed money he would eventually

  have to come up with if he lost. More than a few traders had taken enough rope to hang themselves by short selling.




  Because of the hazards and complexities, short sellers enjoyed a certain mystique. The aura was part of the attraction for Sam. He had developed a mantra for himself. If

  there were one hundred people playing the market in one direction, Sam wanted to be the one guy who made money while the other ninety-nine were losing their shirts. The notion was based entirely on

  ego—or hubris. After two years on Wall Street, the education of Sam Israel was well under way. So was the growth of his cynicism. “Under Freddy I learned that Wall Street was an

  illusion,” Sam recalled. “There were different magicians using different tricks in different ways. But everyone cheated. It shocked me so much in the beginning. I admired those people.

  And they cheated.”




  







  

    

      
CHAPTER THREE




      Front-Running


    


  




  In 1984, Israel asked his high school sweetheart to marry him. Janice McKergan was a pretty and clever Irish Catholic girl from Yonkers, New York,

  who had followed Sam to Tulane University, where she graduated in accounting. “Janice was a girl I could love,” Sam remembered. “She was blond, with blue eyes, very attractive,

  very athletic. She came from a lower-middle-class family. Her father worked in a bank. Her mother was raising six kids. There was never anything extra in her family, so Janice worked for everything

  she got. Janice was a cheerleader and I played linebacker on the football team. She was a straight-A student. She was stable. I was the fuckup. I was the bad boy. I took drugs and fooled around and

  didn’t take anything seriously.”
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