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How Jeffrey Epstein Made His Money: Four Wild Theories
"It takes 20 years to build a reputation and five minutes to ruin it. If you think about that,
you'll do things differently." – Warren Buffet

With summer now in full swing, I imagine many readers are out enjoying both the
outdoors and a good book. However, if it’s mystery novels that interest you, the below
article from New York Magazine has got this genre pretty well covered. After all, who
needs a mystery novel when we have the real deal playing out right in front of our eyes?
Investment managers and advisers come in all shapes and sizes. Some have
prestigious educational backgrounds, while others have demonstrated their competence
through experience. There are a host of characteristics clients’ value in a financial
professional, but nothing is more important than trust.
I do not know if the subject of the article is guilty of any, or all of the below theories – I’m
leaning towards all – but I’d like to highlight the old saying, “birds of a feather flock
together.” As this case unfolds, there’s bound to be some very bad press for some very
rich and powerful people. Heads will roll.
*****
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Billionaire is a word that’s often thrown around when discussing Jeffrey Epstein, but
unlike some of his other common modifiers — convicted sex offender, pedophile —
there’s scant proof as to his financial bona fides. The bulk of Epstein’s wealth is
believed to come from his money-management firm for ten-figure investors, although his
only known client is Victoria’s Secret founder Les Wexner, who reportedly ditched
Epstein over a decade ago.
After sex-trafficking charges were handed down on Monday, executive-suite
financiers discussed how absent Epstein was from the field: “He’s supposed to run an
enormous FX [foreign-exchange] trading firm,” said Enrique Diaz-Alvarez, chief risk
officer at Ebury. “But I never once heard of him or his firm or anyone who worked or
traded with him.” And as Forbes wrote in a 2010 blog post with a very direct title — “Sex
Offender Jeffrey Epstein Is Not a Billionaire” — his money-management firm based in
the U.S. Virgin Islands “generates no public records, nor has his client list ever been
released.”
As we wait for more information to emerge in the investigation’s coming months,
speculation is pouring out on how Epstein made his wealth. To make up for the lack of
public information on his revenue stream, people are turning to unverified theories on
how Epstein maintained such a sterling financial reputation in addition to his millions.
But first we’ll start with the knowns.
Epstein’s mysterious career
According to a 2002 profile in New York — the one with the Trump quote — Epstein
dropped out of Cooper Union and NYU’s Courant Institute of Mathematical Sciences
before finding a job teaching calculus and physics at the Dalton School in the mid1970s. Epstein was hired at the prestigious Manhattan college-prep institution by the
father of Attorney General William Barr, and his students included the son of Bear
Stearns chairman Alan Greenberg. In 1976, Epstein joined Bear as a floor trader’s
assistant, making partner in a mere four years. By 1981, he was out, setting up the J.
Epstein & Co. money-management business the next year. New York described his
business strategy in 2002:
He would take total control of the billion dollars, charge a flat fee, and assume power of
attorney to do whatever he thought was necessary to advance his client’s financial
cause. And he remained true to the $1 billion entry fee. According to people who know
him, if you were worth $700 million and felt the need for the services of Epstein and Co.,
you would receive a not-so-polite no-thank-you from Epstein.
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In Vicky Ward’s recent process piece on her reporting of an Epstein profile for Vanity
Fair in 2003, she lays out some of her thoughts on the matter of a possible benefactor.
In addition to a claim from a Ponzi schemer that Epstein was kicked out of Bear Stearns
in 1981 for “getting into trouble,” Ward suggests that Wexner may have helped bankroll
the financier. Ward writes: “While Epstein’s friends speculated that retailer Les Wexner
was the real source of Epstein’s wealth, Wexner (who called him ‘my friend Jeffrey’)
never commented on this, though he did send me an email praising Epstein’s ‘ability to
see patterns in politics and financial markets.’”
No one knows how much he’s worth
According to his lawyers, around the time of his notorious plea deal in Florida in 2008,
Epstein’s net worth was over nine figures. The figure was “a bone of contention with
Epstein’s lawyers,” Spencer Kuvin, an attorney representing three of Epstein’s alleged
victims, told the Palm Beach Post in 2008. “In the litigation itself we were never able to
get him to produce verified financial information. The ‘nine figures’ came by negotiation.
It kept going up and up and up. They started at zero — they wouldn’t tell us at all.”
As Bloomberg states, “Today, so little is known about Epstein’s current business or
clients that the only things that can be valued with any certainty are his properties.”
According to a document submitted in advance of Epstein’s bail hearing, his Manhattan
townhouse is estimated to be worth around $77 million. Then there are the properties in
New Mexico, Paris, the U.S. Virgin Islands, his private jet, a fleet of 15 cars, and a Palm
Beach compound estimated at $12 million.
But even the real-estate holdings have an air of mystery to them. Epstein purchased, or
received, the Manhattan townhouse from Wexner around 1998. But there were no
property records on the mansion’s transfer until 2011, when the company Wexner used
to buy the place transferred it to an Epstein-owned company for $0. Epstein signed the
document for both sides.
Financial Conspiracy Theory #1: Ponzi scheme
A Ponzi scheme has been floated as a possible source of Epstein’s wealth since as
early as 2009, when Business Insider noted that multiple red flags pointed to a possible
Madoff-like fraud. The secrecy of his client list; the “administrative” nature of all 150 of
his employees in 2002; the absolute control over investors’ money, and the $1 billion
basement investment required — all signs could point to Ponzi, although there’s no
concrete evidence. In the story, finance writer John Carney raised a vital question,
considering Epstein’s (limited) time in jail during the 2008 financial crisis: “How could
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Epstein’s one-man show not fall apart while he was in jail during one of the most volatile
years in history?”
In addition, one of his early employers in finance, Steve Hoffenberg, was convicted of
running one of the largest pre-Madoff Ponzi schemes in U.S. history. According to
journalist Vicky Ward, Hoffenberg brought on Epstein in 1981 after he left Bear Stearns.
“He has a way of getting under your skin,” he told Ward. Hoffenberg paid Epstein
$25,000 per month for his work as a consultant for Towers Financial, though Epstein
had left well before Hoffenberg pleaded guilty in 1994 to defrauding investors to the
tune of $450 million. For years, it appeared Epstein had no exposure in the Towers
Financial case, until 2018, when shareholders filed a putative class action suit against
him for his alleged role in the Ponzi scheme. In a separate New York state case in
2018, Hoffenberg reportedly detailed Epstein’s alleged involvement in the scam.
Theory #2: Blackmail
As the Intercept D.C. bureau chief Ryan Grim noted, a piece of evidence detailed in the
SDNY’s detention memo could hold a great deal of blackmail potential:
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And in a 2015 court filing, alleged Epstein victim Virginia Roberts Giuffre claims that
U.S. authorities were in possession of footage of her having sex with members of
Epstein’s elite friend group. “Based on my knowledge of Epstein and his organization,
as well as discussions with the FBI, it is my belief that federal prosecutors likely possess
videotapes and photographic images of me as an underage girl having sex with Epstein
and some of his powerful friends,” she said. Giuffre claimed that Epstein “debriefed her”
after she was forced into sexual encounters so that he could possess “intimate and
potentially embarrassing information” to blackmail friends into parking their money with
him.
Theory #3: Epstein “Belonged to Intelligence”
One of the more mysterious quotes of this whole mess comes from Alexander Acosta,
the current Labor secretary, who arranged for Epstein to get off with just a wrist-slap in
2007, when he was a U.S. attorney. According to Vicky Ward, when Acosta was being
interviewed for the Labor secretary job, he was asked if his involvement in the Epstein
case would be a problem during his confirmation hearings.
Acosta had explained, breezily, apparently, that back in the day he’d had just one
meeting on the Epstein case. He’d cut the non-prosecution deal with one of Epstein’s
attorneys because he had “been told” to back off, that Epstein was above his pay grade.
“I was told Epstein ‘belonged to intelligence’ and to leave it alone,” he told his
interviewers …
Whether that’s the American intelligence community, the greater point-one-percent
brain trust, or just a garbage excuse, the answer was good enough for the Trump
administration to go forward with Acosta’s nomination.
Theory #4: Offshore Tax Schemes / Money Laundering
Because Epstein’s wealth is held offshore and is shrouded in mystery, some speculate
that he may have made his money in tax schemes or money laundering. According to a
well-developed, if factually void, pan-conspiracist take from finance Twitter’s Quantian,
Epstein could have blackmailed his social circle into investing with him, then dumped
the cash in an offshore account to avoid taxes. Or, similar to the Ponzi scheme
conspiracy — and, again, without basis in fact — there is so little paperwork on the
funds that the whole thing could just be a rig for money laundering.
What could the coming investigation reveal?
Because so little is known about Epstein’s wealth and his ambiguous-to-the-point-ofsuspicious Financial Trust Company, pretty much any revelation would help shed light
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on the financial black hole. But because the Southern District of New York’s Public
Corruption Unit is handling the case, the likelihood of a financial or tax-related charge is
much higher than if another arm of the mother court were in charge. Gene Rossi, a trial
analyst for Law & Crime, suggested that the PCU could provide more flexibility on
charges, including money laundering, corruption, or tax-related crimes: “The sky’s the
limit.”
*****
My opinion on financial markets hasn’t changed much over the past few months. The
stock market rally which commenced off the December 24th low is a reflection of
anticipated easier monetary conditions from the Fed. As long as inflation stays in check
(and there is strong reason to believe it will, given the years following the Global
Financial Crisis in which overnight rates remained near zero without resulting in a
significant acceleration in consumer price inflation), short term rates will lead interest
rates along the entire yield curve lower, which in turn should be supportive of domestic
stock market indexes. Maybe most of the low hanging fruit was picked during the first
quarter of 2019, nevertheless I do believe both the Trump administration and the
Federal Reserve Board are hellbent on keeping the economic expansion going, which
to them in reality translates into stock markets rising. In equities, I continue to prefer
sectors that are sensitive to changes in interest rates, with the caveat that I am
uninterested in the financial services/banking sector, as I would like to see the
beginnings of a significant amount of yield curve steepening before dipping my toe in.
ASSET CLASS & SECTOR OPINIONS
OVERWEIGHT

NEUTRAL

UNDERWEIGHT
International Developed Market
Equities

U.S. Real Estate Equities

Materials Sector

Large Capitalization Technology

Financial Services Sector

Emerging Markets Equities

Communication Services Sector
Healthcare Biotech &
Pharmaceuticals

Healthcare Equipment

Consumer Staples

High Yield Corporate Bonds

Aerospace & Defense

Investment Grade Corporate Bonds

Leverage Loans (Floating Rate Debt)

U.S. Treasury Notes & Bonds

Mortgage Backed Securities

Treasury Inflation Protection Securities

Gold

Local Currency EMG Bonds
Energy Related Equities
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Consumer Discretionary Sector

Sincerely,
Justin Kobe, CFA
Founder, Portfolio Manager & Adviser
Pacificus Capital Management

__________________________________________________________________________________________

Advisory services through Cambridge Investment Research Advisors, Inc., a Registered Investment Adviser. Securities
offered through Registered Representatives of Cambridge Investment Research, Inc., a broker-dealer, member
FINRA/SIPC. Cambridge and Pacificus Capital Management are not affiliated.
Material discussed is meant for general illustration and/or informational purposes only, and it is not to be construed
as investment, tax, or legal advice. Although the information has been gathered from sources believed to be reliable, please
note that individual situations can vary. Therefore, the information should be relied upon when coordinated with individual
professional advice. These are the opinions of Justin Kobe and not necessarily those of Cambridge Investment Research,
are for informational purposes only, and should not be construed or acted upon as individualized investment advice.
Investing in the bond market is subject to risks, including market, interest rate, issuer credit, inflation risk, and liquidity
risk. The value of most bonds and bond strategies is impacted by changes in interest rates. Bonds and bond strategies with
longer durations tend to be more sensitive and volatile than those with shorter durations; bond prices generally fall as
interest rates rise, and the current low interest rate environment increases this risk. Current reductions in bond counterparty
capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more
or less than the original cost when redeemed. Diversification and asset allocation strategies do not assure profit or protect
against loss.
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