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Book review: These Are the Plunderers

Gretchen Morgenson and Joshua Rosner attempt to pull back the curtain on the private equity industry

1M 1970, Milkon Friedman penned an influemisl
editorial in The New Yok Thosed stacing thar busd
miess had one socisl responsibiliny: fe increase
profits, The Fricdman doctrine focuses on man
agers in thedr role a5 agems for owners. A Fried
man peinis oul, managers, as individuals, may
hanve many respansihilities to thetr famiby, coun
bry, andd community. However, in such cases, in
dividuals are principals, nod agents, ard da mot
FEpresEnt the inerests of othirs, The exoeprion
to profits as the sole responsshility, Friedman
points out, ks when a group sets wpa corporation
for charitable purposes, such as a bhospital or
srhiznl

In These Are The Pllasderers: How Privare Egqui
ty Bung - Amd Wreoks - Amernica, Gretchen Mor
penson and Joshua Rosmer attemgt o pull back
the certainon rhr O PR L 55 of the Privaie og
wity {PE) incdustry, Maorgenson and Rosner con
tenel that PE has gomne [ar beyvond the Friedman
docrrine and has even applied the goal of max
mising profits to formery not-Fforprofit organi
satons. The book's titke indicates that the au
thars are o interested in preseming the indus
ery's good, bad and ughy sides = just the lagter
i

Morgenson, a 2002 Pulitzer Price winner, is

the sendor linancial reparter for the MEC News In
wesligatinve Linit and has exiensive experienoe in
financial markets, having worked as a siockboo
Eer amsl reparter for The Werll Sreet kaermal and
The New tork Thnes. Rosner, likewise, |5 a veter
an of Wall Sareet and is the managing direcoos of
reseanch an the consultancy Graham Fisher & Co.
The two previously collaborated on a book on
the 2008 financial crisis, Reckdeis Endanger-
et Honw Chatidned Amsbitlon, Greed, and Cor
rupiion Led fo Ecomomis Armagedion,

nisdeeds
Thiese Are tie Pluriferers 15 well-researched and
comprises |7 chaplers and 52 pages of notes
from the popular press, scasdeméc research from
sischsources as the National Bureau of Economic
Besearch (NBER)and the fourmal of Financkd Eco
momics, court filings, begislative hearings, and
author imerviews. Although the book cosvers the
FE Indusiry a5 a whode, much of it iraces the mis
deeds of Leon Black’s Apollo Fund

(rher PE funds that receive significant cover
age inchude Stephen Schwarzman™s Bleksione
Coroup, Kohllserg Krvis Robers (EERE), amd the
Carlyle Group.

After a brief introduction to Michsel Milken,

jurk bomds, and the art of leveraged buyouts,
the book's First hall sets the s1age lor the rest of
the book by focusing on the Apolbo Group’s foray
into ke purchase of insurance company Excouw
tive Life. Althaugh na cne would view an insur
ansce [irm as onewith chasitable goals, insurance
sETVes a mone essential societal role than many
oihier businesses.

Muich of this part of the book Tocudes on the
victims - most potabdy, Vince and Sue Watsan
The couple used a malpraciice award for brain
damage suffered by their toddler, Katie, 10 pur
chase a palicy from Executive Life to fund ber
care, |n painstaking detall, the authars describe
how Black's Apolke Pund acquired the Frm, en
riching Black amd his partners and leaving pol
leyholders with a fraction of what they were
promiésed, Readers ane likely to find this eye
opening because most of us woulbd expect that a
wiructured settlement funded throwgh an insur
Ance annuiy would provide guaraniess i the
recipient. However, the financial promises made
by thee original inswrer do not apply te the acquir
eF.

This calamity was made possible by the pola
ical ambitions or incompetence of Califomia’s
indarance commissioner al the time, John Gara
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mendi, He chose to sekze Executive Life sven
though many experts believed the Tirm would
survive. Inan affront o policyholders, Garamen-
di allewed Executive Life's bond porifalio to be
sold at fire sale prices to Black and his col
Peagues, even though Wall Streel consultants be
Beved the price was s low, Later research by
Harry DeAngelo, Linda DeAngelo, and Stusrt €
Gilson in the jowrmal of Finanoal Eromomics
Toainid that the company’s bond porefalio wouilkl
have recovered e vear To add insull oo injury,
a Californds judge approved a request fo destroy
all court documents and filings in the Executive
Lile case.

Thi s bhors weave & compelling 1ok of gresd
and misdeeds throughout the book. We are in
troduced 1o a cast of characters on both sides of
the Issue. These stories dispel the myths abou
private equity thai the profession promotes
That narrative halds that PE represemts the best
ol capitalizm, an industry that takes an the risks
and recsives the rewards for twrning anound
companies on the verge of extinction,

Bud Margenson and Rosner oller eximples of
for-profit ard net-for-profil arganisacions bled
dry by PE, leaving employees, pension famds,
taxpayers, and other stakeholders holding the
B Readers might ask: "D the auakors cherry-
plek & hand il of egre gious cases thal do kot fep
resent the norm ™ Throughout the book, the au
thors. poimt out their attempis te oblain com
mments from the PE funds that are discussed. In
s imslanoss. thelr reqguests were kEnored; in
athers, they were given canned responses that
painted the firm and industry in the best possi
Bile lighn

The FE plavbook (s abways the same: Bonmow
maney toacguire the firm, saddle it with deba,
and exfract exorbitant managemsent lees. The
fees sometimes continue bong alter the PE firm
has already sold off the entity, a gambin that the
authars call “money for nothing™. The authaors il
Bustrate that principle with the industry practice
al charging pension funds lor cash comamirnesd
bt not yet under management. In somme insan
es%, when fhe PE lirm cannob identify a viable
Buver for an exi, i1 may sell the entity 16 one of
wsother funds ot an inflated prce. leaving inves
tors i the first fund with a mice profit and inves
tors in the acquiring fund holding the bag.

Elsborating further on plundering by private
equaty, Morgenson and Rosper provide cases of
PE' s stranghehald cn the bealthoare industry, The
authors recount stories of physicians and nurs-
ng home emniployees who were lived al ver speak-
ing owt about safety concerns and individuals
whiowere banmed from visiting boved ones when
ey complained about the quality of care. Dur
ing the Cosid-19 crisks, when heabthcare was in
exceptionally highdemand, PE-backed hosplitals
and rursing homes often cuf stall and reduced
pay. The book also reports PE-owmed nursing
hoamees providing unecessary care 1o pad Medi
Care payments.

The book makes it chear that PEs misdecds
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oould happen andy with the help of regulators
Anl the jusdiciary, o weem uninterested in pro
tecting some ol the most vulnerable in socieny.
Thetr indifference s evidenthy no mere madter of
chance. Morgenson arnd Rosner mote that PE
firms speend significant sums of money lobbying
legiskatars 1o supper inyvs that are good for PE
One example is the Cardyle Group, strategically
located in Washington, DC. The firm has em
plovedl madny lormer govermment officials as
lebyises, They mchide lormmer presidem Ge
orge HW Bush, former White Hou se chief of staff
and Treasury secretary fames Baker, and current
US Federal Reserve Board chalr Jerome Powell.
The authiogs ask whiether Powwell's Close ties to P
irfluenced his decision o engage the Fed incor
porate bond-buying during the Covid-19 pan
demic

Dark money

PE's story is emblematic of the dark money that
15 50 prevalem in American politics, Im the PE in
dustry, fiems wse complecated struchures to con
il their ownerthip and 16 dhield 1hemseles
fromm liability. This practice includes senting up a
husiness with a named physician as the owner,
to chroumyent state laws that preclude the cor
porate practice of medicine. Il private equity
liFmis are fol crossing ethbial o even lawul lines
in thedr business dealings, one muest ask why
they gothrowgh such effarts to ohscune thedr ow
nership. Other businesses ane more than happy
15 bentify themselves with their prodiss and
services, think Intel and its microprocessors, Mi
crosedl's Windows, and Amazon's web services
buasiress. In contrast, PE firms understand that
using obscure ownership sinsciures probects
them: from liability and makes it difficult for reg

ulaters to ddentify antitnest violatians,

Morgenson and Rosner affer hape lor the fu-
Tuare, sugpesing than the tide may be iurming. na
Senabe Amidimust Subcoemanities hu:.lnna_ in -'l.prll
20210, unlikely allies Democrad Richard Blumen
thal and Republican Josh Hawley, senators from
Comnecticul and Missour, respedtively spoke
out about the problems of PE ownership of
healtheare com panses. In addition, Howse Dem-
acrals have piisled lor mone significant disdba
Siires i Che Health Care Price Trans pareincy A,
and current Securities and Pxchange Cammis
slon (SEC) chadr Cary Censler has been seeking
new rules on how FE amd hedge funds deal with
15EiF IYes LS.

These Are the Phmderers is a valuable read for
anyone interested in leamning about the private
equity Industry and its growing inlleence and
power over the econony. The financial sector
has besen a signdficant growth engine For the LS
and world economies, helping individuals save
for retirement. lund educatbon, and finance
homses and automobiles, Businesses have also
Beredited from the advice and services that i
nancial firms offer. The probiem for those of us
mareas af fmance ather than PE (s that the aver
age person on Main Street is likely to lump all fi
hanial ifdtilubons o ane box Many people
oifside e world of finance are uidikely 8o un
derstand the differences between Vanguard,
|Paborgan Chase, and EER. A black eve for the PE
Endlustry may, at the least, harm the repuatstion of
thie finance imdustry and, a1 worst, beadl o de-
mands for unnecessary scrutimy and regulation
af all areas of finance.

The writer is associate professor of finance at
5t John's University, Staten [sland, New York

PE hunds that recens significant coverage include Blacicstone Group, Kohiberg Kravis Robers,
&nd e Caikgde GRoGD. Meamo: ki



