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Introduction

very book is a conversation of sorts, and reading requires some
E level of personal commitment, not just of time but of attention,

much like the commitment we make when we listen to a friend
begin to tell a long story. And just as in conversation, I believe that every
reader has a right to know who they’re talking to before they make that
commitment. Although this book is not about me, I've tried to make it
as personal as possible to allow general readers to experience this jour-
ney as I did. So it helps to know a little bit about the “I” who is narrating
the experience.

Although I was born and raised in the United States, I have lived
part of my life overseas, mostly in Asia and largely in Japan. am a writer
by trade: I make my living by hunting for interesting stories and finding
ways to tell those stories in various media. I'm certainly not a business-
man, yet I find the world of international business fascinating. A few
decades ago, I started out as a journalist and somehow drifted into busi-
ness journalism. I've always had a nose for a compelling story, and when
I find a story that needs telling, ’'m willing to do some digging to learn
more. I have looked into many kinds of stories, mostly for magazine and
newspaper articles (remember magazines and newspapers? Sigh . ..), but
also for several books I have either written or coauthored.

As a background to this book, it’s also important to know that I've
had a long-standing interest in Japanese business. After college, I learned
to speak Japanese badly, and then went to Tokyo to live for a few years and
polish my language skills in the myriad bars and clubs of that teeming city.
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It was in Japan that I got my first job working for a business newspaper,
the Nihon Keizai Shimbun (Nikkei for short, often called the Japanese
Wall Street Journal, a comparison that both sides detest). Although I
spent several years working and living there, Japan remains a mystery to
me: One of the largest, most powerful economies in the world, vying
with nearby China for influence, it is small enough that it could pass
for just another insignificant province in China.To put it another way,
Japan is smaller than the state of Montana, but unlike Montana, roughly
80 percent of the land is mountainous and nearly unusable for either
agriculture or industry, which means its entire population, roughly the
equivalent of one-third of the U.S. population, is squeezed into an area
the size of maybe 20 percent of Montana. How such a tiny nation, with
almost no natural resources, could become a major global power has
always fascinated me.

Many years ago, when U.S. companies were up in arms about the
Japanese industrial groups called keiretsu, which at the time seemed to
pose an unfair barrier to international trade, I discovered that there was
very little reliable information available in English about these enor-
mously powerful groups and a growing mountain of rumor and misin-
formation. So I linked up with a Japanese partner in Tokyo and set out
to uncover the truth about the keiretsu, a story that became a major book
in its time and won all sorts of awards.

For years, I have also been particularly interested in the growth of
transnational companies—the global giants that call one country home,
sometimes only for convenience, but do business comfortably in dozens
of other countries, moving capital, personnel, and physical assets from
one place to another at will. One of the first industries to “go global”
was the financial services business. Banks, investment banks, broker-
age houses, commodities traders, and others were quick to realize that
money flows internationally every second of the day, and no one stops to
ask for its passport. Moreover, as the world was linked by faster and faster
communications systems in the late-twentieth century and their busi-
ness was supported by ever-faster, more powerful computer systems, the
financial companies realized that they must become truly global busi-
nesses. Not international companies, which is how thousands of firms in
every major nation describe themselves these days, because being “inter-
national” simply means having offices in New York and London and
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Hong Kong and Dubai, which is a no-brainer for big companies these
days. Simply having overseas offices doesn’t make you a global player, and
the financial firms understood that. Some of them had networks around
the globe more than a century ago. So what? Being international, they
came to realize, is just a matter of renting real estate; but being global is
something very different. It’s a matter of perspective.

Becoming a truly global firm means undergoing a fundamental
change in thinking, and that is what we see more and more companies
doing today: giving up their roots in a particular country or market
and looking at the biggest big picture. They begin to think: We’re not
an American company or an English company or a Japanese company
because those labels are all limitations on how we conduct our business.
Now we exist beyond national borders and beyond the culture where
we were born; our executives could be Indian or Chinese or French or
Brazilian—it really doesn’t matter because nationality is a limited form
of thinking that we left behind us. The company is our identity, and the
company is everywhere, an independent nation-state of commerce. IBM
got this idea long ago, but the U.S. computer industry as a whole did not.

One American industry that did get it is, as I noted before, the finan-
cial industry. We began to see some of the big banks and particularly
some investment banks growing at a phenomenal pace, and many of
them did deals that were not in the best interests of either major inves-
tors or clients in their home market. Was anyone surprised? Hardly. Such
companies exist for their own benefit; clients are just a tool to help them
grow, and clients are often still encumbered with nationalistic thinking.

I am no longer a reporter with deadlines and a need to pump out
a “big” feature once a month, so I have long since given up chasing the
next multibillion-dollar scandal (although the financial industry seems
to breed scandals like rabbits). However, I am interested in business, espe-
cially the global financial services business, and I still have many good
contacts on Wall Street. At loose ends for something to write, I was for-
tunate to stumble across a credible source with an interesting story to
tell about Goldman Sachs, not only the best-known of the investment
banks, but a firm now widely regarded as one of the perennial puppet-
masters in American politics. | had plenty of information on hand, plus
independent sources to verify it, and naturally I began to think about
developing the story into a new book.
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And so it was in the spring of 2013 that I found myself once again in
New York City’s Financial District, an area now synonymous with tril-
lions of dollars’ worth of securities, commodities, and foreign exchange
transactions that churn daily through myriad Wall Street firms (most
of which are not actually located on Wall Street, but it’s a handy term).
Most Americans, even most New Yorkers, forget what the area known
today as the world’s leading financial center was really famous for cen-
turies ago—it was the seat of political power when the country was first
founded. President George Washington was inaugurated right there on
Wall Street, and the very first U.S. Congress met nearby back in 1789.
Over the two centuries that followed, money trumped politics as the
real source of power, hence the current celebrity of this small parcel of
downtown real estate. I'm sure if all the Wall Street firms were to pack up
and move across the river to New Jersey, this area would still be known
as the Financial District for decades to come.

I was downtown this day to have lunch with an old friend, the CEO
of a small shareholder surveillance company that has contacts in every
major financial capital worldwide. I have known James for more than
20 years, and he has provided me with good advice and great informa-
tion more times than I can count. He asks only two things of me: that
I keep his real name and his company’s name out of whatever story I
am writing, and that I never take him to a restaurant without a decent
wine list. With those provisos, he’s always willing to let me tap into his
awesome memory and even more impressive corporate database to dig
out information on hidden shareholdings, hostile takeover bids, and so
on. In addition to being a good friend, James is an endless source of
trivia, mostly because his work brings him in touch with all sorts of
things that very few people in the financial world know anything about.
Shareholder surveillance is a highly specialized field, a kind of financial
detective service aimed at identifying a company’s actual stockholders.
You might think that a publicly traded company would know who its
shareholders are, but in a surprising number of instances, you would
be mistaken, and so are they. Even companies that think they know for
certain the identities of their top 20 shareholders are shocked to discover
that one or more of the names on their shareholder registration lists is a
complete fiction—often a proxy for some investment fund that doesn’t
want its name to appear on the public shareholding record.
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Thus, if you are the CEO of a small high-tech company, for example,
or a small pharmaceutical firm with some interesting products in the
research pipeline, and suddenly discover that significant blocks of your
stock are trading day after day, you have to assume that your firm may be
the target of a mergers and acquisitions (M&A) bid.You are, in the par-
lance of the Street, “in play”” Someone is planning to accumulate a large
chunk of your stock and then launch a takeover bid for the remainder.
Not surprisingly, many companies that find themselves in that situa-
tion hire shareholder surveillance (sometimes called “shareholder 1D”)
firms such as James’s to investigate and monitor who owns their shares
on a weekly or sometimes even a daily basis. Any decent ID firm can
tell you exactly who is buying your shares, even if the investor has gone
to great lengths to cover his tracks, using anonymous-looking account
numbers at various international brokers to buy the shares. Small firms
often worry that a larger firm in their sector might use several different
fund names, often based in different countries, to mask their buying.
Then, when the predator has acquired enough stock, he can pool all his
different accounts and suddenly appear on the little company’s registry as
its number one or number two shareholder. Of course, that activity often
violates stock trading rules, but in M&A transactions, buyers routinely
ignore such regulations, often with impunity.

There are only a few companies that can determine who is actually
behind suspicious trading activity, regardless of who the ultimate buyer
happens to be, and my friend James runs one of them. I have asked him
on several occasions exactly how he accomplishes this remarkable feat
of global detective work, and his response is usually no more than a
Cheshire cat smile. In his business, that information is roughly on a par
with nuclear launch codes. However, the U.S. Securities and Exchange
Commission’s (SEC’) basic policy is that shareholders deserve to know
as much as they can about the companies in which they invest, so the
shareholder ID firms have been allowed some leeway to practice their
trade. That means James is a walking encyclopedia of information about
what global investors are doing, both on and off the record. I figured he
was the right person to give me background material that I could use
for the new book I was planning to write about Goldman Sachs. Hence,
my invitation for him to join me at what I'd heard is one of his favorite
lunchtime hideaways, a famous steak house just off Wall Street.



6 INTRODUCTION

Although I was 10 minutes early, I found James seated comfortably at
a table to one side of the restaurant with a strategic view of both the bar
and all the patrons entering or leaving. Why was I surprised? Wall Street
is as much about people as companies, and James had a mental Rolodex
that headhunters would kill for. I also noticed that he had already taken
the liberty of ordering a bottle of expensive Italian red wine and had
a large glass gripped firmly in his oversized hand. He rose to greet me,
with a big smile and an even bigger handshake. “So, Russell, you must
want something or you wouldn’t have brought me here,” he said.

I confessed that I was thinking of starting a new book and [ wanted
to bounce some ideas oft of him.

“And maybe get a little information on a couple of companies while
you’re at it ...?”

“James, I'm hurt. How could you even imagine that I would come
looking for under-the-table info on what certain listed companies were
doing?”

“Well, it wouldn’t be the first time.” He was still smiling. I assured
him that that was not the kind of information I wanted. What I really
wanted was his opinion and guidance. But we would get to that later.
My plan was first to ply him with some excellent steak and expensive
red wine, his favorite bribe. I could see he was already ahead of me in
the wine department, so after we ordered our steaks, I made a valiant
effort to catch up.

Gathering what was left of my wits after several glasses of good
Barolo, I outlined my plans for a new book, one involving a hint of scan-
dal along with the usual cast of high-rollers, local politicians, hedge fund
managers, secretaries of the Treasury, underworld figures, and more. It
was not strictly about Goldman Sachs, but the investment bank appeared
prominently among the dramatis personae, which would provide some
grist for the publisher’s marketing mill. Yet James seemed visibly unim-
pressed with this artistic tapestry I was painting.

“Listen. So much has been written, both good and bad, about
companies like Goldman,” he said, looking down at his glass. “Not just
books, but mountains of magazine stories and tens of thousands of blog
pages. Do you really want to add to that mess? Do you really think you

have a new angle, a new story, something that’s never, ever been written
before?”
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Of course, I had something unique and, to my mind at least, special,
but his point was well-taken. What I had wouldn’t be enough to hang
a whole book on. And the ground was so well-trod at this point that
any new book, even if it were solely focused on Goldman, needed to be
sensational just to get a modicum of attention. So James’s question was
left hanging in the air over our almost-finished steaks. At first I thought
I'd have a snappy answer, but as I sat there, contemplating the wine in
my glass, I realized that he was right. Another “me-too” book, no matter
how interesting or heavily researched or well-written, was not what the
market wanted and, more importantly, not what I wanted to be doing. As
usual, I wanted to be working on something different, something origi-
nal, and if possible, something with a Japanese business angle because
that was my old “beat.”

As we finished our main course, ordered some cheese and another
bottle of wine, our conversation wandered to the usual topics—M&A,
upcoming takeover bids, creative accounting, which investment banks
were doing what, and so on. In the process, James mentioned a deal he
was researching for a client that involved an investment bank I'd never
heard of. I asked him to repeat the name. Houlihan Lokey, he said. Nope,
that’s a new one on me. I asked James to tell me about them, and two
things caught my attention right away: First, they were not based in
Wall Street or Greenwich, Connecticut, or any of the usual “gold coast”
communities where hedge funds and boutique investment banks cluster,
but in super uncool (from a financial industry perspective) Los Angeles;
second, they had recently been ranked the number one advisory firm for
U.S.-based M&A transactions up to $3 billion.

Of course, deals under $3 billion are not the gigantic headline-
grabbers that you hear about on the evening news. But the gigantic deals
are few and far between; there are many more small (under $1 billion)
and medium-size ($1-5 billion) deals on the table, and the companies
that advise on lots of those deals are rewarded with a very substantial and
more stable income than the fat-but-infrequent fees on the big-elephant
deals. Not surprisingly, you’ll find most of the usual names elbowing each
other to get a piece of all three pies: big, medium, and small deals. That
means Goldman Sachs, Barclays, J.P. Morgan, Merrill Lynch, Morgan
Stanley, Citi, Deutsche Bank, and a dozen other big-name firms all have
their snouts in the trough.To discover that a smaller, lesser-known firm
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based in L.A. was coming out ahead of the big boys in some ranking—
any ranking—made me smile. I asked James about them, and he said as
far as he knew, they’d only taken the under-$3 billion category for the
first time recently, but they had owned the under-$1 billion category for
the past seven years.

Seven years is a long time to stay number one in anything as com-
petitive as the M&A services market, and now it sounded like this little
L.A.-based firm had beaten the Wall Street heavyweights so completely
that it dominated the $1 billion-and-under market, and was now mov-
ing up to the $3 billion market. I liked the sound of that, and especially
because they were not an old-boy firm from the Financial District.

I still felt a kind of emptiness, having lost my moorings at the Next
Big Financial Biz Scandal Pier. Now I was drifting again, a writer with
a head full of wine but without a story to tell. I wasn’t actively looking
for a new one yet, just following my instincts and picking up interesting
information whenever I happened upon it. Then James surprised me
again: “You of all people should be interested because I'm pretty sure
Houlihan Lokey is connected with some big Japanese financial group.”

He was right; that did spark my interest.

Which group? Nomura? Daiwa? Those are the two biggest brokers in Tokyo.

Nope, he shook his head.

Not a broker? Well, then, maybe the Bank of Tokyo-Mitsubishi UF], the
flagship of the old Mitsubishi keiretsu, which now owns a big chunk of Morgan
Stanley, or maybe Sumitomo Mitsui Banking Corporation, another giant bank,
which long ago invested half a billion dollars in Goldman Sachs?

No, he said, it wasn’t a big bank, either.

“Something called ORIX. I'm not really sure what they are, but I
know they’re big. Don’t you know them?”

Of course, I'd heard the name ORIX while I was living in Japan,
but I had to tell him that I couldn’t remember much of anything about
them. Searching my memory, the best I could come up with was some-
thing to do with car rentals, and that didn’t sound like the global colossus
he was referring to.

If there’s anybody in this town who knows exactly who owns what,
James 1s the guy. He looks at hundreds of corporate shareholder lists
every day. I told him to get his brain in gear and tell me something about
ORIX. Are they traded in New York? Do they own stock in any other
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U.S. companies? Had he seen their name on any shareholder lists that he
could remember?

He scrunched his forehead for a moment and looked out the win-
dow. Brokers and secretaries were hurrying back to work, and I noticed
the tables around us had begun to empty. James picked up his glass slowly.

“If 'm not mistaken . . .,” he began, which was a joke because
he was never mistaken about things like this, “. . . they’re listed on the
NYSE, and they also have a stake in one of the local hedge funds.” Then,
before I could ask, he continued: “I think it’s Mariner.”

I looked blank.

“They’re not huge, but not tiny, either. Good rep in the industry.
I think they were based out in Westchester County somewhere, but
they’ve got an office in Manhattan. Look ’em up and see if I'm right.”

Wait . . . what you’re saying is that a Japanese company I've barely heard of
owns a big chunk of one of the top investment banks in the United States and
also a mid-sized hedge fund here in New York?

“That’s right. Come to think of it, I think they’ve got a couple of
other companies, but you're already taxing the limits of my offline data-
base.” He tapped the side of his head, smiling. “Call me at the office and
I'll dig out some names for you.”

Why haven’t I heard of them?

“I don’t think anyone’s ever heard of them. Hey, you're the spe-
cialist at researching Japanese companies. Why not do some digging?
The ORIX Group could turn out to be interesting. Just looking at the
caliber of firms they’ve got their hands on in New York and L.A., I'd
say they’re smart, very well-capitalized, and pretty damn strategic about
where they’re putting their money.”

So my Goldman Sachs book died over the lunch table, and a much
more interesting story began to unfold.



