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Abstract

Pacific Lumber was acquired in 1986 by MAXXAM, whose decision to double PL’s
harvest of old-growth redwoods precipitated 11 years of environmental protests. Intense
media coverage blames the Drexel-financed takeover for threatening Headwaters Forest,
the largest privately owned ancient redwood forest. This “Wall Street greed’ portrayal
aroused such public outrage that the Clinton administration agreed to pay $380 million
for Headwaters weeks before the 1996 election. We establish that the threat to Head-
waters is not attributable to MAXXAM’s junk bond-financed takeover. Government’s
response to dramatic crises encourages interest groups to use emotional appeals to
influence resource allocation. © 1998 Published by Elsevier Science S.A. All rights
reserved.
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Magnificent, ancient redwoods, once carefully harvested jewels in the Pacific Lumber
Company’s crown, have become expendable pawns in a game of leveraged buyout and
corporate greed.
California’s Chain Saw Massacre
Reader’s Digest, November 1989

It was a deal that summed up the decade.

Milken, Junk Bonds and Raping Redwoods
Rolling Stone, August 1989

1. Introduction

In the environmentally conscious 1990s, after 11 years of intense media
attention, MAXXAM Group’s Drexel-financed hostile takeover of the Pacific
Lumber Company (PL) has become one of the most controversial acquisitions
of the 1980s. The controversy was precipitated by MAXXAM'’s decision to
double the timber harvest at PL, the largest private owner of old-growth
redwoods. MAXXAM’s action sparked a massive outcry from environmental
groups ranging from the moderate Sierra Club to the radical Earth First!, whose
methods include dramatic civil disobedience such as ‘tree sit-ins’, and neo-
Luddite tactics such as sabotage of logging equipment and threats to spike trees
with metal rods that seriously endanger timber workers. Earth First! activists
illegally ‘explored” PL’s property to assess the extent of the threatened old
growth where in 1987 they discovered the 3000-acre Headwaters Forest, pre-
viously unknown to the general public and the largest remaining ancient
redwood forest in private hands. Environmentalists have since waged an intense
and unrelenting campaign to save this tract.

Environmental protests, especially the dramatic actions of Earth First!, have
garnered PL a decade of negative media coverage in such high visibility outlets
as Time, Newsweek, U.S. News and World Report, People, the New York Times,
and the Washington Post, as well as on television programs such as the CBS
Evening News, 60 Minutes, 20/20, and the MacNeil/Lehrer News Hour. The
media universally blame MAXXAM’s junk bond-financed takeover for the
threat to Headwaters Forest, and the sheer number of seemingly independent
stories offering essentially the same interpretation lends credence to this view.
The media tell a gripping tale of Wall Street greed versus the environment that
pits an evil corporate raider against environmentalists and a paternalistic former
management. The broad readership appeal of this story gave environmentalists
a powerful case to mobilize public opinion in favor of preserving Headwaters
Forest. Its apparent evidence of the destructive environmental impact of Wall
Street greed prompted politicians to hold hearings that appealed to the environ-
mentally conscious voter of the 1990s. The resultant crisis was ‘solved’ by the
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Clinton administration and the State of California just weeks before the Novem-
ber 1996 election by a preliminary agreement that provides for the public
purchase of Headwaters Forest for cash and land valued at $380 million.

Adverse media coverage has made Pacific Lumber perhaps ‘the’ signature
case which establishes for many people the destructive impact of Wall Street
greed. It is therefore an important case to study to understand the process through
which the general public came to hold such negative views of Wall Street in the
wake of the 1980s takeover wave (see, e.g., Jensen, 1991, 1993). The PL case also
shows how society sometimes allocates property rights and resolves externality
conflicts not through the rational weighing of social costs and benefits, but via
a media-dominated perceptions game in which interested parties compete for
public attention by developing crisis-oriented stories that dramatize their cause.
Politicians attempted to solve this particular crisis by formulating proposals to
save Headwaters Forest without considering the opportunity cost of this action
or understanding the real reason why Headwaters was threatened.

The real economic threat to Headwaters Forest reflects the fact that profit-
motivated timber managers have immediate incentives to harvest old growth
because these trees no longer grow. This statement applies to MAXXAM and it
also applies to PL’s old management which, we find, was systematically logging
virgin forests the size of Headwaters every 2.5 years. At that rate, all PL’s virgin
redwood forests would have been logged by the year 1999, only a few years later
than they would be logged under MAXXAM (the small difference in the two
harvest strategies reflects the fact that PL had already logged more than 91% of
its virgin forests before the takeover). The entirely predictable result is the
eventual disappearance of all old-growth redwoods. Consistent with this predic-
tion, fewer than 5% of America’s original redwood forests remain unlogged
today, of which the vast majority (92.1%) are the 81,500 acres preserved in
public parks. The logging of more than 95% of America’s virgin redwood forests
over a 150-year period by numerous firms simply cannot be attributable to junk
bonds or to hostile takeovers, which are relatively recent phenomena, let alone
to the 1986 takeover of one particular firm.

Given these facts, why did the media uniformly blame MAXXAM’s takeover
for the threat to Headwaters Forest? The story apparently originated with
environmentalists who, because they did not have the resources to purchase the
trees they hoped to save, appealed to the media in hopes of gaining the necessary
public support for a collective purchase. According to our sources, environ-
mentalists were able to attract media attention to the simple, dramatic case
of Wall Street greed versus the environment, and not to a more complex,
less emotional treatment of the property rights issues. The Wall Street greed
interpretation is believable to the general public, moreover, as it is broadly
consistent with the facts of the case: MAXXAM had recently acquired PL in
a Drexel/Milken-financed hostile takeover and was in fact radically increasing
PL’s timber harvest. Politicians were attracted to the case because of concurrent
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public interest in the government’s case against Ivan Boesky, Drexel, and
Michael Milken, all of whom were involved to some degree in MAXXAM’s
takeover of Pacific Lumber.

Once the Wall Street greed interpretation became accepted wisdom, no group
— not environmentalists seeking to save the trees, not journalists seeking to
attract readers, not politicians seeking to attract votes — had incentives to ferret
out and publicize the real economic threat to Headwaters Forest. In fact, some
politicians and environmentalists used the media portrayal of MAXXAM CEO
Charles Hurwitz as evil corporate raider to marshal public support for propo-
sals to confiscate Headwaters without compensation, or at least to pay substan-
tially less than the timber value of this land. And because Headwaters was the
centerpiece of environmentalists’ campaign to save the redwoods/ancient forests,
the Clinton administration and other politicians focused on saving this particular
grove, giving little or no consideration to the social opportunity costs of this action.

Section 6 of the paper describes in more detail how politicians and environ-
mentalists dealt with the property rights issues and externality conflicts entailed
in preserving Headwaters Forest. Section 2 reports key events in the Pacific
Lumber takeover and its aftermath, while Section 3 describes the media version
of the PL story and how that story was disseminated to a national audience.
Section 4 describes the real economic threat to the ancient redwoods, and
provides evidence that both MAXXAM and PL’s prior management would
have logged all PL’s virgin forests (with MAXXAM planning to do so only a few
years sooner). Section 5 discusses other misleading aspects of the media version
of the PL story, and contrasts that version with the facts in the case. Section 7
concludes with a brief summary.

2. The Pacific Lumber takeover and its aftermath: key events’

When The Pacific Lumber Company was originally incorporated in 1869, its
assets consisted of 6,000 acres of timberland in Humboldt County, California.
PL began logging in 1886 after acquiring more acreage, arranging shipping and
rail transportation, and constructing a mill capable of processing the large logs
of old-growth redwood in Scotia, the company-owned town near Eureka. PL
was acquired by Simon Jones Murphy in 1903-1905, and its shares were
publicly traded since at least the 1920s. PL’s business expanded rapidly after
1914, when rail connections were established between Eureka and San Fran-
cisco, 300 miles to the south. At year-end 1984, PL owned 193,000 acres of

! Sources for this section include SEC filings for Pacific Lumber, MAXXAM, and its predecessor
MCO Holdings, newspaper and magazine articles on these firms and on Charles Hurwitz, and
Freeman (1967), Amodio (1980), Dewitt (1993), Schrepfer (1983), Hewes (1993), Rohde and Rohde
(1994), and Harris (1995).



H. Dedngelo, L. DedAngelo/Journal of Financial Economics 47 (1998) 3-53 7

timberland (carried on the books at $177 per acre), three sawmills, the town of
Scotia, PL’s San Francisco headquarters, a cutting and welding business, and
3,400 acres of farmland.

At the time of MAXXAM'’s 1985 hostile bid, PL was — as it remains today
— the largest private owner of old-growth redwood trees.> According to PL’s
current CEQO, John A. Campbell, in 1987 PL owned 75% of the old-growth
redwoods outside state and federal parks (California State Legislature, 1987,
p. 30). In 1992, PL accounted for 57% of total industry shipments of upper-
grade redwood lumber and 26% of redwood lumber of all grades (Salomon
Brothers, 1993, p. 3). Simon Jones Murphy and his descendants managed the
company from 1903 until 1972, when CEO Stanwood A. Murphy died suddenly
of a heart attack. Because Stanwood Murphy’s two sons were too young to run
the company, succession fell to non-family managers. When MAXXAM made
its offer, PL’s CEO was Gene G. Elam, age 45, a former accountant who had
become president in 1980 and CEO in 1982.

On 1 October 1985, MAXXAM Group, led by well-known ‘corporate raider’
Charles Hurwitz, made an initial bid of $36 per share for PL’s common stock,
47% above the market price one month earlier. PL’s board unanimously
rejected MAXXAM’s bid, financed by Drexel Burnham Lambert, as inadequate.
The board engaged Salomon Brothers to solicit other bids; although a number of
potential bidders visited Scotia, none made an offer before October 24, when PL’s
board unanimously accepted MAXXAM’s revised $40 offer. Board approval
turned MAXXAM’s offer friendly, thereby avoiding an 80% supermajority provis-
ion that would otherwise have applied. MAXXAM purchased 65% of PL’s stock
under the board-approved offer and effected a merger in February 1986, after 82%
of PL’s shares (including MAXXAM’s 65%) were voted in favor of the transaction.

The rapid capitulation of PL’s board took most observers by surprise,
and generated a number of lawsuits alleging that PL’s directors had accepted
an inadequate offer to gain MAXXAM’s promises of indemnity from law-
suits, lucrative severance pay, and guarantees of future jobs. These claims
were settled in 1994 by a $52 million payment from MAXXAM, PL, their
insurers, and other defendants. Allegations of insider trading by Michael Milken
and Ivan Boesky and of stock parking by Boyd Jeffries led to Congressional
hearings on the PL takeover, chaired by Rep. John Dingell (U.S. House of
Representatives, 1987). These claims were also settled in 1994 for an additional
$90 million from the fund established by Drexel, Michael Milken, and Ivan Boesky.

2 These trees (Sequoia sempervirens or coastal redwoods) exist in material numbers in only one
location: the 500-mile strip extending from around Big Sur (a bit south of San Francisco) to the
southwestern tip of Oregon, and up to 30 miles inland from the Pacific Ocean. Old-growth redwood
trees are the source of a beautiful fine-grained softwood, which accordingly commands premium
prices; upper-grade redwood sells at about 2.5 to 3 times the price of the lower-grade redwood from
younger trees.
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A week before the February 1986 merger, PL announced it would increase its
timber harvest by 20-25%. Four months later, an SEC filing indicated that PL
planned to double its harvest. MAXXAM justified the increase by citing an
independent timber survey it had commissioned which estimated that PL had
30% more standing timber and 45% more old growth than prior management
had realized pre-takeover. At the merger, PL’s annual lumber capacity was 150
million board feet (mmbf), operating one shift per day at its three mills (1985
lumber production was 137 mmbf). In May 1986, PL purchased another old-
growth mill, increasing its annual capacity to 200 mmbf (one shift per day).
Post-takeover, PL’s lumber production increased from an annual average of
123 mmbf over 1980-1985 to 263 mmbf in 1986-1995, while lumber shipments
increased from an annual average of 122 mmbf over 1982-1985 to 258 mmbf{ in
1986-1995. Soon after the takeover, the media reported that PL had begun to
clear-cut its old-growth forests, departing from prior management’s stated
policy of selective logging.

Environmentalists’ reactions to PL’s plans to accelerate logging were swift
and confrontational. Organized protests began soon after the takeover and
continue to this day. Ongoing litigation has challenged PL’s timber harvest
plans and has consistently interfered with the firm’s ability to log its land. Two
environmental groups have been particularly persistent in bringing the threat-
ened old-growth redwoods to public attention — Earth First!, which organized
the 1990 ‘Redwood Summer’ protest and whose surreptitious explorations of
PL’s lands resulted in the discovery of the previously unknown Headwaters
Forest, and the Environmental Protection Information Center (EPIC), which
has tenaciously fought PL’s timber harvest plans in the courts.

3. The Pacific Lumber takeover and its aftermath: the media version

The print and television media provided — and continue to provide — wide-
spread coverage of MAXXAM'’s post-takeover changes at PL. The story they
report is dramatic, engaging, and often prompted by environmentalists’ actions,
particularly by the colorful protests of Earth First! (Bari, 1994; Harris, 1995).
Media coverage of PL spans a broad variety of national newspapers, magazines,
and television programs, as well as environmental publications, major Califor-
nia newspapers, and the financial press. The ethical and sociological implica-
tions of the PL story are explored in academic treatises (Newton, 1989; Zey,
1993, pp. 30, 68-69), while a recent book targeted at the general public (Harris,
1995) describes MAXXAM'’s takeover and its aftermath.

3.1. Dissemination of the PL story

The Appendix provides publication source, date, author (when named), and
selected quotations from 76 feature articles and editorials that discuss the PL
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Table 1
Pacific Lumber print media coverage: annual incidence of articles in major outlets and circulation of
periodicals that published them over January 1986-December 1996

This table gives a yearly summary of the 76 articles abstracted in the Appendix that appeared in
national newspapers or magazines, the national financial press, and in two major California
newspapers. See the Appendix for a summary of the sampling algorithm used to identify these
articles. The far right column gives the per issue (e.g., one day’s average circulation for the Wall Street
Journal, one week for Time magazine, etc.) total domestic circulation of the publication sources for
the year that each article appeared. The circulation figures are obtained from various issues of Audit
Bureau of Circulations (FAS-FAX Report), Gale Directory of Publications and Broadcast Media,
and Working Press of the Nation.

Year Number of articles Total circulation
1986 1 706,577
1987 10 10,064,887
1988 8 5,553,529
1989 8 22,125,587
1990 5 6,367,160
1991 4 5,502,117
1992 2 2,365,812
1993 6 5,346,586
1994 6 12,125,556
1995 3 1,656,024
1996 23 28,764,745
Total 76 100,578,580

takeover and subsequent events from January 1986 through December 1996. We
categorize the publication sources for the 76 articles as (1) national magazines and
newspapers, including Time, Newsweek, Readers’ Digest, and the New York Times
and Washington Post; (2) the national financial press, including the Wall Street
Journal, Fortune, and Business Week; and (3) two major Los Angeles and San
Francisco newspapers, the Los Angeles Times and San Francisco Chronicle.
Table 1 reports year-by-year total circulation for the periodicals that pub-
lished the 76 feature articles and editorials.” These data indicate that coverage of
the PL case has been remarkably broad and persistent, with a total circulation
of 100 million periodical copies over the 11 years since the takeover. The

*This tabulation understates the amount of publicity because it does not include (1) non-feature
articles, i.e., news stories that reveal new developments at PL, (2) television coverage, (3) legislative
coverage (PL was the subject of two Congressional hearings and one hearing in the California state
legislature), (4) coverage in newspapers other than the New York Times, Washington Post, Christian
Science Monitor, Los Angeles Times, and San Francisco Chronicle,(5) coverage in alternative, or ‘new
age’ publications, (6) articles on the 1980s in which PL was not a major focus, and (7) books (e.g.,
Harris, 1995) that discuss the PL case.
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extensive coverage in 1996 is due to the fact that environmental issues in general
and saving Headwaters Forest in particular were high on the Democrats’
election-year agenda. (The Appendix shows that 1996 media coverage declined
substantially after the Clinton administration’s preliminary agreement to buy
Headwaters was announced shortly before election day.)

The dissemination of the PL story began with the July 1986 SEC filing that
revealed MAXXAM'’s plans to double PL’s timber harvest. This disclosure
generated immediate protests by environmentalists, including several dramatic
Earth First! rallies, which received prominent coverage in California newspapers
in late 1986 and early 1987. The story was picked up by Newsweek in July 1987
and by the Washington Post in August 1987, later that year Rep. John Dingell
(D, Michigan) chaired Congressional hearings and the California state legisla-
ture also held hearings. The New York Times ran a lengthy article in March
1988, and by mid-1989 the story was appearing in high-circulation periodicals
such as Readers’ Digest and Rolling Stone that typically do not focus on
corporate takeovers.

The national media had incentives to pursue the PL story because its main
developments occurred when (i) the controversy over ostensible Wall Street
greed was coming to a head, and (i1) environmentalists had begun to generate
widespread public interest in saving the ancient forests of the Pacific Northwest.
Regarding (i), Dennis Levine was charged with insider trading violations in May
1986; the Boesky scandal broke in November 1986, followed by the SEC’s
revelation that it was investigating Drexel’s junk bond operations and the firm’s
ties to Boesky. During this period, many members of the business community,
the media, and government expressed concerns about the allegedly damaging
activities of so-called raiders who used junk bond financing to seek control of
publicly held firms that had in the past seemed immune to takeover.

Regarding (ii), research that establishes the ecological importance of old-
growth forests began to surface in 1983 (Zakin, 1993, p. 229). In 1988, the
Wilderness Society held an old-growth conference at which renowned environ-
mentalist Brock Evans told the crowd, “We have to make it a national issue ....
That’s the only thing that’s going to save it” (Zakin, 1993, p. 267). And that is
exactly what environmentalists did, with the national media providing major
coverage of the controversy over old-growth forests and endangered species
such as the northern spotted owl. PL was included in this coverage because Wall
Street’s alleged threat to the ancient redwoods was dramatic in its own right,
and the timing and circumstances of the takeover dovetailed with both a major
environmental movement and general public concern over takeovers.

To give readers a reasonably comprehensive yet parsimonious picture of the
media version of the PL case, we next present it using direct quotations from the
articles in the Appendix, ie., using journalists’ own words. For simplicity of
presentation, we omit quotation marks, although all passages are quoted verbatim.
The number in brackets following the quote gives the Appendix location of the
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more complete abstract. We do not claim that the dramatization we next present
characterizes the media treatment in every case, as one finds an occasional even-
handed discussion of the necessity to trade off the interests of commercial timber
firms and those of the public. Moreover, we quote the more colorful phrases from
each article. Nonetheless, the sheer volume of articles — 76 in major periodicals
—indicates that media dramatization of the PL case is a widespread phenomenon.

3.2. The Pacific Lumber parable, as told by the news media

Headwaters is a national treasure and one of our last connections to a pri-
meval past. If President Clinton saves it, he will have the backing of the
American people and the gratitude of generations to come. [27] Loggers have
never entered the (Headwaters) forest, and many trees are 1,700 years or older
and stand taller than the Statue of Liberty. [11] Why is Hurwitz suddenly so
eager to send chainsaw gangs charging into groves that Pacific Lumber left
untouched for more than a century? Perhaps it has something to do with his
negotiations with the Clinton administration, which is anxious to take the
largest stand of virgin redwoods out of private hands. [72] The sublime objects
of these passions stand silent, as they have since long before Columbus reached
the new world, their sylvan beauty marred only by a blue slash of paint here and
there across their mammoth trunks — a slash that means ‘marked for harvest’. [25]

A good story to explain the link between the unreal and the real — a parable
for the Reagan decade — has been taking place ... in Humboldt County. ... It is
a story about Michael Milken, junk bonds, Ivan Boesky, Drexel Burnham
Lambert, enormous conglomerates — and between 10,000 and 12,000 acres of
virgin redwoods. [7]

There are few places where the battle between cowboy capitalism and wilder-
ness preservation has been fought with such ferocity as Scotia ... . It all began in
1985 when a smooth-talking corporate raider from Houston decided to buy all
the shares of Scotia’s only employer, The Pacific Lumber Company, a prosper-
ous but undervalued family business.... [23] Largely family-run for most of
a century, with a reputation for enlightened management of its trees and
benevolent paternalism for its people, Pacific Lumber — the world’s biggest
private owner of virgin redwood ~ was seen as a model timber company and
secure employer since it began producing timber in 1887. [2] Before the
takeover, Scotia (pop. 1,200) ... could have been dropped whole into Disneyl
and, right between Frontierland and Tomorrowland, as Happy Mill Town. [36]

After he grabbed Pacific (Lumber) in a 1986 hostile takeover, paid for largely
with junk bonds issued by Drexel Burnham Lambert’s Michael Milken, Hurwitz
visited Pacific’s mill at Scotia. “There’s a little story about the golden rule”, he
told employees. “He who has the gold rules”. [ 18] Charles Hurwitz’ America is
a merciless jungle of capitalist predation, where 2000 year-old trees are interest
payments on high-risk debt. In his America, friends like Michael Milken can float






