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About the Book

When Lehman Brothers bank went under, the world gasped. One of the world’s biggest and most successful banks, its downfall was the event that sparked the slide of the world economy toward a Great Depression II.

This is the gripping inside story of the dark characters who ruled Lehman, who refused to heed warnings that the company was headed for an iceberg; the world-class, mid-level people who valiantly fought to get Lehman off its disastrous course; the crash that didn’t have to happen. A news-breaking explanation that answers the question everyone still asks: “why did it happen?”

Larry McDonald, a former vice-president at Lehman Brothers in charge of distressed debt trading and convertible securities, was right at the centre of the meltdown of the company and gives an intimate look at the madhouse that Lehman became. This book shows beyond a doubt that Richard Fuld, the long-time CEO of Lehman, and his top executives, were totally out to lunch, allowing Lehman’s risk profile to reach gargantuan proportions. 

While the traders, like Larry McDonald, clearly predicted more than two years in advance that the market for packaged subprime mortgages and credit default swaps would evaporate, the high-flying Lehman bosses pushed hard on the gas pedal until the very end.


About the Author

Lawrence G. McDonald was, until 2008, Vice President of convertible securities and distressed debt trading at Lehman Brothers; his prior career included convertible securities research and sales at Morgan Stanley and the co-founding of Convertbond.com, named by Forbes Magazine as “Best of the Web.”

Patrick Robinson is the co-author of Lone Survivor and author of many tech-thrillers.
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This book is respectfully dedicated to the many thousands of Lehman employees whose lives were thrown into turmoil when the firm collapsed, and among whom I was privileged to work for the four best years of my life.


Author’s Note

It’s been said that there are two distinct groups of people in America: “Wall Street” and “Main Street”—the former composed of people who keep the financial plumbing of the latter in good condition so that everyone will prosper. Wall Street has, however, become increasingly complex and opaque, and many on Main Street have only the most basic notion of what it does. In addition, Wall Street, particularly with the collapse and bankruptcy of Lehman Brothers in September 2008, was the epicenter of the worldwide financial crises that brought the global economy close to a complete collapse. My objective in writing A Colossal Failure of Common Sense was twofold. First, to provide Main Street with a close-up, inside view of how markets really work by someone who was on the trading floor in the years leading up to Lehman Brothers’ calamitous end. And, second, to give my colleagues on Wall Street as crystal clear an explanation as possible about the real reasons why the legendary Lehman Brothers met with such a swift ending. The lessons therein are important for beginning to understand how we can prevent such disasters in the future and ultimately do a better job of serving Main Street.

—Lawrence G. McDonald, July 2009
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A house divided against itself cannot stand.

Abraham Lincoln,

June 16, 1858


Prologue

I STILL LIVE just a few city blocks away from the old Lehman Brothers headquarters at 745 Seventh Avenue—six blocks, and about ten thousand years. I still walk past it two or three times a week, and each time I try to look forward, south toward Wall Street. And I always resolve to keep walking, glancing neither left nor right, locking out the memories. But I always stop.

And I see again the light blue livery of Barclays Capital, which represents—for me, at least—the flag of an impostor, a pale substitute for the swashbuckling banner that for 158 years was slashed above the entrance to the greatest merchant bank Wall Street ever knew: Lehman Brothers.

It was only the fourth largest. But its traditions were those of a banking warrior—the brilliant finance house that had backed, encouraged, and made possible the retail giants Gimbel Brothers, F. W. Woolworth, and Macy’s, and the airlines American, National, TWA, and Pan American. They raised the capital for Campbell Soup Company, the Jewel Tea Company, B. F. Goodrich. And they backed the birth of television at RCA, plus the Hollywood studios RKO, Paramount, and 20th Century Fox. They found the money for the TransCanada oil pipeline.

I suppose, in a sense, I had seen only its demise, the four-year death rattle of twenty-first-century finance, which ended on September 15, 2008. Yet in my mind, I remember the great days. And as I come to a halt outside the building, I know too that in the next few moments I will be engulfed by sadness. But I always stop.

And I always stare up at the third floor, where once I worked as a trader on one of the toughest trading floors on earth. And then I find myself counting all the way up to thirty-one, the floor where it all went so catastrophically wrong, the floor that housed the royal court of King Richard. That’s Richard S. Fuld, chairman and CEO.

Swamped by nostalgia, edged as we all are by a lingering anger, and still plagued by unanswerable questions, I stand and stare upward, sorrowful beyond reason, and trapped by the twin words of those possessed of flawless hindsight: if only.

Sometimes I lie awake at night trying to place all the if-onlys in some kind of order. Sometimes the order changes, and sometimes there is a new leader, one single aspect of the Lehman collapse that stands out above all others. But it’s never clear. Except when I stand right here and look up at the great glass fortress which once housed Lehman, and focus on that thirty-first floor. Then it’s clear. Boy, is it ever clear. And the phrase if only slams into my brain.

If only they had listened—Dick Fuld and his president, Joe Gregory. Three times they were hit with the irredeemable logic of three of the cleverest financial brains on Wall Street—those of Mike Gelband, our global head of fixed income, Alex Kirk, global head of distressed trading research and sales, and Larry McCarthy, head of distressed-bond trading.

Each and every one of them laid it out, from way back in 2005, that the real estate market was living on borrowed time and that Lehman Brothers was headed directly for the biggest subprime iceberg ever seen, and with the wrong men on the bridge. Dick and Joe turned their backs all three times. It was probably the worst triple since St. Peter denied Christ.

Beyond that, there were six more if-onlys, each one as cringe-makingly awful as the last.

If only Chairman Fuld had kept his ear close to the ground on the inner workings of his firm—both its triumphs and its mistakes. If he had listened to his generals, met people who formed the heart and soul of Lehman Brothers, the catastrophe might have been avoided. But instead of this, he secluded himself in his palatial offices up there on the thirty-first floor, remote from the action, dreaming only of accelerating growth, nursing ambitions far removed from reality.

If only the secret coup against Fuld and Gregory had taken place months before that clandestine meeting in June 2008. If the eleven managing directors who sat in ostensibly treasonous but ultimately loyal comradeship that night had acted sooner and removed the Lehman leaders, they might have steadied the ship, changing its course.

If only the reign of terror that drove out the most brilliant of Lehman’s traders and risk takers had been halted earlier, perhaps in the name of common sense. The top managers might have marshaled their forces immediately when they saw giants such as Mike Gelband being ignored.

If only Dick Fuld had kept his anger and resentment under control. Especially at that private dinner in the spring of 2008 with Hank Paulson, secretary of the United States Treasury. That was when Fuld’s years of smoldering envy of Goldman Sachs came cascading to the surface. Could that perhaps have been the moment Hank decided he could not bring himself to bail out the bank controlled by Richard S. Fuld?

If only President George W. Bush had taken the final, desperate call from Fuld’s office, a call made by his own cousin, George Walker IV, in the night hours before the bank filed for Chapter 11 bankruptcy. It might have made a difference.

If only … if only. Those two words haunt my dreams. I go back to the fall of Lehman, and what might have made things different. For most people, victims or not of this worldwide collapse of the financial markets, it will be, in time, just water over the dam. But it will never be that for me, and my long background as a trader and researcher has prompted me many times to burrow down further to the bedrock, the cause of the crash of 2008. I refer to the repeal of the Glass-Steagall Act in 1999.

If only President Clinton had never signed the bill repealing Glass-Steagall. Personally, I never thought he much wanted to sign it, but to understand the ramifications it is necessary to delve deeper, and before I begin my story, I will present you with some critical background information, without which your grasp might be incomplete. It’s a ten-minute meadow of wisdom and hindsight, the sort of thing I tend to specialize in.

THE STORY BEGINS in the heady, formative years of the Clinton presidency on a rose-colored quest to change the world, to help the poor, and ended in the poisonous heartland of world financial disaster.

Roberta Achtenberg, the daughter of a Russian-born owner of a Los Angeles neighborhood grocery store, was plucked by President Clinton from relative obscurity in 1993 and elevated to the position of assistant secretary of the Department of Housing and Urban Development. Roberta and Bill were united in their desire to increase home ownership in poor and minority communities.

And despite a barrage of objections led by Senator Jesse Helms, who referred to Achtenberg as that “damn lesbian,” the lady took up her appointment in the new administration, citing innate racism as one of the main reasons why banks were reluctant to lend to those without funds.

In the ensuing couple of years, Roberta Achtenberg harnessed all of the formidable energy on the massed ranks of United States bankers, sometimes threatening, sometimes berating, sometimes bullying—anything to persuade the banks to provide mortgages to people who might not have been up to the challenge of coping with up-front down payments and regular monthly payments.

Between 1993 and 1999, more than two million such clients became new homeowners. In her two-year tenure as assistant secretary, she set up a national grid of offices staffed by attorneys and investigators. Their principal aim was to enforce the laws against the banks, the laws that dealt with discrimination. Some of the fines leveled at banks ran into the millions, to drive home Achtenberg’s avowed intent to utilize the law to change the ethos of providing mortgage money in the United States of America.

Banks were compelled to jump into line, and soon they were making thousands of loans without any cash-down deposits whatsoever, an unprecedented situation. Mortgage officers inside the banks were forced to bend or break internal rules in order to achieve a good Community Reinvestment Act rating, which would please the administration by demonstrating generosity to underprivileged borrowers even if they might default. Easy mortgages were the invention of Bill Clinton’s Democrats.

However, there was, in the mid-to late 1990s, one enormous advantage: amid general prosperity, the housing market was strong and prices were rising steadily. At that point in time, mortgage defaults were relatively few in number and the securitization of mortgages, which had such disastrous consequences during the financial crisis that began in 2007, barely existed.

Nonetheless, there were many beady-eyed financiers who looked askance at this new morality and privately yearned for the days when bank policies were strictly conservative, when credit was flatly denied to anyone without the proven ability to repay.

And at the center of this seething disquiet, somewhere between the persuasive silken-tongued members of the banking lobby and the missionary zeal of Roberta Achtenberg, stood William J. Clinton, whose heart, not for the first time, may have been ruling his head.

He understood full well the goodwill he had engendered in the new home-owning black and Hispanic communities. But he could not fail to heed the very senior voices of warning that whispered, There may be trouble ahead.

President Clinton wanted to stay focused with the concerns of the bankers, many of whom were seriously upset by Achtenberg’s pressure to provide shaky mortgages. And right before the president’s eyes there was a related situation, one that had the deepest possible roots in the American financial community.

This was the fabled Glass-Steagall Act of 1933, the post–Wall Street crash legislation that prevented commercial banks from merging with investment banks, thus eliminating the opportunity for the high-rolling investment guys to get their hands on limitless supplies of depositors’ money. Glass-Steagall was nothing short of a barrier, and it stayed in place for more than sixty years, but the major U.S. banks wanted it abolished. They’d tried but failed in 1988. It would take another four years for this Depression-era legislation to come once more under attack.

President Clinton understood the ramifications, and he was wary of the reform, wary of seeming to be allied with the power brokers of the biggest banks in the country. He understood the complexities of the Glass-Steagall Act, its origins, and its purposes—principally to prevent some diabolical investment house from plunging in big on a corporation like Enron and going down with a zillion dollars of small depositors’ cash. No part of that did President Bill need.

On one hand was the belief of the main U.S. clearing banks that such mergers would strengthen the whole financial industry by increasing opportunities for hefty profits. But there were many people running small banks who were fearful that a repeal of Glass-Steagall would ultimately lead to large conglomerates crushing the life out of the minnows.

President Clinton always kept a weather eye on history, and he was aware the commercial banks, with their overenthusiastic investments in the stock market, had essentially taken the rap for the crash of 1929. They were accused of crossing a forbidden line, of buying stock in corporations for resale to the public. It had been too risky, and the pursuit of huge profits had clouded their judgment.

The man who had stood firmly in the path of the gathering storm of the 1930s was Virginia senator Carter Glass, a former treasury secretary and the founder of the U.S. Federal Reserve System. The somewhat stern Democratic newspaper proprietor was determined that the commercial banks and the investment banks should be kept forever apart.

He was supported by the chairman of the House Banking and Currency Committee, Alabama congressman Henry Bascom Steagall, and it was their rigid legal barricade that did much to solve Wall Street’s greatest-ever crisis. The biggest banks were thenceforth prevented from speculating heavily in the stock markets. But even then, a lot of people thought it was a harsh and restrictive law.

With President Clinton in office for only three years, the major banks once more marshaled their forces to try for a third time to repeal Glass-Steagall, and once more it all came to nothing, with the nation’s small banks fighting tooth and nail to hold back a system they thought might engulf them. But in 1996 they failed once more.

In the early spring of 1998, however, a Wall Street detonator exploded, sending a sharp signal that the market was willing to go it alone despite the politicians. On April 6 Citicorp announced a merger with Travelers Insurance, a large corporation that owned and controlled the investment bank Smith Barney. The merger would create a vast conglomerate involved with banking, insurance, and securities, plainly in defiance of Glass-Steagall.

The House scrambled to put a reform bill together, but the issue died in the Senate after it became clear that President Clinton had many concerns and was almost certain to veto it. The $70 billion merger between Citicorp and Travelers went right ahead regardless. The result was a banking giant, the largest financial conglomerate in the world, and it was empowered to sell securities, take deposits, make loans, underwrite stocks, sell insurance, and operate an enormous variety of financial activities, all under one name: Citigroup.

The deal was obviously illegal, but Citigroup had five years to get the law changed, and they had very deep pockets. Senators harrumphed, and the president, concerned for the nation’s smaller banks, worried.

However, the most powerful banking lobbies in the country wanted Glass-Steagall repealed, and they bombarded politicians with millions of dollars’ worth of contributions. They cajoled and pressured Congress to end this old-fashioned Depression-era law. Inevitably they won. In November 1999, the necessary bills were passed 54–44 in the Senate and 343–86 in the House of Representatives. In the ensuing days the final bipartisan bill sailed through the Senate, 90–8 with one abstention, and the House, 362–57 with fifteen abstentions. Those margins made it vetoproof. I remember the day well. All my life my dad had been telling me that history inevitably repeats itself. And here I was listening to a group of guys telling me it was all different now, that everything was so much more sophisticated, “doorstep of the twenty-first century” and all that, so much more advanced than 1933.

Oh, yeah? Well, I never bought it. It’s never different. I knew that Glass-Steagall had been put in place very deliberately to protect customer bank deposits and prevent any crises from becoming interconnected and forming a house of cards or a row of dominoes. Carter Glass’s bill had successfully kept the dominoes apart for more than half a century after his death.

And now that was all about to end. They were moving the pieces, pressing one against the other. I remember my concern as I watched the television news on November 12, 1999. The action on the screen was flying in the face of everything my dad had told me. I was watching President Clinton step up, possibly against his better judgment, and sign into law the brand-new Financial Services Modernization Act (also known as Gramm-Leach-Bliley), repealing Glass-Steagall. In less than a decade, this act would be directly responsible for bringing the entire world to the brink of financial ruin. Especially mine.
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A Rocky Road to Wall Street

Right here, in a haze of tobacco smoke and cheap hamburger fumes, I was on the skid row of finance … places like this specialize in the walking dead of failing corporations.

AT THE AGE of ten, I resided in some kind of a marital no-man’s-land, a beautiful but loveless gabled house in the leafy little township of Bolton, Massachusetts, some twenty miles west of downtown Boston. My father, Lawrence G. McDonald, had accepted the end of his marriage and had left my stunning fashion-model mother to bring up their five children all on her own. I was the oldest.

The general drift of the breakup was rooted in my dad’s hard-driving business career. Owner and chief executive of a chemical engineering company, he might have stepped straight out of a suburban cocktail party staged on the set of The Graduate: “Plastics, son. That’s the future.”

And I guess in a way it was the future. At least it was his future, because plastics made him a stack of money, enough to start his own brokerage firm, and it only took him about twenty-nine hours a day, seven days a week, to do it. He was obsessed with business.

So far as my mom was concerned, that was the upside. The downside was his devotion to the game of golf, which took care of his entire quota of spare time. For all of my formative years he played to scratch or better. As the club champion of Woods Hole Golf Club, down on the shores of Nantucket Sound, he had a swing that was pure poetry, relaxed, precise, and elegant, the clubhead describing a perfect arc through the soft sea air as it approached the ball. Also, he could hit the son of a bitch a country mile.

Mom never really saw him, since she never landed a job as a greenskeeper. And he saw her principally in magazines and on giant billboards around Boston, where dozens of images showed her modeling various high-fashion accessories.

When I referred to the marital home being loveless, I was not quite accurate. There was a burgeoning love in that house, but it did not involve Dad. He’d moved out, and many months later, a new suitor for my mother appeared on the horizon. Years later they were married, but even at my young age I realized he must have been some kind of latter-day saint, taking on this very beautiful lady with the staggering encumbrance of five kids and a kind of rogue husband prowling around the outskirts of her life, keeping an iron grasp on every nickel of her finances.

The name of the new man, who would one day become my stepfather, was Ed O’Brien. He was an extremely eminent lawyer and a grandson of a former governor of New Hampshire. Ed was a very classy guy, and he adored Mom and helped her in every way. He was not so big and tough as Dad, who had a touch of John Wayne about him, a kind of western swagger and a suggestion of unmistakable attitude, which often goes with entirely self-made men.

Anyway, right now I want to get to the point. Remember, Dad did not live with us anymore, and Ed occasionally stayed the night. Well, on this particular morning I was standing in the living room staring out of the window at Ed’s brand-new Mercedes-Benz convertible, a $100,000 car even way back then in the late seventies. Suddenly I saw a car pull up outside the front gates.

Into the expansive front yard strode Lawrence G. McDonald, wielding what looked to me like a seven-iron. He came striding up to Ed’s automobile and took an easy backswing, left arm straight, and completely obliterated the windshield in a shower of splintered glass. The clubhead struck right above the wipers, a little low. I thought Dad might have raised his head just a tad on impact.

Never breaking stride, he walked resolutely to the front of the car, took aim, and smashed the right-side headlight. Moving left, he ripped the club back fast. I thought I detected a slightly tighter swing, hands a little farther down the club. Anyhow, he did precisely the same to the headlight on the left.

By this time there was glass all over the place, and still I just stood there, gaping, wide-eyed. I watched Dad stride around to the back of the car, and for a moment I thought he was planning to survey his handiwork. You know, like standing back after you’ve dropped a ten-footer.

I was wrong. Once more he took his stance, swung the club back, and fired it straight into the taillight on the left side, shooting red glass all over the lot. Then he moved two paces right and with precisely the same shot, slightly wristy with a lot of backspin, punched out the other one. If either taillight had been a golf ball, it would have flown high and dug in on landing, probably pin high. There was a lot of precision about Dad’s play that morning.

I mention this because the incident is branded into my memory. It took me ten years to ask him about it, and he replied as only he, or perhaps John Wayne, could—real slow. “It wasn’t a seven-iron, son. Didn’t need any more than a pitching wedge.”

It would be another thirty years before I would witness at very close quarters another such act of wanton, willful destruction. And that took place on the trading floor of a Wall Street investment bank.

I BEGIN MY story with that brief insight into the character of my father because he had, even after the divorce, a profound influence on me. By nature he was a bear. That’s not a straightforward grizzly, seeing world disaster in every downward swing of the Dow. Dad was a perma-bear, seeing potential catastrophe every hour from the opening bell to the close of business.

For some investors the floor of the New York Stock Exchange is the last refuge of the Prince of Darkness, a place where demons of ill fortune lurked behind every flickering screen. Dad was not that bad, because he was an instinctively shrewd investor, often a wizard at stock selection, spotting the corporation that was about to tank. But his attitude almost caused him to miss the two greatest bull market rallies in history, because to Dad, cash was king, and he might need to prepare for the end of the world. He was the ultimate value investor. In outlook he was a cautious, somewhat skeptical pessimist. In personality he made Howard Hughes look like an extrovert.

In his own business Dad was extremely successful. He earned his bachelor of science degree in chemical engineering at Notre Dame, where he was number one on the golf team. Then he went to work as a salesman at General Electric’s plastics division, the Google and Microsoft of its day. He ended up a multimillionaire, owning his own plastics manufacturing plant in Massachusetts.

When he told me to beware, that history, without fail, repeats itself, he was not thinking of the sunlit uplands of triumph and achievement. He had in mind events like the eruption of Krakatoa, World War II, the fall of the Roman Empire, the collapse of the Soviet Union, and above all the crash of 1929. Always the crash.

With a worldview like his, it was scarcely surprising that the peace and quiet of the golf course was his principal escape. And he was one hell of a player. He held the course record of 65 at Woods Hole for more than twenty years, and on one near-legendary occasion he nailed the three par-fives in birdie, eagle, and double eagle. He played the great golf courses in serious competition, once losing on the last green at Winged Foot Country Club to one of the best Massachusetts amateurs of all time, Joe Keller—and even Joe had to sink a forty-footer to beat him.

Dad had already set me on the road to becoming a scratch golfer when my world caved in. He and Mom split, leaving Mom with us kids in the big house without the means to support either it or us. Ed had a law practice in Worcester, and to that tough Massachusetts city we upped and transplanted ourselves, mostly because Mom needed a friend, just someone to be there, in the absence of Dad and his weighty bank balance.

Bolton, where we had always lived, was a little gem of a town, an upper-middle-class haven set in green rolling country with the families of well-to-do business guys in residence. From there, my mom, now in desperate financial straits, my three brothers and one sister, and I ended up in a housing project in the worst part of a distinctly suspect city—the absurdly named Lincoln Village Apartments, gateway to nowhere. I was too young to go into culture shock, but hell, even I realized that somehow the roof had fallen in on my life.

With five children to care for, my mom, the hugely admired Debbie Towle, could not possibly go back to work. She was still, by all accounts, spectacularly beautiful, and would once again have been in demand as a fashion model, but that was impossible. We were not so much hard-up as bereft.

The apartment was in a nightmarish neighborhood, run-down and dirty, with a slightly sinister atmosphere, as if at any moment some shocking crime might be committed. Mom was always in tears. I could tell she hated the place, hated living at the wrong end of this urban version of Death Valley.

As you can imagine, the people were an absolute treat, many of them shifty-eyed, leering, unkempt, and full of resentment: some really shaky kids, white trash, drug dealers. There were also gangs of trainee criminals staging shoplifting raids and nighttime burglaries all over the city. They kept trying to recruit me, but I knew enough to stay well out of it. I refused to join them, and one night their leader came to the door of our apartment, dragged me out onto the front steps, and punched me right in the face.

Mom nearly had a heart attack, and Ed O’Brien came to the rescue, trying to help with money. Dad? He pretty much disappeared. In my first eighteen months in Worcester I went to three different schools, each one a bigger disaster than the last. This was life as I had never imagined it. Academically I was slipping behind; mostly I was afraid to go outside the door because of the sheer danger of the place. It’s hard to explain every vestige of the change in our lives. But the difference was total. There were no more trips to the Cape, no more golf, no more elegant dinners at our home. We were prisoners of the cells of Lincoln Village.

My dad did pull one masterstroke on my behalf. He arranged for me to report to tranquil, green Worcester Golf Club, where I spent time caddying. I was too young to understand I was hauling a huge bag around for one of the immortals—Bob Cousy, the six-foot-one point guard for the great Celtics teams of the fifties and sixties, and an excellent golfer. The sweet-swinging point guard called me “kid”; I called him “Mr. Bob.”

But those trips around the course were only a tiny respite from my real world. I earned $100 caddying, all of which I gave to my mom. As a family, we were sinking into depression. I remember it all so well—no laughter, no joy, and the unmistakable feeling that we never should have been anywhere near Lincoln Village. Finally, the entire family got together, both Mom’s people and Dad’s, and decided, “We have to get those kids the hell out of there.”

So one bright morning in the spring of 1979 we all moved to Cape Cod, where Dad had always had a home. We went back into the sunlight, back to life as we had once known it in Bolton, away from the glum recesses of Worcester.

When I began at my high school in Falmouth, I was at a huge disadvantage, way behind in my work in all subjects. I fought an academic war to become a C student, struggling to catch up. During my junior and senior years, when it was time to make a decision about college, I most definitely was not regarded as a candidate for a top university. So you can imagine my surprise one day when Dad showed up and told me he was taking me out to his alma mater in South Bend, Indiana: Notre Dame, the hallowed campus of the Fighting Irish, which also houses one of the greatest libraries in North America under the watchful eye of the Touchdown Jesus, set in massive mosaic glory on the eastern wall of Memorial Library.

He took me to all the sacred places: the Grotto, the library, the Rockne Memorial, the Sacred Heart Church, the palatial South Dining Hall, and of course the stadium. I thought then, as I think now, it must be one of the most fabulous university campuses on earth.

Plaintively, I asked my dad, “But why now? Why bring me here so late? I obviously could never make it, not after the years in Worcester. If you wanted me to come here, I should have stayed at my school in Bolton.”

He was a man of few words at the best of times, and he greeted my comments with even fewer words than usual. There was no explanation of his intentions. And we traveled home to the Cape with hardly any further discussion about my lack of academic future. I think Dad knew I was doing everything I could to regain lost ground at school, but there was no possibility whatsoever that I could ever aspire to a place like Notre Dame.

When we reached the house, Dad took me by the shoulders, turned me around to face him, and said in that rich baritone voice of his, “Son, remember this—it’s not where you start, it’s where you finish.” Spoken, I have often thought, like a true hard-driving son of a mailman—and for that matter, a bit like John Wayne. A student’s gotta do what a student’s gotta do.

What I had to do was scramble my way into a university of some description. Any description. In the end I made it to the University of Massachusetts at Dartmouth, a small seaside town that sits in the southernmost corner of the state, where the Atlantic washes through the trailing headland of Cuttyhunk, the last of the Elizabeth Islands.

Before I reported to UMass for my economics courses, I spent a summer working in Falmouth pumping gas. I swiftly developed a deadly rivalry with the gas station next door, which was manned by one of my local buddies, Larry McCarthy.

He was a whip-smart kid, built like a jockey, 120 pounds wet through, and about five foot five. He got a pretty hard time at school partly because he was so small and partly because he was frequently seen reading the Wall Street Journal when he was in seventh grade. But he was a feisty little devil, and he fought like a tiger, ever ready to swing a roundhouse right at any perceived slight. Just how feisty he was would be demonstrated to me in Technicolor when we both had our backs to the wall at Lehman Brothers twenty years later.

His dad was a bank president, and he sent his son to the expensive Sacred Heart School. Right from the get-go Larry was being groomed for a Wall Street career. He sailed into Providence College to study economics and business administration.

Even as a teenager, I should have known he’d go far, because he was hell as a business rival. One week things were a little quiet, so I cut a cent off the gas price at my station, guessing the notoriously parsimonious New Englanders would go for that with enthusiasm. I was right, and for a couple of days I was doing real well. Then it all went south and I was back in the doldrums.

It did not take me long to find out why. Across the street Larry had slashed his price by more than two cents and mopped up almost all of the town’s regular business at the pumps. The summer drew to a close leaving us still best friends, but with the business pecking order established.

As a freshman, I lived in Falmouth with my dad and made the hour journey to school each day. That had the advantage of being free except for gas, and the disadvantage of my being watched beadily by a very advanced financier as I toiled my way through the demanding curriculum. Dad was making a big effort, seeming to want to make amends for things in the past, and we got closer. I guess I started to like him more, as I have done ever since.

By the time I moved into junior year, I had become a top student, straight A’s, while majoring in economics, with probably the best grades in my class. Dad regarded all this with a watchful gunslinger’s gaze. Never said anything. Probably figured there wasn’t any need. But I bet he secretly knew I could have made Notre Dame if I’d had a shot.

When we talked, it was usually about business. Sometimes about our other shared interest, golf, but mostly Dad let his short irons do the talking. Although I do remember he once told me he’d dropped a sixty-footer on the fifth green of the exclusive International Club out in Bolton. This was reputed to be the largest green in the game, a 120-yard-wide upside-down apple pie generally regarded as impossible from all angles. Dad, who was the best player in the entire membership, recounted that putt with a paucity of words. But he told it like it was, straight and true, the upholding of good over evil, like a scene from the back lot of High Noon.

Those were the terms in which he saw the world, and he looked at the financial markets with a mixture of suspicion and cynicism, watching, waiting for the chink in the armor of the mighty that would allow him to cash in. Like all bears, he was intuitively drawn to the art form of shorting stocks—acquiring shares in a corporation in anticipation of a downward spiral. In the broadest possible terms, if one thousand shares are acquired at $100 each and the price then falls to $50 per share, the bear tucks away a succulent $50,000 profit. It’s a bit complicated, because the original $100 shares are not actually purchased by the bear. They’re borrowed through a broker and immediately sold. All the old bruin needs to do is buy them back at the cheaper price and pocket the difference. And so, while all around him the stockholders are licking their wounds, losing their cars, selling their houses, and watching their portfolios blow up, men like my father bask in the sheer scale of the disaster, counting their cash and staring balefully around for the next potential casualty.

No doubt in my mind: Dad was a bear’s bear.

And all the while he stressed to me that no matter how bad things were, they could always be that bad again, or worse. In his view, “it couldn’t happen again” rates as just about the stupidest comment ever uttered. Yes, it could, son. Yes, it could. History invariably repeats itself. The mantras of my father. Forever in my mind.

By the time I graduated from college in 1989, I had learned enough about Wall Street to understand that was the place I wanted to be, right out there in New York with the big dogs, playing in the major leagues of finance. The trouble was, my chances of getting in were zilch. Those big finance firms recruit from the best colleges in the United States. They ransack the top business schools, scoop up the outstanding talent from Harvard, Princeton, Yale, and Penn. And they land them early, often bringing kids into the firms for work experience before they even graduate. UMass Dartmouth was not one of the regular stops on their recruitment drives. They wanted the best, and their recruiters headed straight for the institutions where they were most likely to find it.

I understood that big finance in the United States was probably the toughest of all careers. It was such a ferocious learning curve that young people were quite often burned out at forty, unable to take it anymore—the endless hours, the pressure, the fear of missing a chance. And yet I still knew that it was for me, even though it would be a long, hard road, mostly uphill. I didn’t broach the subject with anyone. Instead I decided to tackle it alone, armed only with my economics degree from a relatively obscure university. Whichever way you cut it, I was at some disadvantage against a kid from Choate and Harvard with about seventeen relations in the boardrooms of the great finance houses. Still, as Dad had said, it’s not where you start, it’s where you finish.

So there I stood in search of my personal holy grail, metaphorically staring at the north face of the Eiger, wondering which way was up. I was long on ideas but destitute when it came to contacts and connections. I had no clue where to start. While a hell of a long way from Worcester, I was still light-years away from Wall Street. And I was braced for rejection on a mammoth scale, but I believed that every no brings you closer to a yes. See that? A psychologist, even at that young age!

In my secret thoughts I set myself a five-year target to make Wall Street—not some plush carpeted office, but right down there in the Colosseum of the trading floor, where the rubber meets the road, where the toughest characters in the game stand guard over the firm’s capital. I was holding on to a dream that my dad had instilled in me, the lure of finance on the grandest scale, illuminated by another of his mantras: that someone somewhere is going to screw up big-time every trading month of the year … the anthem of the bears.

I can’t say why, given that I had witnessed my dad stepping gingerly through those big bull markets, but I have always been sympathetic toward the bears, even though I understood that the real big hitters of the investment world traditionally have been men who seek stocks in corporations that are on the rise, the ones on the verge of a breakthrough with a new idea or discovery.

In any event, that summer of 1989 I set about establishing a career for myself. I would begin with a mass attack on the financial institutions of the Northeast, buoyed up by yet another of Dad’s mantras: even a blind pig will occasionally find an acorn. I bombarded the industry with letters of application, probably a thousand of them, accompanied by a resume that was light on substance but long on ambition. I spent hours in the Falmouth library researching chief executives of New England brokerage houses, chief financial officers, marketing directors, human resource guys, and God knows who else.

When I hit them, I hit them big, dozens of letters at a time which I personally fired into the Falmouth Post Office, armloads. The rejection slips came back like a machine gun fusillade. But I never went down. I just kept mailing: Boston, Hyannis, Quincy, Plymouth, Buzzards Bay, and points west all the way down to Newport. Result: zero.

The fact was, I could not even gain entry for an interview, never mind receive a job offer. So if I wasn’t invited, I thought, I’d get in some other way. Armed with my list of addresses, I went on a kind of brokerage house patrol. I just turned up with the name of the guy I wanted to see, trying to wheedle my way past the advance guard of receptionists and secretaries—all of whom, of course, tried to get rid of me, since I had no appointment.

As each one of these sieges was repelled, resulting only in ignominious defeat, I slowly came to understand I needed to be a great deal more cunning. So I evolved a new strategy. I would sneak in, barge in, lie my way in, or make my entry in disguise. From that point on I was a changed person, a new specialist in low cunning, deviousness, and subterfuge. Some of my tactics were so preposterous it was all I could do to prevent myself from falling over with laughter.

There was the out-of-breath, well-dressed young exec who was simply so late for an appointment there was no time to argue at the desk. At some of these brokerage houses I just charged straight in, as if I owned the place, and headed for the boss’s door. (That was in the more innocent days of the early 1990s; today I’d probably be shot.) Other times I’d simply say I had an appointment, no ifs, ands, or buts, and I’d traveled two hundred miles to keep it. Other times I researched my target and turned up on his birthday or anniversary with chocolates or flowers that had to be delivered personally. I had to invest in a couple of blue tradesman’s work coats for these forays into the enemy camp. Ed O’Brien, by now my stepfather, funded this operation right down to the flowers.

My most successful deception at the New England offices of Merrill Lynch, Lehman, Morgan Stanley, or Smith Barney was the role of pizza deliveryman. Ed stood me a long white coat that hid my business suit for that one and even offered to finance the pizzas. But since the boxes were always empty, I explained, that would not be necessary.

There’s something magnificently ordinary about a pizza, something delightfully mundane. It’s a word that can soften the stoniest heart. “Pizza for Mr. Matthews” was not the way. You needed the jargon of the pro: “Sausage, mushrooms, and extra cheese, Mr. Matthews, right away while it’s hot.” Or “Linguisa, peppers, and tomato, Rick Matthews, gotta be hot.” Or “Rick Matthews wants it real hot—extra cheese and sausage. Let’s go, let’s go!” For that last one, I hit the reception desk with my best Italian accent and barged straight in, quivering with urgency, as if any delay would cost the receptionist her job, not to mention mine. Once I was past the receptionist I was able to ditch the white coat and the pizza boxes.

Of course, having stormed the first line of defense armed only with a pizza box, I was still one hell of a long way from my final objective, a job on the trading desk of one of the big Wall Street–based finance houses. But I was in the door, in the most literal sense, and I was seeing a few branch managers—mostly for about four and a half seconds before they had me escorted from the building.

A few, however, doubtless amused by my chutzpah, let me stay for a chat. Some of them were really good guys and seemed sympathetic that I wanted a job in the finance business so badly that I was ready to risk arrest for illegal entry. Strangely, I noted many of them saying the very same thing: aside from the fact that I needed to pass the Series 7 exam before I could earn employment as any kind of broker, every one of them told me I needed sales experience. It could be selling door-to-door or cold calling, but experience was absolutely vital. They all said they’d consider giving me a shot, but not until I had a genuine sales track record.

“Kid,” one of them told me, “you’re going to kick off as a retail broker, and before you get out there, selling stocks, bonds, and securities, you must know how to approach people, the buzzwords that will hold their interest, how to tempt them, how to warn them. I don’t care what you sell for your first experience, but for Christ’s sake get out there and sell ’em something, rather than wasting my time!”

I think he was the director of one of the Merrill Lynch branches, but he was really decent to me, and I remember he sent for a couple of cups of coffee while we were chatting. In the end he said we might as well get into one of the pizzas he thought I had. So I just made the excuse of another appointment and left his office under a cloak of dishonesty similar to the one I’d used when I entered. Wow, I thought, this finance game will be the death of me.

It was true the last guy had understood some of my desires. Deep within me there burned an ambition so powerful I sometimes thought it might burn me up with it. I was prepared to walk through fire to get where I was going. The words of one of my heroes, the author Napoleon Hill, were welded to my soul: Winners never quit. Quitters never win.

Almost immediately I switched tacks and went in search of a salesman’s job, giving due thought to the advice I’d received. I went to about five interviews and settled for a sales rep’s job with American Frozen Foods of Milford, Connecticut. My home office was in Sagamore, right on the Cape Cod Canal, hard by the high bridge that separates the Cape from the Massachusetts mainland.

My territory was the Cape and islands plus southeastern Massachusetts. The great wide canal that cleaves its way along the western coast of the narrow land defined my theater of operations. My specialty was pork chops, though I made significant headway with our pork roast. And I may as well reveal that the culture shock involved in going from dreams of becoming a billion-dollar Wall Street bond trader to the reality of being a novice pork chop salesman was much like the Bolton–Lincoln Village saga.

But I was determined to give it the old college try—UMass, that is, not Harvard. And I set about it in a scientific manner. I called about seven hundred million people, all along the banks of the Cape Cod Canal. I hit ’em by phone, I hit ’em by road, I even hit ’em by bus when my car was in for service.

My creed was that no pork, in all the colorful history of pig farming, had ever tasted even one-hundredth as good as this particular set of chops. I sold them to young ladies, young marrieds, and divorcées, to the rich, the lonely, and the dispossessed. I sold them to the up-and-coming, the has-beens, and the still-striving. The sharp young newly-weds were tough, unlike the pork, because of a reluctance to shift from their planned budgets.

But when I saw an old lady my heart sang. They weren’t normally hungry, but many of them had a lot of grandchildren. My sudden appearance on their doorstep—a six-foot-three charmer, a bit of a Jack the lad, scratch golfer, future Master of the Universe, et cetera—saw me invited in for a cup of coffee so often I probably could have switched to being a coffee salesman, and the hell with the pork chops.

Anyway, given the amount of time I spent in deep conversation with these female senior citizens, I needed to sell hard, stressing the joy and convenience of having a fridge full of pork chops, a meal for all occasions. I studied recipe books, learning about fifty thousand ways to prepare the chops for the table. These formed my selling phrases—pork chops, perfect for every dinner.

I realized there was a heavy commitment involved in a delicious pork roast, since you need three or four people to eat one. So as soon as I detected that a lady was widowed or lived on her own, I instantly switched my pitch toward the chops, highlighting the ever-useful four-pack, perfect for the single-chop dinner.

There was one wealthy couple from Cohasset with whom I was so successful they must have purchased about 470 pork chops, creating so much storage pressure that I sold them a new freezer. In the end I was one of the top salesmen in the entire American Frozen Foods northeast region. And I was out in the lead midway through the second year when I called it quits: The winner, and still the pork chop champion of the world, from Woods Hole, Massachusetts, Larry “Lean Man” McDonald!

Meanwhile, my buddy Larry McCarthy had moved smoothly into finance. He made it to the majors while I was still trying to get into single-A. A Wall Street investment firm, Donaldson, Lufkin and Jenrette, gave him his chance, and his career immediately flourished, exploding upward. While I was selling the four-packs he was learning to specialize in bank debt and distressed bonds.

At that point our careers were so far apart it would have been laughable if it hadn’t been semitragic. There was Larry marching around lower Manhattan like J. P. Morgan incarnate, while I was working the banks of the Cape Cod Canal with a vanload of pork.

At that time, I could not gain a foothold even close to where Larry worked, but still I hung on to my dream: that one day I would make it to the top table in the world’s biggest business. Nothing could cloud my vision of the holy grail, and I vowed to keep chasing it, no matter how difficult that proved to be.

American Frozen Foods did their level best to keep me in their organization. After presenting me with the award for being best salesman—number one in pork—they asked me to move down to their corporate headquarters in Connecticut, where glittering prizes would await me: high-level management, head of marketing, czar of the sales force. And it darned nearly turned my head—but then I thought, Whoa! This is not my objective. I don’t plan to become the world’s number one meat salesman.

But the offer focused my mind. Suddenly I knew I had to get into finance somewhere, in some capacity. So with a single item added to my resume—“a top salesman with American Frozen Foods”—I blasted out my letters of application once more. Dozens of them. Response: zero.

I was rapidly losing hope when, from out of the wide blue yonder, there came a chance—not much of one, but a glimmer. A pal from Falmouth High, Steve Seefeld, who had been not only the smartest boy in the school but also the richest, called me one weekend and spoke to me as if he had read my mind. Commensurate with his status as the Einstein of Falmouth High, Steve possessed an elegant turn of phrase. “Listen, Larry,” he said, “screw this pork chop bullshit. It’s time you got the hell out of the fucking freezer.”

Normally I might have dismissed this, but Steve was a very special character—special enough to have earned his sea captain’s license before the age of sixteen, which made him a legend in the oceanside bars of Falmouth. Jesus, this kid thought he was qualified to drive a packed Martha’s Vineyard car ferry when he was still in tenth grade—docking, navigation, tidal currents, the lot. Not only that, but Steve was now fluent in Java, C++, and Visual Basic, the most advanced new languages of computer programming. And that wasn’t all. Steve had also gotten the highest possible score on the mathematics section of the SAT. He was studying at the world-renowned Wharton School of the University of Pennsylvania. He lived with a group of fellow business students close to the school, and suggested I break away from the Cape, get down there, and move in with him and his guys.

We agreed that I needed to get into finance right now. He said I should enroll at a nearby Philadelphia business school and start studying right away for the Series 7 exam, without which, he said, “a future bond trader would be like a butcher without a meat cleaver.” Steve added that although he knew I had stacked away ten grand in what he called “porkbucks,” I should still take a day job and maybe even find some bucket shop to sponsor me in the exam—not an uncommon maneuver.

And so I left American Frozen Foods. I think they were sorry to see me go, but my immediate boss, Dan Nectow, knew in his heart that my personal guiding light did not illuminate a path back into the freezer. I left with his good wishes, heading south to Philadelphia into uncharted territory. It was only 330 miles, but to me it was like a journey to Patagonia.

I gassed up my old Volkswagen Golf and stuffed into it my worldly possessions, which added up to a suitcase full of clothes, two or three coat hangers, some literature of doubtful merit, and about eighty prime pork chops, packed into a cooler as a gift for my new roommates. (Dan let me have them wholesale, prepacked.)

I ENROLLED IN the Securities Training Corporation, a financial school that operated on the Wharton campus. From our house on Powelton Avenue, not far from Wharton, I began a new assault on brokerage houses, phoning and writing.

Philadelphia is a rougher, tougher business environment than the greater Boston area. I found out how just how tough on my fourth day in the city. I had secured an interview with the branch manager of a sleazy bucket shop in the downtown area, just off Chestnut Street. His offices bore about as much relationship to a Wall Street investment house as Soweto does to Beacon Hill.

About twelve guys, used-car-dealer types, were selling stocks, mostly penny stocks. All of them were fat, and half of them were eating hamburgers. All of them were smoking—every ashtray was brimming full. And every single one of the salesmen was shouting, some of them stamping on the floor. One guy was standing on his desk, yelling at some hapless customer, “You have to be long on this! People are stampeding for this … it’s going … it’s going!” The impression was of frenzied dealing, a veritable stock exchange uproar for these plainly fraudulent equities being offered on the pure pretense that the action was nothing short of huge.

Even I could see this was the wrong end of the business. I was never going in there. I’d starve before I set foot in their rathole. Through the thick smoke the guy standing on the desk was cajoling, urging, trying to persuade some poor old guy to pile his net worth into the stock—anything for the commission.

This was a classic sweatshop, a small outfit being paid by an obviously failing corporation to unload cheap stocks. These fat chain-smoking salesmen would say anything to their victims: “This stock is gonna double … it’ll be two bucks by next Wednesday … you don’t often get a chance like this … how many do I put you in for? What d’ya want? Gimme a number.” It was right here, in a haze of tobacco smoke and cheap hamburger fumes. I was on the skid row of finance, the rock-bottom end of the business. Places like this specialize in the walking dead of failing corporations.

In their own way these bucket shops are specialists. They have no clients from whom to protect their reputation. They also have no reputation to defend. They just get out there and sell stocks and bonds they often know full well are worthless, and to hell with the consequences. They usually are paid a fee for hawking these fraudulent equities. That makes it a win-win. The sleazeball scavenges a living, and the doomed corporation gets one more bag of dough before filing for Chapter 7. That, by the way, is worse than bankruptcy. Chapter 7 is forced liquidation—goodnight Vienna.

Get me outta here was my only instinct. But the managing director, a total sleazeball in a shiny suit, led me back into his office and, with a colorful flourish, brandished a document in front of my eyes. “Check out the number, rookie—that’s my paycheck for last month. Twenty thousand bucks.”

All he wanted me to do was locate guys with cash and then sell ’em, jam them into worthless penny stocks with promises or anything else that worked. From my view across that hellhole of an office, just picking up the merest snatches of conversation, I could work out this was an underworld operation, selling stock in fake shells of corporations to raise cash, which was tantamount to ripping investors off, stealing them blind. My moral standards would not allow me to work for such an operation.

But the sleazeball manager was not finished with me, and he made me an offer to which I was forced to listen. “Hey, kid,” he said, “you gotta pass your Series 7, right? Because if you don’t, you ain’t going no place. So here’s what I’ll do—you gotta have a sponsor, and I’m gonna be that sponsor, right? I’ll fill in the papers, get ’em entered up in the right places. You pass the exam, you come and work for us, okay?”

I’ve never known whether he really believed I would work there, and he had no intention of paying for my exam, as most sponsors would. All he would do was file the papers as my official sponsor. I would have to pay for everything, including a $1,000 fee to the bucket shop.

We parted on good terms, and I made my way back to Powelton Avenue to face what I saw at the time as the daunting task of passing the Series 7—the only way you can get into the world of securities. Officially, I was trying to obtain “the general securities registered representative license administered by the Financial Industry Regulatory Authority (FINRA) that entitles the holder to sell all types of securities products with the exception of commodities and futures.”

The bulk of the Series 7 exam focuses on investment risk, taxation, equity and debt instruments, packaged securities, options, retirement plans, and interaction with clients such as account management.

In order to write the Series 7 exam, a candidate must be sponsored by a financial company that is a member of FINRA, or a self-regulatory organization (SRO).

Successfully completing the Series 7 exam is a prerequisite for most of the FINRA principal examinations.1

That was my task, and I set off to work myself to death for five weeks, preparing for this six-hour bitch of an exam. It certainly was not as tough as the bar exam but was plenty tough enough for most of us. The official description scarcely did it justice. The entire paper was a demanding test of options, municipal securities laws, NASD rules and regulations, and that investors minefield, buying on margin. The main book I needed to study was about three feet thick, or at least that’s how it looked to me.

Night after night, I pored through the book, memorized rules and procedures. Without knowing where I was going or where I would end up, I devoured that book, morning, noon, and evening, surrounded by guys who were doing MBAs at Wharton and would soon head straight up the red carpet to the biggest firms on Wall Street.

But, in the fullness of time, each and every one of them would have to tread the same path and pass the exam. The main difference, of course, was that they would be sponsored by Merrill Lynch, Smith Barney, Lehman, J. P. Morgan, and Bear Stearns. Unlike me, who had nothing and was officially associated with one of the least attractive bucket shop gangs on the East Coast. Whether or not that Series 7 was a top priority or just a distant mountain to be climbed made no difference.

One by one my new Wharton buddies came and asked to see the study book, especially my pal and roommate Rick Schnall, a nephew of Carl Icahn, the most famous corporate raider on Wall Street, the Muhammad Ali of his trade. It was a big help being among guys like that, because when everyone is involved in the same subject, with similar insights and perceptions, the sheer velocity of the available information is ratcheted up a few notches. They were generous to me with their time and advice, and in turn I let them take a few peeps at the practice exams in the back of my book.

In the last couple of weeks my strategy was to take those practice exams over and over, and by the time I finally took the examination I’d completed a whole stack of them. Hell, I was darned nearly a veteran, and I crashed home to victory, scoring a 92 (the passing grade was 70). I was now licensed to walk in the steps of the mighty, and my elation was about 300 on the Richter scale.

Little did I know that the Series 7 exam was the very first step on my personal road to the greatest financial catastrophe in history, a global meltdown, the Armageddon of the world’s stock markets—choose your metaphor. I was on the yellow brick road leading directly to the biggest bankruptcy of all time. Dead center, matter of fact.

But money was running out pretty fast, and my only prospect of gainful employment was back in the bucket shop with the sleazeball and the smokers, a group I regarded as the totally unacceptable face of capitalism. From where I stood, Danny and the porkers back in Sagamore looked like the boardroom of Salomon Brothers.

So once more I set off to storm the ramparts of the brokerage houses. But this time I was armed not only with my Pork Chop Man of the Century award from American Frozen Foods but also with my outstanding grade on the Series 7 exam.

Merrill Lynch was my first call. The Philadelphia branch was situated in a beautiful old bank building down near Independence Mall, pitching-wedge distance from the Liberty Bell, on Chestnut Street. I moved smoothly past the front line of the brokerage house’s corporate defenses by unleashing a colossal whopper and telling the receptionist I had an appointment with the branch manager, Gary Begnaud. I think he must have been too busy to remember whether he had an appointment with me or not, but he summoned me into his mahogany-paneled office and listened to my story. He never did find out the true validity of my “appointment,” but he liked the sales experience, and he loved the fact that I had achieved the Series 7 on my own.

He treated me seriously and tried to explain the requirements for a Merrill Lynch retail salesman. Tell you the truth, they were pretty damn basic—find as many rich people as you can and talk them into investing their money with the company. The bigger the amount, the better Gary was going to like it.

Would he give me leads?

“Nah.”

Would I get lists of the right kind of people?

“Forget that. Get your own lists.”

How about a desk in his office, where I could answer the phone and pick up a few leads that way?

“Larry, you get a desk and a phone in the bullpen. We’ll teach you the new but noble art of cold-calling clients to sell money market funds, stocks, and bonds. Our analysts put together these financial packages, and you get out there and sell them.”

He added that interrupting busy people with a sales pitch was no walk in the park. In fact, he suggested that if I was any good, I had a fighting chance of becoming, in a very short time, the least popular person in Pennsylvania. “But if you’re good,” he told me, “the money’s good.”

Would I get a salary?

“Oh, sure. Eighteen thousand a year. Plus commission on what you bring in.”

He said “eighteen thousand” as if it was eighteen million, but I swiftly calculated I’d be lucky to get three hundred fifty bucks a week. Hell, I could earn that in a day with American Frozen Foods.

But this was my chosen road, the road to Wall Street, and Gary was Merrill Lynch’s most trusted executive in what was then the fifth-largest city in the United States. I found out why when he imparted his final zinger to me: “Larry, you got a job here for six months. In that time I want you to bring in $6 million in assets and $100,000 in investment commissions. Fail and you’re fired.”

My mind raced, and I flashed from the sheer impossibility of the task to the joy of a paltry salary plus another $25,000 payout in commissions if I hit the minimum production threshold of one hundred grand. Would I give it a try? Damn straight I would, even though I suspected that Merrill Lynch in Philly operated on the same lines as the sleazeball and the smokers, except for the classy manners, the sophisticated product packages, and the towering reputation of this Wall Street powerhouse. That’s all.

Let’s face it—selling the stocks and bonds offered in the Merrill portfolio, offering a rock-solid 5 or 6 percent on clients’ money, beat the hell out of selling fraudulent stock for some carpet maker in South Philly. And the uppermost thought in my mind was that I needed money, fast, and if I didn’t take Gary’s offer, then my only alternative was to report back to my sponsors, and I couldn’t face that.

I shook hands with my new boss, took a swift tour of the office, produced my precious Series 7 diploma and my award from American Frozen Foods, and promised to report for duty the next morning at six. That night I made my transformation from earnest parka-wearing student to slick young hustler operating under the banner of Merrill Lynch. I went into Wanamaker’s, the famous Philadelphia retail emporium, and bought myself a new suit and a pair of black shoes.

I felt good, though a bit uneasy, as I walked into the office early the next morning. It was, after all, the only time in living memory I’d entered a brokerage house without telling a grandiose white lie to one of the front office staff or hiding behind a couple of empty white pizza boxes—sausage and extra cheese for Mr. Begnaud.

In a briefcase I’d borrowed from Rick Schnall, one of my Wharton roommates, I had my new set of weapons, my salesman’s attack blueprint: local maps, business directories, and lists of country clubs, golf clubs, and big-city men’s clubs, anywhere I was likely to find people who fit Merrill Lynch’s favorite marketing phrase, “persons of high net worth.”

They were my targets, and by nine o’clock I was putting together a power list and trying to convert key phrases from the meat-selling business to fit the much more complex task of selling stocks and bonds. I was using every ounce of creativity I possessed.

For instance, one of the prime ways a reluctant potential client gets out of making a commitment to invest is to say, “I’m sorry, Mr. McDonald, I need to run this by my wife.” Every salesman worth anything whatsoever is ready for that one. But because I didn’t want to use any phrase the prospective client might have heard before, I racked my brains for a line I could be ready with. Finally I got it, and I used it for months. When the potential client said he needed to run it by his wife, I answered: “Sir, these equities do not come in different colors. Your wife probably hasn’t picked a winner since she picked you.” A couple of people were mildly shocked at this flagrant chauvinism, but if anyone laughed, I knew I was turning for home, whippin’ and drivin’ down the stretch to the finish line.

The problem was, my new suit and shoes had just about wiped out my cash, and after six weeks of sixteen-to eighteen-hour days I was not making it financially. I couldn’t give up, but I couldn’t go on, because my success rate was hovering somewhere near the red zone. I’d hardly clinched a deal in that time, and I was broke. Which caused me to make a thoroughly desperate move.

I located a loan shark to borrow $500. The terms were harsh: pay $600 back in two weeks. I presumed that failure would result in my lifeless body being dredged up from the Schuylkill River, probably wearing cement boots instead of my new black shoes. But I had no alternative. I was now on my own and didn’t want to borrow from family and friends.

Somehow I had to sell these equities, and all I had was my brain and a killer work ethic. I cold-called until the phone was red hot, hundreds of calls every day, looking for the break, for the client with money to invest. I worked my way door-to-door all the way from the office near Eighth Street right down to Society Hill on the western bank of the Delaware River.

In the evenings I hit the suburbs, particularly the great mansions of Philadelphia high society along the Main Line. The name refers to the old Main Line of the Pennsylvania Railroad, which transported the rich home from Philadelphia to their castles, great and small. It’s a megabucks sprawl where even small is great, palatial residences set back in wondrous manicured gardens all the way from Bala Cynwyd through Merion, Ardmore, Bryn Mawr, Devon, Wayne, and Paoli. Today the Main Line is not so much a rail line as a state of mind, and its residents are apt to regard all other suburbs as if they housed the boat people of Vietnam. Philadelphia believes it has its own aristocracy. They even speak differently, with a kind of rigid set to the jaw, especially when uttering the words Main Line—it’s a kind of “Maayne Loyyyne” effect. I’m a pretty reasonable mimic, but I never quite mastered that pronunciation. I’m told you have to be born to it.

Anyway, the old Maayne Loyyyne became my new territory. Not as a resident, you understand, since I could barely afford the train fare, and the Volkswagen looked as if it belonged to one of their assistant pastry chefs. But it was a battleground where I would raise (a) the money to avoid being assassinated by the loan sharks and (b) the millions of dollars in assets that would put me on the fast track to Merrill Lynch’s head office at 250 Vesey Street, a thirty-four-story building at the north edge of the World Trade Center site in lower Manhattan.

I realized that in most cases I might not get past the front gates, and certainly not beyond the housekeeper’s telephone, but these guys had to put their cash somewhere, and I had a real good package to sell them. In my own mind wild horses would not stop me; I would use every trick and technique in the book, anything to get in front of the man with the dough.

The trouble was, I needed a human slingshot to get me in—a way to get noticed, some kind of an inside track—and I tackled the problem the way Eisenhower planned the Normandy landings. I attacked the alumni associations of every Ivy League university in the United States. Then I hit Duke, North Carolina, and UVA before taking a shot at Stanford, UCLA, and USC. All I wanted was a copy of the alumni yearbooks for, say, the classes of 1966 or 1967, because in there were hundreds of graduates. Those books gave birthdates and places, the names of their wives, and where they started their business careers. You’d be amazed at how many of the ones who’d started out in Philadelphia were still working in that city, and how many of them turned out to be in residence on the Main Line. I guess when a city has been a critical part of American industry and white-collar business since the Revolution it will always have a serious collection of blue-blooded tycoons in residence. And Philadelphia was for years, after New York, the second-largest trading port in the country.

The only trouble, as I saw it, was that much of the money was old. And people with old money are innately suspicious that someone is going to take it away. They’ve spent generations protecting themselves and their fortunes, and mostly they consider any Johnny-come-lately of the modern financial world to be radioactive. And boy, was I ever a Johnny-come-lately.

With that in mind I plotted and planned with immense precision. In addition to the alumni yearbook assault, I invented the country club offensive, compiling a list of every expensive golf and country club in the area, especially those along the Main Line—and in particular the revered Merion Golf Club in Ardmore, with its 6,846-yard championship East Course and lockjawed Maayne Loyyyne membership. My objective was simple: to acquire the private members’ handbook with its complete list of members’ addresses and phone numbers.

Now, smart golf clubs were places in which I was entirely at home, despite being secretly in hock to the local brigade of loan sharks. Places like Merion can be extremely intimidating, with their rigid traditions, exemplary manners, and the inbred etiquette of the game, which seems to pervade every room, every lounge, every bar, and even the locker room. But they were not intimidating to me. My dad had taken me to private golf clubs, and while at the time I was not practicing sufficiently to play to scratch, I was still a single-figure handicap player, and that gave me a natural clubhouse confidence.

I knew all about this place before I arrived. I knew that Bobby Jones had completed the legend of his 1930 Grand Slam here when he won the U.S. Amateur before an eighteen-thousand-strong crowd. I knew that Ben Hogan had won the U.S. Open here. I knew all about the fabled “white faces,” as Merion’s bunkers are known. My dad had played and won here.

I knew the dress code, and I knew the language of the golfers. I had studied the layout and noted the difficult holes. I was expert with the throwaway lines of the membership—four-putted the eighth, again; hooked into the woods at the twelfth; couldn’t get out of the bunker on the fifteenth to save my life. By any standards I was ready.

I walked into the clubhouse locker room dressed like Jack Nick-laus and holding a putter. It was a Sunday morning, and the membership was out on the course. I did not even see an attendant, and there, lying on a bench, was a membership book.

I slipped it into my pocket and walked calmly out of the building and back across the parking lot. It was probably worth less than a dollar, that little white book with its club emblem, featuring the little wicker basket that sits, uniquely, on the top of every Merion flagstick. But to me it was priceless, and I headed back downtown with the joy of the conqueror in my heart.

In the ensuing few weeks I learned one thing about club membership books: they can always be found lying around, but nine times out of ten you find them in the locker room or by the bar. The interesting thing is, no one takes a bit of notice if you pick one up. Somehow if you’re in, you’re in, a member of the brotherhood.

Every day I cold-called club members and a selection of the names I had picked up in the area from the college alumni books. And with my excellent Merrill Lynch financial products I made some progress. It was never easy, but every now and then I ran down a prospect and piqued his interest. Sometimes I sent official Merrill Lynch flowers or chocolates to their wives before I called. And somehow I persuaded my Philadelphia clients to invest $1.5 million. My own commission was of course only about $15,000, but at that time it seemed like one hell of a lot of money.

And then, after several weeks of work, I got my first big break, and it came from the most unlikely quarter: the police. I had been on a charm offensive with a guy who was a finance official in the Philadelphia fraternal order of police, and who, to my amazement, invested a huge amount of his colleagues’ funds in the market. I made him offer after offer. I attended all kinds of police events. They even made me dress up like a cop for a Halloween party. Anyhow, I explained to him that the interest rate he was getting was not good enough, and I could do better.

In the end I was victorious. My new pal the cop invested $15 million with me. I was one of the top rookies for acquiring investment assets for Merrill Lynch in Philadelphia. The country clubs came through in the end, the alumni books proved to be a triumph of client location, and even the door-to-door offensive paid off. As it had been with the frozen meat, so it was with the stocks and bonds. I ended up one of the top first-year salesmen. Gary Begnaud was thrilled with my performance.

By now it was 1992. I was twenty-six years old, and I was not happy. I had money. I was comfortably placed, with a decent car and a lot of new friends. But I never liked Philadelphia, and every month that went by I was digging ever-deeper roots for myself. The Main Line was okay, and I had a few very good pals out there. But I missed New England, I missed Boston, I missed the Cape, and nothing in this historic but somewhat grim metropolis could ever feed my soul the way the beaches and the oceanside dunes of Cape Cod always did.

It was a real test for me to leave the world I had created for myself. But the feeling inside me was like that of a homing pigeon. And one day I walked into Gary’s office and broke the news. I was going home.

He nearly had a fit at the potential loss of one of his top salesmen, the kid he had plucked out of nowhere who might or might not have had an appointment. But he could see I was determined to go, and I presented him with all my accounts, requesting only that he grant me an official transfer with a senior sales position to Merrill Lynch’s office in Hyannis, which in financial terms is a kind of suburb of Boston. I could see he hated to do it. But for the second time in a couple of years Gary came through for me, in somewhat unusual circumstances.

On a bright autumn morning I gassed up my new car and headed north, out of Pennsylvania, up to New York, and on toward the Cape. Toward an old familiar world. Toward home. But with me I took a lesson issued to me over and over by my buddy Steve Seefeld, who for months had sworn to God that the only way forward in the world of finance was bonds, convertible bonds, which he personally had been trading since he was, ridiculously, about nineteen years old.

1 FINRA, formerly the National Association of Securities Dealers, was established in 2007.
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