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Introduction

Hello all and welcome to the first ever LSE SU Alternative Investments Conference Finance Review!

I’m Shrey, the Director of the Finance Review. Our aim is to provide an overview and opinion on the 
most recent happenings in alternative investments for individuals with any level of experience. We 
want it to be possible for you to get something out of our articles whether you’re a confused first year 
undergrad or industry professional. 

Please let us know your thoughts! If you have any ideas for the Finance Review, wish to contribute in 
any way, or have any partnership proposals, please email me at shrey.srivastava@lseaic.com.

Now let me introduce you to our team for this year...

Director: Shrey Srivastava
Fausto Grinspun
Varun Suchanti
Shanelle Tee Kay May
Wazir Kahar
Jeff Zhu
Cameron Tan

Happy reading!
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Disclaimer: If you already have some knowledge on alternative investments then feel free to skip this!

So you may be wondering, what exactly are “alternative” investments? Put simply, traditional investment options include long-only investment in assets such 

as stocks and bonds (where you only buy the asset and sell it later for a higher price). Alternative investments are far more exotic; they include anything from 

long-short public investment strategies to investments in fine wines (for reference, shorting means you can sell an asset that you’ve borrowed and then buy 

it back later for a lower price). At AIC and in the finance review, we focus on three aspects related heavily to the sector: hedge funds, private equity and 

venture capital.

Hedge Funds

Hedge funds are typically closed-end (that is to say, average Joes like you and me can’t just go and invest with them) and aim for absolute returns (i.e. they 

won’t necessarily aim to outperform a benchmark like the FTSE 100 or S&P 500). There are generally some main strategies they pursue: event driven, global 

macro, relative value, equity hedge, quantitative and distressed debt, to name but a few. More depth on these in future editions!

Private Equity

Private equity simply is equity that is not public! The meaning of this is that private equity firms typically invest in equity stakes in companies which aren’t 

listed on a public exchange such as the London or New York Stock Exchange. Two main strategies, amongst others, which they employ are leveraged buyouts 

(simply, using debt backed by the assets of the target to take over a firm) and distressed investing. Again, more on this in future editions! Private equity firms 

may also initiate strategic change in target companies, for example, a change in CEO or in brand strategy. 

Venture Capital

Pretty simple: investing in new companies with the potential for huge growth in the future. Some companies initially choose not to float on the public market 

and instead go for this type of funding, which can have the advantage of including essential guidance and expertise from ex-industry professionals. 

Why is this important?

Alternatives are a huge and growing market: the alternative investment industry is expected to grow by 59 percent by 2023, reaching $14 trillion in assets in 

five years . In addition to being hugely interesting, they are a prominent force in the investment landscape and will be a fixture for years to come. 

That’s why this newsletter exists, and why AIC exists! Come along to our flagship conference in February 2020 and sign up to this newsletter if you want to 

be constantly in tune with a pipeline of the latest happenings in alternative investments.
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April saw the behemoth private equity group Blackstone announce a 

dramatic, yet not unprecedented, change in its legal structure. While 

previously a publicly traded partnership, the corporation, from July 1, is 

precisely that in US legality: a corporation! The move follows the same 

shift in structure from rivals KKR & Co Inc and Ares Management Corp last 

year [1]. Not surprisingly, as with most financial changes occurring in the US 

right now, the shift has a lot to do with changes implemented by the Trump 

administration.

Since Blackstone went public in 2007, it persisted with the now disowned 

partnership structure. In a nutshell, this structure means that Blackstone’s 

performance fees were not charged as corporate income. This allowed them 

to save money that would have otherwise been taxed. The change which 

occurred now, however, is that when the Trump administration reduced the 

corporation tax rate from 35% to 21%, the benefits of this scheme dwindled. 

[2] Moreso, the structure presents inherent complexity for investors year-on-

year (with a 30-page file having to be filed by investors to the IRS every year). 

Major stock index trackers and mutual funds have thus refrained from adding 

Blackstone to their holdings. 

Given that passive funds comprise around $10tn of market capitalisation [3], 

the argument Blackstone and its legendary founder Stephen Schwarzman 

present is that given diminished tax consequences of the switch, and the 

fact that a pop in the share price would be likely, the time has come to switch 

structure. Schwarzman himself came out stating that the number of potential 

buyers of Blackstone stock would double with the change, in which case the 

appreciation in share price would more than compensate for increased tax 

payable. Investors no longer have to navigate as dense a mountain of legal 

paraphernalia to invest in Blackstone, thus, in theory, bringing their shares 

closer to fundamental, or intrinsic, value.

So, what happened?

To put it simply, investors loved the news. [2] In its best trading performance 

since January of 2016, shares surged in the group to $38.62/share, an 

uptick of 7.5% from the previous trading day. While the rise in share price 

was almost definitely driven in part by sound results (with a record $126 

billion raised by the firm), the technical veracity of Schwarzman’s argument 

definitely resonated with investors. Even as of 20 July, Blackstone’s share 

price sits at $45.63, a noticeable uptick from the April announcement. 

However, while Blackstone’s performance has mirrored KKR’s at least in the 

short term, it is also true that KKR saw a decrease in its share price to around 

its original price point in the December 2018 market rout. While Blackstone 

are right to be optimistic, it is necessary to tread weary of history when 

analysing the long-term impact of such a move. A probable benefit in terms 

of attracting funding at lower cost (in terms of equity) will only be realised 

with sustained adoption of the shares by passive funds. 

A drawback of the move, also, is that it occurred in response to a current US 

administration whose personnel seem to be operating on a proverbial merry-

go-round and whose grasp to power is at best tenuous approaching the 2020 

election cycle. Should, for instance, a Democrat president be elected, and 

the corporation tax decrease was reversed, it would be extremely difficult 

(in terms of the legal work required) and expensive (in terms of a decrease 

in share price) to shift back to a public limited partnership structure. Such 

short-termism may prove costly in a future which is by definition unknowable 

and whose trajectory varies wildly from one day to the next. Blackstone’s 

estimates of an ultimate dilution of earnings of around 13% [3] will almost 

certainly prove inaccurate in the future, and the tax impact of the change in 

structure may well have been understated.

To conclude, the recent change in legal structure has solidified a change 

which has been in the works in the private equity for a while now. Apollo 

Global Management in May also followed Blackstone and KKR by changing 

structure [5], strengthening the domination of the “corporation” moniker 

in the industry. As with so many responses to Trumpian aggression, the 

response may prove far-fetched in future once it has been realised just how 

much of an outlier this current administration’s tax policy is. If this move is an 

example of the group counting their chickens before they’ve hatched, their 

strategic position in the industry is unlikely to be in much danger. As this has 

been an industry-wide change, we would be likely to see regret in many 

major private equity funds, not only Blackstone. For this reason, this change, 

while expected, is interesting precisely because no one can tell whether it is 

the right decision or not at this point. As with so many things, that can only 

be answered by time.
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What is Private Equity?
Ever since the devastating effects of the 2009 subprime mortgage crisis, 

which affected markets across the globe, entrepreneurs have looked 

beyond conventional mechanisms in order to yield high returns on their 

investments. This has led to a dramatic increase in the popularity of 

‘alternative’ investments, such as private equity (PE). A source of investment 

capital, PE is the process in which firms use other firms’ – or wealthy 

individuals – money, to buy large amounts of shares in a company, in efforts 

to gain control over the managerial decisions made. In strict terms, PE refers 

to buying privately-owned companies; however, it is colloquially referred 

to as instances in which PE firms invest in public companies in attempts to 

delist them from stock exchanges. At the end of the day, the goal of PE is to 

sell the restructured business, at a higher price.

The PE industry is dominated by large, well-established institutions, namely 

pension funds and sovereign wealth, which are subsequently used to 

acquire other mature companies. This means that it is a multi-billion-dollar 

sector, which operates with colossal financial institutions. PE differs from 

venture capital, in that the latter generally targets younger, technology-

related ‘start-ups.’ 

While PE is praised to be a successful, innovative investment mechanism 

that has existed for a few years, numerous experts, such as Bloomberg 

Businessweek, claim that it is rebranding of the concept of ‘leveraged 

buyouts,’ which become popular in the 1980s. There is truth to that 

statement; ultimately, the majority of PE transactions use both equity and 

debt to finance their investments. The acquired company’s cash flow then 

becomes the collateral to repay borrowed money. 

The most influential PE funds include The Blackstone Group, The Carlyle 

Group, and TPG Capital, to name a few. Blackstone only, the largest firm, 

has 95 portfolio companies – including Hilton Worldwide and Merlin 

Entertainments Group –, earning them around $80 billion; they claim over 

$450 billion in asset management, far more than any competitor. Blackstone 

became a public company in 2007, but recently announced plans to become 

a corporation. Ultimately, the nature of the PE firm varies case-by-case. 

Why is Private Equity so Popular?
The popularity of private equity rests primarily on the fact it is vastly 

unregulated territory. While government regulation is primarily geared 

towards banks – both commercial and investment –, especially after the 

aftermath of the 2009 crisis, other financial institutions have enjoyed the 

freedom to make increasingly riskier investments. This puts hedge funds, 

private equity and other intermediaries in highly leveraged positions, as they 

are not required to hold excessively stringent capital or leverage ratios, as is 

the case with banks, the prototype of financial intermediaries. 

This leverage, however, does not necessarily translate to risk. Since PE 

investments consist primarily of leveraged buyouts – combining equity 

and debt – the possibility of a fund becoming insolvent is very likely. If the 

investment was substandard or did not succeed as expected, the recently-

acquired company’s assets can be sold off first, as they have been used 

for collateral. In turn, the knock-on effect that is characteristic of bank-led 

financial crises, dubbed contagion, is mitigated in the PE industry. Investors 

can obtain skyrocketing returns on their investments, without sacrificing 

much. It is worth noting, however, that losses for the restructured firm will 

be large. 

CalPERS, the California state’s pension fund, for instance, seeks to expand 

its PE investments, as it is the single portfolio that yields the highest return 

of 16.1%, compared to the stock portfolio of 11.5%. While this may sound like 

music to the ears of California’s citizens, a potential failed investment could 

decrease their old age wages. This has resulted in numerous cost-benefit 

analysis of the sector, to determine the direction in which PE is heading.

Is Private Equity Good?
Critics of PE have pointed out the often-merciless measures taken by firms 

in attempts to restructure their acquired investments. These involve cutting 

costs in the short-run, as to increase profits. Examples of this may include 

letting go employees, reducing its size, or selling assets. Similarly, acquired 

firms may have to replace the traditional methods used to produce a good 

with a more efficient one. Defendants of PE, on the other hand, maintain 

that restructuring is beneficial in the long-run because firms are often under 

serious financial distress. Upon buying enough shares, firms have the power 

to dispose of any of the old firms’ sections that are making losses, rebrand 

the company, and make other structural adjustments to increase its worth. 

An additional limitation of PE is the opaqueness of the entire industry. Firms 

are very reluctant to open their books, and are often not required to, due 

to the lack of regulation. This means that firms’ actions are unknown to a 

large extent, which comes with both benefits and setbacks. Although it gives 

companies ample room for negotiation on a case-by-base basis, there is no 

solid framework or guidelines to which buyers or sellers must adhere to.

Lastly, many financial experts claim that the PE market is undergoing a type 

of ‘bubble.’ Between 2000 and 2018, the number of private equity-backed 

companies rose from around 2000 to over 8000. Due to the increasing 

competition between firms to acquire funds, PE deals have soaring prices. 

2017 marked the year with the highest level of fundraising; although 2018 

saw a slight slowdown, the industry is expected to keep growing. With a 

rising industry, comes even larger deals and profits. 

To avoid a ‘burst,’ in which PE becomes too large for the economy, the sector 

is likely to be struck with a series of regulatory measures. However, this does 

not detract from the fact that PE is expected to play an even larger role in 

global financial markets. Although it is not a new phenomenon per se, the 

exponential growth of the industry is unpresented, and its consequences are 

still to be examined in the years ahead.
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Japanese multinational holding company SoftBank has unveiled a second 

multi-billion dollar investment fund, dubbed “Vision Fund 2”. It follows on 

from the groundbreaking Vision Fund 1, which closed its first major round 

of investment in 2017, which pumped jaw-dropping amounts into valuable 

startups such as Uber, WeWork and Slack. Although the second fund looks to 

focus its investments into a much narrower field than did the first (specifically 

into artificial intelligence start-ups), SoftBank CEO Masayoshi Son will surely 

be content if the new fund’s investments manages to achieve a 45% average 

return rate like those of its predecessor.

SoftBank’s Vision Funds’ main claim to fame is their forgoing of small-scale 

investments, supplanting them with massive cash injections: the minimum 

“individual investment” size that the Vision Funds will proceed with is $100 

million, which according to Kirthiga Reddy (SoftBank’s first female investing 

partner and the former managing director of Facebook India) will help start-

ups to stay private for longer and have the capital capacity to go global much 

quicker (Fortune, 2019). However, many within the tech industry worry that 

the new spike in $100 million-plus investments into start-ups would cause 

valuations to balloon and price out smaller start-ups that are not as heavily 

invested into. For example, Lu Zhang (founder of early-stage investor Fusion 

Fund) believes that the new fund could bring about an unhealthy venture-

capital ecosystem by making companies dependent on large cash infusions 

(Wall Street Journal, 2019). Ed Sim, another early-stage investmet fund 

founder, worries about overcapitalisation and the “massive ripple effects” 

caused by SoftBank-backed companies edging out competition with their 

“massive balance sheets” (Wall Street Journal, 2019). Reddy seems to not 

share this view however, instead making the point that SoftBank believes it 

is “making bold bets on companies that will have major impact in the world”, 

such as Vir Biotechnology, which is looking to transform infectious disease 

treatment (Fortune, 2019).

The other factor that makes Vision Fund 2 so remarkable is the speed 

at which it has been able to generate its massive $108 billion worth 

of investment capital. In the face of widespread scepticism, SoftBank 

answered its critics by pumping $38 billion into the fund themselves (likely 

to be financed through the sale of shares in companies like Sprint), and has 

secured the signature of memorandums of understanding from more than a 

dozen investors, including Apple, Microsoft and the sovereign wealth funds 

of Kazakhstan and the United Arab Emirates (Wall Street Journal, 2019). 

Earnings from the first Vision Fund have been vital in building the capital of 

its successor, but the partial sale of SoftBank’s stake in Chinese e-commerce 

giant Alibaba Group Holding Limited has also played a major role. Together, 

they have combined to help SoftBank record a profit jump to ¥1.12 trillion 

($10.6 billion) in the first quarter of 2019, the highest ever quarterly profit 

jump recorded by a Japanese firm (Japan Times, 2019). This has helped Son 

to both silence his critics and ensure that investors are hungry to form a part 

of Vision Fund 2’s capital base.

Interestingly, Saudi Arabia’s sovereign wealth fund (PIF), a major player in 

building up the capital stocks of the first Vision Fund, has seemingly been 

omitted from the list of investors in Vision Fund 2 – CEO Masayoshi Son 

cites its possible link to the murder of Saudi journalist Jamal Khashoggi, an 

outspoken critic of the regime (Tech Crunch, 2019). This move, whilst also 

improving investor confidence in the fund, should also allow Son more 

control over its direction, which was oftentimes influenced by the Saudis in 

the case of its predecessor. “Compared to before, Mr Son may have a freer 

hand to make bolder moves,” said SMBC Nikko Securities analyst Satoru 

Kikuchi. “I think that’s positive if it’s going to make it easier to implement Mr 

Son’s vision.” (Financial Times, 2019).

The Japanese tech conglomerate said its objective for Vision Fund 2 is to 

“facilitate the continued acceleration of the AI revolution through investment 

in market-leading, tech-enabled growth companies.” (Forbes, 2019) 

According to Son himself, this could begin as soon as next month (Wall Street 

Journal, 2019), following on from a 3.6-fold increase in net profit between 

the first quarters of 2018 and 2019, largely thanks to valuation increases 

for Vision Fund portfolio companies such as Slack and DoorDash. This has 

given Son the confidence to say that “it won’t be an exaggeration to say 

that the future of our company will basically be the Vision Fund”, showing 

the emphasis placed by SoftBank on the fund. However, $1.8 billion in 

unrealized losses were recorded from its stake in Uber, which continues to 

trade below its IPO price (Axios, 2019); this may encourage Son to be more 

reserved when making investment choices for Vision Fund 2.

Vision Fund 2 looks set to be as revolutionary in terms of its impact on the 

nature of venture capital as it is in its impact on the progress of artificial 

intelligence. If the experience of its predecessor is anything to go by, 

evidence suggests it will be successful in both.
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