
Many of you no doubt read the front-page article, 
"Office Vacancies Are Sky-High; So Why No Crisis?" in 
the January 23rd issue of The Wall Street Journal. The 
article explored the wide-ranging, seismic shifts in the 
core structure and corporate culture of commercial real 
estate firms.   There is a distinct line of demarcation 
between the way many of these firms were run through the 
boom years of the 1980s and the new structure and culture 
that was established during the boom years of the 1990s.  

 
Prior to the real estate crash of the late 1980s, commercial 
real estate had been the celebrated bastion of pure 
capitalism's daredevils. The titans of these firms fearlessly 
rode the tumultuous cycles of boom and bust with steely-
eyed, hell-for-leather bravado; but that all changed in the 
early 1990s. 
 
This WSJ article traced the genesis of this 180 degree 
transformation to when the commercial real estate 
industry turned, en masse, to the stock markets for capital. 
As a condition however, the markets insisted that these 
firms leave their freewheeling ways behind in favor of the 
stodgy fiscal discipline that the financial markets required 
in order to be listed and that investors insisted upon before 
investing their money into the new securitized real estate 
funds, known as Commercial Mortgage Backed Securities 
(CMBS for short). 
 
I couldn't help but notice the historical irony in the 
concept of stock markets being associated with such traits 
as "discipline", "stability" and "integrity". This power that  

 
the markets hold over business today is, from a historical 
standpoint, relatively new and comes as the direct result of 
decades of largely self-imposed reforms. 
 
It's interesting to look back to where these reforms all 
started. They actually began in response to America's first 
great business scandal just over 100 years ago in what has 
become known as "The Erie Wars". 
 
Until the Civil War and its boost to our nation's 
blossoming industrial economy, there were so many 
different financial markets for the buying and selling of 
corporate bonds and securities that none was strong 
enough to impose virtually any rules on those corporations 
who listed their offerings with them. 
 
By the mid-1860s New York's Wall Street had emerged as 
the beneficiary of market consolidation and found itself 
the second-largest financial market in the world.  In spite 
of this its stock exchange was still not yet powerful 
enough to enforce even the meager rules that it had.  This 
was soon to change. 
 
Unwittingly four men helped to give the marketplace the 
power it needed to begin the process of instilling 
discipline, confidence and thereby greater stability to the 
financial markets and the new industrial economy as a 
whole. 
 
This brings us to 1867 when Cornelius Vanderbilt 
controlled the railroads of New York State - all except for 
the notorious Erie Railway Company (later, the Erie 
Railroad Company) - a government sponsored corporate 
entity burdened with a capital structure so convoluted that 
it virtually begged to be manipulated.  And manipulated it 
was.  So renowned was it for this manipulation that it 
acquired the decidedly unflattering moniker "The Scarlet 
Woman of Wall Street". 
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To eliminate his only competition, Vanderbilt set out to 
buy the "Scarlet Woman" and forgo the bothers of 
competitive pricing pressures. 
 
Seeing a golden opportunity to make an unethical fortune, 
Jim Fisk and Jay Gould - along with the rest of the 
directors the Erie Railway - teamed up with a man who is 
quite possibly the most notorious stock manipulator in US 
history, Daniel Drew.  Their goal: to bilk the Commodore 
out of as much money as they could. 
 
Their plan was simplicity itself, it amounted to little more 
than simply printing new issues of stock for Vanderbilt to 
buy.  What their scheme lacked in finesse, it more than 

made up for 
in pure 
effectiveness. 
 
And oh, how 
effective it 
was.  When 
Vanderbilt 
launched his 
buying spree, 
there were 
250,000 
outstanding 
shares of Erie 
stock.  By the 
time he 
realized what 
was going on 
he had run 
through some 

$7 million and purchased over 200,000 shares … yet 
Drew, Fisk and Gould still held a majority interest in the 
company. 
 
Furious, Vanderbilt wrote what has to be the most succinct 
mission statement in business history in the form of a 
telegram that read simply, “Gentlemen: You have 
undertaken to cheat me.  I won’t sue you, for the law is 
too slow.  I’ll ruin you.  Yours truly, Cornelius 
Vanderbilt”.  (At least he was economical with his 
Western Union fees.) 
 
As with most tycoons of the Gilded Age, Vanderbilt 
wasn’t kidding, either.  He started by ordering the New 
York courts (which he effectively owned along with the 
state legislature) to issue warrants for the trios' arrest. 
 
Not ones to give up without a fight, Drew, Fisk and Gould 
- along with the Commodore's money - fled to New Jersey 
(where they owned the courts and legislature).  There they 

took refuge in an opera house, surrounded it with a private 
army - complete with 3 twelve-pound cannons, no less - 
and joined in their own legal (if not literal) counter 
attacks.  (In those 
days a hostile 
takeover truly was 
hostile.) 
 
In the end, 
proving that there 
really is no honor 
among thieves, 
Drew ratted out 
his cohorts at 
Erie, Vanderbilt 
settled for getting 
most of his money 
back, and Fisk 
and Gould were 
left with the 
foundering 
"Scarlet Woman". 
 
As entertaining as 
this was for the general public to follow in the papers - it 
actually received more coverage than the impeachment of 
President Andrew Johnson - Wall Street along with the 
legal and accounting communities of both New York and 
New Jersey found themselves playing the fools. 
 
With their preeminence as the nation's center of commerce 
in jeopardy, New York used what influence it still had to 
put its foot down and institute the first meaningful market 
reforms.  At the same time, The New York Stock 
Exchange merged with its largest rival and used its new, 
and all but insurmountable, clout to begin enforcing these 
new rules.  Meanwhile the legal community formed the 
New York Bar Association to institute a code of ethics, 
and soon the accounting profession began establishing the 
standards that would eventually become known as 
"Generally Accepted Accounting Principles". 
 
Thus the first business scandal of the industrial age gave 
us true market reform and set a pattern for the future.  
Sense then there have been other scandals and other 
disasters, but each has resulted in the market acting on its 
own accord to rein in abuses and prevent them from 
happening again.  It is this pattern that has lead us to the 
point where the freewheeling, unrestrained world of 
commercial real estate development could find stability as 
well as a sustained source of capital in a market where 
capitalists are restrained by their fellow capitalists to 
maintain the most prosperous economy the world has ever 
known. 


