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Burnham And The Rise Of The Junk Bond Raiders

The Alchemy of Debt: How Drexel Burnham and the Junk Bond Raiders Reshaped Wall Street

The 1980s were a decade of excess, defined by big hair,  bigger shoulder pads, and the largest corporate takeovers Wall  Street had ever witnessed. At the center of this financial  hurricane was a firm, Drexel
Burnham Lambert, and a man, Michael Milken, who essentially created a new asset class from scratch: the high-yield junk bond. The story of this era is masterfully captured in The Predators Ball: The Junk Bond
Raiders and the Man Who Staked Them: The Inside Story of Drexel Burnham and the Rise of the Junk Bond Raiders. It is a narrative of ambition, genius, greed, and eventual downfall that fundamentally changed
the landscape of American capitalism. This article delves deep into that story, exploring the mechanics of junk bonds, the personalities of the raiders, and the legacy of a firm that dared to rewrite the rules of
finance.

The Genesis of an Idea: Michael Milken and the High-Yield Frontier

Before the 1980s, the bond market was a conservative world. Investment-grade bonds, rated BBB or higher, were considered safe havens for pension funds and insurance companies. Companies with less-than-
stellar credit ratings were largely shut out of the public debt markets. Michael Milken, a brilliant and intense Wharton graduate working at Drexel Firestone (which later became Drexel Burnham Lambert), saw this
not as a risk, but as an opportunity. His doctoral research suggested that a diversified portfolio of lower-rated bonds (often called "fallen angels" or "junk") actually yielded higher returns than investment-grade
bonds, even accounting for defaults. The key was diversification.

Milken convinced Drexel to let him build a trading desk focused on these securities. He didn't just buy and sell bonds; he created a market. He became the ultimate matchmaker, connecting companies that
needed capital with investors hungry for yield. This was the foundational layer of The Inside Story of Drexel Burnham and the Rise of the Junk Bond Raiders. Without Milken’s relentless evangelism and
innovative financing structures, the corporate raiders of the 1980s would have had no fuel for their fires.

The Predators’ Ball: A Gathering of Financial Titans

Each year, Drexel Burnham hosted an exclusive, invitation-only conference at the Beverly Hills Hotel. This event, famously dubbed The Predators Ball, was not a party for the faint of heart. It was a marketplace.
Milken would assemble the key players: the CEOs of struggling companies, the fund managers of S&Ls and insurance firms, and most importantly, the corporate raiders.

The Networking: It was a place where a raider with an idea for a takeover could secure billions of dollars in financing commitments over a single cocktail.
The Atmosphere: The energy was electric, fueled by champagne, ambition, and the promise of immense wealth. Milken was the conductor of this orchestra, directing capital to whichever deal he deemed
most promising.
The Impact: The Ball solidified Drexel’s dominance. If you wanted to do a hostile takeover, you needed Milken’s blessing and Drexel’s distribution network. The event was the beating heart of the junk bond
revolution.

It was at these gatherings that the most audacious deals were hatched. The line between investment banking and high-stakes gambling became dangerously blurred. The book The Predators Ball provides an
unparalleled look inside these rooms, capturing the intoxicating mix of paranoia and euphoria that defined the era.

The Junk Bond Raiders: The Men Who Staked the Takeovers

Who were these raiders? They were a diverse group of outsiders who used other people’s money—raised through Drexel’s junk bonds—to seize control of massive, often poorly managed corporations. They were
not builders in the traditional sense; they were asset strippers, reorganizers, and, in the eyes of many, financial terrorists.

Carl Icahn: The Original Activist

Perhaps the most famous raider of them all, Carl Icahn perfected the art of the hostile takeover. Using Drexel financing, he targeted giants like TWA and Phillips Petroleum. He would buy a significant stake, agitate
for change, and often force the company to buy him out at a premium (greenmail) or take the company private. Icahn wasn't just making money; he was demonstrating that size offered no protection from a
determined raider with access to junk bond capital.



T. Boone Pickens: The Texas Oil Man

Pickens brought a folksy, Oklahoma charm to the ruthless world of corporate raiding. He targeted oil companies like Gulf Oil and Cities Service, arguing that their stock was undervalued and their management was
incompetent. His Mesa Petroleum was the vehicle, and Drexel was the bank. Pickens’ raids forced oil companies to restructure, sometimes for the better, often leaving behind a trail of debt and layoffs.

Ronald Perelman: The Dark Prince

Perelman was perhaps the most aggressive of the raiders. With Drexel’s backing, he staged an audacious takeover of Revlon, a beloved American cosmetics icon. The battle for Revlon became a textbook case of a
hostile takeover, complete with poison pills, white knights, and scorched-earth tactics. Perelman won, and he milked Revlon for cash to fund more acquisitions, eventually building a vast holding company,
MacAndrews & Forbes.

Other Notable Raiders

The list also included players like:

Nelson Peltz (Triangle Industries) - who used junk bonds to build a packaging empire.1.
Saul Steinberg - who launched a raid on Disney.2.
James Goldsmith - the Anglo-French financier who took over Crown Zellerbach.3.

Each of these men was a client of Michael Milken. They were the "sharks," and Milken was the one who opened the cage. The Man Who Staked Them was unequivocally Michael Milken, and his firm, Drexel
Burnham.

The Mechanics of the "Highly Confident" Letter

One of  the most  potent  weapons in  Drexel’s  arsenal  was the "highly  confident"  letter.  With  Milken’s  signature,  this  letter  stated that  Drexel  was "highly  confident"  it  could  raise  the necessary  financing for  a
takeover. In practice, this letter was as good as cash. It allowed a raider to go to the target company’s board and say, "I have billions of dollars ready. You can negotiate with me, or I will go directly to your
shareholders."

This innovation, documented in The Inside Story of Drexel Burnham and the Rise of the Junk Bond Raiders, shifted the balance of power from corporate management to shareholders and investors. It was
a democratization of capital, but it also unleashed a wave of debt-fueled speculation that would have severe consequences.

The House of Cards: Insider Trading and the Crash

For all its brilliance, the Drexel machine operated in a gray area of the law. The high-stakes environment bred a culture of information sharing that crossed the line into insider trading. The government, led by U.S.
Attorney Rudy Giuliani, began to investigate.

The investigation centered on Ivan Boesky, a famous arbitrageur who made a fortune betting on takeover stocks. Boesky was caught in a wide-ranging insider trading probe. To save himself, he agreed to wear a
wire and cooperate with the government. In a devastating blow, he testified that Milken had asked him to trade on inside information.

The Indictment: Milken was indicted on 98 counts of racketeering and securities fraud. In 1990, he pleaded guilty to six felony counts (he maintained he did not admit to insider trading) and was sentenced
to ten years in prison.
The Fall of Drexel: The firm itself pleaded guilty to six felonies. Crippled by the scandal and the loss of its most profitable department, Drexel Burnham Lambert filed for bankruptcy in February 1990. The
house of junk bonds collapsed.

The fall of Drexel was a sobering end to a decade of financial wizardry. The junk bond market, however, did not die. It recalibrated, becoming a more regulated and established part of the capital markets. The
predators had been caught, but their prey had already been devoured.

The Legacy: How Junk Bonds Changed Corporate America

What is the lasting impact of this era, as chronicled in The Predators Ball: The Junk Bond Raiders and the Man Who Staked Them: The Inside Story of Drexel Burnham and the Rise of the Junk Bond Raiders?
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Corporate Accountability: Before the raiders, many conglomerates were bloated and inefficient. The threat of a takeover forced management to focus on shareholder value, breaking up inefficient structures
and returning cash to investors. This led to a more dynamic, if more ruthless, corporate environment.

The Modern Bond Market: Junk bonds are now a mainstream asset class. High-yield mutual funds and ETFs are common. The stigma has faded, and the market provides essential capital for growing companies
that cannot access investment-grade debt.

The End of the "Gentleman’s Club": The old boys’ network of Wall Street banking was shattered. Drexel proved that an aggressive outsider could compete with, and even dominate, the white-shoe firms like
Goldman Sachs and Morgan Stanley. The playing field was leveled, for better or worse.

A Cautionary Tale: The story remains a powerful warning about the dangers of unchecked greed, hubris, and the belief that financial engineering can solve every problem. The fall of Drexel demonstrated that
even the most brilliant financial structures can be built on a foundation of sand if they are not supported by ethical conduct.

The characters in this drama were larger than life. Milken was a visionary who saw the potential in trash. The raiders were wolves who learned to wear the sheep’s clothing of free market economics. Drexel was
the factory that produced the weapons for their conquests. The story of their rise and fall is a quintessential American epic—a tale of innovation, ambition, and the ultimate price of breaking the rules.

Conclusion

The narrative of The Predators Ball The Junk Bond Raiders And The Man Who Staked Them The Inside Story Of Drexel Burnham And The Rise Of The Junk Bond Raiders is more than just a history
lesson. It is a mirror reflecting the perennial tensions of capitalism: between creation and destruction, between genius and greed, and between the rule of law and the pursuit of profit. Michael Milken and the junk
bond raiders did not just change Wall Street; they changed how America thinks about debt, risk, and the purpose of a corporation. Their legacy is complex, woven into the very fabric of modern finance. While the
party at the Beverly Hills Hotel is long over, the echoes of the Predators’ Ball continue to reverberate through every hostile takeover, every LBO, and every high-yield bond issued today. It is a story that every
investor, business leader, and student of finance should know, not as a guide, but as a profound cautionary tale.


