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AUTHOR’S NOTE
In the writing of this book, it was necessary on occasion to change the names and identifying characteristics of certain individuals. That being said, the basis of all the stories herein are true (as they say, you can’t make this stuff up!).
In any event, please note that the names of Barry Blingalot (Chapter 3); Moishe Lowenstein (Chapter 4); Joseph (Chapter 5); Jig Johnson (Chapter 6); the Global Macro Trader (Chapter 6); Karim (Chapter 8); and Joseph, Fernando, Adam, Stephen, Barry, and Michael (Chapter 10) have been changed.

Introduction

I literally fell into finance. I had no idea what it was about. I knew that these business guys pranced around New York with briefcases and walked into glassy office buildings. I had once begun to read Bonfire of the Vanities, but I put it down because I could not stomach the extreme caricatures of New York personalities. I knew nothing.

I was a biochemistry major at Columbia University. I would say that I was a “cool” geek: I was pretty cool and somewhat popular, operating somewhere between Erkel and Billy Dee Williams.

In many ways I was lucky. My mother was a teacher, the career track that many ambitious, intelligent women took in the 1940s and 1950s. My father was a surgeon. So I was always around intellectual stimulation. It was always assumed that I would go into medicine. One could not tell me otherwise.

Science was what I knew and enjoyed. I did very well but not exceptionally well, mostly because I was easily distracted by my own imagination and the unyielding need to explore other curiosities.

It is probably a politically incorrect adage to say that behind every successful man is a woman. But such is how I started my career in finance. My girlfriend at the start of my career was Hanna, who had escaped to New York and to Barnard College out of the eye of the Poland’s Solidarnosc (Solidarity) storm. She was bright, driven, and loyal. She was also keenly aware of opportunity when it presented itself, and she was tired of me being a poor science student.

Hanna had become aware of a Wall Street internship program that had accepted the boyfriend of a girlfriend’s girlfriend the previous summer. He had made $400 a week, which was an enormous sum of money for us at the time.

“You should apply,” she would say. “What’s wrong with you? How can it hurt? Just put in an application!”

Did I say I liked science? Perhaps I forgot to say that I was somewhat lazy, too. I probably had a litany of excuses, but I never got a “round tuit” to apply to the internship. Hanna, however, did not give up.

One night I was in my dorm room around midnight when the phone rang.

“What are you doing?” she asked.

“Oh, nothing,” I whispered hoarsely.

“Great! Then you won’t mind taking a pencil and writing out your personal experience on a piece of paper. It doesn’t have to be neat; I can read your handwriting by now. And don’t be lazy, I have the entire staff of the Columbia Spectator right here. They will stay the entire night with me until we finish typesetting your résumé and your application for this internship. I will be there in fifteen minutes to pick it up and you better have it done.”

I dared not disappoint her, given she had gone to such lengths. Plus, she had this look of scathing disapproval that could curl your toes. It was very effective.

“Oh, and by the way, you need to write an essay about why you want to go into finance and why you are the best person for the job.”

Still groggy, I set about putting pen to paper. I had no idea what I was talking about, let alone she. But I managed to scribble something down and write a little bit about myself. Right on time, Hanna arrived, with that disapproving smirk, to pick up the scribbled notes. As promised, she kept the staff of the Spectator at it until she had achieved the desired result: a beautifully rendered résumé and a narrative about myself that made it look and sound as if it would be foolhardy not to consider me. I was blessed to be loved, but I was too young to know it.

So that my application would have no exposure to my incapacity for timeliness, Hanna did everything. She organized it, packaged it, and licked the stamps. Off it went. Somewhere.

Would you believe it? I got an interview. I have no idea how. I grudgingly confessed to Hanna that yes, I was excited. Those who had gone through the interview process before warned me to be prepared for a long grilling conducted by three sadists. A couple of guys told me that they had been on the verge of tears. The interviewers could ask me about anything and would do so in rapid fire. What was worse, I had to somehow convince them that I was really interested in the job.

The interview would require a bit of “equipment” preparation, as well. I did not own a suit, nor did I own a proper business shirt or shoes. At the time, I was a student-worker in the food service at school to make sufficient money to pay for my tuition and books. Hanna helped me out by punching me in for phantom shifts on the job. She was also a work-study student and, fortunately for me, she was the manager of the food service. Eventually I had enough to buy a suit, shirt, and shoes for what would turn out to be the most important interview of my life. Yes, I probably could have asked my parents for help, but being an independent lad, that option never really occurred to me.

I went to purchase my interview clothes at a place called Dollar Bills, which was a New York institution at the time for men and women who wanted to buy designer labels cheaply. It was located on Forty-second Street, in the bowels of Grand Central Terminal. “Jobber” was the term for Dollar Bills and stores of its kind, which would buy the aging or stale inventory of the high-end New York retailers for cents on the dollar, then sell it to their customers at steep discounts to the original retail price. Dollar Bills agreed not to advertise, so as not to cannibalize the high-end stores’ sales. It was a real New York insiders’ institution, especially for parsimonious shoppers like myself. I was able to buy a suit for very little money without looking cheesy. (Asian manufacturing and the Internet have since put jobbers out of business.)

Well, I bought a gray suit, black shoes, and a white shirt. I was ready. On the night before interview day, I laid them out neatly and set a few alarms to make sure that I woke up on time. I had had an incident earlier in the year where I managed to sleep through the alarm for my MCATs . . . but that’s another story. (I was permitted to take the MCATs the next day, together with those who were observing the Shabbat on the regular test day, Saturday.)

The next morning, I donned my clothes and had all but forgotten about a necktie! No matter; I remembered that I had a tie in my wardrobe that would do just fine. It was woolen, burgundy, and about one-quarter inch wide . . . but its tragic qualities were lost on me. I managed to maneuver the necktie into a knot. It looked more like a shoelace than a necktie. I grabbed a briefcase (which was a mere prop, as there was nothing in it), and off I went.

Before I left my dorm, one of my suitemates—the dark evil one of us; there is one in every group—asked me why I was dressed up. I told him that I was off to an interview. I tried to hurry away, no doubt because I didn’t want to be jinxed by his evil energy. He laughed at me. “You can’t go to an interview looking like that. Dude, let me give you a tie.”

Sherif took me into his room (the first time ever) and opened what appeared to be an armoire (yes, he had an armoire in a student dorm room) with a rack full of ties. I had never known that people my age were supposed to have those things. He handed me a blue Oscar de la Renta tie with Oscar’s name neatly scripted, in small letters, diagonally across the bottom left side. It was the first act of kindness I had ever experienced from Sherif, and I was grateful.

The interview went well. As promised, three interviewers simultaneously grilled me. One of the interviewers was particularly skeptical about my desire to work on Wall Street. He twisted his mouth, sighed disparagingly, and shot me sidelong glances. The truth is there wasn’t a shred of evidence that I had any interest in finance. I had no work experience or courses in economics. I had been smart enough to read the second and third columns of the Wall Street Journal daily for the prior three weeks, but other than that, I really knew nothing about business. The skeptical one wondered why the heck was I there. And he wondered aloud whether it would be better to groom someone who was more devoted to the field. I soldiered on. I finished the interview by saying something like, “When I am asked to do a job, I am thorough, meticulous, and complete. If you asked me to sweep the floor, I would not stop until I had removed every speck of dirt.”

Whatever I said must have been effective. I got the job.

When I arrived to work at the investment bank, it was a whole new world to me. One of the things that I had to get used to was how well dressed everyone was. Everyone looked as if they were wearing their Sunday best . . . every day! You might recall that I had only one suit, so this was something of a bind for me. Let’s just say that that suit got a lot of use, and I put my hands on whatever suits or suit jackets I could find until I had a decent wardrobe.

One of the first notions of which I was disabused was that I would find offices rife with financial geniuses. There were egos, yes, but none of the high-minded brilliance that I had expected. Mind you, I am not saying that the people were stupid, but I was, after all, a biochemistry major. The only difference between me and the best, as far as I could tell, was exposure.

Another thing I had to adjust to was scale. Every project I worked on was a huge, multimillion-dollar deal. In the ordinary course of life, one simply did not add six, seven, or eight zeros when describing a financial transaction. I was barely comfortable discussing thousands, but every written piece of pro forma analysis was in the millions.

There were definitely raging egos at the bank, and to me that was the most perplexing of all. At that time the source of capital for the investment banks was primarily institutions. This was a time before the disintermediation that investors enjoy today. Today, if you want to make a trade you can open a brokerage account online and be trading in days, if not hours. Back then, you really needed a stockbroker to gain access to the markets. And you had to have enough money to be sure that the broker thought you were worth his time (in other words, whether he could charge you sufficiently and profitably).

Therefore, much of the money that facilitated investment banking activity was institutional money. It struck me as ironic that many of the top bankers, those who had reached “masters of the universe” status, were actually there indirectly through managing pensions, the money of common people. For example, my mother’s pension adviser, TIAA-CREF, was an investor in many of the deals we did. Maybe that meant she indirectly invested a penny of each of those deals—probably less—but it was still her money, as well as the earnings of thousands of other teachers and municipal workers. We were basically investing the money of common people—people whom some of my fellow workers might disdain—and getting rich off it. I also saw that while it was the people’s money, only a precious few—the bankers—really enjoyed the fruits in scale. In economics, I believe that’s called the “paradox of value.”

This is not to cast aspersion on those who work in the financial services industry, nor on the industry itself. As far as my experience goes, the industry has a very high density of bright and driven people. It is what has made my time on the Street the most enjoyable. The assholes-per-capita in finance was higher than in most professions, but the competition and the general level of competence was refreshing and inspiring. But they were not superhuman, which inspired me as well. “There are a whole lot of people here who make a lot of money who aren’t brighter than I am,” I would periodically say to myself to bolster my own sense of professional entitlement.

And this is what I want to convey to you, the reader. If you are reading this book, it is because you want something that has eluded you in the past. Maybe at some point you have taken over your own finances with a less-than-favorable result. Perhaps you have paid fees to a financial professional who provided less-than-anticipated results. Perhaps you have read about the magical performance of a hedge fund only to learn that you could not participate. Perhaps you simply want to sit at the same table so you can achieve some of the same gains and profits that the guys you read about do. The reality of high finance and investing probably seems so far away that it appears unachievable. But that, as I will show you, is not the case.

I do not propose to give you magic formulas or a genie in a lamp, but I do intend to debunk some myths and provide a framework for you to achieve competence in employing hedge fund techniques. The definition of a hedge fund has certainly begun to migrate, but at the end of the day you, like most investors, would like to earn profits irrespective of market conditions or direction. That’s what a hedge fund is supposed to do. There are a host of investment vehicles you can employ to do the same thing that hedge funds do. I intend to show you some of your options. More important, I would like to provide a structure whereby you can continue learning and employing these techniques for your own benefit. The providers are not better at it than you are. They simply have had greater exposure.

Mind you, hedge funds lose money, too. Losing money is an indelible reality of making money. You want more of the latter and less of the former. As many a colleague has related to me, “I had to leave the firm. I couldn’t make money on the trading desk because they wouldn’t let me lose any money. As soon as a trade went south, they would cut me, practically ensuring a loss time after time.” Pure arbitrage (a trade without risk in which you simultaneously buy and sell something for a profit) does not really exist anymore, but if you are prudent, I think I can help you meet your investment goals.

After my finance internship, I actually did go to medical school for some time, but the call of the financial markets in the 1980s was too strong to resist. I was guaranteed a job by one of the investment banks even after I matriculated to medical school. It was a great deal because I was compensated whether I showed up or not. Eventually the hours and toil of working the job and going to medical school was too much, so I resigned from medical school and dove headlong into finance. The rest is history.

Today I run a hedge fund. Over the years I have slugged it out in the financial markets and learned a lot of lessons. I have made mistakes and also hit some huge home runs. I want to share some of the strategies that I’ve developed with you.

There are so many instruments and strategies and investments and styles available to the average person today that, armed with a few disciplines, you will soon be competing with the bigger funds and maybe even outperforming them. That is my goal in this book—to strip away the veils of mystery and obfuscation that have surrounded hedge funds and help you, the average investor, generate the skills and confidence to compete with the big boys.
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