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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye Risk Management is not 
a broker dealer and does not provide investment advice for individuals. This research does not constitute an offer to sell, or a solicitation of 
an offer to buy any security. This research is presented without regard to individual investment preferences or risk parameters; it is general 
information and does not constitute specific investment advice.  This presentation is based on information from sources believed to be 
reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or omissions of information.  The opinions and conclusions 
contained in this report are those of Hedgeye Risk Management, and are intended solely for the use of Hedgeye Risk Management’s 
clients and subscribers.  In reaching these opinions and conclusions, Hedgeye Risk Management and its employees have relied upon 
research conducted by Hedgeye Risk Management’s employees, which is based upon sources considered credible and reliable within the 
industry.  Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon which it has relied.  
 
TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents are prohibited.  For 
more details please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use at www.hedgeye.com 

DISCLAIMER 



PLEASE SUBMIT QUESTIONS* TO 
  

QA@HEDGEYE.COM 

*ANSWERED AT THE END OF THE CALL  
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BLACKSTONE: INTRO 

WHO IS BLACKSTONE?  

Biggest Alternative Asset Management firm by AUM with 4 segments – Private Equity, Real Estate, Hedge Funds, 
and Credit that are typically bigger than most standalone competing managers. 
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SETTING THE TABLE – THE ALT BIZ 
Alternative AUM 
has broken 
through the 
$3.5 trillion 
mark, over $1 
trillion more 
than ETFs but 
still just a little 
more than 25% 
of active mutual 
fund balances of 
$13.2 trillion. 
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SETTING THE TABLE – THE ALT BIZ 
Which on an 
indexed basis 
shows 
Alternatives at a 
+97% gain in 
AUM since 1Q11, 
just behind the 
growth trajectory 
of ETFs and well 
outflanking the 
old mutual fund 
structure 
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SETTING THE TABLE – THE ALT BIZ 
All category CAGR 
have benefited 
from +9% 
compounded 
growth by the 
S&P 500 which 
puts organic 
growth at ~5% per 
annum for Alts; 
~6% for ETFs; and 
-2.6% for active 
mutual funds 
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NOW OUTPACING TRADITIONALS 
Alternatives have 
now crossed over 
60% of 
institutional 
mandates 
according to 
Pension & 
Investments. 
Traditionals were 
over 60% of 
search 5 years 
ago which has 
been whittled 
down under 40%  
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NOW OUTPACING TRADITIONALS 
According to P&I 
there is over $31 
billion looking for 
Alternative 
placement versus 
just under $20 
billion for 
traditional 
management. 
Outsourced CIO 
mandates have 
gone negative 
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WITHIN ALTS PE IS THE MAIN ENGINE 
Institutional search 
within the Alts 
asset class have 
shifted as well 
with Hedge Fund 
mandates down 
from ~30% to 
under 5%. PE has 
picked up the 
slack moving from 
28% to 59% of all 
searches. 
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SETTING THE TABLE – THE ALT BIZ 
Pension Funds 
source 1/3 of 
Alternative 
assets with 
Sovereign 
Wealth and 
Insurance Cos 
19% and 10%. 
The Other 
category or 
25% is all other 
investors not 
categorized in 
the TW survey 
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SETTING THE TABLE – THE ALT BIZ 
Direct is the 
biggest form of 
investments in 
alternatives with 
82% of 
subscriptions 
Directly into 
different 
categories with 
only 18% in a 
Fund of Funds 
structure 
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SETTING THE TABLE – THE ALT BIZ 
In every 
category except 
Infrastructure 
and Illiquid 
Credit, North 
America is the 
leading 
investing 
domicile with 
Europe in 
second position. 
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THESIS: 

PERFORMANCE DEPENDENCE 
The BlackStone story is one of strength and market share dominance but the distribution for the 
first time ever is heavily dependent on accrued performance fee balances which have been in 
decline since 2015. We estimate 2017 will see the biggest depletion of accrued fees in its history. 

HYPER CYCLICAL 
With a short public company tenure and with the private nature of its deal related income, BX 
shareholders have not seen a full economic cycle yet. That said, with fundamentals showing high 
betas to cyclical indicators we think investors risk overstaying their welcome late cycle versus 
missing an incremental move higher in the stock.   

SENTIMENT IS AN ANCHOR WHEN WELL LIKED 
BlackStone is a great company and sports similar ratings from the Sell Side community with also 
small short interest balances indicating a long bias on the Buy Side. This setup makes for 
asymmetry to the downside with longer term risks of fee compression, regulatory changes, and 
high valuation largely being ignored.  

1 
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DATA SOURCE: HEDGEYE ESTIMATES 
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PERFORMANCE DEPENDENCE RISING 
What started out 
as solely a fee 
related earnings 
business in 2011 
is now heavily 
reliant on 
performance fees 
to complete the 
distribution. 
Performance fees 
average $0.27 
per share per 
quarter with a 
$0.25 standard 
deviation 
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PERFORMANCE DEPENDENCE RISING 
Percentage 
breakouts 
between FRE and 
Performance EPS 
is quite balanced 
in all quarters 
however the 
emerging trend 
since 2013 is that 
nearly 2/3’s of 
distribution is 
performance 
with only 1/3 on 
base mgmt or 
FRE earnings 
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PERFORMANCE DEPENDENCE RISING 
And the risk is 
rising of a let 
down into ‘17 and 
‘18 with a 
reacceleration of 
performance 
related fees from 
$1.07 this year to 
$1.13 in 2017 and 
$1.89 in 2018. 
FRE EPS moves 
from ~$0.19 per 
quarter to $0.25 
per quarter into 
next year 
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PERFORMANCE DEPENDENCE RISING 
The “Assets in the 
Ground” or the 
Net Accrued 
Performance 
Fees peaked in 
1Q15 at $4.11 per 
share after rising 
for 12 
consecutive 
quarters. NAPF 
per share has 
now declined for 
4 of the past 5 
quarters 
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PERFORMANCE DEPENDENCE RISING 
And the rise and 
fall of Net 
Accrued 
Performance fees 
maps well with 
the trajectory of 
the stock both 
having peaked in 
1H15 and then 
following the 
same trajectory 
since. 
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PERFORMANCE DEPENDENCE RISING 
As it stands 
without any 
growth, BX is 
forecast to pay 
out the biggest % 
of its resting 
NAPF in history 
at 66%, over 20 
points greater 
than ‘16 and 
higher than ‘15. 
We have NAPF 
per share at 
$1.70 per share 
to end the year. 
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PERFORMANCE DEPENDENCE RISING 

BOTH SIDES OF THE AISLE 

The Investing Fund Status (light green) is the best indication that NAPF is growing as it precedes the drop down 
to Harvesting like it did in the peak in 1Q15. Balances in Investing status are flat currently. 
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PERFORMANCE DEPENDENCE RISING 
Investing level 
NAPF drives Total 
Accrued 
Performance 
Fees as when 
Investing 
balances dropped 
substantially in 
1Q15, NAPF 
peaked – 
Investing 
balances are flat 
but still in a 
downward trend   
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MACRO MONITOR SINCE GOING PUBLIC 
Quarterly data 
since going 
public shows 
BX stock as a 
hypercyclical 
with negative 
sensitivity 
mainly to 
Unemployment, 
Corporate 
Credit Costs, 
and Volatility 
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POSITIVE COEFFICIENTS 
Every 100 
points of S&P 
500 move has 
impacted BX 
stock by $2.20 
per share with 
every $100 
billion in 
quarterly 
announced 
M&A increasing 
shares by $3.80 
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NEGATIVE COEFFICIENTS 
Conversely 
every +100 basis 
points of 
corporate credit 
increase has 
brought down 
BX shares by -
$4.80 with every 
+100 bps of 
unemployment 
rate impacting 
shares by -$3.40 
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WHERE’S THE ALPHA? LOOKS LIKE BETA  
And just a time 
series picture of 
BX stock against 
corporate credit 
costs and 
unemployment 
trends (both 
series inverted) 
essentially 
shows the 
cyclical nature of 
shares 
historically. 
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MICRO MONITOR SINCE GOING PUBLIC 
Bottom up of all 
the various 
fundamental 
categories of 
info that BX 
provides – net 
accrued 
performance 
fees have the 
highest R value 
with BX stock 
price at 0.94 or 
an R-squared of 
0.88 



HEDGEYE  28 DATA SOURCE: PREQUIN 

CYCLICALITY – WRONG PLACE & TIME 
Rolling 1 year 
industry IRRs 
reflect the 
cyclicality of 
industry with 
spikes in 2000, 
into 2007, and 
then high water 
marks in 2014 
with a decline 
into 2015, the 
most recent 
data from 
Prequin  
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CYCLICALITY – WRONG PLACE & TIME 
And All 
Alternative 
strategies 
according to 
Prequin peaked 
in 2013 at an 
18% IRR and 
have now rolled 
to just 11.3% in 
the latest data. 
All categories 
except for 
Buyout are 
down in 2015 
from 2014 
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CYCLICALITY – WRONG PLACE & TIME 
And while its 
difficult to find 
aggregated BX 
fund info, 
Bloomberg can 
extract specific 
LP returns and 
the newest 
vintages keep 
comping lower 
(with the 
exception of BCP 
VI slightly over 
BCP V currently) 
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DIVERSIFICATION?  
While BX has 4 
divisions and 
each as a stand 
alone business 
would be a 
market leader 
that doesn’t 
mean that all the 
divisions won’t 
move together 
in a market 
drawdown 
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DIVERSIFICATION? 
There are no 
negative R-values 
for the various 
categories of 
Alternative returns 
across cycle. 
There is slight 
diversification in 
the Venture 
category 
otherwise all 
categories show 
minimal 
diversification 
annually  



HEDGEYE  33 DATA SOURCE:  FACTSET, STANDARD AND POORS 

EPS QUALITY STARTING TO MATTER 
We think that the 
deterioration in 
earnings quality 
shows 
management 
fighting slowing 
growth and 
earnings quality 
will start to 
matter again 
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EPS QUALITY STARTING TO MATTER 
And GAAP to 
Proforma 
percentages fit 
like a glove as 
early and late 
cycle indicators. 
Earnings quality 
has been 
deteriorating 
since 2009 
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EPS QUALITY STARTING TO MATTER 
And the 
Alternatives 
Group of  BX, 
KKR, OAK, CG, 
OZM, APO, and 
FIG put up just 
59% of GAAP to 
Proforma, almost 
20 points lower 
than the broader 
S&P 500 
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EPS QUALITY STARTING TO MATTER 
And BX earnings 
quality has 
dropped 
precipitously 
from 87% in 2012 
and better than 
the S&P 500 
mean to 57% last 
year…now 20 
points below the 
broader 
averages. 
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EPS QUALITY STARTING TO MATTER 
And this does 
impact stock 
performance with 
the biggest Non 
GAAP offenders 
underperforming 
higher GAAP 
producers by 
+5.5% on 
average per year 
but with some 
years well into 
double digit 
percentage 
differences 
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WELL LIKED = HIGH HURDLE 
On our 
proprietary 
ranking of sell 
side ratings and 
short interest BX 
is not in the 
immediate 
danger zone of 
>90, however at 
a score of 76 is 
the 9th highest 
rated sentiment 
score in Brokers 
and Asset 
Managers 
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WELL LIKED = HIGH HURDLE 
With 14 of a total 
18 analysts in 
coverage 
recommending 
Buying shares 
and only 9.4 MM 
or 1.6% short 
interest or 2.4 
days to cover the 
path of least 
resistance is to 
the downside 
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ALL PUB IS GOOD PUB OR IS IT? 
Since the May 
31, 2016 Forbes 
cover BX stock 
is up +2.5% but 
the Forbes 
highlight is again 
an indication of 
positive 
sentiment in our 
view which over 
time may signal 
to be wrong like 
the rest of the 
Forbes cover 
spotlights  
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THE FORBES EFFECT IS NEGATIVE 
Respectively since 
Forbes publication to 
current day: 
 
Telsa (TSLA) since Sept 
7th 2015 cover is down 
-22% 
 
Twitter (TWTR) – since 
October 28th, 2013 
cover is down -25% 
 
Carlyle Group (CG) 
since October 22, 2012 
cover is down -41% 
 
Las Vegas (LVS) since 
March 12th, 2012 cover 
is down -2.5% 
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RISKS – TRUMP/BILLARY TALK TOUGH 

BOTH SIDES OF THE AISLE 

Both Dems and Republican candidates have “talked” to carried interest reform which means the issue is a live 
one 
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RISKS – NOT GOOD THAT SEC WON ONE 

FEE PRESSURE WILL ONLY CONTINUE 

Just “a day’s pay” at Apollo however the $52 million settlement on insufficient disclosure won’t help industry 
positioning and the perception that the PE model is fee gouging  
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RISKS – NO UPSHOT IN FEES 

2% AND 20 (PERCENT DECLINES)  

2% management fees are a bygone level and entering 2016, private equity vintages have broken through 180 
basis points.  
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RISKS - BX FEES ARE FLAT TO DOWN  
Most recent 
realization rates 
have started to 
drop in 3 of the 4 
business lines 
with only Real 
Estate (RE) 
seeing increases. 
4 quarter moving 
averages 
(dashed lines) 
are dropping in 
Hedge Fund and 
Credit 
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RISKS - COMPENSATION VEHICLE 
The only 
clustered buying 
in the stock’s 
history was near 
$5 per share in 
2008 and since 
there has been 
consistent 
clustered insider 
selling all along 
the way with 3 
insiders selling in 
2016 
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SHORT HISTORY BUT HYPER CYCLICAL 
Investors do not 
have the luxury of 
understanding 
how BX stock 
acts across cycle 
but what is 
evident is that the 
stock is hyper 
cyclical and lives 
in a ~1.50 beta 
world with fits of 
market sensitivity 
over 2.50 
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SHORT HISTORY BUT HYPER CYCLICAL 
 
 
 

The whip on BX 
stock is 
astronomical with 
quarters of 
substantial 
underperformance 
and then violent 
snap backs. All 
told in 36 quarters, 
BX has 
underperformed 
the S&P in 16 
quarters but 
magnitude is 
greater than that 
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SHORT HISTORY BUT HYPER CYCLICAL 
 
 
 

In the 36 quarters 
since being public 
there have been 
9 qtrs of both BX 
and the S&P 
going down with 
BX downside 
capture of -4.4x. 
Upside capture is 
higher though at 
5.1x in the 16 qtrs 
where the S&P 
and BX stock 
appreciated 
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SHORT HISTORY BUT HYPER CYCLICAL 
Stock price 
indexed to 100 
has not been 
kind to original 
BX shareholders 
since the 2007 
IPO with the S&P 
up +36% since 
the first day of BX 
trading, with 
shares down -
31% on a price 
appreciation 
basis 
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SHORT HISTORY BUT HYPER CYCLICAL 
Total return with 
the dividend 
orientation of the 
stock screens 
better with the 
S&P up +76% and 
BX shares putting 
up a good return 
of +34% but still 
underperforming 
the indices 40 
points on a total 
return basis. 
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VALUATION IN THE EYE OF BEHOLDER 
On a traditional 
PE basis the Alts 
trade at a 
substantial 
discount 
currently going 
out at 9.0x 
versus the 
traditional asset 
managers at 
15.3x 
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VALUATION IN THE EYE OF BEHOLDER 
But on another 
popular score, 
Market 
Cap/AUM the 
group trades at a 
substantial 
premium at 
2.9% of assets 
under 
management 
versus just 1.5% 
for traditionals 
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VALUATION IN THE EYE OF BEHOLDER 
But on a true 
apples-to-apples 
basis to compare 
them to the 
traditional asset 
managers you 
have to use only 
FRE earnings or 
base 
management 
fees where the 
Alts are 
expensive 
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VALUATION IN THE EYE OF BEHOLDER 
Looking at only 
FRE or base 
management fee 
related earnings 
turns any 
discount to the 
traditional asset 
managers on its 
head with the Alt 
group at a 7x 
premium on PE 
and maintaining 
the 150 bps 
premium on AUM 
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MULTIPLES WILL BE THE KEY  
There is likely 
little deviation in 
numbers for ‘16 
and ‘17 with the 
“AUM in the 
ground” but the 
numbers past 
2017 will be a 
multiple/growth 
game. We don’t 
see performance 
fees getting 
higher multiples 
at this point in the 
cycle  
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DISTRIBUTION CUTS ARE DEATH 
When 
Alternative 
manager Och 
Ziff started to cut 
its distribution 
sourced by 
lackluster 
performance and 
the FCPA 
investigation, the 
stock lost 2/3’s 
of its value 
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THESIS: 

PERFORMANCE DEPENDENCE 
The BlackStone story is one of strength and market share dominance but the distribution for the 
first time ever is heavily dependent on accrued performance fee balances which have been in 
decline since 2015. We estimate 2017 will see the biggest depletion of accrued fees in its history. 

HYPER CYCLICAL 
With a short public company tenure and with the private nature of its deal related income, BX 
shareholders have not seen a full economic cycle yet. That said, with fundamentals showing high 
betas to cyclical indicators we think investors risk overstaying their welcome late cycle versus 
missing an incremental move higher in the stock.   

SENTIMENT IS AN ANCHOR WHEN WELL LIKED 
BlackStone is a great company and sports similar ratings from the Sell Side community with also 
small short interest balances indicating a long bias on the Buy Side. This setup makes for 
asymmetry to the downside with longer term risks of fee compression, regulatory changes, and 
high valuation largely being ignored.  

1 

2 
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DATA SOURCE: HEDGEYE ESTIMATES 



FOR MORE INFORMATION, CONTACT US AT: 

SALES@HEDGEYE.COM 
(203) 562-6500 
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