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INTRODUCTION
Jim Chanos is the founder and Managing Partner of Kynikos Associates LP. As the world’s largest
exclusive short selling investment firm, Kynikos Associates LP provides investment management
services for domestic and offshore clients. The Kynikos Capital Partners, Kynikos Global Capital
Partners Ursus, Kriticos, and Kynikos Opportunity funds seek to profit from the unusually high
alphas found on the long and short side of the U.S. and non-U.S. equity markets. Throughout his
investment career, Mr. Chanos has identified and sold short the shares of numerous well-known
corporate financial disasters; among them, Baldwin-United, Commodore International, Coleco,
Integrated Resources, Boston Chicken, Sunbeam, Conseco, and Tyco International. His celebrated
short-sale of Enron shares was dubbed by Barron’s as “the market call of the decade, if not the
past fifty years.” Mr. Chanos has testified before Congress and provided comments to regulations
proposed by the U.S. Securities and Exchange Commission and the Financial Services Authority
in the United Kingdom. He is currently a Lecturer in Finance at the Yale School of Management
teaching a class on the history of financial fraud. Mr. Chanos received his BA in economics and
political science in 1980 from Yale University.

WHY DO I CARE?
I first reached out to Jim Chanos to invite him onto my old television program way back in midJanuary of 2012. For a show focused on financial markets in the aftermath of the great financial
crisis, there are few people who would have been more sought after to speak to than Jim Chanos.
At the time, he was making very bearish statements on China, a country which he described as
being on a “treadmill to hell.” I’m not sure where he stands on that country and its economy today,
but it will be interesting to learn how the last four years have impacted his view on China.

1

Jim is most famous for his bet against Enron, and the work he did to expose that fraud for the world
by, among other things, sharing his research and views with reporters, most famously with Bethany
McClean whose 2001 Fortune piece, “Is Enron Overpriced?,” was one of the first skeptical articles
about the company. To this effect, I’m curious to understand how Jim see’s the role of the press in
exposing the sorts of frauds that he seeks to sell short and how his relationship with reporters is
instrumental to his overall investing strategy.
Of course, I would like to ask Jim about Tesla,
Wirecard, Uber, and a host of other companies that he
has either shorted or which he has cited as prime
examples as frauds in one way or another, but I would
also like to take this opportunity to explore Jim’s larger
philosophy around short selling, financial markets, and
investing. I want this episode to be understandable to
general audiences, but also to provide value for the
institutional investor who will hear things in this
conversation that he has either not contemplated
before or which he has not heard Jim speak about in
the past.

QUESTIONS:
Describe Yourself — Q: How would you describe yourself and what you do to someone who has
absolutely no knowledge of markets or investing? Like, what you say that you do?
Short-Selling: What is it? — When most people think of “short selling,” I don’t know that they have
a clear definition in mind other than “Mr./Mrs. Smith is betting against XYZ stock.” But short-selling
has a very clear definition, and yet, there are many different ways to structure a short position in
any particular asset class. Q: What does it mean to sell something short? Q: What are some of the
ways in which one can structure a short position? Q: What are some of the biggest misconceptions
about short-selling?
Market Misunderstandings — Q: What are some of the most common misunderstandings that
you hear people repeat about markets or investing that they presume to be common knowledge?
Investment Process — Q: What is your investment process? Q: Do you go out looking for
companies that are structurally unprofitable with high valuations and companies that might be
engaged in fraud, or do they come to you? *** abstract away investing

FRAUD:
Concentric Circles of Unprofitability & Fraud — Q: What percentage of companies with
unjustifiably high valuations are also engaged in some kind of fraud (legal vs. illegal?)
Defining a Fraud — Q: What constitutes fraud? I’ve heard you refer to something you call “legal
frauds.”
Types of Fraud — Q: What are some of the different types of frauds and could you give us
examples? (e.g. “financial market fraud,” “control fraud,” “accounting fraud,” etc.)
Ponzi Schemes — Q: What is a Ponzi scheme? Q: What are some examples of Ponzi schemes
that most people wouldn’t consider ponzis?
Legal Fraud — I’ve heard you refer to something you call “legal frauds.” Q: What is a “legal fraud?”
Q: Is an example of legal fraud when Steve Jobs has presented vapor ware on stage?
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Revelation — Q: How are frauds revealed? Q: How important are the idiosyncrasies of each fraud
in helping perpetuate them versus the macro
conditions of liquidity, lack of regulatory oversight,
and positive investor psychology that enable them?
Fraud Valley — Q: Is there a culture in Silicon
Valley that is particularly amenable to frauds?
Relationship of Size to Discoverability — Q: Is
there a relationship between size and propensity
for being discovered? Q: Is there a “sweet spot” in
terms of size where if the company is not too big to
buy political cover, but not too small to be
insignificant that it’s fraud becomes more likely to
be exposed?

PATTERNS & BEHAVIORS:
Red Flags — Q: Are there certain types of patterns of behavior or signs that serve as red flags for
you in spotting a fraud? Q: What are the “pressures,” “opportunities,” and “rationalizations” of what
you call the “fraud triangle?” Q: Why are these important to understand?
Tested & True (False) — Q: Are there certain types of frauds that have been most prevalent
throughout history? Q: What makes certain frauds so popular and durable over time?

BACKLASH:
Backlash — Previous periods of financial excess and growing wealth disparities have often been
followed by periods of government regulation, wealth redistribution, and real monetary tightening.
Q: Do you think we can escape such a backlash this time? Q: What are the conditions that will
bring this about?
Government & Regulatory Response — Q: What policy responses do governments pursue after
major financial frauds are discovered? Q: How effective are these responses typically? Q: How
would you compare the regulatory response post-S&L Crisis to that following the GFC?

ROLE OF GOVERNMENT & REGULATORS:
Role of Government — Q: Is there a correlation between the incidence of fraud and a government
that weakens oversight, laws, and regulations? Q: What is your opinion of arguments on behalf of
industry self-regulation?
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ROLE OF INVESTOR PSYCHOLOGY:
Contradictory Evidence — Q: How do people respond to contradictory evidence? Q: What does
a person’s response to being presented with contradictory evidence say about him or her?
Believability — Q: Why do investors find fraudulent schemes believable for a period of time? (e.g.
Theranos, Enron, Madoff, etc.) Q: How important is greed and FOMO? Q: How important is it for
the fraudster to surround him or herself with the credible names of other investors?
Optimism & the Market Cycle — Q: How does optimism breed credulousness and willingness to
take on risk?
Investor Cynicism — Often times, when I’m being given answers that don’t make sense, I try and
separate the person or situation from the answer and then ask myself “under what circumstances
could I see myself giving such answers honestly?” If the answer to this question is “never,” then I
know I’m probably onto something. Q: Do you have any systems you employ in order to mitigate
the bias of your own credulity or are you just unusually cynical?
Narrative — Q: How important is narrative? Q: Is there any meaningful difference between the
power of narrative today vs. 20 years ago?
Tesla & Twitter — Q: How important is twitter as an avenue for promoting any type of financial
thesis, but especial short theses, and especially, Tesla? Q: Why do you think that Elon’s twitter
feed hasn’t wrecked him with regulators and the media? (regulatory capture, media hype cycle,
etc.?) Q: Do we like bad boys?
Bull Market in a Mental Depression — Q: How is it that we could have a bull market in stocks
when so much of the rest of society is enduring a sort of psychosocial depression?

GENERAL:
Journalism & the News Media — Q: How does someone like you leverage the press as part of
your work to expose companies nefarious and dark things to the light of day?
Information vs. Meaning — I’ve heard you say is that one of the material changes we’ve seen
since the 1980s is that the availability and speed with which information comes to us has increased
dramatically. This has led to a decline in value of information relative to the meaning that can be
derived from that information. Q: Can you give me an example of what you mean here? Q: Have
advancements in machine learning and processing power started to reduce the value of the analytic
side for short selling like they have in other parts of the market?
Histories & History Books — Q: What are some of your favorite histories and history books?
Greek Names — Q: What’s with the Greek names? Kynikos? Ursus? Diogenes?
Diogenes Twitter — Q: Why Diogenes? “Searching for honesty on the Street” This could be
interpreted as idealistic, or veiled cynicism. Q: Which is it?
QUOTES:
Man, it is said, is not “a veridical animal,” but his habit of lying is not nearly so extraordinary as his
amazing readiness to believe. It is, indeed, because of human credulity that his lies flourish. —
Arthur Ponsonby
The euphoric episode is protected and sustained by the will of those who are involved, in order to
justify the circumstances that are making them rich. And it is equally protected by the will to ignore,
exercise, or condemn those who express doubts. — James Galbraith
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How Jim Chanos Uses Cynicism, Chutzpah — and a Secret Twitter Account — to Take
on Markets (and Elon Musk): The Lebron James of Short-Selling talks Ponzinomics
It’s a sweltering, 95-degree August day in Manhattan, but Jim Chanos — fresh off a two-week
holiday, rocking a sharkskin suit — is pumped: Elon Musk had once again called a hero of the Thai
cave rescue a pedophile. It’s 1:30 in the afternoon. Chanos bolts through the door to his office
building on West 55th Street, grabs the journalist waiting for him, and, on the elevator ride to his
eighth-floor office, fills her in on the latest news. “Musk is at it again. He’s doubling down on his
pedophile comment,” Chanos says, amusement noticeable in his voice. Minutes earlier the CEO of
Tesla Motors — who is already under investigation by the Securities and Exchange Commission
for a tweet about taking the company private — had returned to an earlier tweetstorm in which he
accused the British cave diver of being a “pedo guy”. “You don't think it’s strange he hasn’t sued
me?" Musk tweeted at 12:30 p.m. on August 28. Tesla shares immediately began to slide, and
within hours the diver’s lawyer reportedly informed Musk that he would, indeed, be sued.
Recent months have seen one bizarre event after another in the saga of the electric-automaker
and its iconic boss, and Chanos has been watching it all. The 61-year-old founder of hedge fund
Kynikos Associates announced his short against Tesla in the fall of 2015 and has been nursing
losses ever since — for despite a raft of bad news and the increasingly controversial, and potentially
illegal, behavior of Musk, Tesla’s stock, while off significantly from its highs, has stubbornly refused
to crash. The Tesla short made for a tense working vacation for Chanos, who had left New York
for his annual trek to the Greek island of Mykonos on August 9. That was just two days after Musk
tweeted that he was considering taking Tesla private — with the now-infamous “funding secured”
line — and Wall Street went into a frenzy trying to see if it could happen. Chanos was skeptical. “I
thought immediately it was not true, because I know Elon Musk at this point,” he said during a twohour interview that touched on everything from hedge funds and short-selling to politics and the
history of fraud, then, eventually, got back to social media and Musk. “The way it came out during
market hours, right after the Saudi passive investment announcement [the Saudi sovereign wealth
fund has reportedly taken a 5 percent stake in Tesla] — it was so irresponsible, number one, and
was not clearly vetted, because no one who vetted that would’ve let him put that out.”
Although Kynikos’s two senior
portfolio partners, Chuck Hobbs
and David Glaymon, were
monitoring the stock from New
York, Chanos couldn’t stay away
from the news, even in Mykonos.
“It was breaking so fast,” Chanos
says. As the stock rallied, he
sold more shares short. Finally,
at 11:00 p.m. on Friday, August
24, Musk ended the suspense
with a statement on Tesla’s blog.
He had decided against going
private. Tesla has been the
biggest short in the market for
much of this past year, with
nearly $10 billion wagered that
its stock will fall. Chanos is
hardly the only one who takes
5

that view. Kynikos now runs less than $2 billion,
and with individual short positions capped at 5
percent each for risk management purposes,
Tesla represents at most about $100 million of the
firm’s total short bets, which it currently has on 65
companies. Win or lose, the Tesla short won’t
make much of a difference to Kynikos’s bottom
line. But for Chanos — who claims he’s also
advising much larger “pools of capital” on their
Tesla shorts — there’s more than money at stake.
Kynikos is the lone short-selling hedge fund of any
size — and the only one that has been in business
since 1985. That’s no mean feat, as the stock
market has risen almost 1,500 percent since
Kynikos’s debut. Chanos has lived through at
least three bear markets — the 1987 crash, the
bursting of the dot-com bubble in 2000, and the
global financial crisis of 2008 — and he’s waiting
patiently for the next one. “I’m not saying it’s the
top of the market, but on the other hand, bear
markets haven’t been outlawed,” he quips. Chanos, of course, is already a legend. He will go down
in Wall Street history for predicting the demise of Enron Corp., whose collapse resulted in a wave
of prosecutions and the imprisonment of top executives — the kind of harsh penalties that have not
been seen since.
But that was in 2001 — 17 years ago. Since the financial crisis year of 2008, Kynikos’s shorts
overall have been bleeding red ink, and investors have bailed. Kynikos has lost almost three
quarters of its assets since the end of 2008. This year alone, its funds had fallen between 9 percent
and 19 percent through July (net of fees), depending on the fund, according to a report to investors
Institutional Investor has seen that has not been previously reported on. “It has been one giant
short-squeeze market,” he moans. Take Tesla. To Chanos it represents a market euphoria last
witnessed during the dot-com craze. Although Tesla is unprofitable and loaded with debt, its market
cap rivals that of General Motors. A rush to meet production targets on its midprice Model 3 sedan
this year has been accompanied by defective cars, unhappy employees-turned-whistleblowers,
and a stream of exiting executives — not to mention ever-stranger outbursts by a CEO under
enormous pressure to meet the projections he promised shareholders. The current stock price of
about $299 per share (above Chanos’s average cost of $250) is based on ambitious plans for the
future. But what most people are missing, says Chanos, is that Tesla has quit making the capital
investments required to realize those ambitions. It can no longer afford to do so.
But facts don’t seem to matter. As Chanos reminds us, referring to President Trump and his
supporters, we are living in “a post-truth environment.” That translates, he argues, into a mood in
which investors are also willing to suspend disbelief. “If we don’t hold our leaders to that standard,”
muses Chanos, “then why should we hold managements to that standard? I think that’s part of
where we are now.” Chanos, who jokes that he is considered an anarchist on Wall Street for his
liberal political views, is not prone to proselytizing. He doesn’t write letters to the Securities and
Exchange Commission or publish long treatises on his short theses. Though he believes the
political environment has an impact on the market, he never counts on the SEC to take down the
bad guys. “They’re archaeologists, not detectives,” he scoffs. Chanos can appear world-weary and
somewhat guarded — but, as the saying goes, in every cynic beats the bleeding heart of an idealist.
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“There’s more than a little of the crusader in him,” says longtime friend Jim Grant, founder and
editor of Grant’s Interest Rate Observer. “He would like to clean up Wall Street. He would like to
improve the quality of corporate reporting. He would like to rid Wall Street of the scoundrels and
clean up corporate management.”
That might explain what happened earlier this summer. On June 21, after a nearly six-month
absence, the Twitter handle of @WallStCynic suddenly came back to life. “I leave you all for six
months, and look what happens,” the anonymous person tweeted.
At the end of December, that same individual, who calls himself Diogenes, had said he was exiting
Twitter for one reason: “Dear FinTwit: It is with a heavy heart that I must leave Twitter to return to
Ancient Greece on December 31. The SEC, beginning in 2018, is requiring registered investment
advisors to disclose any social media anonymous accounts, on Form ADV.” The SEC, according
to hedge fund attorneys, considers social media a form of marketing. If hedge fund moguls want to
talk their book, they must disclose it. In the world of financial Twitter, it is an open secret that the
person behind Diogenes — the name of the leader of the Greek philosophical movement known
as the Cynics — is Chanos, a third-generation Greek-American who likewise named his firm
Kynikos, after the Greek word for “cynic.” His Twitter alter ego says he’s “searching for honesty on
the Street.” Chanos’s return to Twitter occurred three days after Tesla’s stock, which had dipped
below $250 earlier in the year, jumped back up to $370, coming close to the high of $389 it reached
in the summer of 2017. Chanos declined to discuss the Twitter handle; however, Kynikos is
expected to formally disclose the account in its next annual ADV, which will be filed next March.
Since June, Diogenes has tweeted about Tesla and Musk on an almost daily basis, and sometimes
even more frequently. Though anonymous, Diogenes’s comments, like Chanos himself, are more
measured than those of many of Tesla’s other antagonists — and also show off his sardonic sense
of humor.
“Again, please don’t park your Model 3 in the
sun or rain, adjust the windows or wipers, or
leave your car when parked,” Diogenes
tweeted on August 29, referring to the
multiple problems being reported with
Tesla’s newest car. Chanos, who is not shy
about pushing his views in the media, knows
that Twitter is the go-to medium for the Tesla
story — for bears like him as well as for
Musk. “This is the first instance where I think
we are seeing a possible fraud unspool itself
in real time, with social media commentary,”
he says. Tesla also offers an education
about the state of today’s financial markets,
says Chanos, who as a side gig teaches a
course on the history of financial markets
fraud at the Yale School of Management.
“Crazy companies are trading at really crazy
valuations now, on top of their bad
businesses. That’s kind of exciting. Tesla —
I mean that’s some monster valuation for a
company that might be bankrupt.”
It’s all part of what Chanos calls the fraud
part of the cycle. “There’s a very clear link
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between great episodes of fraud and the
financial cycle. When we’ve had great frauds,
they’ve always been at the tail end of great
financial cycles,” says Chanos, putting on his
professor’s hat as the interview continued in
the Kynikos conference room, where one
wall is lined with books on markets and
finance, propped up by ceramic black-bear
bookends. “Inexorably, as the cycle goes on
and you see your neighbors getting rich . . .
suddenly you start to do things that you
wouldn’t have done five or eight years earlier.
And because the ultimate reinforcement for
most people is price action . . . the more it
goes up, the more [they] believe it must be
okay. So it’s then easier for fraudsters to
raise money, and generally they’re not
exposed until the cycle turns down because
then people stop funding them and want their money back,” he explains. “A lot of frauds are in
effect Ponzi schemes. And so when they can’t raise more and more capital, they collapse,” he
adds.
Chanos thinks a wave of frauds is still ahead — and suspects Silicon Valley will be the locus of
much of it. “We’re going to say, ‘How did we believe that?’ ” he says, then launches into a
recommendation of Bad Blood: Secrets and Lies in a Silicon Valley Startup by Wall Street Journal
reporter John Carreyrou, who uncovered the alleged fraud perpetrated by Elizabeth Holmes at
Theranos, the Silicon Valley start-up whose revolutionary blood-testing technology turned out to be
bogus. “You’ve got to read it,” he insists. “There’s a subtheme — which gets back to Tesla —that
there is a feeling in Silicon Valley that you can say anything you want to investors as long as you
think you’re changing the world.” Few people want to hear that kind of pessimism during boom
times. And that’s a problem Chanos has encountered when marketing his hedge fund: He pitches
it as insurance against a market downturn, but people don’t want to pay for insurance these days.
“We do better when things are rocky,” he concedes, mentioning 2011 and 2015 — recent years
when his funds rose by double digits — as examples. But “at the end of a long bull market, like
1999 and today, no one thinks they need it. No one thinks they need insurance until it’s too late.”
Kynikos peaked at nearly $7 billion in assets at the end of 2008, the year of the global financial
meltdown, when the firm’s long-standing U.S. short fund, called Ursus — the Greek word for “bear”
— gained 44 percent net of fees. That year a New York magazine profile dubbed Chanos the
“catastrophe capitalist” — a reminder that short-sellers typically succeed when others lose money,
which is one reason they are not that popular in many quarters.
But since 2009, Ursus has lost about 70 percent of its value — 11 percent on an annualized basis
— and is now less than $100 million, making it a relatively insignificant portion of the firm’s overall
assets. Although Kynikos’s Tesla short may be in the money for the year, Ursus was down 19.3
percent through July, according to a recent report to investors. The secret to Chanos’s longevity as
a short-seller is Kynikos’s flagship fund, the vehicle where Kynikos partners invest, which was
launched alongside Ursus in 1985. Kynikos Capital Partners is 190 percent long and 90 percent
short, making it net long. Unlike most long/short hedge funds, however, the longs are primarily
passive, using such instruments as exchange-traded funds, as the intellectual effort goes into the
short side. Chanos argues that by protecting the downside with his shorts, an investor can actually
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double his risk — and over time that has proved a winning strategy. Through the end of 2017,
Kynikos Capital Partners has a net annualized gain of 28.6 percent since launch in October 1985,
more than double the S&P 500. That has happened even though the short book — as represented
by Ursus — has lost 0.7 percent annually during the same time frame, according to a recent Kynikos
document Institutional Investor has obtained.
“It’s one of the greatest records ever,” says one fellow hedge fund manager, initially skeptical of
the results. “No one has made a 28 percent annual return since 1985.” The increased gross
leverage — offset by virtually breaking even on the short side — helps explain the returns. However,
as is the case with most hedge fund managers who’ve been around for decades, the big money
was made in the early years. In 1990, Kynikos was one of the top-ten hedge funds in the world,
with Ursus running $660 million, according to Chanos. After a few rough years, that fund was down
to $150 million before an investment by
the Ziff brothers — known for their savvy
investments in hedge funds — saved the
firm in the mid-’90s when they invested
in Kynikos Capital Partners. The Ziff
brothers unwound their hedge fund
investments and withdrew their money
from Kynikos in 2015. That year Chanos
opened up Kynikos Capital Partners to
other outside investors, along with a
sister international fund, Kynikos Global
Capital Partners, launched in 1996. The
two 190/90 funds have raised more than
$350 million since 2015 and now
account for about half of the firm’s
assets.
Unfortunately for the new investors, Kynikos Capital Partners has not done as well since 2015.
Including a 9 percent loss through July of this year, the fund has a net annualized return of 4.86
percent since 2015, compared with the S&P 500’s return of 12.17 percent during the same time
period. Unsurprisingly, Chanos admits that running his hedge fund has been “no fun” lately. But he
keeps plugging away at it. “When you talk to him about companies, he is encyclopedic on them,”
says noted short-seller Carson Block, the founder of Muddy Waters Research. “This is a guy who
absolutely does his work.” Block is particularly impressed that at Kynikos the idea generation comes
from Chanos and his two senior partners, whereas at most hedge funds that task is farmed out to
junior analysts. The frauds — or suspected frauds — that make for such compelling stories
constitute only 25 percent of Kynikos’s shorts. “You can’t fill a portfolio with accounting frauds,”
Chanos says. The rest are business model problems, leveraged balance sheets, or consumer fads.
“We love getting killed on those right now,” he deadpans.
The reason doesn’t really matter to investors, who pay a 1 percent management fee and a
performance fee of between 15 percent and 20 percent. As Jim Grant notes of Chanos, “His day
job is to make money for his investors. They didn’t entrust him with their funds to be Captain Ahab
searching for the great white whale.”
Kynikos’s poor performance and the massive redemptions of recent years are the type of news that
would be used to castigate other hedge fund managers. Chanos appears to be in a different, and
unique, category. “I’m an admirer, and I’ve become more of one as I’ve gotten to know him better
over the years,” says Bethany McLean, a journalist whose career was jump-started by her Fortune
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magazine coverage of Enron, with Chanos as her source. “Regardless of whether he’s right or
wrong — particularly right or wrong timing-wise — he’s always worth listening to,” she explains.
Frank Partnoy, a professor at the UC Berkeley School of Law, looks at it another way: “How do we
judge people in other enterprises where the probability of success is not that high? You can poopoo short-selling, but within the world of short-selling, he’s LeBron James. If you look at the
announcement of an intervention by a short-seller, the market reaction to Kynikos is very
significant.” Chanos admits that he has been wrong on “tons” of his shorts. “Our batting average is
about 65 to 70 percent. So a third of the time we’re wrong,” he says, on “hundreds and hundreds
of stocks.” Recently, the batting average has been worse, according to Activist Insight Shorts, which
tracks short calls.
Of his publicly announced shorts over the past three years, only five of the 13 companies Chanos
has talked about have gone his way. The winners are Cheniere Energy, Solar City (taken over by
Tesla when it was approaching bankruptcy), Mallinckrodt, CarMax, and Mednax. The losers include
Tesla, Dunkin’ Donuts, Envision Healthcare, Restaurant Brands, Continental Resources, Express
Scripts, Alibaba, and CNX Resources. One of Chanos’s few losing shorts that drew media criticism
was an ugly battle with Canadian insurer Fairfax Financial. Flame-throwing journalist Matt Taibbi
criticized the short-sellers in his book The Divide: American Injustice in the Age of the Wealth Gap,
saying that hedge fund moguls Dan Loeb and Steve Cohen, among others, had followed Chanos’s
lead and ganged up to drive down the shares of Fairfax. (The company sued the hedge fund
managers in a New Jersey court, but the case against Kynikos was eventually thrown out on
jurisdictional grounds, with Fairfax losing its final appeal last year.)
The short-sellers argued that Fairfax was underreserved, which turned out to be true. But ultimately
it didn’t matter, as Fairfax made up for its deficiencies with a timely subprime short during the
financial crisis. Chanos concedes that the critics had one good argument. The short-sellers had
hired a third-party researcher, Spyro Contogouris, who turned out to be a “bad guy” who engaged
in unsavory behavior that confirmed the public’s worst suspicions of short-sellers. “As soon as we
found that out,” Chanos says, “we fired him.” Chanos likes to say that short-sellers are born, not
made, but there seems little in his early life to predict his iconoclastic future. James S. Chanos was
raised in Milwaukee, Wisconsin, the son of a second-generation Greek immigrant who ran a chain
of dry cleaners. During the market’s “go-go” years of the 1960s, the elder Chanos invested on the
side and counseled his son to learn about the stock market.
The lanky youth played basketball in high
school, read everything he could on the
market, then went to Yale, where he studied
economics and political science — and
started trading options. Like many shortsellers, Chanos got into the business almost
by accident, when, as an analyst at Gilford
Securities in 1982, he was tasked with
analyzing Baldwin-United and realized that
the company’s financials were a sham,
which he promptly revealed. The stock
tanked, Baldwin-United filed for bankruptcy,
and soon clients like hedge fund maestro
Michael Steinhardt were asking for more
short ideas. Being right was a rush for the
young analyst. Chanos moved up the career
ladder to Deutsche Bank. But there were
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complaints after he was mentioned in a
Wall Street Journal article that criticized
short-sellers, and he was told his
contract would not be renewed. “It was
the greatest firing ever,” he says.
Kynikos Associates was born that same
year. Some 33 years later he’s
reflective. “There are disadvantages to
being old,” says Chanos, whose sweep
of sandy hair shows few traces of gray,
though his craggy facial features
indicate a fair amount of wear and tear.
“Every once in a while, there’s an
advantage. Because you’ve seen
enough of these kinds of companies,
when you start looking at one, you
suddenly say, ‘I’ve seen this before.’ It doesn’t always work out that way, but at least it gives you
an idea of maybe where to be looking.”
Valeant, the Canadian pharmaceuticals company that recently changed its name to Bausch Health
Cos. in an effort to move beyond the scandals of recent years, was a case in point. When a Kynikos
analyst made a presentation on Valeant to the senior partners in 2013, they lit up. “We looked at
each other and said, ‘Tyco.’ It was run by the master of the aggressive roll-up, Dennis Kozlowski,
back in the late ’90s,” he recalls. (Kozlowski served more than six years in a federal prison for
stealing from the company.) Even though Valeant’s stock doubled on him before it finally collapsed,
Chanos realized it was going to be a successful short from day one. “I just knew it was going to be
good because I saw all of the stars line up,” he says. Valeant hasn’t been accused of wrongdoing,
but Chanos still believes former CEO Michael Pearson, who was revered by Wall Street, deceived
some of the most sophisticated investors in the world with aggressive accounting and predatory
drug pricing. Valeant, Chanos asserts, was the largest single-stock hedge fund loss in history, as
the stock shed $30 billion to $40 billion in market capitalization when it unraveled. Chanos is drawn
to the stories of bigger-than-life characters who were able to pull off history’s greatest frauds, like
Swedish Match mogul Ivar Kreuger, immortalized in Frank Partnoy’s biography The Match King.
The book is required reading in Chanos’s fraud class. As Chanos explains, “Kreuger was the
consummate fraudster. He did a lot of good; a lot of his companies turned out to be successful. But
he clearly crossed the line in numerous places. He was doing what he needed to do to save his
empire.”
When the history books are written, will Elon Musk be viewed in a similar vein? Unlike several other
short-sellers, Chanos is cautious about calling Tesla a fraud. “There’s a lot of questionable
activities, questionable accounting. But fraud needs intent,” he explains. Chanos thinks the Tesla
investigation offers the first big political test for the SEC under President Trump. Still, he isn’t
counting on any action from regulators and says that Tesla might turn out to be a legal fraud, which
is more common. In such cases, “there’s lots of intent to deceive, even though it might be covered
by safe-harbor provisions and accountants and lawyers have signed off. And by the way, those
things never get prosecuted.”
But short-sellers don’t operate in a court of law, Chanos notes. They’re in the stock market, where
investing is a game of probabilities. And Chanos likes his odds on Tesla. Musk’s recent comment
on going private, he argues, was the “ultimate distraction” from the problems the CEO faces. He
believes Musk has “handcuffed” himself by promising to be profitable and cash flow–positive during
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the second half of 2018. Meanwhile, there is
evidence of production slowdowns in
August and problems with the Model 3. “It’s
looking to be a lemon,” Chanos says. The
company has also been stretching out
payments to its suppliers — a sign its cash
position is stressed. “The one thing about
Musk is that he pulls rabbits out of the hat
pretty easily, and who knows what he’ll
come up with to try to meet the cash needs
of the company?” says Muddy Waters’
Block. “But when you see the company
asking for money back from its suppliers,
you kind of feel like he’s out of rabbits.”
Since last December, Chanos has been
predicting that Elon Musk will move on to SpaceX, his less controversial rocket company, within
the next two years. Given the recent uproar over Musk’s leadership at Tesla, that might turn out to
be a good thing for the company. On the other hand, what would Tesla be without its visionary
leader? Ultimately, whether Musk stays or leaves, will Tesla be the first of this market’s highfliers
to fall?
It’s a question on many short-sellers’ minds. “We are for sure in a Ponzi economics environment,”
says Dan David, the co-founder of GeoInvesting, who got to know Chanos when both were featured
in the documentary The China Hustle, about China stock frauds and the short-sellers, like David,
who uncovered several, and Chanos, who has long been bearish on China. “People end up getting
more enthralled with the story than they are with the numbers,” David says. “That’s a mistake.
When this market starts to crack, and they always do, there are a lot of investors who will come
running to Chanos.” He will still be there.
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Jim Chanos on bench pressing, short selling, and the importance of immigration
Jim Chanos is carrying an injured knee. The story goes that he hurt himself at a Snoop Dogg
concert. Is it true? “Actually I was at a jazz festival and a guy fell on me,” he replies. “I made a joke
that I was at a Snoop concert and someone popped a cap in my knee. I’m not an OG.” For a shortseller, those noted villains of the financial markets, Jim Chanos comes across as a very personable
fellow indeed. Sure, Elon Musk, head of Tesla – in which he holds a significant short position right
now – might not think so, but Chanos says that he, and several others like him, are doing good for
the market. “Short sellers are the market’s real-time financial regulators and archaeologists,” he
says. “Regulators will tell you how you lost money five to ten years after the occasion. Short sellers
have got an incentive to weed out fraud right now.”
Chanos is perhaps the most famous short seller in the entire hedge fund industry. He made his
name when he uncovered fraud at Enron before anyone else and acted on it, giving him a decent
return and an even more decent reputation. The skill, he says, is something that came to him in his
first job as a young analyst at Gilford Securities where he was asked to look at piano company
turned insurer, Baldwin-United Corp. With a bit of forensic investigation and a keen perceptiveness
he discovered “a monstrous fraud” which eventually led to the then largest financial bankruptcy in
the US.
“After that, the firm’s clients called and asked ‘what else does the kid not like?’ so I figured that I
could carve a research niche out of this,” says Chanos. That was back in 1982. The 35 years since
then have proven that Chanos has indeed a good eye for jiggery pokery. He says that there has
certainly been some luck involved for him – a case of being in the right place at the right time. But
what about talent, I ask? He pauses. It is something he has reflected on. “When I started I thought
short sellers were a mirror of investing,” he says. “I’m not so sure about that any more. I think that
there are behavioural financial reasons for this. You need a stronger constitution doing this because
the entire world is shooting against you.”
And that’s the nub. Being a short seller involves ranging
yourself against the world and not flinching when the
world tells you that you are wrong. Following the herd is
usually the easy method. Following iron-clad and
superbly researched principles can be hard. Yet he
continues to do it. Chanos scored big with his shorting
of financial companies pre-financial crisis in 2006 and
2007. A more recent success has been Valeant
Pharmaceuticals – the market darling that was
championed by fellow hedge funder Bill Ackman –
which is down 96% in the last two years. In 2014,
Chanos sent Ackman a 26-page analysis of his short
position which was ignored. He probably should have
listened.
Chanos’ beginnings were small. He set up with $15m in
1985. It was a time when that was possible. These days
getting off the ground with less than $100m is pretty
hard, and launching with $15m like he did is impossible
in the US. It is sad, he says, because it keeps talent
from the industry. And while Chanos has been heavily
critical of the hedge fund world, and specifically the fees
charged by hedge fund managers, at the same time he
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says that the industry has some of
the best people working in it – and
not simply for the job they do.
“Some of the best people in finance
are in hedge funds,” he says. “That’s
not just from a financial perspective
but philanthropically too.”
He admits that things are tougher
than they have been for some time.
Hedge fund returns are down while
the wider market is up, making it
even more difficult to justify fees. But
it is a particular trait of the bull market
that when stocks rise, passive
investments climb and hedge funds
decline. And things will reverse.
“The hedge fund industry is always in flux,” he says. “It is challenged by the ongoing bull market
which is where hedge funds by nature will underperform. So people are asking ‘why pay fees when
hedge funds are lagging the market?’. It is a hard argument to refute. But this will change – when
the markets reverse people will look to hedge funds again, which make money by taking clever
risks when others are fearful.”
The crystal ball is working overtime right now and the question I want to know the answer to is:
what does it tell him about the future? First off is China, one of the biggest shorts on Kynikos’s
radar in the past half a decade. Chinese woes uncovered themselves early last year and it paid off
for him. But was it exactly what he had anticipated? After all, he had said China would be on a
treadmill to hell. Actually, he believes there is much more to go.
“The treadmill of China continues,” he says. “Our criticism is on the country’s financial model. Their
economy continues to add debt at twice the GDP. You can’t grow at two times the GDP forever,
it’s just not sustainable in any way. It is the ultimate treadmill to hell.”
He does not believe that China “will be in smoking
ruins” nor should it impact the rest of the world like
the US with its subprime crisis, since it is not
economically interconnected in the same way. But
he believes the difficult credit set-up will continue to
unravel like Japan did with its zombie banks, 20
years after its credit bubble burst – which is a good
thing for short sellers like himself. As for the US with
its soaring stock markets, here again the confidence
in economic growth is pretty unlikely to be matched
by reality.
“Hopes of 3% to 4% growth are not going to happen,”
he says. “In the 1990s when we had 3% growth we
had a lot of immigration happening. A big part of the
growth was from bringing people in from outside.
Now we have 1% economic growth and a lot less
population expansion than we did then. I don’t see
the US administration as being pro-immigration.”
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He says that the US rarely goes much longer than
ten years without a recession. Having had nine
years of recovery so far, things look set for a turn.
Of particular focus for Chanos is the US
healthcare system, which currently constitutes
20% of the country’s economy. Obamacare has
been wildly profitable for healthcare companies
since it was implemented in 2010 – US citizens
pay twice what the rest of the world pays for their
healthcare. The problem, however, is that Trump
wants to repeal this – a move that’s not going to
be good for those that have made hay on the back
of it these last few years.
“Any attempt to reign it [Obamacare] in will have
disastrous implications for these actors,” Chanos
says. “Stay tuned to what Congress does – it may be that nothing happens. But this is an absolutely
huge portion of the economy.”
So these are the shorts – but what else does he do? Outside of uncovering corruption,
mismanagement and fraud, Chanos is a supporter of benevolent causes. One of the more
interesting ventures is his work with the Prince’s Trust charity. Chanos and the Prince’s Trust
crossed paths ten or so years ago at an event at the Palace of Whitehall. Kynikos had not long
opened the London office and he says the charity’s mission resonated with him.
“I understood the mission and the accountability aspect,” he says. “It’s not just handouts but
microloans and training with job skills to lift young adults out of a
hole, which makes it unique. I can’t help but notice the simple numbers and qualitative stories – it’s
incredibly hard not to be moved. They are clearly making a difference to people’s lives.”
He currently helps with the US donations arm of the Prince’s Trust. He is also a donor to the Tate
Modern and indeed seems quite a Europhile – his children are educated in the UK and he visits
Greece, his ancestral land, every year. He tells me that he is also a great lover of European history
– currently on the reading list is the first world war. Before that it was Waterloo and Napoleonic
history. But there is one final thing I have to ask that I am rather intrigued about – can he really
bench press over 300lbs? “I can still do 300lbs,” he says casually. “Though I haven’t passed my
best of 345lbs. I own a gym and have a great partner to train with, who actually used to be a world
strength champ and who gets mad when I lose too much weight. I enjoy it because it gets the
aggression out.” That 300lbs really is no mean feat for a 59-year old. In between setting the world
to rights he has got a lot resting on his shoulders. And his chest.
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