
Banking by John Hoefle

Blackstone Goes Public

The giant private equity firm’s public offering is the equivalent of
a canary in the mine.
July 6, 2007  EIR 

Coal miners used to take canaries 
down into the mines as an early warn-
ing system; if the canary died, it was 
time for the miners to evacuate. Black-
stone, the giant private equity group, 
undoubtedly would prefer a more tes-
tosterone-soaked metaphor, but in 
selling shares to the public, the firm is 
acting like the proverbial canary, sig-
naling that changes are afoot.

Blackstone Group, founded in 
1985 by Peter G. Peterson and Ste-
phen Schwarzman, has some $88 bil-
lion in funds under management, and 
owns all or parts of companies which 
employ some 375,000 people. While 
predominately a private equity fund 
which uses its clients’ money and bor-
rowed funds to buy companies, Black-
stone is also a major player in the real 
estate market and a hedge fund opera-
tor. The company went public, raising 
$4 billion in cash; its stock began trad-
ing on the New York Stock Exchange 
on June 22.

One of the mantras of the private 
equity and hedge fund sector in recent 
years has been that because they are 
private partnerships, they can respond 
more quickly and aggressively to mar-
ket situations than can companies 
which have to answer to shareholders, 
and thus make money more effective-
ly. However, if being private is the key 
to their success, why are they now go-
ing public? Wouldn’t having share-
holders make them less efficient, by 
their own claims?

This, of course, is where the story 
starts to get interesting. The IPOs by 
Fortress Investment and Blackstone, 
and the rumors that others such as 
KKR are considering the same, are 
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igns that they know the game is over, 
nd are hoping to cash out before it all 
lows up. By going public, they are 
preading the risk among a larger num-
er of stockholders—right before the 
lowout they anticipate.

Joseph Rice III, the chairman of 
uyout firm Clayton, Dubilier & Rice, 
ade the same point when he told 
loomberg recently that private equity 
ctivity appeared to be“pretty close to 
he peak.”Rice characterized the recent 
ecord levels of private equity deals as 
eing at a “cyclical high,” adding that 
some event may cause us to tip over.”

Another, far more significant sig-
al came from the Bank for Interna-
ional Settlements (BIS), the Swiss-
ased institution which functions as a 
entral bank of sorts for the global 
entral banking system. In its annual 
eport issued June 24, the BIS suggest-
d that the “current rapid expansion” 
f monetary and credit growth will 
ave to be ended to keep inflation un-
er control.

Blackstone is an insider in this 
ame. Peterson and Schwarzman were 
ormerly with Lehman Brothers, and 
eterson has an even longer connec-

ion to Lazard. Peterson was tapped by 
eorge Shultz to join the Nixon Ad-
inistration in 1971, to head the team 
riting the justification for taking the 
ollar off the gold reserve standard, 
nd was rewarded with a stint as Secre-
ary of Commerce, after which he 
oined Lehman Brothers as deputy 
hairman and then, chairman. During 
is tour in Washington, his blind trust 
as managed by Lazard’s Felix Ro-
atyn, who is now at Lehman himself.

Blackstone is an outgrowth of 
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those connections. Its new board of di-
rectors includes Lord Jacob Roth-
schild, and its international advisory 
board includes David Verey, the for-
mer chairman of Lazard Brothers in 

ndon; Ivan Pictet of Pictet & Cie., 
e of the largest private banks in 
itzerland; and Jacob Wallenberg, 

airman of Skandinaviskia Enskilda 
nken and head of the Wallenberg 

mily investment firm. It also in-
udes Niall FitzGerald, a Knight 
mmander of the British Empire who 
a former chairman of the Anglo-

utch Unilever and current head of 
uters; and Maurice Levy of the ad-
rtising giant Publicis, whose board 
cludes Rohatyn, former Lazard 
airman Michel David-Weill, and 
thschild et Cie.’s Gerard Worms.
The fantasy of the Anglo-Dutch 

perial financiers is that they can 
adually take down the bubble as 
ey reorganize the world politically 
ound their markets and their imperi-
 cartels. Such a takedown would be 
utal and bloody, the equivalent of 
tting off heads to fit a declining 
mber of hats. The financiers believe 
at they have virtualized the system 
 the point that they can control its 
sintegration, lopping limbs off here 
d there, and hiding much of the 
mage in the hedge fund/derivatives 
sino.

They are wrong, and their faith in 
athematical formulae and market 
anipulation is misplaced. Their sys-
m cannot be fixed from within, as the 
lution to the crisis lies outside the 
alm of finance. The real problem is 
e way the productive sector of the 
.S. economy has been systematically 
smantled and replaced with financial 
eculation and paper-pushing.

Solving this problem requires us-
g the power and credit of sovereign 
vernments to rebuild our productive 
se. Physical economy, not finance, 
the answer.


