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AUTHOR’S NOTE



This book is based primarily on interviews I conducted with and materials I received from nearly two hundred people: past and present Deutsche Bank employees, from the highest-ranking executives and board members to low-level staff; their family members, friends, lawyers, and rivals; consultants and contractors who worked at the bank; current and former regulators, prosecutors, and other government officials; and others with direct knowledge of the events described in the book. Some of these people shared emails, letters, photos, bank documents, audio and video recordings, and other primary-source materials. Most agreed to help me on the condition that I not identify them as sources. When faced with conflicting accounts of specific incidents, I have used the descriptions that strike me as the most plausible, based on factors including the credibility of different sources. In some cases, I have included dissenting accounts in footnotes.

I also drew on decades of journalism and academic research—as well as court filings, government documents, bank archives, and recordings and transcripts of conversations—about Deutsche Bank, the banking industry, and the book’s characters. Those sources are detailed at the end of the book.






PROLOGUE



It was a little before one P.M. when a wiry American emerged from the Tube station into a drizzle, the type of dreary January weather that earns London its reputation as a depressing place during the long winter months. The man looked around Sloane Square. Normally, even in this dark season, the block was pretty and bustling with shoppers. This Sunday in early 2014, it was desolate.

Val Broeksmit didn’t feel well. He had woken up groggy from the previous night’s drug-fueled jam session with his band. Then, on the crowded Underground train on his way to Chelsea, he had been jolted by a surge of negative energy, like a dark spirit had brushed past him. He lit a cigarette and trudged toward the entrance to the Saatchi Gallery, his head down in a futile attempt to stay dry. He was scheduled to have brunch at the gallery’s café with his parents. The last time he’d seen them was a month earlier, in December 2013, before they’d set off for the Caribbean and then a vacation in Oman. Val had just turned thirty-eight. While he was a talented musician with thirty-four albums to his name (none, alas, were chart-toppers), he lived off the largesse of his father, Bill, who had spent many years as a senior executive at Deutsche Bank, one of the world’s largest financial institutions. Tall, skinny, and scraggly—his friends sometimes told him he resembled a tramp—Val was determined on this Sunday not to get an earful from his mother about looking like a slob. He wore slacks, a blue blazer, and a black woolen cap.

At exactly one o’clock, Val arrived at the arched brick wall that snaked around the Saatchi Gallery. He was notorious in his family for never being on time, but here he was, and his obsessively punctual parents were nowhere to be seen. “Where are you guys?” he texted his mother, Alla. She didn’t respond.

Val wandered across the pedestrianized street, perusing a row of boutiques and overpriced shops. He came across the Taschen bookstore, which specialized in coffee-table books about art and culture. For the past couple of years, Val had been collecting rare first editions—the older and more famous the author, the better. He was so into his hobby that he had done volunteer work for an organization that gathered unwanted books from estate sales and distributed them to needy children. Val would sift through the stacks, searching for hidden gems, and pilfer them for his own little library.

The bookstore was mostly empty. Val browsed its shelves until something caught his eye: an enormous volume with a shimmering silver cover, priced at £650 (about $1,000). It was a limited edition collection of Harry Benson’s iconic photos of the Beatles, including the one of a pillow fight in a Paris hotel room. The book was signed by the photographer, and its pages were so luxuriously metallic that Val could see his reflection in them. He started to daydream about convincing his parents to buy it for him as a belated birthday gift.

Val’s iPhone buzzed, interrupting his reverie. The call was from a blocked number. Val answered it. A woman with a thick accent—Val was pretty sure it was his parents’ housekeeper, Belle—was on the line.

“Emergency! Emergency!” she shouted. “Your father! Your father!”

Val asked what she was talking about, but he couldn’t get a coherent answer from her. The only thing he could think was that he needed to get to his parents’ flat, which was about a mile away in the posh Kensington neighborhood. He put the Beatles book down, raced outside, and hailed a black cab. “Twenty-one Evelyn Gardens,” he instructed the driver.

The ten-minute drive felt endless. The cab seemed to crawl through London’s traffic-choked streets, past stately townhouses and brick apartment blocks and high-end restaurants and organic grocery stores. Bundled locals hurried along the rain-slicked sidewalks, nearly keeping pace with the taxi. Val went through the possible scenes he might encounter when he arrived. Maybe his father was hurt? Maybe there was a big family argument? Or maybe it was just that Bill was locked out of his computer and needed his tech-savvy son’s help?

The taxi pulled onto Evelyn Gardens, a wide, quiet street that, instead of having a median, allowed cars to park in the middle as well as on the sides. Now, in addition to the BMWs and Audis and mopeds, an ambulance was stationed at the curb. Val paid the cabby and sprinted across the street.

His parents lived in a flat on the third floor of a white-trimmed redbrick building. Its heavy black door, normally opened only via a buzzer, was ajar. Val galloped up two flights of stairs. The door to his parents’ apartment was wide open.

In the middle of the hallway, Bill Broeksmit was lying on his back, his eyes closed. A neck brace tilted his head back at an unnatural angle. A paramedic’s plastic tube jutted from his mouth. Val’s mother was curled in the fetal position on the dark wooden floor, her head resting on a pillow next to her husband’s face. She was wailing. Belle kneeled beside her, stroking her hair.

“What the fuck is this?” Val screamed.

“He killed himself,” his mother gasped. “He hung himself with Daisy’s leash.”

Two years later, in January 2016, Jacques Brand arrived at Deutsche Bank’s American headquarters on Wall Street in Lower Manhattan. A former consultant and a longtime investment banker at Lehman Brothers, Brand was the CEO of Deutsche’s U.S. businesses, and his mission was to instill some modicum of discipline, ethics, and control on an outfit where recklessness, chaos, and greed had long been the organizing principles. If there was one thing that Brand had learned in his years at Lehman, it was that there was no point in generating lots of revenue if you didn’t understand and control the risks you were taking. That wasn’t happening at Deutsche. Thus, shortly before taking over back in 2012, he had recruited Bill Broeksmit to the board that oversaw the American operations. Brand (everyone called him Jack) figured that the best way to ensure the business got cleaned up was to inject himself and folks who shared his priorities, like Bill, into more of the day-to-day activities that previously had been left to the whims of lower-level executives who had powerful financial incentives—otherwise known as annual bonuses—to prioritize short-term profits over long-term stability.

The process of combing out the bank’s knots and tangles was a grueling, sometimes hundred-hour-a-week, not-always-successful slog, and by early 2016, Brand, a native of Ghana, a triathlon competitor, and a father of three with graying hair and a toothy smile, was in the early stages of negotiating his exit from Deutsche. He believed that during his nearly four years in the job, he’d developed a pretty solid grasp of what was going on, good and bad, inside his little kingdom. He’d grown accustomed to being appalled by what he found, until gradually each incremental problem was downgraded from shocking to surprising to just another day at Deutsche. It had seemed like a perpetual avalanche, but by now he thought he’d seen and dealt with everything at this crazy bank.

And then one day he walked through 60 Wall Street’s cavernous marble lobby, rode the elevator up to the executive suites, and realized that no, in fact, he had not seen everything.

At a meeting with a few colleagues that morning, someone mentioned that a division of the bank in New York planned to make a large loan to Donald Trump. The proposed loan came from Deutsche’s “private banking” group, which was devoted to serving the richest of the rich. The loan was ostensibly to pay for upgrade work at a golf resort, Turnberry, that Trump owned in Scotland. At the time, though, Trump was running for president, and it was hard to avoid the suspicion that the loan he was requesting might have something to do with the fact that he was burning through gobs of his own cash on the campaign trail.1

Brand was stunned. Somehow, he hadn’t realized that Trump—the real estate mogul, the reality-TV impresario, the race-baiting demagogue, and at that moment the front-runner for the Republican presidential nomination—was one of his company’s most important clients. In fact, for nearly two decades, Deutsche had been the only mainstream bank consistently willing to do business with Trump. It had bankrolled his development of luxury high-rises, golf courses, and hotels. The bank had doled out well over $2 billion in loans to Trump and his companies; at this moment in 2016, he owed the bank about $350 million, making Deutsche his biggest creditor. And that was despite two divisions of the bank, on separate occasions, having sworn to never again do business with The Donald because of his annoying habit of stiffing his lenders, not just Deutsche but also banks like Citigroup and JPMorgan Chase. Deutsche had become the key force allowing Trump to bounce back from multiple bankruptcies, to purchase and develop marquee properties, to recast himself as a successful businessman, to become a viable candidate for president.

Brand couldn’t believe that the folks in his wealth-management division thought it would be a good idea to dispense tens of millions more to Trump, especially right now, in the middle of this violent brawl of a presidential campaign. For the first time in a while, he was genuinely aghast. “Why are we doing business with him?” Brand fumed. He paused and thought about the matter at hand—whether Deutsche would go further down this path. “The answer is no,” he snapped to colleagues.

For the past several years, Deutsche’s relationship with Trump had been managed by a banker named Rosemary Vrablic. Serving Trump and his extended family—including the Kushner clan—had become central to her job, and she wasn’t about to let the opportunity to make another loan to her prized client just slip away. Vrablic, a slim, stylish woman with short gray hair, was accustomed to getting her way. She was a rainmaker, generating tens of millions of dollars in income for the bank each year. Until recently she had reported directly to one of the bank’s highest-ranking U.S. executives, leapfrogging an entire level of managers. She also had enjoyed a strong relationship with the bank’s co-CEO, Anshu Jain, who accompanied her on visits to rich and famous customers, including Trump. On the previous occasions when rival executives had tried to scuttle her loans to Trump, warning that he was a deadbeat and that other divisions of the bank had imposed bans on working with him, Vrablic had counted on her superiors to dismiss the objections, no matter how valid, as based on professional envy. And they had.

By 2016, though, as Vrablic tried to push through yet one more loan to Trump, she was more isolated. Her longtime boss, the man who’d hired her at Deutsche, had recently left. So had Jain, forced to resign months earlier. Vrablic appealed Jack Brand’s decision to an internal committee that evaluated proposed transactions that posed potential risks to the bank’s reputation. The panel, consisting of Deutsche executives, risk managers, and lawyers in the United States, met every couple of weeks. Given Trump’s high profile, this was a special situation, and so an emergency meeting was convened on the twentieth floor of Deutsche’s Wall Street skyscraper, around the corner from the New York Stock Exchange. After hearing a quick summary of the proposed loan, the committee unanimously voted to reject it. “It was an affront to all of our senses,” recalls an executive involved in the deliberations.

That should have been the end of the matter, but Vrablic and her colleagues appealed the committee’s decision to Frankfurt, where the bank was headquartered. Christian Sewing, a Deutsche lifer who had recently taken over responsibility for its international wealth-management and private-banking business, heard the proposal and he, too, balked. Sewing already knew that Trump was an important bank client, but the combination of Trump’s awful business record and the fact that he was now a serious contender for the American presidency meant it was time to cut ties, or at least to stop adding to them. Sewing said no, a larger committee in charge of monitoring the entire bank’s risks also vetoed it, and in March 2016 the loan died before it was born.

After decades of making expedient, easy choices with the single-minded purpose of maximizing immediate profits, Deutsche had internalized a painful lesson: Its long-standing inability to say no—to clients, to shareholders, to testosterone-fueled traders and managers—was potentially lethal. It was a big part of the reason Deutsche was teetering on the brink of financial ruin, with a sizable contingent of the financial world bracing (and in some cases hoping) for it to fall over that cliff’s edge. Finally, the bank’s top executives had opted to turn down a short-term business opportunity for the sake of their institution’s long-term health.

It was too late.

For its first twelve decades, Deutsche Bank had been little more than a lender to German and other European companies and, more widely, a funder of infrastructure and development projects. But these activities weren’t very lucrative, and starting in the late 1980s, this proud national icon was seduced by the siren song of Wall Street riches. A crew of Americans—led by a charismatic salesman named Edson Mitchell and his sidekick and best friend, Bill Broeksmit—would arrive to give Deutsche a dramatic makeover. Before long, it was competing alongside hard-charging U.S. investment banks, trading stocks and bonds and peddling complex financial products of all shapes and sizes. English replaced German as Deutsche’s official language. The locus of power shifted from Frankfurt and Berlin to London and New York. To the chagrin of the German industrialists, bankers, union leaders, and politicos who had long called the shots, American investment bankers and traders increasingly dominated the bank’s upper ranks. High-risk trading became an end unto itself, rather than a means to serve clients.

This new strategy worked well—until it didn’t. Deutsche’s investment bankers and traders cranked out one record-breaking year after another, and soon the Wall Street division was responsible for most of Deutsche’s revenue and profits. Executives and rank-and-file bankers got rich. So did shareholders.

But it was an ascent fueled by greed, sloppiness, hubris, and criminality, and when the reckoning came, it was brutal. Deutsche’s risk-taking—the product of years of make-money-at-all-costs mismanagement—was out of control. Painful financial decisions had been punted far down the road. Its computer systems didn’t talk to each other. Neither did its German and American executives. Managers were incentivized to shirk responsibilities. Different subsidiaries competed against each other for business. Even by the amoral standards of Wall Street, Deutsche exhibited a jarring lack of interest in its clients’ reputations. It would soon become enveloped in scandals related to money laundering, tax evasion, manipulating interest rates, manipulating the prices of precious metals, manipulating the currencies markets, bribing foreign officials, accounting fraud, violating international sanctions, ripping off customers, and ripping off the German, British, and United States governments. (The list went on.) A straight line connected the corporate culture that permitted those crimes to the corporate culture that permitted the bank to become Donald Trump’s chief financial enabler. By the time of his inauguration as president, Deutsche’s very survival was in doubt.

This is the story of Deutsche Bank’s rise and fall. It is about the men who transformed a sleepy German lender into what was, for a time, the largest bank in the world, but who also set the stage for the ensuing catastrophe. It is about one well-intentioned and honest man who tried to save the bank but couldn’t save himself, and about his son, who embarked on a quest to understand his father’s demise. And it is about the consequences—dead people, doomed companies, broken economies, and the forty-fifth president of the United States—that Deutsche Bank wrought on the world.





PART I






CHAPTER 2

EDSON AND BILL



One day in the future, Edson Mitchell would change Wall Street. For now, he was stuck on an egg farm.

The sprawling DeCoster farm in Maine was home to more than 2.8 million chickens in the 1970s. The place reeked, partly from all the birds and partly from the fumes emitted by the long-haul trucks that transported the eggs all over the country. If the smell wasn’t bad enough, the farm’s owner and operator, Jack DeCoster, had a history of mistreating his workers—many of them Vietnamese immigrants—and flouting workplace safety rules. By the time Edson started working there in 1975, DeCoster was on his way to earning the title of “Maine’s most infamous businessman,”1 a designation that would be cemented years later when his salmonella-infested eggs poisoned thousands of Americans and he and his son were sent to prison.

Mitchell, having just graduated from nearby Colby College with an economics degree, worked in the farm’s accounting department. He didn’t like the stench or the feeling of working for a bad man. Yet he didn’t know what else to do with his life. He’d been raised in a fading Maine mill town; his father had been a janitor. There had been long stretches between jobs, and those periods were awful for young Edson—he could feel his parents’ anxiety about how long they could survive without another paycheck. He was determined not to follow a similar path of financial insecurity, and he already had a young family to support. He and his high school girlfriend, Suzan, had married during their sophomore year at Colby and, living in a trailer off-campus, had a baby. Another would be on its way soon.

Finally the day came when Mitchell could no longer bear working among the chickens. He quit and enrolled in business school at Dartmouth. It was a big gamble, but he considered himself a born risk-taker and was brimming with confidence and impulsivity.2

Students at Dartmouth’s Tuck School of Business gravitated toward jobs in finance, and the best place to land—the destination that virtually ensured that you would quickly amass a small fortune—was Wall Street. Positions with firms like Goldman Sachs and Morgan Stanley were the real prizes, but even the scrappier, lower-tier investment banks were rolling in money in the 1980s. Edson didn’t make the cut. Instead, he became a so-called commercial banker—making loans to companies—in Bank of America’s Chicago office. His clients included the likes of Beatrice Foods, a huge chemical and food-processing company. It was a respectable gig, but Mitchell soon grew disenchanted. He yearned for more than a respectable life—he wanted to be extraordinary.

An opportunity soon presented itself at Merrill Lynch, known for its “Thundering Herd” of stockbrokers, so numerous that they routinely moved markets. Merrill had ambitions of becoming a well-rounded Wall Street bank, of earning the respect associated with being a player in banking’s big leagues. That meant it needed to move beyond simply advising mom-and-pop clients on which stocks they should buy in exchange for peanut-sized commissions. It needed to get into the more lucrative but much riskier business of actually buying and selling bonds and other securities.

Mitchell was hired as a vice president in Merrill’s Chicago offices to help with the bond-trading business. Within a year, he was promoted to a leadership role that required him to relocate to New York, where Merrill was based. He and Suzan, happy to leave Chicago, moved to a wealthy New Jersey suburb.

A short, wiry redhead, Mitchell was ferociously competitive and imbued with a frenetic energy that made him resemble a human whirlwind. He also was a charming, relentless salesman, the type of guy who could convince a vegetarian to order a steak through sheer optimistic persuasion. He took Merrill’s headquarters by storm.

Mitchell had a big idea: Merrill should dive into the fledgling business of derivatives. Derivatives are products whose values are derived from something else. If you are an ice-cream maker, you might purchase derivatives whose value rises along with the price of milk. That way, as higher dairy prices eat into your ice-cream profits, your profits from the rising value of the derivatives will make up the difference.

In their simplest form, derivatives have been around for centuries, their values rising and falling along with the actual or expected prices of commodities such as tulip bulbs, oil, or pork bellies. But in the 1980s, they underwent a revolution, mutating from simple structures—tracking dairy prices, for example—to complex new breeds that, say, tracked the price of a particular type of milk in Vermont in certain months and that would gain or lose value based partly on the performance of another dairy product, in another state, in a different time period. In theory, anything could be linked—milk with car parts, orders for silicon chips with the price of peanut butter—as long as you could find parties willing to bet on both sides.

As banking became increasingly commoditized, specializing in derivatives was a way to stand out—a corner of the banking business not yet dominated by any of the established powers. Mitchell’s hunch was that derivatives were the future—and if his company moved fast and decisively, Merrill had a rare chance to bust in and overtake some of the Street’s biggest bond-trading houses, firms like the mighty Salomon Brothers. “I began to realize that this was an instrument that could pervade all aspects of what we did as a financial intermediary,” he would explain more than a decade later, at his induction into the Derivatives Hall of Fame (sponsored, appropriately enough, by Arthur Andersen).3

This was Merrill’s destiny, he argued to his superiors, and they should help him fulfill it. They bought the pitch, and Edson Mitchell soon set out on a hiring spree. To help lead his charge, he looked to another young man working as a Chicago banker. His name was Bill Broeksmit.

Jack Broeksmit had graduated from Yale and then served as a lieutenant in the Navy during World War II. After the war, he married Jane, a librarian and amateur artist. They had six children; William Shaw Broeksmit, born on November 5, 1955, was the fourth. The year after Bill’s birth, Jack was ordained into the ministry by the United Church of Christ, and for the next decade he was minister of the First Congregational Church in Galva, Illinois, some 150 miles west of Chicago. Reverend Jack’s sermons were filled with fables about the importance of understanding other people. The key, he preached, was to try to see things from other people’s vantage points. Avoid casting judgment. Ask questions. Recognize and then try to put aside your biases. Congregants would come up to Reverend Jack after his sermons or stop him on the streets of Galva and solicit his advice. Bill would later tell people that his father had instilled in him the notion that over the long term, it paid dividends to do right by other people.4

The Broeksmits weren’t poor, but they definitely weren’t rich. “There was a certain amount of education pedigree, but there wasn’t any money,” the youngest child, Bob, would say.5 Bill was slim and had dark brown hair so thick that it was hard to comb. His bushy eyebrows cast shadows over his brown eyes. He excelled at math and had a mischievous entrepreneurial streak. He had a newspaper route and enlisted his two younger brothers to wrap up and then deliver the Sunday papers. Bill paid them less than he was earning, pocketed the difference, and eventually used the proceeds to buy a television set that his father had been unwilling to purchase. Bill’s business career was under way.

He received a scholarship to Claremont Men’s College, a small liberal arts school in the Los Angeles suburbs.* Finance fascinated him. He talked his roommates’ ears off about the markets. Even as an undergrad, he had a knack and an appetite for complex financial instruments, seeming to have an intuitive grasp of the relationships between things like interest rates and stocks—how rising rates might lead a particular company’s shares to lose value. Bill, who had a facility for writing and enjoyed it, bankrolled his occasional market bets by churning out term papers for some of his wealthier classmates.

After graduating, Bill moved to Chicago. By day, he was hardworking, quiet, and introspective. When a colleague’s wife died, Bill sent a sympathy card, something that would never have occurred to the group of new graduates. “I asked him why, and he said because it’s what is done, it is the right thing to do,” says his girlfriend at the time, Liz Miles. “Compared to most of us, Bill was self-sufficient and responsible.”

But his demons tended to come out at night—heavy drinking, hard drugs, prostitutes. Bill was the guy who, when others were ready to head home in the wee hours of the morning, would push everyone to have one more round. “He just didn’t know how to turn it off,” one of his best friends, Jon Schink, recalls. Friends could tell something—they couldn’t ever put their finger on what—haunted him. “Bill was wonderfully brilliant, but deeply troubled,” remembers Tom Marks, who was Bill’s roommate in a rented Chicago brownstone. “He did things by night that were in sharp contrast to his daytime behavior.”

Once, in the early 1980s, Broeksmit went to Las Vegas with Schink. After a night of drinking and gambling, the two men walked down the mostly deserted Strip toward their hotel. Two prostitutes approached Bill and started fondling him a little. As they walked away, Bill realized that the rollick had been a ruse: One of the women had stolen a wad of hundreds of dollars out of his pocket. He hollered at them, gave chase, and tackled the thief. They rolled around, fighting, on the dirty sidewalk until a pair of cops came to break it up and returned the money to Bill.

Bill got an MBA at Northwestern University and then a job at Continental Illinois, one of the country’s largest and fastest-growing banks. He set out to master derivatives, tinkering with the structures of the fledgling products and conjuring new uses by mushing together different types of derivatives. Colleagues hailed him as a financial innovator—and that reputation soon spread.

Derivatives would later become a dirty word—wreaking havoc across the financial industry and the broader economy—but when Broeksmit joined Continental Illinois, he and his peers saw them as a powerful way for businesses to operate better. Companies could insulate themselves from risks in ways never before thought of. That allowed them to produce a greater number of widgets at a lower price, and those savings would be passed on to their customers while maintaining profits for the companies. Here was a rare financial invention—right up there with cash machines and credit cards and thirty-year mortgages—that was truly helpful for a great many people and institutions.

Wall Street, of course, had plans for derivatives far removed from the original mission of helping ice-cream companies protect against rising dairy prices. Derivatives would no longer be used mainly as mechanisms for companies to play defense; now they would be vehicles for banks and others to engage in financial speculation—essentially the spinning ball on the roulette wheel. This was about to become a hugely profitable, mostly unregulated corner of the global financial system. And that meant that people with expertise in derivatives—the more complex, the better—suddenly became coveted.


In May 1984, Continental Illinois was overpowered by a tidal wave of bad real estate loans. It was the largest bank ever to fail in the United States, a record it would hold for nearly a quarter of a century.

Broeksmit, not quite thirty, narrowly escaped the sinking ship. Edson Mitchell had come knocking just as the bank was taking on a fatal amount of water, and earlier in 1984, he accepted a job as one of Mitchell’s lieutenants, charged with leading Merrill into the brave new world of derivatives. Bill and his young wife—a Ukrainian divorcée named Alla—relocated to Short Hills, a New Jersey suburb filled with palatial homes. The Broeksmits couldn’t afford one of those—yet. They moved into a tidy colonial-style house that was a quick walk from the commuter rail station that would shuttle Broeksmit into Manhattan every day to work alongside Mitchell.

Merrill Lynch was cleaner than the DeCoster egg farm, but just barely. The place was the embodiment of Wall Street’s unbridled id in the middle of a go-go decade: cocaine in the bathrooms and strippers on the trading floor.6

At the time, the list of derivatives available to Merrill’s clients was limited. Bill and Edson expanded the menu. Bill started dreaming up new types of a popular derivative known as swaps that were designed to help institutions protect themselves from changes in things like interest rates. He combined different types of swaps into mutant instruments with names like callable interest rate swaps and yield curve swaps and swaptions.

This was good news for clients and great news for Merrill. Each time Merrill sold a swap to a client, it pocketed a fee. What’s more, Broeksmit devised clever new ways for Merrill to protect itself by using derivatives when it bought assets from customers. Because the derivatives were reducing the risks Merrill faced on various transactions, the firm now had a greater capacity to do more of those transactions—which meant more revenue for Merrill.

All these new types of derivatives made corporate clients more willing to issue debt. After all, if they could protect themselves, or hedge, against volatile interest rates, that effectively lowered the cost of borrowing money. Fannie Mae, the government-controlled company that was the biggest financer of mortgages in America, was one example. Because so much of Fannie’s business revolved around interest rates—it was buying boatloads of mortgages, with all sorts of different interest rates and repayment terms—it had a big appetite for sophisticated products to insulate itself from future changes in rates. Broeksmit concocted a complex solution for Fannie, and Merrill became the company’s go-to bank. Soon scores of blue-chip companies were flocking to Merrill not only for the swaps but also to handle their sale of the bonds. Billions of dollars in new business poured in. Merrill suddenly was a formidable player. Mitchell got most of the credit—he was quickly becoming one of the rising stars of Wall Street—but it was thanks in large part to Broeksmit.

Decades later, grizzled veterans would look back on the changes that had transformed the banking industry and would pinpoint two catalysts. One was technology and the internet, which accelerated the business and made it more efficient. The other was the modern swaps market. Broeksmit was largely responsible for animating the latter into something resembling a living organism in its complexity. “Because of people like Bill, but maybe none more so than Bill, the derivatives business went mainstream in usage for investors as well as corporations, financial institutions, and government agencies,” explains a former colleague who would rise to the top of Wall Street.

Edson’s goal was to position the bank at the crossroads of so many different transactions that it could make tons of money by skimming tiny amounts off each. This required the bank to amass enormous positions in multiple vast markets—a risky endeavor. Edson and Bill took to describing this special place in the middle of all these flows as “the whitewater”—the place where the money moved so rapidly that it churned everything into a froth. As they saw it, at the vortex of this whitewater were derivatives—and Merrill would be right there, floating on the turbulent waters, slurping up the profits.7

On the seventh floor of the northernmost building in the World Financial Center complex, Mitchell occupied a corner office with nice views of New York Harbor and the Hudson River. Broeksmit’s office was about half the size, but it was just a few paces away from Mitchell’s. Colleagues noted that the hallway carpet between their two offices was literally worn thin—that’s how much they and other colleagues were shuttling back and forth.

The partnership worked, and in the process the two men became friends. They bonded over their large families: Bill, one of six children; Edson, with his own five kids. They bonded over their rural roots: Bill from small-town Illinois, Edson from Maine. They bonded over the fact that they hadn’t been raised in privilege, that they were both outsiders.

Edson and Bill discussed everything: their colleagues, their strategies, their clients, their futures. Mitchell didn’t always agree with Broeksmit, but he sought his advice, and Bill felt comfortable giving his unvarnished opinion. They complemented each other, one man’s excesses filling in the other man’s voids. Mitchell was overflowing with nervous energy, unable to sit still. Some colleagues called him Fast Eddie because you rarely had time to explain anything to him in detail. Waiting for an elevator, he would repeatedly push the button—and once the elevator came, he would keep pushing the button for whatever floor he was going to, trying to speed things up. Broeksmit liked to tell stories about how small airports all over the Midwest were littered with rental cars that Mitchell had deserted outside the terminals, too rushed to return them properly.

His eternal optimism—everything was doable!—and his burning desire to prove that the janitor’s son could surmount long odds and exceed expectations fostered a competitiveness that seeped into almost everything Mitchell did. He went ballistic when his employees got poached and, as a result, became very skilled at preventing them from leaving. (Once he flew to Tokyo to persuade a mid-level trader to stay put.) Unlike other executives who would outsource the job of hiring young finance nerds, Edson frequented business-school campuses, interviewing promising students and hiring them on the spot. He even pressured colleagues to buy extra Girl Scout cookies from his kids so they could earn more badges.8

Where Mitchell was loud, brash, and impulsive, Broeksmit was quiet, cerebral, and thoughtful. By Merrill’s frat-boy standards, Bill—with wavy jet-black hair pushed back from his forehead, rimless glasses with thick lenses, and a way of pursing his lips and narrowing his dark eyes when he listened that, if you didn’t know him well, could come across as a smirk—was a nerd. He was flabby and unathletic. He was comfortable staying silent. When he was deep in thought, he tugged his bushy right eyebrow—a tic so common that it became a family joke. (It was less endearing when his hand went to his eyebrow while he was driving. “Dad!” one of his three kids would holler from the backseat. “Both hands on the wheel!”) When he spoke, it was in a way that made clear he was really hearing what others were saying. His manner in questioning wasn’t aggressive; he wasn’t trying to catch you or trick you. He didn’t need to show off. Indeed, on more than one occasion, he turned up to interview a job candidate in clothes that were ripped—and then, while chain-smoking cigarettes, overwhelmed the bemused prospective employee with his intellect to such a degree that the person was dying to work with him. He also wasn’t very ambitious; he preferred to manage only a few people and didn’t want to climb the corporate ladder. He stood out in an industry brimming with socially maladroit math whizzes and slightly sociopathic type A personalities.

Broeksmit frequently repeated the mantra “How does that help the client?”—a well-worn cliché on Wall Street, but he actually believed it. It was always tempting to make a killing by scamming customers, but the better long-term strategy, he advised colleagues, was to structure things in a way that your clients would prosper. “Everyone in banking wants to make money,” one of his colleagues and friends would explain. “But there are different degrees of avarice.” Bill was on the low end of that spectrum.

For that reason, he became an important counterweight to Mitchell. When risk managers rejected a transaction pitched by one of Edson’s guys and Mitchell inevitably wanted to skin the risk manager alive, Broeksmit would intervene. John Breit, a particle physicist hired to rein in some of the traders, many years later would credit Bill with having saved his job from an angry Edson on multiple occasions.

By the early 1990s, Merrill’s board of directors was getting nervous about the bank’s expanding portfolio of derivatives. The imprudent use of derivatives had caused violent explosions inside some proud American companies, such as Procter & Gamble, which lost $157 million on a batch of interest-rate swaps it had purchased with borrowed money. (“Derivatives such as these are dangerous,” P&G’s chairman lamented.9) Such blowups had damaged the reputations of the banks that had sold the soon-to-be-toxic instruments. Merrill’s board wanted to avoid their bank stumbling into a similar trap.

One source of the bank’s anxiety was that by the early 1990s, swaps and other derivatives had changed dramatically—and, more important, were being used very differently. What had not long ago been a device designed for institutions to shield themselves from fluctuating interest rates or dairy prices or whatever had become a vehicle for speculation. Wall Street banks, including Merrill, were cashing in on such gambling. But many less sophisticated companies and pension plans and university endowments and local governments were yearning for a piece of the action, too. Why confine yourself to putting money in some staid company’s stock when you could potentially hit the jackpot betting on swings in interest rates in one country compared to interest rates in another country? The possibilities seemed endless—and banks like Merrill encouraged such dreaming, ready to take advantage of their clueless clients.

One day in 1993, Mitchell, Broeksmit, and Breit went upstairs to deliver a presentation to the bank’s board about why derivatives were not intrinsically dangerous. Breit droned on and on. At least two board members nodded off. Afterward, the men rode the elevator downstairs together, and Mitchell congratulated Breit on his presentation.

“What do you mean, Edson?” Breit asked. “They literally fell asleep.”

Edson guffawed. “That’s what we want!”

As years passed, Bill and Edson became inseparable, even outside the office. They frequented the century-old Russian and Turkish Baths in the East Village. Sometimes Bill’s oldest child, Val, was allowed to tag along, watching as the men melted in the 190-degree sauna and had contests about who could stay in the longest. (A bright yellow sign warned against remaining more than thirty minutes at a time, but such rules were meant to be broken.) They’d sit in there, clad in the green shorts that the baths provided to people who didn’t want to be naked, the hot air singeing their lungs, gossiping about work and their families.

The Broeksmit and Mitchell families started vacationing together in Maine. Bill and Alla had a summer home in the rustic seaside town of Brooklin, with a tennis court and a pond, a long stone’s throw from the ocean. Mitchell, who already had a souped-up log cabin in Rangeley, bought a grand place down the road from the Broeksmit house. Edson and Bill would face off in intense tennis matches, followed by plunges into the frigid Atlantic. Mitchell’s five kids, accustomed to a procession of bankers stopping by their homes to suck up to their dad, could tell the relationship with Broeksmit was special.

It was thanks to Merrill that Robert Citron, the treasurer of Orange County in Southern California, ended up using taxpayers’ money to dabble in derivatives. The bank’s salesmen in California had spent years wooing this quirky man (Citron liked to wear turquoise jewelry and loud ties and he regularly consulted astrology charts) because they could tell he was a “pigeon”—an easy mark.10 Sure enough, Citron soon started gorging on the tasty new interest-rate swaps that Merrill was cooking up. Orange County placed an astronomical wager that interest rates in the United States and in Switzerland would move in different directions.11 Citron’s municipality even agreed to buy the derivatives with money it borrowed from Merrill, fattening the bank’s profits. By 1993, the county had amassed a $2.8 billion portfolio of the derivatives—and had become Merrill’s biggest single client. For a while, Orange County’s investments performed perfectly. Everyone was happy.12

Broeksmit realized that if Orange County ran into trouble because of the derivatives, that trouble would likely boomerang back at the bank. Even if Merrill didn’t directly lose money on the transactions—in fact, especially if it didn’t lose money—the reputational damage associated with appearing to rip off California taxpayers would be severe. Already, risk managers like Breit had been whispering to Broeksmit that Orange County—and therefore Merrill—was on shaky ground. Bill in turn had been whispering to others, but the warnings weren’t being heeded. (This was making the bank’s board of directors antsy, too—part of the reason Mitchell, Broeksmit, and Breit had been summoned to the boardroom for Breit’s sleep-inducing presentation.) So not long into 1993, Broeksmit typed up a memo giving voice to his anxieties. He went through a number of drafts, agonizing over the details and sharing versions with friends and Merrill confidants. He wanted to make sure he got it right; it was almost as if he knew he was writing for posterity.

On February 24, 1993, Broeksmit presented the finished three-page memo to Mitchell, who signed it, too, and then it was sent to senior Merrill executives in New York and California. The memo noted that Orange County’s investment so far “has experienced fantastic appreciation.” But, Broeksmit warned, if market conditions changed, things could get ugly fast. “The potential adverse consequences for Orange County in the event of a substantial increase in interest rates and the flight of hot money … compel us to be more forceful,” he wrote. “I believe we should go on record recommending the sale of the entire portfolio” of derivatives. At the very least, he argued, Merrill should not sell the county any more derivatives.13

The missive didn’t work. There is no evidence that Merrill did anything to stop Orange County from continuing to feast on the derivatives. For the next twenty months, tens of millions of dollars in fees and commissions continued to fill Merrill’s coffers.14

Then, just as Bill had worried, the Federal Reserve started increasing interest rates. By the end of 1994, rates had nearly doubled from a year earlier. Orange County’s derivatives began losing money—and then more and more and more. By December, the losses were $1.7 billion. The county filed for bankruptcy—and then filed a lawsuit seeking $2.5 billion in damages from Merrill for “wantonly and callously” selling the county inappropriate financial instruments. The state senate started investigating. Before long, Bill’s memo was unearthed and made public. The Los Angeles Times noted the “uncanny accuracy” of his predictions in a front-page story in May 1995.15 The Wall Street Journal ran a long page-one article about the dissenter inside Merrill who had prophesied the coming mess. Bill Broeksmit’s legend was born.






CHAPTER 3

WALL STREET’S GREAT MIGRATION



More than five years had passed since the murder of Alfred Herrhausen. Deutsche Bank had bounced back, as it would in the future after the sudden downfalls of important executives. Three months after the assassination, the bank’s shares were up by 30 percent, a resounding vote of confidence in the company’s future.1

Herrhausen’s successor was Hilmar Kopper. Like Herrhausen, Kopper believed that the bank’s future lay outside Germany. (He referred disparagingly to German bankers as “chaste souls.”2) With the crumbling of the Berlin Wall, Deutsche opened branches in East Germany and then Warsaw, Budapest, and Prague. Within a few years, it had half a dozen outposts in the former Soviet Union.3

That was all well and good, but the Morgan Grenfell acquisition had proved underwhelming. Its architects had hoped it would launch Deutsche Bank into the Wall Street elite; that hadn’t happened. One problem was that senior bankers from Morgan kept quitting, not interested in working with a bunch of provincial Germans. And Deutsche remained too conservative to go toe-to-toe with Wall Street. In most of the bank, for example, derivatives were considered dirty, needlessly complex instruments that had a nasty tendency to spread risk rather than contain it. A top executive warned that the bank should never be permitted to become a “Deutsche Sachs or a Deutsche Lynch”—in other words, to lose its identity to Wall Street.4 While the bank had several hundred employees in the United States, it was an afterthought in the country’s booming capital markets, surpassed not only by American banks but also by second-tier competitors from Japan, Britain, and France.

In 1994, Deutsche’s top executives gathered in Madrid to talk strategy. Kopper declared that the bank’s weak standing was an embarrassment not only to Deutsche but to all of Germany. Two recent events had made that plain. First, one of the bank’s biggest customers, the German real estate developer Jürgen Schneider, had been revealed as a fraud. Deutsche had been his largest lender, financing flashy shopping-mall projects, including one practically next door to the bank’s Frankfurt headquarters, and it now was staring at losses approaching $1 billion. The bank had put so much faith in this single client because its run-of-the-mill lending businesses were not very lucrative; making enormous loans to a guy whose financial statements Deutsche hadn’t even bothered to review seemed like an enticing shortcut.5

And then, in another humiliation, Goldman Sachs had landed a coveted job helping to privatize Deutsche Telekom, the state-owed phone monopoly. Goldman—with its global presence and wealth of stock-issuing experience—had the ability to sell DT’s shares worldwide and to trade them once they were public, and that had landed the American bank one of the all-time plum German banking assignments.6 Wall Street was coming to Germany. Should Germany go to Wall Street?

It was time, Kopper argued in Madrid, to get serious about investment banking. Deutsche needed a big hire—a charismatic rainmaker who could lead the bank into the promised land.7

Just before Christmas in 1994, Bob Flohr had received a phone call from Edson Mitchell. A trim, polished man with a self-confidence derived from being an alum of both Princeton and the elite consultancy McKinsey, Flohr was a recruiter who had been working closely with Mitchell for a decade. His job was to find good people for Edson to hire and to serve as an informal adviser and source of industry intelligence. Now Edson told Flohr that they needed to get together as soon as possible. In the first days of 1995, they met for breakfast at the Princeton Club on West 43rd Street in Manhattan. Along with requiring jackets for gentlemen, the club had a policy against talking about work in the dining room. But that was all Mitchell wanted to discuss. He had become a minor industry legend for slingshotting Merrill into the big leagues, and now he wanted to capitalize on that success. After more than a decade at Merrill, he told Flohr, he was ready to build something new.

Flohr, as it turned out, had recently heard that Deutsche was planning an investment-banking blitz. Intrigued, Mitchell authorized him to go talk with his contacts at Deutsche on his behalf. Flohr flew to London to meet with Michael Dobson, an erudite Brit who was running Deutsche’s investment-banking arm.8 Would he be interested in hiring Edson? Yes.

A month or two later, Mitchell embarked on a top secret mission to Germany. He met with Deutsche’s brass about moving to London to lead the bank’s push to be a big player in financial markets worldwide. The job interviews went well. Usually the key sticking point in such negotiations is money, but Edson didn’t drive a hard bargain on his own pay—he agreed to about $5 million a year for his first two years, roughly what he’d been making at Merrill. His main condition was that he be allowed to hire absolutely anyone he wanted to. Deutsche agreed.

Merrill soon got wind of what was happening. The firm offered Edson more money, more autonomy, more employees. But he was restless and ready for his next adventure. He stopped answering the plaintive phone calls from his Merrill higher-ups. The Monday after Easter, Edson boarded a helicopter from New York City to Princeton, New Jersey, where Merrill executives were gathering for a summit. He broke the news that he was leaving, that it wasn’t up for negotiation, and that he would like their helicopter to take him back to the city.

Dobson and Flohr had flown in together from London that morning on the Concorde, with Dobson panicking the whole way that Mitchell might get cold feet at the last minute. The two men were scheduled to meet him at the Princeton Club at eleven A.M. to seal the deal. Mitchell was running late but eventually strode into the club’s 1950s-era pinewood dining room, grinning. “It’s done,” he announced. A relieved Dobson—he no longer looked like he might faint—summoned the waiter and ordered a round of gin and tonics.

In the summer of 1995, the Mitchell family moved to England. Edson bought a brick mansion—known as Tall Trees, because it was surrounded by tall trees—in a leafy commuter town southwest of London. His title at Deutsche was head of global markets. As he had at Merrill, Mitchell saw derivatives as the key to becoming a big player in the most important markets.9 Since Deutsche had been effectively sitting that game out, he was starting from scratch. Walking into the bank’s London offices, housed in an ugly black cubical building on Leadenhall Street, felt like being transported back to another age. The walls were decorated with dark oil paintings of royals on horseback. Men wore waistcoats. Frilly maids and tuxedoed butlers scurried along the dimly lit hallways. Deutsche had hired sporadically in random areas on multiple continents, but neither technology systems nor trading desks nor corporate strategies were integrated. The place was a bunch of fiefdoms. There were no computer models to figure out how to value derivatives, even simple ones like stock options.

For Edson, the key first step was to assemble a team of loyal lieutenants. His former employer became his poaching ground. His first recruit was Michael Philipp. Philipp had started off as a professional potter, making ceramic mugs and plates. He baked them in a kiln in his backyard and sold them at local markets. He was earning about $12,000 a year, and he and his wife, a teacher, had three kids. Wanting more money, in 1980 he enrolled in business school at the University of Massachusetts. He got a job interview at Goldman with Robert Rubin, the future Treasury secretary. When Rubin learned that the bushy-bearded Philipp could convince people to shell out $5 for a homemade mug when the mass-produced version cost only $1.75 at a store, he got excited: “You’ll be great in this business!” Philipp got the job and never made another mug. In 1990, he joined Merrill Lynch and met Edson.

Now the two were at Deutsche, trying to figure out how to assemble an army. They flew to Frankfurt and, meeting with the bank’s top executives, outlined two options for vaulting the company into Wall Street’s top tier. One approach was to buy an investment-banking power like Salomon Brothers, which would cost at least $5 billion, perhaps much more. Or they could construct an investment bank by hiring lots of people, which they estimated would require only $2 billion. The two Americans figured the frugal Germans would go for the cheaper option, which is what they wanted to do anyway. They were right—and now they had a $2 billion war chest at their disposal.

Mitchell and Philipp’s recruitment pitch was simple: Deutsche was a superstar in the making. “It’s a sixteen-cylinder engine running with four cylinders firing,” Mitchell argued to one Merrill executive, Kassy Kebede, a native of Ethiopia who later married the supermodel Liya. He agreed to join his former boss.

Next up was another Merrill executive, Anshu Jain. He’d been two years behind Philipp at UMass. When Philipp landed at Goldman, Jain had used that connection to help secure a job interview there. He didn’t get the gig—he was perceived as a little too much of a geek—but he was soon hired by Merrill. There he had to contend with the largely Irish Catholic sales force repeatedly mistaking him for an IT guy and asking him to fix their computers. Now, nearly a decade later, Anshu was a managing director—among the youngest ever at Merrill—and had matured into one of the firm’s best derivatives salesmen. But he was only thirty-two, and he worried that he would squander his hard-won reputation by starting over at Deutsche. Philipp gave a pep talk to Jain’s wife, Geetika, arguing that this was an unmissable opportunity to get in on the ground floor of something special. Anshu took the leap.

One other coveted Merrill recruit was Grant Kvalheim. Desperate to stop the exodus to Deutsche, Merrill offered Kvalheim a bigger job and promised to match whatever astronomical sum Mitchell was dangling, and Merrill’s leaders thought they had warded off the predator. Edson, however, didn’t like to lose. He took the Concorde to New York and then drove his black BMW 8 Series coupe, which he kept at the ready in New Jersey, out to Kvalheim’s home in Princeton. Mitchell upped his offer one last time, pushing it well into the millions per year—the latest example of him doling out “NFL-type salaries,”10 a Merrill executive grumbled. Kvalheim finally relented—on one condition: He wanted Mitchell’s BMW. Edson reached into his pocket and tossed Grant the car keys. “I left for a genuine opportunity, the feeling of exhilaration and accomplishment when you’re pulling together an organization,” Kvalheim explained to a reporter at the time.11

Mitchell instructed his first round of recruits to each find the best five people they knew in their respective areas, hire them, and then have those five people each hire the best five people, and so on. Thus began an epic spasm of hiring. There were nonstop job interviews—in the office, at pubs, in hotels. One favorite spot was London’s five-star Lanesborough hotel. In the middle of interviewing candidates in the lounge, Kassy Kebede would often look around and see Edson or Anshu a few tables down, also grilling applicants. Soon Deutsche’s stuffy offices were overflowing, more people than there were desks.

When Mitchell arrived, his markets business had about 2,000 employees.12 Within eighteen months, he and his crew would hire another 2,500 people—including several hundred from Merrill. It was one of the greatest migrations in Wall Street history. And there was no question about the driving force: Edson. He had a magnetic personality and a reputation as a gifted manager. He was like a beloved football coach, someone who wasn’t the best athlete but had a unique ability to inspire others to perform beyond their natural limits. “He was the rainmaker, the energizer,” one of his recruits raved. Some of his mesmerized troops referred to him as the Wizard of Oz.

There was one crucial person left out of this exodus: Bill Broeksmit. It wasn’t that Mitchell didn’t want him. He did. In fact, Bill had been the first person Edson tried to recruit when he knew he was going to Deutsche. But Bill wouldn’t budge. (Mitchell, not missing a beat after being rebuffed, enlisted him to interview some candidates for senior Deutsche jobs, even though Broeksmit was now technically his competitor.)

Part of it was that Broeksmit was conservative, and it seemed like Mitchell and the others were taking a flier. Another factor was that the Orange County debacle was still playing out, in the legal system and in the press, and Broeksmit felt duty-bound to help tidy up the mess. His colleagues thought he was crazy; what kind of man was so loyal to a faceless institution that he would pass up untold riches to do the right thing? It didn’t hurt that Merrill applied a full-court press to keep him. Stan O’Neal, one of the firm’s top executives (and later its CEO), led the charge. Broeksmit sat silently while O’Neal presented all the reasons he shouldn’t bolt, and O’Neal came away with the impression that he had sold him on the merits. But the biggest reason Broeksmit didn’t take Mitchell’s bait was that he was tired—not a quality that many forty-year-old investment bankers admit to. But you can pull only so many fourteen-hour days, for so many years, without it taking a toll. He didn’t want to rise to the next level of management, and he worried that his two young daughters were growing up without a father.

In March 1996, Broeksmit announced that he was retiring. When a Merrill spokesman told The Wall Street Journal that Broeksmit was leaving “to spend more time with his family”—a common euphemism meaning someone got fired or was resigning in disgrace—it was actually true.13 A top executive was quoted saying that Bill needed time to recharge. “We would love to have him back,” the executive said.14

A couple of months later, Broeksmit and his family were up in Maine when Mitchell paid a visit. He still wanted Bill to join him at Deutsche. By now they had assembled a pretty strong suite of traders and sales guys, but they were missing a premier expert in understanding and managing risk. Bill acknowledged to Edson that he missed Wall Street’s adrenaline, but said he didn’t feel ready to return.

Edson, however, let it be known just how much money Bill could expect to make. It was a very large seven-figure number per year, considerably more than he’d been earning at Merrill. Bill soon agreed to take the job. He would be the bank’s co-head of proprietary trading—in other words, of making wagers with the bank’s own money—with a focus on derivatives, reporting to Mitchell.

Even after signing on, Broeksmit wasn’t sure the effort to rocket Deutsche to the top of Wall Street would actually work. “I thought it would be an adventure,” he told a colleague years later. In November 1996, Bill, Alla, and their two daughters moved to London. (Val stayed in the States, attending Albright College.) Edson and Suzan hosted the new expatriates for a welcome dinner soon after their arrival.

All of their lives—and the very essence of Deutsche Bank—were about to change.






CHAPTER 4

FORCES OF DARKNESS



One day a sign appeared in the lobby of Deutsche Bank’s London headquarters. It spelled out the bank’s name phonetically: DOY-chuh. This was an important corrective: Many of the American newcomers had been telling people that they worked at “Douche Bank.”1

Slowly, but not that slowly, the influx of Americans began changing Deutsche’s culture. The newbies didn’t know the first thing about the bank or Germany. All they knew was that their mandate was to drag this tradition-bound institution into modernity. The way Mitchell and his entourage saw it, the place’s stubborn Germanness was the main impediment to unleashing its full animal spirits. Before Edson’s arrival, most of Deutsche’s prosperous business clients had been borrowing money from or issuing bonds via the bank—and then going to a rival, often JPMorgan, to purchase the accompanying derivatives to protect against fluctuating interest rates or other economic forces. Mitchell’s goal was for Deutsche to offer all of those products in-house. He positioned his new derivatives team—led by Broeksmit—at the very center of the bank’s London trading floor, so they were within earshot of as many traders and salesmen as possible. Now they just needed the Germans, with their deep distrust of cavalier Anglo-American investment bankers and derivatives, to unshackle them.

Part of the problem was that the bank had a hierarchy baffling to the Americans. There was a board of directors charged with supervising the company and its executives, but beneath that was another board called the vorstand. It consisted of eight top executives who each had responsibility for a particular part of the bank—investment banking, retail banking, wealth management, legal affairs, technology, and so on. The vorstand operated by consensus and resisted change. Mitchell wasn’t even on the vorstand; no American ever had been. Further complicating things, there was no CEO at the bank. Instead, one of the vorstand’s members was elected as “speaker,” and that man (it was always a man) was in charge, but only so long as he retained the support of his colleagues and of the supervisory board. The Germans saw the overlapping boards and consensus-driven leadership system as a source of strength and stability, preserving the fundamental nature of a proud German institution and, by design, making it hard to change things quickly.

Mitchell couldn’t stand the slow pace and all the pomp. He found it ridiculous that the vorstand had its own floor in Tower A of the Frankfurt skyscrapers, accessible only by a special elevator. Before anyone—visitor, government dignitary, employee—could board the elevator, they had to walk through metal detectors and be frisked by heavily armed security men. It seemed crazy that each office on the floor was palatial and decorated by the bank’s in-house curators with museum-caliber German artwork. The fact that vorstand members traveled with a squadron of motorcycle cops in a convoy of bombproof Mercedes S-class limousines—the reinforced doors so heavy that men had to strain with both hands to open and close them—struck Edson’s crew as completely over the top.

Quite a few members of the two boards didn’t have the faintest idea about how these Americans thought a global bank was supposed to operate, much less one that was trying to secure a foothold on Wall Street. They knew nothing about investment banking or trading or derivatives, other than that they instinctively distrusted these American exports. That wasn’t necessarily a defect—it can be good to have skeptical board members asking rudimentary questions—but guys like Mitchell had extremely limited patience for people who needed things explained twice. What’s more, Mitchell and his colleagues got the distinct impression that the Germans, especially those on the vorstand, were trying to foil them by vetoing transactions and slow-walking decision-making. “They want us dead,” Edson told Anshu. Mitchell nicknamed his German overseers the Forces of Darkness, and the moniker stuck among his troops.

The Germans, for their part, thought the growing pile of derivatives accumulating on Deutsche’s books was a cause for concern—a fear that would eventually prove well founded. “At almost every executive meeting, we talked about the ever-increasing balance sheet size brought about by the ever-increasing volume of derivatives,” Hilmar Kopper, the bank’s leader, would recall. It “was nothing we were proud of.”2 The Germans looked at Edson’s ilk with a combination of disdain and fear. They referred to the Americans as





























* When Qatar made its investment, its financial adviser was Michele Faissola. A lawyer who had previously represented Faissola later ended up on Deutsche’s supervisory board at the behest of the Qataris.
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