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‚One morning in 1998, at Hobee’s coffee shop, near Stanford University, a young money man ager 
named Peter Thiel decided to gamble on an Internet startup. Thiel ended up investing $240,000 
in the company, which eventually became PayPal Inc., the giant of online payments. Thiel ran Pay-
Pal, took it public and, in 2002, sold it to EBay Inc. for $1.5 billion. Thiel, then 34, walked off with 
$60 million. He bought himself a Ferrari 360 Spyder and moved into a condo at the Four Seasons 
Hotel in San Francisco.

Thiel had managed to pilot PayPal through the biggest financial bubble in history. And yet, the 
way he saw things, that bubble had never really popped. To Thiel, the Nasdaq Stock Market fren-
zy of the 1990s had simply morphed into a U.S. housing frenzy and other economic dangers. Peo-
ple still believed the good times could last forever.

So a few weeks after selling PayPal, Thiel set out to beat the bubble a second time. He opened a 
hedge fund firm called Clarium Capital Management LLC in his three-bedroom apartment at the 
Four Seasons.

Peter Thiel made a fortune guiding 
PayPal through the biggest bubble 

in history. Now, he’s built a 
21st-century version of George 

Soros’s freewheeling hedge fund—and 
more than tripled investors’ money.

By Deepak Gopinath
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Hyperdrive: Since 2002, 
Thiel has parlayed an
initial $10 million hedge 
fund into a firm with
$2.1 billion in assets.
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offensive and stupid, Thiel says. He says he still thinks the 
incident was overblown. “The extreme reaction to it was not 
quite proportionate to what happened,” he says.

After collecting his law degree, Thiel clerked for U.S. 
Federal Circuit Judge Larry Edmondson in Atlanta and 

then joined Sullivan & Cromwell LLP in New York. He last-
ed seven months and three days before quitting out of bore-
dom, he says. He jumped to CS Financial Products, a unit of 
what’s now Credit Suisse Group, where he traded deriva-
tives and currency options for a little more than a year. 
Then he went home to California, raised $1 million from his 
friends and family and started his first macro fund, Thiel 
Capital Management.

With no track record, Thiel struggled to drum up inves-
tors, he says. By early 1998, he had more than $4 million 
under management. That year, he hired his first employee: 
Howery, who’d been man aging editor of the Review. By this 
time, Internet stocks were on fire, and Thiel was insisting 
that his fledgling firm get an office on Sand Hill Road, the 
venture capital hub in Menlo Park, California. Silicon Valley 
real estate developer Tom Ford eventually rented the duo a 
utility closet in his office at 3000 Sand Hill Road, headquar-
ters of Sequoia Capital, Sand Hill Advisors and Mohr David-
ow Ventures. “There were two desks and no windows, so 
Peter brought in pictures of outdoor scenes to put on the 
wall,” Howery, now 31, says.

It was about this time that Thiel happened upon a young 
software engineer named Max Levchin. What followed would 
change both men’s lives forever.

It was a sweltering August day, and Levchin—who was 
dreaming about an Internet startup—was milling around 
campus looking for a place to escape the heat. He stumbled 
into an air-conditioned building where Thiel was lecturing 
students on international finance. The two hit it off and 
agreed to meet for breakfast at Hobee’s, a Palo Alto institu-
tion known for its blueberry coffeecake.

There, Levchin, then 23, asked Thiel to invest in his idea 
for a startup to develop a secure way for handheld computers 
to communicate. Thiel bought in. “We thought we would 
only be there for six months to help the company raise addi-
tional financing,” Howery says.

Instead, Thiel ended up putting his hedge fund career on 
hold and devoting the next four years to the company, which 
grew into PayPal. His quick decision to back the company was 
typical Thiel, Levchin says. “Peter is very fast. He usually de-
cides in 1.5 seconds,” Levchin says. A few months later, in De-

cember 1998, Thiel himself joined the startup as chief executive 
officer.

Thiel had grand ambitions for the company. “PayPal was 
the new currency for the world economy,” he says. Like many 
young dot-commers, he believed the Internet would empow-
er the individual. For Thiel, PayPal was all about freedom: It 
would enable people to skirt currency controls and move 
money around the globe.

Before Thiel could change the world, however, he had to 
guide PayPal through life-threatening challenges. Russian 
hackers were stealing millions from the company. Credit 
card companies were claiming PayPal was violating their 
rules. By early 2000, PayPal had only enough money to stay 
afloat for eight weeks and was losing more than $10 million 
a month, according to Luke Nosek, a former PayPal direc-
tor of strategy.

T hat March, as the Nasdaq Composite Index roared 
its way to a record 5048, Thiel set out to raise money 
from venture capital investors. Dot-com fever was 

running high, and VCs valued the money-losing PayPal at 
$500 million. “Everyone thought that wasn’t high enough,” 
Sacks says.

Everyone except Thiel. He looked at the Nasdaq fren-
zy and concluded the dot-com bubble was about to pop. 
He seized his opportunity. Based on the $500 million 
valuation, Thiel raised $100 million, more than his col-
leagues had planned, and closed the deal in three weeks, 
on March 31, 2000. He was just in time. The next day, the 
Nasdaq began a plunge that would eventually send it 
tumbling 67 percent in 18 months. “If he hadn’t made 
that call, the company wouldn’t be around today,” How-
ery says of Thiel.

By mid-2001, Thiel had positioned the company as the 
pre-eminent Web payment service and was contemplating 
an initial public offering. He registered for the IPO just 
weeks after the terrorist attacks in New York and Washing-
ton. The day PayPal stock began trading, Feb. 15, 2002, the 
shares soared 55 percent.

Out in the parking lot of PayPal’s Palo Alto offices, Thiel 
and his crew celebrated by doing “keg stands.” That’s when 
you’re held upside down over a running beer keg and chug as 
much of the flowing brew as you can. Thiel raced around 
playing 10 games of speed chess simultaneously. He won all 
but one, against his Stanford buddy Sacks. Thiel, who says he 
hates to lose at anything, swept the pieces off the board. 
“Peter smashed the pieces,” Sacks recalls. Thiel doesn’t apol-
ogize for his competitive streak. When someone calls him a 
bad loser, he replies, “Show me a good loser, and I’ll show you 
a loser.”

Thiel won big with PayPal. Eight months later, in Octo-
ber 2002, EBay agreed to buy the company for $1.5 billion. 
The PayPal crew cashed in and moved on. Chad Hurley, 
Steve Chen and Jawed Karim founded video-sharing Web 
site YouTube Inc. and sold it to Google Inc. in October 
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By 2000, PayPal was losingBy 2000, PayPal was losing
millions. Two years later, Thielmillions. Two years later, Thiel
sold it to EBay for $1.5 billion.sold it to EBay for $1.5 billion.
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for $1.65 billion. Levchin went off and founded Slide, 
a photo-sharing site. Executive Vice President Reid Hoff-
man founded Linked In Corp., a business networking site. 
Vice President Jeremy Stoppelman created Yelp, a site that 
helps people find restaurants, shops and other businesses 
in their area. And Thiel went back to hedge funds and 
founded Clarium.

Thiel has invested in several of his 
former employees’ startups through a 
$50 million venture capital firm, the 
Founders Fund, which is run by Howery 
and Nosek. Thiel says he regrets not 
having invested in YouTube. “It kind of 
fell through the cracks,” he says.

Thiel has high hopes for Facebook, 
however. “It is the largest independent 
Web 2.0 company,” says Thiel, who’s one 
of three Facebook board members.

Mark Zuckerberg, who founded 
Facebook with zero business experience, 
calls Thiel a mentor. “He helped shape 
the way I think about the business,” 
Zuckerberg, 22, says.  When Thiel 
backed the startup in 2004, he told 
Zuckerberg to move to Silicon Valley. 
Zuckerberg dropped out of Harvard and did just that. If 
Facebook one day pulls off a deal like YouTube’s, Thiel would 
pocket about $100 million.

On a cloudy September afternoon, Thiel is picking at a 
chicken pesto salad in his 32nd-floor apartment on the 
Upper East Side of New York, explaining his plan for Clari-
um. “Our long-term goal is to rehabilitate the more classical 
approach to qualitative investing,” Thiel says. “Nowadays, 
people think everything is mathematical or that everything 
is just noise and random. There is no in-between space.”

Thiel has run Clarium like a dot-com and scaled up rap-
idly. He stepped up marketing in 2005 and has since dou-
bled the number of employees, to 42. “The company is an 
extension of Peter,” Ho, the COO, says. “It is a combination 

of startup, think tank and hedge fund.”
Thiel plans to keep hiring. To find candidates, he asks 

his employees to name the three smartest people they 
know and then contact those people to see if they’d like to 
work for him. Employees more than pay for themselves if 
they come up with moneymaking investments. “They only 
need to have one good idea a year,” Thiel says.

Thiel’s alter ego at Clarium is a physicist named Kevin 
Harrington, who used to do mathematical research for the 
U.S. Department of Defense. The two sometimes talk strat-
egy for five hours at a stretch. “Peter is my foil, and I’m his 
foil,” Harrington, 37, says.

Harrington says the U.S. economy and American stocks 
are headed for a fall. In September, he worked 36 hours 

straight completing a 21-page report 
entitled “The Petrodollar Illusion,” 
which lays out his case. According to 
Harrington, a deluge of money from 
oil-producing countries such as Saudi 
Arabia and Iran has propped up the 
U.S. economy and financial markets. 
As the price of a barrel of crude 
climbed to a record $78.40 last July 
from $25 in 2003, about $50 trillion 
worth of petrodollars flooded into the 
U.S. That money has artificially boost-
ed U.S. stocks and spurred subprime 
mortgage lending. The results are 
overvalued U.S. stock and housing 
markets.

A t some point—Thiel and his 
team are still debating when—
the petrodollar illusion will 

vanish. When that happens, the housing market bubble will 
burst, equity markets will collapse and the U.S. economy 
will sink into a deflationary funk.

Thiel hardly comes across as a doom-monger. And yet, 
despite his success, or perhaps because of it, he’s thrown up 
walls to protect himself from the world. Levchin has known 
him for eight years and can’t recall a single time that Thiel 
has mentioned his personal life. Just once, Thiel asked 
Levchin about his girlfriend. “I was shocked,” Levchin says.

Thiel finds his wealth unsettling at times. Asked why he’s 
unattached, he pauses. “There is this weird downside to the 
money thing,” he says.

“I don’t want to come across as misanthropic,” Thiel con-
tinues. “The degree to which people will just push to meet 
you, on some level it’s flat-tering, but there’s a point where 
it can get utterly exhausting.”

For now, Thiel is only getting richer. He has replaced his 
Ferrari with a silver McLaren supercar. He’s sold his apart-
ment in the Four Seasons to exit a frothy housing market. In 
New York, he rents a two-bedroom apartment high in Bea-
con Court. The building is the home to Le Cirque restaurant 
and the headquarters of Bloomberg LP, parent of Bloom-
berg News. Thiel also rents a place in the Marina district in 
San Francisco.

Both homes were decorated by his friend, designer Shane 
Reilly. Thiel told Reilly to work fast. She got 45 days and a 
$1.5 million budget to decorate the New York apartment 
and 60 days and $2 million for San Francisco. Both homes 
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‘Thiel can be a scary guy if he’s ‘Thiel can be a scary guy if he’s 
the only one in your portfolio,’ the only one in your portfolio,’ 
one Clarium investor says.one Clarium investor says.
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look like stage sets, and it’s hard to tell 
someone actually lives in them. There 
are no photos, magazines or personal 
mementos. The San Francisco pad over-
looks a swan-filled lake and the remains 
of the Exploratorium, site of the 1915 
World’s Fair.  From the penthouse 
lounge, you can see the Golden Gate 
Bridge. His New York apartment boasts 
an $8,000 armchair designed by 20th-
century designer Tommi Parzinger, 
whose  c l i ents  inc luded  Mar i lyn 
Monroe;a $15,000 sofa by Mattaliano; 
and $25,000 Neidermaier dining 
chairs.

Every few weeks, Thiel invites eight 
guests from the worlds of business, politics, the military 
or academia for dinner and conversation. One September 
evening in New York, Thiel hosted a fund-raising dinner 
for Dan Lubetzky, a Stanford Law classmate of Thiel’s, 
whose OneVoiceMovement foundation seeks to mobilize 
Israelis and Palestinians against violent extremism. The 

A-list guests—and potential donors—
included philanthropist Baroness Ari-
a n n e  d e  R o t h s c h i l d ;  Te d  Wa i tt , 
founder of Gateway Inc.; and Michael 
Wolf, president of MTV Networks.

As Thiel’s guests tucked into Taylor 
bay scallops and rack of Colorado lamb, 
the conversation ranged from former 
President Bill Clinton’s foundation to 
Middle East politics. Thiel didn’t say 
much, until one of the guests mentioned 
someone who had made a religious 
slur.

Thiel jumped in. “Was the statement 
offensive—or was it perceived as offen-
sive?” he asked. He sounded like he was 

still editing The Stanford Review, zigging when everyone 
around him zags. It’s a habit that’s made Thiel millions. His 
hedge fund investors can only hope it will pay off for them, 
too.„

DEEPAK GOPINATH is a senior writer at Bloomberg News in New York. 
dgopinath@bloomberg.net
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For a menu of hedge fund indexes, type HFND <Go> 22 <Go>.

Examining a Carry Trade

You can use the FX Carry-Trade Index (FXCT) function to track 
the performance of a currency carry trade, a common strategy 
sometimes used by macro hedge funds. A carry trade involves 
borrowing in a low-yielding currency and investing the borrowed 
funds in a higher-yielding currency. The investor earns the dif-
ference between the interest rates plus or minus the change  
in the exchange rate between the two currencies.

Type FXCT <Go>, and use the arrows to the right of the 
fields in the Currency columns under the Long Basket and Short 
Basket headings to select cur-
rencies to invest (go long) in 
and borrow (sell short). Enter 
the percentages you want to 
assign to each member of the 
baskets of currencies in the 
corresponding fields in the 
Weight columns.

For example, to analyze a 
carry trade in which you go 

long the New Zealand dollar and the U.S. dollar and short the 
Norwegian krone and the yen, click on the arrows to the right 
of the first two fields under the Long Basket heading and se-
lect NZD and USD. Select NOK and JPY in the first two fields 
under the Short Basket heading. Enter 50 in each of the 
corresponding weight fields, as shown below. Press <Go> to 
calculate the excess return of the trade. For the 12 months 
ended on Nov. 8, this carry trade returned 2.13 percent.
JOHN DIXON
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