
Private Equity: "Vulture Capitalism" or 

Useful Tool? 

 

The topic of private equity has been much in the news of late, thanks to Newt 

Gingrich and Rick Perry going into attack mode after Mitt Romney and his 

long association with Bain Capital. While largely inaccurate, Gov. Rick Perry's 

description of this activity and it's participants as Vulture Capitalists brings to 

mind the old Thomas Nast cartoon about Tammany Hall, with a picture of a 

vulture and the description: "A group of vultures waiting for the storm to blow 

Over – “Let us prey!” (Cartoon below). 

 
 



Until this week, not many paid attention to this area of  investing – particularly  

the general public, which in this day and age tends to be relatively naive and 

ignorant about matters financial, especially in this little nook of the investment 

universe. So what is it? How does it impact upon me? Does it cause the 

multitudes in the middle class to lose jobs? What is its function within a 

(supposedly) free market capitalistic economic system? 

 

What is it? 

 

Simply stated, private equity refers to a type of investment that attempts to gain 

significant (majority) or complete control of a company in hopes of a high 

return on its equity investment. Private equity funds invest in companies that 

are either not publicly owned or are but whom the investors hope to take  

private – meaning that the ownership of the company will no longer be publicly 

traded. By purchasing companies, the private equity firms gain access to the 

assets as well as revenue sources and/or income streams which can often lead 

to very high returns.  

 

Another feature of private equity firms is their extensive use of debt to finance 

their acquisitions. This leverage can lead to exceedingly high returns. Of 

course, leverage, as the American public learned recently is a two edged sword. 

Often, this massive use of debt can saddle a company for years as well as lead 

to the inability to service the debt and, ultimately, bankruptcy and the loss of 

the private equity investment.  

 

Most private equity firms, in a manner which belies Gov Perry's description, 

make their money not so much from stripping out assets from the acquired 

company or raping company pension plans and firing the multitude of 

employees, but rather from an ultimate exit strategy whereby the acquired 

company has whatever problems it may have had corrected and, with proper 

management and guidance, is either brought back to profitability or had its 

earnings increase to such a state where the company can now be sold back to 

the public for a substantial profit. This is where the private equity firms make 

their "big money!" Thus, the incentive for a private equity firm is to make a 

company profitable so that it's value will increase. 

 

How does it impact me? 

 

In most cases, the company being acquired by the private equity firm is one 

that either has problems or where management has determined that a sale to a 

private equity firm presents the best way to unlock shareholder value for the 



existing investors. Here's where the politicians and the media do a great 

disservice to the public. One of the features of capitalism is "creative 

destruction." This implies that there often comes a time in a company's life 

where it is no longer viable or at least not in it's present form. The classic 

example is the buggy whip company or the company that made horse-drawn 

carriages – both of whom were obsoleted out of business by the advent of the 

automobile. Technological advances obsolete many companies as well as jobs. 

Essentially, capitalism demands ongoing and constant improvement, which, in 

turn, provides growth to the economy, which ultimately benefits most citizens. 

 

What about those whose jobs are lost? This is both why there are social safety 

nets (unemployment insurance) and the necessity to constantly improve job 

skills by those whose jobs are obsoleted out of existence (jobs programs). 

Ultimately, we all benefit from the destruction that capitalism brings about and 

we see these benefits in the form of things such as cell phones, digital 

electronics, advanced medical devices and treatments, internet marketing, new 

and previously unknown products and methods and the use of social media, etc. 

 

Private equity fulfills a role by either finding a way to profit from the 

elimination of foundering companies (with the concomitant loss of jobs) or to 

profit by making these foundering companies profitable again via injections of 

capital or use of debt and by providing management skills which in turn 

benefits society by the preservation of jobs that would otherwise have been lost 

through the failure of the company. This, of course, is something that the 

politicians and media tend to conveniently forget. 

 

An area that is often overlooked due to the search for "bad guys" is who 

actually benefits from the investment in and of private equity? Obviously, the 

sponsors and managers of private equity (such well known firms as the 

aforementioned Bain, Carlyle, Blackstone Group, Kohlberg Kravis [see 

"Barbarians At The Gates"] and several others). Yes, they make tons of money, 

no question about it. But who are the investors in these private equity deals?  

 

Mostly, aside from the relatively few, expected super wealthy individuals are 

State and local pension plans, union pension plans, Endowments of Universities 

and charitable entities and these investors, when successful, reap large returns 

from their investments. But, consider who ultimately benefit from these 

successful investments: school teachers, fire and policemen, social workers and 

other government employees, union members, medical research, students who 

are afforded scholarships, researchers and many others.  

 



Private equity, like most financial tools can be useful and beneficial or it can be 

abused – just like anything else in life. Properly utilized, we all benefit from 

that which private equity and the sponsors of it bring to the table. Keep this in 

mind in the coming political days ahead when the financial Luddites are 

slinging the subject around for personal, political gain. 

 

A little entertainment  

 

Several years ago, there was a wonderful play called: "Other People's Money." 

It centered on an old, staid New England company that made wire. For years 

the company had been slowly going downhill. One day, Lawrence Garfield, 

"Larry the Liquidator," spots the company and its underutilized balance sheet 

and attempts to take over the company (a relatively early version of private 

equity). The play was subsequently made into a very entertaining movie 

starring Danny Devito, Gregory Peck and Penelope Ann Miller. I'll not take 

you through the entire story, but I believe I provided these links several years 

ago to illustrate a point. More than likely, they were either ignored or have been 

forgotten. However, what they provide as a quality illustration for you are the 

two sides of the question regarding whether jobs are lost due to vulture 

capitalism or whether these losses represented the inevitable course that 

capitalism takes during the creative destruction phase. 

 

The video of the movie is worth renting but if you don't care to view an entire 

movie, the below links give you Gregory Peck's management argument to the 

shareholders and Danny Devito's takeover argument at the annual shareholders 

meeting. At the play, there was a break after the arguments and the audience 

was placed in the role of shareholders at the annual meeting and could vote for 

either management or the insurgents. View it for yourself and decide how you 

would vote if you were a shareholder in the company or even an employee with 

the company's stock in your 401(k) plan. 

 

Enjoy! 

 

Other People's Money Peck speech: 

http://www.youtube.com/watch?v=xJRhrow3Jws 

 

Other People's Money Devito speech: 

http://www.youtube.com/watch?v=MfL7STmWZ1c 
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