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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive
data and in-depth analysis help businesses of all types gain quick and actionable insights on industries around
the world. Busy professionals can spend less time researching and preparing for meetings, and more time
focused on making strategic business decisions that benefit you,your company and your clients. We offer
research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico,
as well as industries that are truly global in nature.
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Covid-19
Coronavirus
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in
real-time – here is an update of how this industry is likely to be impacted as a result
of the global COVID-19 pandemic:
· While the Private Equity, Hedge Funds and Investment Vehicles industry has
recovered from lows seen at the height of the COVID-19 (coronavirus) pandemic,
not all industry operators have recouped all their losses. For more detail, please see
the Current Performance chapter.
· Declining AUM and increased losses incurred on revalued investments is expected
to place pressure on industry profit. For more detail, please see the Cost Structure
Benchmarks chapter.
· Interest rates rising from the zero-bound range in the latter portion of the period as
a result of sustained macroeconomic growth is expected to help industry operators
over the five years to 2025. For more detail, please see the Industry Outlook chapter.
Note: The content in this report is currently being updated to reflect the trends
outlined above.
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About This Industry
Industry Definition

This industry is composed of private equity funds, hedge funds, closed-end funds,
unit investment trusts and other financial vehicles. Entities in this industry manage
securities or other assets on behalf of shareholders, unit holders or other
beneficiaries to achieve high returns on targeted investments. This industry
excludes insurance and employee-benefit funds, open-end investment funds and
trusts, estates and agency accounts.

Major Players

There are no major players in this industry

Main Activities

The primary activities of this industry:
Hedge funds
Private equity funds
Closed-end mutual funds
Profit-sharing funds
Unit investment trust funds
Special purpose vehicles investing in collateralized mortgage obligations
Mortgage real estate investment trusts

The major products and services in this industry:
Private equity funds
Hedge funds
Closed-end funds
Unit investment trusts
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Supply Chain

SIMILAR INDUSTRIES
Portfolio Management in the
US

Open-End Investment Funds
in the US

Trusts & Estates in the US

Real Estate Investment
Trusts in the US

RELATED INTERNATIONAL INDUSTRIES
Financial Asset Investing in
Australia

Securities Investment in
China

Private Equity in the UK

Property Unit Trusts in the
UK

Financial Asset Investing in
New Zealand
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Industry at a Glance
Key Statistics

$198.8bn

% = 2015-2020 Annual Growth

20.2%

-1.3%

5.7%

11.6%

2.6%

11.8%

Demand from retirement and pension plans

Revenue

Annual Growth

Annual Growth

Annual Growth

2015-2020

2020-2025

2015-2025

2.7%

Key External Drivers

Access to credit

Initial public offerings

5.4%

Yield on 10-year Treasury note

S&P 500

Investor uncertainty

N/A

Regulation for the Investment Management
industries

$51.9bn

Industry Structure

Profit

Annual Growth

Annual Growth

2015-2020

2015-2025

POSITIVE IMPACT
Concentration

-7.5%

Low

26.1%

MIXED IMPACT

Profit Margin
Annual Growth

Annual Growth

2015-2020

2015-2025

-17.9%

12,800

Life Cycle

Revenue Volatility

Mature

Medium

Capital Intensity

Regulation

Medium

Medium

Technology Change

Barriers to Entry

Medium

Medium

NEGATIVE IMPACT

Businesses
Annual Growth

Annual Growth

Annual Growth

2015-2020

2020-2025

2015-2025

-0.1%

2.4%

Industry Assistance

Globalization

None

High

Competition
High

64,685

Employment
Annual Growth

Annual Growth

Annual Growth

2015-2020

2020-2025

2015-2025

3.6%

4.5%

$24.3bn
Wages

Annual Growth

Annual Growth

Annual Growth

2015-2020

2020-2025

2015-2025

2.6%

4.7%
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Key Trends
Safety measures put into place to slow the spread of the
virus have led economic output for all nonessential
businesses to drastically decline
Many underperforming hedge funds exited the industry
during the period
Capitalizing on deal opportunities during periods of
increased business activity has driven revenue growth
Gradually rising expenses and competition will likely
encourage investors to entrust their money with reputable
money managers
The distinction between traditional and alternative assetmanagement is expected to continue to blur
Hedge funds will become major sources of liquidity across
securities markets
Industry revenue is expected to grow slowly, despite rapid
AUM growth early in the period
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Products & Services Segmentation

56.0%

38.1%

4.6%

1.3%

Private equity funds

Hedge funds

Closed-end funds

Unit investment trusts
Private Equity, Hedge Funds & Investment Vehicles
Source: IBISWorld

Major Players

% = share of industry revenue

SWOT

STRENGTHS
Low Imports
High Profit vs. Sector Average
Low Customer Class Concentration
High Revenue per Employee
WEAKNESSES
None & Steady Level of Assistance
High Competition
High Product/Service Concentration
High Capital Requirements
OPPORTUNITIES
High Revenue Growth (2005-2020)
High Revenue Growth (2015-2020)
High Revenue Growth (2020-2025)
Investor uncertainty
THREATS
Low Outlier Growth
Low Performance Drivers
Demand from retirement and pension
plans
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The Private Equity, Hedge Funds and Investment Vehicles industry
consists of funds that raise capital to invest in various asset
classes.
Industry assets have become increasingly integral to institutional investors'
portfolios and the larger asset-management market over the five years to 2020.
Institutional investors are individuals or organizations that trade securities in such
substantial volumes that they qualify for lower commissions and fewer protective
regulations since they are assumed to be knowledgeable enough to protect
themselves. Increasing demand from institutional investors has contributed to the
surge in the industry's assets under management (AUM) and revenue during the
early portion of the period.
Over the five years to 2020, revenue is expected to grow slowly, despite rapid AUM
growth early in the period. The subdued growth rate can be attributed to the spread
of COVID-19 (coronavirus) in 2020. As a result of the spread of the virus, asset
classes that industry operators heavily invest in declined in March 2020. For
example, equity prices fell in March 2020 as a result of lower economic output
stemming from shutdowns caused by the virus. Since March, asset prices have
rebounded in part due to increased confidence in businesses and consumers
financial stability after fiscal and monetary stimulus packages were enacted.
Overall, industry revenue is expected to increase an annualized 2.7% over the five
years to 2020 to $198.8 billion, despite a decline of 5.7% in 2020 as a result of
declining asset prices in the midst of the coronavirus pandemic.
Over the five years to 2025, IBISWorld expects that industry revenue will grow at an
annualized rate of 5.4% to $259.0 billion. During the period, as economic conditions
begin to improve as concerns surrounding the coronavirus dissipate, investor
uncertainty is expected to decline. Coupled with rising asset prices as economic
conditions improve, this is expected to lead institutional investors to continue to
seek out industry operators for their services over the five years to 2025. While
industry operators will benefit from rising AUM in the form of rising asset values
and contributions from investors, some may contend with pressure on the total
percentage fees they charge for managing assets. However, profitability is expected
to expand during the period due to improved scalability and steadily increasing
AUM.
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Industry Performance

Key External
Drivers

Demand from retirement and pension plans
Institutional investors, such as retirement and pension plans, are the largest
contributors to alternative investment vehicles, such as private equity and hedge
funds, due to their low liquidity and high-return needs. As pension plans increase
their asset levels to fund future retirement benefits, they will invest in private equity
and hedge funds and boost industry revenue through asset-management fees.
Demand from retirement and pension plans is expected to increase in 2020,
representing a potential opportunity for the industry.

Investor uncertainty
The level of investor uncertainty is generally inversely correlated to the level of
investment in private equity, hedge funds and other investment vehicles. When
investor uncertainty rises, investors allocate more capital to safer asset classes,
such as government bonds. Conversely, when investor uncertainty falls, investors
typically commit more capital to alternative investment funds. Investor uncertainty
is expected to increase in 2020.
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Access to credit
Alternative asset funds need access to credit to leverage investments. Private
equity companies generally finance a significant amount of their investments
through borrowing, while hedge funds borrow capital to take larger investment
positions and achieve higher returns. Restricted access to credit hampers private
equity deal activity and reduces hedge fund returns, which hurts industry revenue
and profitability. Access to credit is expected to increase in 2020.

S&P 500
The Standard and Poor's 500 stock index (S&P 500) is a broad indicator of stock
market performance. When the stock market is performing strongly, the value of
assets under management (AUM) in private equity, hedge funds and other
investment vehicles rises along with investment returns. As a result, both AUM and
asset and performance fees increase, driving up industry revenue. However, strong
performance in the equity market can also draw capital away from alternative
investments if returns from private equity funds, hedge funds and other investment
vehicles are significantly lower. The S&P 500 is expected to decline in 2020.

Initial public offerings
Initial public offerings (IPOs) are one of the primary sources of revenue for private
equity funds. Private equity funds invest in private companies, or public companies
to turn them private, to acquire a significant or controlling interest in the business,
improve its financial results and exit the investment via an IPO or a sale to another
company. The number of IPOs is expected to increase in 2020.

Regulation for the Investment Management industries
An increase in the regulation and taxation of private equity, hedge funds or other
investment vehicles may raise their compliance costs, reduce their returns and limit
the number of investment activities companies can undertake. Regulation for the
Investment Management industries is expected to increase in 2020, posing a
potential threat to the industry.

Yield on 10-year Treasury note
The yield on the 10-year Treasury note is an indicator of the general level of interest
rates, which set the cost of borrowing in the United States. Higher interest rates
negatively affect private equity deal-making, the valuation of financial securities and
stock market performance. Higher interest rates also raise the returns generated on
substitute investments, such as bonds and savings investment vehicles. The yield
on the 10-year Treasury note is expected to decrease in 2020.
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The Private Equity, Hedge Funds and Investment Vehicles industry
is quickly becoming a mainstream part of the larger assetmanagement market over the five years to 2020.
It is composed of a range of complex investment vehicles, such as hedge funds,
private equity funds, closed-end funds and unit investment trusts, which employ
various investment strategies and invest in a diverse number of asset classes.
These include traditional assets such as stocks and bonds and nontraditional
assets such as derivative securities, asset- and mortgage-backed securities and
distressed debt. Revenue largely depends on performance fees tied to capital gains
and varies widely between funds; however, revenue also includes assetmanagement fees that are more stable and fairly similar across funds.
Private equity and hedge funds comprise the majority of industry assets under
management (AUM) and, therefore, revenue. According to the Economist, fees for
these funds have declined in recent years. Investors have put significant downward
pressure on traditional industry pricing in recent years in light of automation and
subpar return on investment after accounting for the high fees that funds charge.
As a result, the traditional model is no longer the standard, and fee structures have
begun to vary.
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Varying performance for industry operators

Over the five years to 2020, the industry has experienced differing
macroeconomic factors that have led industry revenue to fluctuate
from year to year.
Early in the period, industry operators benefited from steady macroeconomic
growth that lead to increased AUM. As operators manage more assets, they
generate more income from management fees charged for handling assets.
Additionally, as macroeconomic factors improved early in the period, a wide variety
of asset classes appreciated in value. For example, the S&P 500, an index of 500 of
the largest domestic stocks, increased by 9.5% in 2016 and 19.4% in 2017. The
appreciation of equities and other asset classes also contributed to the operators'
AUM growth during the period. These trends contributed to the industry's growth
early in the period.
While the industry has benefited during the period from appreciation asset values
and stable macroeconomic growth, these trends have sharply reversed in 2020 as a
result of the COVID-19 (coronavirus) pandemic. Safety measures put into place to
slow the spread of the virus have led economic output for all nonessential
businesses to drastically decline. Lower economic output has led equity prices to
fall drastically in March 2020. This has materially affected private equity funds, as
one of their exit strategies for their investments is through initial public offerings.
Initial public offerings are less appealing when equity prices are declining because
it leads valuations of their investments to be lower, on top of that investors desire
for initial public offerings tends to also drastically decline as equity prices fall.
Similarly, long-only hedge funds, those who only purchase stocks and do not have
any short exposure, have also been hurt as equity prices decline in 2020, as the
value of their portfolios has decreased. Also, as a result of economic uncertainty
increasing during the period, bond yields, especially in perceived low-risk bonds like
those of the US Treasury, have declined in 2020 as a result of investors seeking as
safe-haven. Lower bond yields on these types of investments will lead to lower
interest income on purchases of certain new debt securities in 2020 as well.
However, since March, asset prices have rebounded from their lows, in part due to
stimulus provided to businesses and individuals by the federal government and
Federal Reserve. Stimulus provided to businesses and individuals has helped to
stabilize their financial security and helped quell investor uncertainty to a large
extent. As asset prices have rebound, industry operators' AUM has recovered as
well. This has helped recoup some of the losses operators experienced at the
height of the pandemic. However, not all loses have been recouped, as certain asset
classes remain below the levels they were at prior to the pandemic. Overall, these
trends are expected to combine to lead industry revenue to decrease 5.7% in 2020.
As a result of this decline, industry revenue is only expected to increase an
annualized 2.7% over the five years to 2020 to $198.8 billion, despite strong growth
early in the period.

Market fluctuations alter industry landscape

Similar to the rest of the asset-management sector, the industry
landscape is highly dynamic, competitive and fragmented.
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Low barriers to entry and the constantly changing preferences of institutional
investors keep industry concentration low. However, in recent years, the industry
has moved even more towards a winner-take-all model than it has historically
displayed. As a result of this, underperforming managers have exited the industry
during the period leading industry enterprises to decline an 0.1% over the five years
to 2020 to 12,800 companies. Despite consolidation, demand for a wide variety of
services needed to successfully operate an investment fund has led to continued
demand for labor during the period. As a result, the number of industry employees
has increased an annualized 3.6% over the five years to 2020 to 64,685 workers.
The Dodd-Frank Wall Street Reform and Consumer Protection Act, a regulatory
measure implemented in 2008 to prevent another financial crisis, requires
managers of hedge funds and private equity funds with more than $150.0 million in
AUM to register with the Securities and Exchange Commission (SEC) as investment
advisers. They must also disclose certain information about their trading activities
and portfolios for the SEC and other regulatory authorities to assess systemic risk.
Wary investors have directed their capital toward the most-experienced fund
managers, thereby increasing the AUM of the largest operators. Consequently, the
industry's investor base has increasingly consisted of institutional investors, such
as pension funds and sovereign wealth funds, which are more conservative and
inclined to use investment managers with proven track records and regulatory
oversight. Increasing regulatory compliance costs and tax burdens have hampered
industry profit over the past five years. Additionally, certain operators have had to
incur sizable losses in 2020 as a result of asset re-valuation due to likely
impairment caused by the coronavirus pandemic. These trends have contributed to
industry profit margin declining from 44.0% of revenue in 2015 to 26.1% in 2020.

Hedge funds

Hedge funds are aggressively managed portfolios that typically pool
together capital from a limited number of very large investors and
use speculative investment practices that magnify investment gains
and losses.
These vehicles undertake various investment strategies to earn above-average
returns, with the majority specializing in long and short equity, fixed-income
arbitrage and emerging market strategies. Hedge funds have grown in importance
in financial markets. Hedge fund AUM rapidly grew in the early portion of the period
due to an appreciation in the value of existing assets, in line with improvements in
global capital markets. Despite these improvements, many underperforming hedge
funds exited the industry during the period, as investors' demanded outperformance
of relevant benchmarks in order to justify hedge fund management fees.

Private equity

Private equity firms derive revenue from management fees and
performance fees based on the total return from an invested
company's initial public offering (IPO) or sale to another company.
During the period, revenue has increased due to increased merger and acquisition
activity in the broader economy.
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On the supply side, higher valuations and strong corporate debt markets have made
sales and IPOs of existing assets, or companies in which private equity firms have
invested, more attractive. On the demand side, private equity firms holding over
$1.0 trillion in uninvested capital have endured mounting pressure to acquire new
companies before holding periods expire. Capitalizing on deal opportunities during
periods of increased business activity has driven revenue growth in recent years.

Historical Performance Data
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Year

Revenue

IVA

Estab. Enterprises

Employment

Exports

Imports

($m)

($m)

(Units)

2011

132,254

77,820

17,837

2012

139,185

81,305

2013

158,444

2014

Wages

Domestic
Demand
($m)

S&P 500
Value
(Index)

(Units)

(Units)

($m)

($m)

($m)

12,682

38,173

N/A

N/A

16,586

17,653

12,315

41,674

N/A

N/A

1,258

N/A

17,558

N/A

89,165

18,545

12,722

49,715

1,426

N/A

N/A

20,242

N/A

1,848

164,705

90,929

19,082

12,925

53,118

N/A

N/A

20,764

N/A

2,059

2015

174,225

103,401

19,058

12,853

54,275

N/A

N/A

21,341

N/A

2,044

2016

179,898

95,471

19,518

13,092

59,800

N/A

N/A

23,152

N/A

2,239

2017

200,890

108,346

19,611

13,295

66,888

N/A

N/A

26,182

N/A

2,674

2018

197,671

113,700

18,507

12,633

62,405

N/A

N/A

23,563

N/A

2,507

2019

210,854

108,917

19,065

12,975

66,220

N/A

N/A

25,030

N/A

3,231

2020

198,823

83,384

18,763

12,800

64,685

N/A

N/A

24,280

N/A

2,900

IBISWorld.com

Private Equity, Hedge Funds & Investment Vehicles in the US 52599

October 2020

Industry Outlook
Outlook

Over the five years to 2025, revenue for the Private Equity, Hedge
Funds and Investment Vehicles industry is forecast to grow an
annualized 5.4% to $259.0 billion due to improving stock market
performance, increasing demand from institutional investors and an
upswing in the private equity market.
As concerns surrounding the spread
of COVID-19 (coronavirus) wane
during the period, economic activity
is expected to steadily increase over
the five years to 2025. This will help
investor uncertainty to decrease and
asset prices to rise. At the same
time, the US Federal Reserve (the
Fed) policies are expected to keep
interest rates at relative lows in the
near term, gradually raising interest
rates in-line with macroeconomic
growth in the latter portion of the
period. This will make hedge and
private equity funds attractive to
investors in an otherwise low-return
environment. However, new
legislation, rising interest rates and
increasing competition are expected to slightly temper growth over the next five
years. Furthermore, industry profit is expected to decline as new regulation
increases compliance costs and rising competition leads to downward pressure on
industry fees.
Gradually rising expenses and competition will likely encourage investors to entrust
their money with reputable money managers with track records of strong returns,
leading only top managers to launch new funds. The number of industry
establishments is anticipated to increase an annualized 2.6% to 21,305 locations
over the five years to 2025. Persistently low returns across traditional asset classes
will likely attract more investors and bring more capital to alternative asset vehicles,
such as hedge funds and private equity firms. Legislation is bringing these funds
under the surveillance of the Securities and Exchange Commission (SEC) for the
first time, requiring many funds to hire compliance and record-keeping
professionals. In addition, funds are employing a greater number of client-facing
professionals to deal with the fundraising environment, which is characterized by
increasingly selective investors. As a result of this increased specialization of the
industry's workforce, IBISWorld projects industry wages to grow at an annualized
rate of 4.7% to $30.6 billion over the five years to 2025.
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Blurred lines

The distinction between traditional and alternative assetmanagement is expected to continue to blur over the five years to
2025.
Traditional investment vehicles, such as mutual and exchange-traded funds (ETFs),
will likely continue to introduce a greater range of assets and variations on
traditional investing. ETFs are securities that trade like a stock but track an index or
basket of securities. These are becoming more varied and complex, offering access
to leveraged investment techniques and amplified gains and losses similar to hedge
funds.
Industry concentration is forecast to increase, with institutional investors directing
capital to the larger, more reputable funds. Convergence across alternative assets
is also expected to continue, with many funds managing a diverse array of these
investment vehicles. Furthermore, private equity and hedge fund groups have been
buying into each other over the past few years. For example, private equity
powerhouse The Carlyle Group LP acquired Toronto-based Diversified Global Asset
Management Corp., a sponsor of hedge funds, in February 2014. Mergers between
different types of industry operators will likely be driven by the need to attract
institutional investment by offering access to a range of funds and the scale-driven
cost advantages.

Regulation

Increasing regulation is projected to hamper future industry profit.
The Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank)
requires all hedge fund and private equity advisers with more than $150.0 million in
assets under management (AUM) to register with the SEC. In addition, advisers are
subject to SEC oversight and have to hire a chief compliance officer to design and
monitor a compliance program. The derivatives section of Dodd-Frank also has
implications for hedge funds that trade in over-the-counter derivatives, as they run
the risk of being classified as “major swap participants,” which are subject to
further regulation. As the rest of the law's provisions take effect, increased
compliance costs are expected to hinder industry profit growth. However, increased
scalability of their operations and a better understanding of regulations on their
services are expected to help profit improve. Industry profitability is also expected
to significantly benefit from AUM rising during the period as a result of steadily
improving macroeconomic conditions as concerns about the spread of the
coronavirus decline. Overall, industry profitability is expected to increase from
26.1% of industry revenue in 2020 to 36.2% in 2025.
In June 2014, the chair of the SEC announced that the commission would develop
several rules to address key issues in the structure of the financial market, including
high-frequency trading (HFT). HFT uses complex technology to simultaneously
analyze multiple markets and reduce trading times to milliseconds to rapidly enter
and exit trade positions. Since various investment strategies rely on arbitrage, or the
exploitation of differences in the prices of similar financial instruments in different
markets or forms, access to this technology has become increasingly important for
hedge funds to compete. To prevent HFT from exacerbating price volatility, the

18

IBISWorld.com

Private Equity, Hedge Funds & Investment Vehicles in the US 52599

October 2020

chair of the SEC has requested staff to develop rules requiring HFTers to register as
dealers and become members of the Financial Industry Regulatory Authority,
making them subject to greater regulatory oversight. This proposal has the
potential to further restrict hedge funds' trading activities and increase their
compliance costs.
According to a global hedge fund survey by KPMG LLP, the Alternative Investment
Management Association and the Managed Funds Association, regulatory
compliance costs are estimated to be about $700,000 for small fund managers,
$6.0 million for medium-size fund managers and $14.0 million for the largest fund
managers. The survey found that regulatory compliance costs are creating more of
a burden for smaller funds than larger operators and could therefore become a
barrier to entering the industry. According to the Financial Times, larger hedge
funds are more capable of absorbing costs and attracting capital, while smaller
hedge funds drive innovation and can generally offer more cost-effective
alternatives for investors. Therefore, larger hedge funds are expected to fare better
than their smaller counterparts, hindering the development of new techniques and
technologies that would benefit returns.
In June 2020, the Securities Exchange Commission (SEC), along with other federal
agencies, announced changes to Dodd-Frank's Volcker Rule. Previously, the Volcker
Rule prohibited banking entities from acquiring or retaining an ownership interest in,
sponsoring or having certain relationships with private equity funds and hedge
funds. The rule limits banks to holding a 3.0% stake in private funds, and these
investments are also subject to certain restrictions intended to prevent banking
entities from rescuing other investors or exposing themselves to significant losses.
However, the changes announced in 2020 now significantly increase the amount
banks and bank executives can invest in specific credit funds and venture capital
companies. Should credit funds not partake in specific activities defined by the SEC,
banks and executives can invest up to 100.0% interest in these funds. These
changes materially affect the amount of capital industry operators can seek from
potential investors.
IBISWorld projects this rule will increase industry AUM through 2025. More than
half of the managers who responded to the global hedge fund surveys reported that
recent regulation has improved the strength, transparency and reputation of the
industry and enhanced investor protection. As banks are forced to close their
proprietary trading desks, hedge funds will become major sources of liquidity
across securities markets. Moreover, institutional investors, such as pension and
sovereign wealth funds, are projected to continue to increase their allocation to
hedge funds and private equity firms to diversify their portfolios and achieve higher
returns. This trend will be reinforced as industry operators give investors easier
access to alternative investment vehicles in an effort to attract capital. Therefore,
private equity, hedge funds and other investment vehicles will likely play an
increasingly important role in institutional investor portfolios moving forward.
However, IBISWorld forecasts are subject to change as the regulatory environment
evolves.
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Performance Outlook Data
Year

Revenue

IVA

2020
2021
2022
2023
2024
2025

($m)
198,823
212,894
235,859
247,399
255,485
258,951

($m)
83,384
93,509
110,378
118,032
122,419
123,610

Industry Life Cycle

Estab. Enterprises
(Units)
18,763
19,317
20,176
20,676
21,056
21,305

October 2020

Employment

Exports

Imports

Wages

(Units)
64,685
68,334
73,890
77,120
79,512
80,765

($m)
N/A
N/A
N/A
N/A
N/A
N/A

($m)
N/A
N/A
N/A
N/A
N/A
N/A

($m)
24,280
25,719
27,947
29,198
30,113
30,574

(Units)
12,800
13,142
13,672
13,989
14,234
14,401

The life cycle stage of this industry is

Domestic
Demand
($m)
N/A
N/A
N/A
N/A
N/A
N/A

S&P 500
Value
(Index)
2,900
3,135
3,311
3,452
3,574
3,676

Mature

LIFE CYCLE REASONS
Industry value added is growing faster than GDP
The number of industry funds is increasing
There is continued development of new investment products and strategies

The Private Equity, Hedge Fund and Investment Vehicles industry is still in the
growth stage of its mature cycle. Industry value added, a measurement of the
industry's contribution to the economy, is expected to increase at an annualized
rate of 1.8% over the 10 years to 2025, compared with US GDP's annualized growth
of 1.9% projected during the same 10-year period. An industry that is trending in line
with GDP growth is one of the primary characteristics of a mature industry.
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The divide between traditional and alternative investment vehicles is expected to
blur, as the risk and return profile of these funds start to converge. Asset under
management (AUM) growth has largely been captured by the largest alternative
asset managers as the industry becomes more mainstream with the rising level of
institutional investment. Large alternative asset managers such as the Blackstone
Group LP and the Carlyle Group LP are public companies, increasing the
transparency and regulation of these groups.
Product innovation will continue, although at a slower pace than in the early 2000s,
when many funds focused on mortgage-backed securities. While some products in
this industry have declined in popularity, such as unit investment trusts and closedend funds, there has been significant growth in new products. The range of complex
derivative products used by hedge funds has increased dramatically over the five
years to 2020, and investment in credit market products such as distressed debt
and corporate bonds is also anticipated to grow in the years to come.
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Products and Markets
Supply Chain

KEY BUYING INDUSTRIES

KEY SELLING INDUSTRIES

1st Tier

1st Tier

Donations, Grants & Endowment in the US

Investment Banking & Securities Dealing
in the US

Financial Planning & Advice in the US
Portfolio Management in the US
Trusts & Estates in the US

2nd Tier
Consumers in the US
Colleges & Universities in the US
Property, Casualty and Direct Insurance in
the US
Reinsurance Carriers in the US

Securities Brokering in the US
Stock & Commodity Exchanges in the US
Commodity Dealing and Brokerage in the
US

2nd Tier
Computer Stores in the US
Commercial Leasing in the US
Office Supply Stores in the US

Products and
Services

All the financial vehicles in the Private Equity, Hedge Funds and
Investment Vehicles industry pool together funds from different
investors.
These financial vehicles differ in investment styles and objectives, asset types, use
of leverage and regulatory requirements. They are ranked below by estimated
assets under management (AUM) as a percentage of the whole alternative asset
market.
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Private equity funds

Private equity funds' AUM has decreased over the five years to
2020, as their AUM growth was slightly outpaced by other asset
managers.
This has led the private equities share of industry assets to decline during the
current period to 56.0% of industry AUM in 2020. Private equity is expected to
account for a slightly greater share of total industry revenue, mainly due to higher
fees than those charged by hedge funds and declining popularity of other
alternative asset vehicles. Private equity funds invest in private companies, or
public companies to take them private, to acquire a significant or controlling
interest in the business, improve its financial results and exit the investment via a
sale to another company or an initial public offering (IPO). While equity prices have
recovered from their March 2020 lows caused by investor uncertainty surrounding
the spread of COVID-19 (coronavirus), appetite for initial public offerings remains
somewhat muted in 2020. As a result of this, private equity companies are without
one of their main exit strategies for their investments. This has hampered revenue
growth from the segment in 2020.
Private equity funds are generally structured with the firm as the general partner
and institutional investors as the limited partners. These partnerships usually have
fixed terms averaging ten years plus annual extensions. Private equity firms earn
revenue from management fees based on the amount of invested capital;
transaction and advisory fees as capital is invested and portfolio companies are
managed; and carried interest based on the performance of the fund. Their return
on investment comes from a company's sale or IPO. Private equity investments
tend to be held for three years or longer, with the majority of investments held for
six to ten years, according to the SEI Private Equity Survey.
Private equity tends to use financial leverage, or a leveraged buyout, to acquire
companies, increasing both the potential risk and reward. Private equity firms use
financial leverage in the form of investor funds to pay for a portion of an acquisition
and borrow funds for the remainder of the transaction. Borrowing can typically
range from 65.0% to 85.0% of the purchase price. In a leveraged buyout, borrowing
averages 90.0% or more of the purchase price and the assets of the company being
acquired are used as collateral for the loans, enabling the private equity firm to
make a large acquisition without committing a lot of capital. Leveraged buyouts are
far riskier due to their high debt-to-equity ratio, which often results in borrowing junk
bonds that are not investment grade and carry higher interest payments.

Hedge funds

Hedge funds hold 38.1% of industry AUM while generating a slightly
smaller share of industry revenue due to their lower fee structure
compared with private equity funds.
However, hedge fund AUM rose significantly over the five years to 2020, leading
hedge fund revenue to increase. Revenue generated by hedge funds in 2020 will
generally be predicated off strategy and timing a of security selection. Asset price
volatility in 2020 during the coronavirus pandemic has provide ample purchasing
opportunities for operators. Hedge funds typically pool capital from a limited
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number of investors, requiring very large initial investments. Their investors must
earn a minimum amount of money annually and have a net worth exceeding $1.0
million. Hedge funds normally issue securities in private offerings that are not
registered with the US Securities and Exchange Commission and are not widely
available to the public. Hedge funds are very diverse in their assets, investment
strategies and risk profiles.
Hedge fund managers seek to make high returns using a range of techniques such
as rapid price discovery; mathematical and statistical processing; risk
measurement and control techniques; and active trading in corporate stocks,
bonds, foreign exchange, futures, options, swaps, forwards and other derivatives.
Performance is often highly leveraged, meaning that funds use borrowed capital
and financial instruments to increase the potential returns on an investment, which
raises investment risk because it amplifies losses as well as gains. Hedge funds
generate revenue from management fees and performance or incentive fees.
Management fees are normally charged at the rate of 1.5% to 2.0% of AUM.
Performance fees are normally charged on the annual appreciation of AUM, but
they have declined from the traditional rate of about 20.0% to an average of 17.0%
in recent years.

Closed-end funds and unit investment trusts

Closed-end funds and unit investment trusts (UITs) hold 4.6% and
1.3% of industry AUM, respectively.
Both closed-end funds and unit trusts dropped precipitously during the financial
crisis due to shifting investor preferences toward more liquid and tradable funds.
While closed-end funds remain below prerecession levels, UITs have grown
dramatically over the past five years.
A closed-end fund is a type of investment company with a fixed number of shares.
Closed-end investment funds trade on a stock exchange after an IPO. Assets of
these funds may be invested in stocks, bonds or a combination of both. The price
of the shares is determined by the market on which they trade.
A UIT is a registered investment company that buys and holds a generally fixed
portfolio of stocks, bonds or other securities. Units in the trust are sold to investors
who receive their proportionate share of dividends or interest paid by the UIT
investments. Unlike other investment companies, a UIT has a stated date for
termination that varies according to the investments held in the portfolio. At
termination, investors receive their proportionate share of the UIT net assets. These
funds have an investment portfolio managed by a separate entity known as an
investment adviser. Revenue is generated on these funds from fees charged to
investors for managing the fund.

Demand
Determinants
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of the Private Equity, Hedge Funds and Investment Vehicles
industry, the level of general economic activity, financial market
conditions and larger demographic trends.
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The most important demand driver for alternative asset vehicles is their
performance, measured by yield or investor rate of return on investment, since
investors tend to gravitate toward the best-performing investments.
The value of the S&P 500 stock index provides a benchmark for investor equity
returns but also strongly correlates to and affects industry performance in two
ways. First, increasing value of the S&P 500 drives up the value of assets in which
many alternative asset vehicles invest. Many hedge funds directly invest in publicly
traded stocks, so a rise in the value of stocks drives up hedge fund performance.
Second, private equity deal activity and revenue also correlate with the equity values
of the S&P 500. Strong equity valuations cause more private equity firms to invest in
companies and earn more when they exit investments through company sales and
initial public offerings (IPOs).
Another key demand driver is investor uncertainty and risk tolerance. As the level of
investor uncertainty declines, higher investor risk tolerance increases demand for
alternative asset vehicles, which tend to be riskier than traditional investments. For
the private equity market, investor risk tolerance can further be measured by
investor activity in the low-rated corporate “junk” bond market. When junk bond
market activity picks up, investors put more money into private equity, which
signals higher private equity demand.
Investor inflows into alternative asset vehicles, represented by industry AUM,
quantify industry demand. Demographic trends, such as the general aging of the
population in developed countries, have led to an increase in the amount of savings,
which have flowed into institutional investors such as pension funds. Pension funds
and other large investors frequently buy alternative investments as they seek out
high returns. This trend is likely to continue. Strong global growth, particularly within
emerging economies, has also increased the level of funds available for investment.
Due to the low interest rate environment, investors are seeking diversification away
from traditional equity markets as a way to generate higher returns. Institutional
investors in particular will increasingly move into alternative asset vehicles to gain
exposure to a broad array of asset classes such as private equity, emerging market
debt or equity, commodities, illiquid investments and distressed and mezzanine
debt. These trends will increase industry AUM over the next five years.
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Major Markets

Pension funds
Pension funds are pools of assets established by employers that provide benefits
exclusively for the sponsor's employees or members upon retirement. Employers
contribute capital to these funds, which is invested in various securities. Pension
funds require substantial investment returns to meet obligations to beneficiaries.
As a result, they have allocated a significant amount of capital to hedge funds and
other alternative asset classes in an effort to diversify portfolios and profit from
higher returns relative to traditional investments. Pension funds have consistently
comprised the largest market for industry operators, reaching an estimated 35.6%
of assets under management (AUM) for the Private Equity, Hedge Funds and
Investment Vehicles industry in 2020. However, this represents a slight decline from
34.0% of AUM in 2015, according to the latest available data from Willis Towers
Watson and IBISWorld estimates.

Wealth managers
Wealth managers in this case are defined as high-net-worth individuals, portfolio
managers, corporate investors, government agencies, private companies and
investment companies. Over the five years to 2020, wealth managers have
increasingly invested in hedge funds and other asset classes to earn higher returns
for themselves and their clients in a generally low-return environment for traditional
asset classes. Wealth managers accounted for 14.4% of industry AUM in 2020.

Insurance companies
Insurance companies, particularly life and property/casualty (P&C) insurers, require
substantial investment income to remain profitable, as many insurers operate with
underwriting losses. Insurers tend to invest the majority of their assets in traditional
asset classes, particularly bonds. For example, according to the latest available
data from the Insurance Information Institute, life and health insurers invest 73.8%
of their assets in bonds, while P&C insurers invest 62.0% of their assets in bonds.
However, low interest rates have dramatically harmed the returns from fixed-income
asset classes as the federal funds rate still remains near historical lows, despite
several rate hikes by the Federal Reserve between late-2015 and 2018. Deloitte, a
professional services firm, expects industry operators to increase their investments

26

IBISWorld.com

Private Equity, Hedge Funds & Investment Vehicles in the US 52599

October 2020

in alternative assets as a result of low yields in fixed-income securities. In addition,
the firm expects smaller operators in the industry to increasingly outsource the
management of these investments to third-party managers. Insurance companies'
share of industry AUM has increased in recent years to 11.5% and is expected to
continue to increase in the future.

Funds of funds
Funds of hedge funds are diversified investment vehicles with shares in several
hedge funds. Portfolios can consist only of hedge funds that use a particular
investment strategy or of hedge funds that use different strategies to maximize
exposure to multiple markets. Funds of hedge funds can provide investors access
to various hedge funds through a single initial minimum investment, which may
even be less than the minimum of most hedge funds. However, funds of hedge
funds also charge fees on top of those charged by the underlying hedge funds. Over
the five years to 2020, this segment's AUM has remained constant at 1.9%.

Sovereign wealth funds
Sovereign wealth funds are pools of capital set aside by governments for
investments. This surplus of capital may be the result of budget and trade
surpluses or the revenue generated from exports of natural resources, such as oil.
Capital is sourced from central bank reserves and invested into various
instruments, including hedge funds. The sovereign wealth funds segment has
decreased from 6.0% of AUM in 2015 to 4.8% in 2020.

International
Trade

Exports in this industry are

Low and Steady

Imports in this industry are

Low and Steady

The Private Equity, Hedge Funds and Investment Vehicles industry is service-based
and does not engage in the international trade of physical goods and services. US
alternative asset managers do invest in a wide range of foreign securities,
commodities and currencies that trade on securities and commodity exchanges
worldwide. At the same time, foreign investors also commit capital to industry firms
for investment domestically. See the Industry Globalization section of this report for
more information.
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Business Concentration in the United States
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The Mid-Atlantic, West, Southwest and Southeast are major operating regions for
the Private Equity, Hedge Funds and Investment Vehicles industry. The Mid-Atlantic
accounts for 20.0% of industry funds. The large percentage of funds in this region
can be attributed to high concentrations in New York, which accounts for 8.3% of
industry funds, and Delaware, which is home to 5.3% of industry establishments.
New York's high share of funds is a result of its proximity to key institutional clients
and other investors, key brokers and the financial community, and to some of the
largest and most liquid securities and commodity exchanges in the world. The high
concentration of firms in Delaware can be attributed to various tax, privacy, and
asset protection laws in that state, which make it company- and investment fundfriendly. These conditions attract various businesses, including private equity funds,
mutual funds and financial contract dealers, which are organized as limited liability
partnerships (LLPs) and limited liability companies (LLCs).
The West accounts for 27.4% of total industry funds, with California accounting for
20.4% of all industry funds because many technology companies in Silicon Valley
are start-ups that need access to growth capital provided by private equity firms.
The Southwest region accounts for 12.1% industry funds. The relatively high share
of establishments within this region can be attributed to the concentration of firms
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in Texas, which accounts for 9.9% of industry funds. The state has a high
concentration of open-end investment funds specializing in energy. The Southeast
region represents 18.8% of industry funds. Establishments in Florida account for
9.6% of industry funds as Florida has the highest share of the senior population in
the United States and thus high demand from pension funds, which comprise the
industry's largest market.
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Competitive Landscape
Market Share
Concentration

Key Success
Factors

Concentration in this industry is

Low

Concentration in the Private Equity, Hedge
Funds and Investment Vehicles industry is
low, with the four largest alternative asset
management firms are expected to
generate a combined 9.4% of industry
revenue in 2020. The fragmented nature of
the industry is due to the wide variety of
investment products and strategies
offered by industry operators. For a portion
of the period, the number of funds grew as
a result of funds being launched by wellknown managers. Even though well-known
fund managers opened their own funds in
recent years, Investors have increasingly
perceived funds of larger firms as less
risky and more ethical. This consolidation
of assets amongst the largest operators led some operators to exit the industry in
the latter portion of the period. This was most evidently seen as some once
prominent hedge funds closed their businesses during the period. While assets
under management have flowed to trustworthy operators with proven track-records,
increased assets under management for the industry's four largest operators has
not directly translated into increased market share. The performance of some of
the largest industry operators has been extremely volatile during the period, despite
asset growth. Overall, market share concentration has been little changed during
the period. Despite this, over the five years to 2025, the industry is expected to
become more concentrated as larger funds grow both organically and through
acquisitions of smaller funds.

IBISWorld identifies 250 Key Success Factors for a business. The most important for this
industry are:

Having a good reputation: It is important to establish and retain a good reputation among
broker-dealers and institutional and retail clients.

Willingness to outsource when appropriate: Most fund issuers and managers have
administration of funds serviced by third-party providers.

Must comply with government regulations: Parts of this industry are highly regulated.
Operators must demonstrate compliance with regulations to attract institutional investment.
Pending regulation will increase the importance of compliance in the future.

Having a high prior success rate (including completed prior contracts): The past
performance of securities relative to the risk profile is an important competitive factor.
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Cost Structure
Benchmarks

Profit
Industry profit margins (measured as earnings
before interest and taxes) have decreased from
44.0% of industry revenue in 2015 to 26.1% in
2020. During the period, industry operators
faced pressure from regulators in the form of
increased guidelines to follow and investors to
cut back on asset-based fees has oriented the
industry more toward performance-based fees.
In addition, competition from low-cost ETFs will
continue to put pressure on industry funds to
cut fees to compete for capital. However, the
most significant factor that lead industry
profitability to decline during the period were
losses that operators incurred during the spread
of COVID-19 (coronavirus) in 2020. As economic
activity declined in the midst of the coronavirus
pandemic, certain industry operators were
forced to re-assess the value of some of their
investments. The reduction in the value of these
assets led operators to incur substantially
higher costs in 2020 and caused profitability to
decline. However, over the five years to 2025,
industry operators are expected to benefit from
rising AUM as a result of steadily improving
macroeconomic conditions. This and increased
scalability of their operations is expected to lead
industry profit margins to increase from 26.1%
in 2020 to 32.6% in 2025.
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Wages
Wage compensation and other benefits are the
largest expense incurred by operators in this
industry, accounting for an estimated 12.2% of
industry revenue in 2020 for alternative asset
managers. Industry wages account for the same
amount they did in 2015. Wages may consist of
a salary and equity-based compensation such
as the issuance of shares or units in the firm,
plus a profit-sharing component. Profit-sharing
arrangements better align the interests of
employees and investors. As a result of the
profit-sharing component of wages,
compensation costs tend to move in line with
changes in net revenue. Over the five years to
2025, wages' share of revenue is expected to
slightly decrease from 12.2% to 11.8%. Despite
this, operators are expected to continue to pay
their highly-talented employees in order to
prevent them from leaving and entering into
another line of work.

Purchases
Purchases of software and equipment needed
to conduct investment services are expected to
account for 3.3% of industry revenue in 2020.
These expenses include various forms of
analytic software as well as physical hardware.

Depreciation
Depreciation costs for industry operators are
expected to account for a modest 3.7% of
industry revenue in 2020. Most fund managers
use securities servicing firms to provide IT-heavy
back office functions such as straight through
processing, investor communication,
performance analytics and other security
services. This reduces the need for fund
managers to invest in the information
technology required to provide these services.
Some funds, such as those involved in
algorithmic or math-based trading, may have
higher depreciation linked to information
technology costs.
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Marketing
Hedge funds and private equity funds tend to
not have extensive advertising programs, as
they typically let their historical performance
attract investors. As a result, marketing
expenses only account for 0.2% of industry
revenue in 2020.

Rent
Rent expenses for industry operators is
estimated to account for 1.5% of industry
revenue in 2020. While many operators work in
expensive real estate markets such as New
York, Chicago and Los Angeles, operators only
need office space to house their employees.

Utilities
As a result of only needing office space, utility
expenses associated with heating and cooling
these locations account for 0.2% of industry
revenue in 2020.
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Other Costs
Other costs include administrative expenses
related to regulatory filings, record keeping,
travel, communication and information services,
much of which is outsourced to securities
servicing firms. Over the next five years,
administration costs are expected to rise due to
regulation requiring hedge funds to register with
the Securities and Exchange Commission (SEC)
and regulatory scrutiny of private equity
valuation practices.

Basis of
Competition

Competition in this industry is

High and Increasing

Internal competition

Institutional and retail investors base their decision to place assets
with a particular fund depending on its performance, reputation,
transaction execution skill and range of products and services.
Despite high competition for capital, the global pool of capital funds has grown
steadily in recent years, and this growth is expected to continue. Funds can also
compete on the basis of their fee structure. For example, after poor performance
during the recession, institutional investors have placed pressure on hedge funds to
reduce asset-based fees. Instead of the industry standard 2.0% fee on assets under
management (AUM) and 20.0% fee on performance, some hedge funds have
dropped down to a 1.4% fee on AUM and 17.0% right to profit earned, placing
downward pressure on pricing in the Private Equity, Hedge Funds and Investment
Vehicles industry. As a whole, investors have become more selective in where they
invest their capital, with many institutional investors choosing individual funds over
funds of funds based on their performance in recent years.
Funds with lower costs of capital and access to funding are at an advantage in
pursing investment opportunities. One of the investment strategies adopted by
alternative asset vehicles is to seek arbitrage opportunities and to profit from price
mismatching in the market. There will be greater competition to exploit these
pricing inefficiencies as the amount of funds in alternate assets increases.
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Private equity firms compete for attractive investments such as companies to add
to an investment portfolio or potential acquisition targets. There is competition for
investment opportunities not only between managed private equity funds, but also
with sovereign wealth funds and corporate buyers. Competition in the private equity
market is tiered based on deal size and industry specialties. Large firms typically
focus on deals over $1.0 billion in established industries, while middle market firms
will cover deals between $15.0 million and $1.0 billion. Recently, the lack of
attractive acquisition targets has forced larger private equity firms into smaller
deals in the range of $10.0 million to $500.0 million.
Industry firms compete with each other to attract and retain qualified staff,
including quantitative analysts and investment managers. This is particularly true
for investment managers whose past performance and reputation can significantly
affect a firm's ability to raise new funds.

External competition

External competition with the industry is expected to increase.
The industry is becoming increasingly concentrated, with institutional investors
directing funds to larger funds and fund issuers. Hedge funds will have to
increasingly compete with lower-cost exchange traded funds (ETFs) that offer more
investors access to some of the same asset classes and leveraging strategies that
hedge funds use. Concentration is also expected to increase in the ETF sector, as
increasing economies of scale give existing operators an advantage in issuing new
funds because they manage larger amounts of investor capital. Convergence
across the greater alternative asset sector is also expected to continue.
Alternative asset managers, such as the Blackstone Group, manage a diverse range
of alternative asset vehicles such as hedge funds, funds of hedge funds, private
equity funds, various debt-based funds, and closed-end mutual funds. Private equity
and hedge fund groups have been buying into each other over the past few years.
This merging of different types of industry firms will be driven by both the cost
advantages of economies of scale and the need to attract institutional investment
by offering various investment funds.

Barriers to Entry

Barriers to entry in this industry are
Having sufficient assets under
management (AUM) to attract
institutional investment is a significant
barrier for smaller entrants to the Private
Equity, Hedge Funds and Investment
Vehicles industry. A hedge fund may
need at least $100.0 million in assets
before it can successfully market itself
to institutional investors. These funds
may also need significant capital
reserves at startup to hold them over a
long period, possibly a number of years,
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before they can expect to attract significant assets. Funds may also need several
years of performance history to attract institutional investment. As a result,
projected growth in the number of funds will mainly come from established fund
managers and large industry players, not new market players.
Institutions normally undertake a review of funds before making investment
decisions. This review includes not only the historical performance of the fund, but
also the efficiency of the back-office functions, fund expenses and the range of
investment funds offered. Larger funds have an advantage in meeting institutional
investor criteria because of their longer history and diversity of investment
offerings. Fund managers with a reputation for generating above-average returns
will experience lower barriers to entry in launching new funds. However, the difficult
market conditions experienced since the financial crisis have reduced the
profitability of this industry. In addition, IBISWorld projects increased regulation and
fund oversight, coupled with diminished profit margins, will raise barriers to entry in
coming years.

Industry
Globalization

Globalization in this industry

High and Increasing

While the largest private equity and hedge funds in the world are predominately
based in the United States, much of the assets under management in this industry
are invested and attract investors globally. The Private Equity, Hedge Funds and
Investment Vehicles industry is increasing its level of globalization due to
numerous factors, including rising global wealth, lower international financial
trading barriers, a broadening global investor base and an increase in the number of
firms that operate on a global basis.
IBISWorld estimates the US share of the total private equity market will decline over
the five years to 2025, as emerging market growth and more sophisticated global
debt markets increase mergers and acquisitions globally. Cross-border capital
flows have increased and this trend is expected to continue over the next five years.
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Major Companies
Major Players

THERE ARE NO MAJOR PLAYERS IN THIS INDUSTRY

Other Players

The Private Equity, Hedge Funds and Investment Vehicles industry is highly
fragmented and does not have any major players. This is mainly due to the relatively
new and rapidly evolving nature of the alternative asset market, low barriers to entry
and high demand from wealthy and institutional investors seeking specialized asset
diversification for their portfolios. Listed below are leading alternative assetmanagement firms in the industry.

APOLLO GLOBAL MANAGEMENT LLC
Founded in 1990 and headquartered in New York City, Apollo Global Management
LLC (Apollo) is a leading global alternative asset-management company. The
company invests in private equity, credit and real estate for pension, endowment
and sovereign wealth funds, in addition to other institutional and individual
investors. As of December 2019, Apollo had total AUM of $311.1 billion (latest data
available). The company operates throughout the world and employs 410
investment professionals. Despite its global operations, Apollo conducts its
business primarily in the United States and largely generates its revenue
domestically.
Apollo's private equity business focuses on distressed buyouts and debt
investments, corporate carve-outs to create standalone businesses, opportunistic
buyouts and investments in the natural resources sector. The company's credit
business invests in US performing credit, structured credit, opportunistic credit,
nonperforming loans and European credit. This segment also houses Athene
Holding Ltd., which issues or reinsures fixed and equity-indexed annuities primarily
for the retirement market. Apollo's real estate group invests in various real estate
asset classes that have historically included hospitality, office, industrial, retail,
healthcare, residential and nonperforming loans. In 2020, Apollo is expected to
generate $2.6 billion in industry-relevant revenue. Apollo has experienced declining
industry-relevant revenue in 2020 in part due to losses incurred on re-assessment
of asset values in 2020 in light of the coronavirus pandemic.

BRIDGEWATER ASSOCIATES LP
Bridgewater Associates LP (Bridgewater) was founded in New York City in 1975 by
Ray Dalio and has since grown to employ about 1,500 workers. The company
primarily deals with institutional clients, such as foreign governments and central
banks, corporate and public pension funds, university endowments and charitable
foundations. Bridgewater's investment strategy is to structure portfolios so that
they comprise uncorrelated investment returns on the basis of risk rather than
asset allocation.
Bridgewater offers three major hedge funds: Pure Alpha, All Weather and Pure
Alpha Major Markets. The Pure Alpha fund is the company's flagship and is
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designed to have risk parity across a range of uncorrelated assets, specifically
through active management. The assets contained in this fund include bonds,
currencies, stock indices and commodities. The All-Weather fund serves as a highreturn trust fund meant to earn returns that surpass the market through passive
management. Initially, the fund was composed of equities, emerging market debt
and commodities but has since added inflation-linked assets. Lastly, the company's
Pure Alpha Major Markets fund was created in 2011 to provide a fund similar to the
Pure Alpha fund, but with higher levels of liquidity. This liquidity is achieved by
investing in major markets, such as European bonds. Aside from the funds offered
to clients, Bridgewater also generates revenue through a subscription model for the
company's white papers. Titled Daily Observations, the publication is widely used
for market analysis by the rest of the industry. In 2020, Bridgewater's industryspecific revenue is expected to reach $7.0 billion. While the company's industryrelevant revenue is expected to slightly decline in 2020, the company is expected to
outperform many of its other peers in active asset management who have largely
underperformed their benchmarks during the spread of COVID-19 (coronavirus).

THE BLACKSTONE GROUP LP
The Blackstone Group LP (Blackstone) is a leading global alternative assetmanagement and financial advisory firm. As of December 2019 (latest data
available), the company had $571.1 billion in total assets under management
(AUM). Blackstone generates the vast majority of its revenue from its alternative
asset-management business, which includes a variety of investment vehicles, such
as private equity funds, real estate funds, hedge funds and fund of funds. In
addition, Blackstone provides financial and strategic advisory services,
restructuring and reorganization advisory services, capital markets services and
fund placement services for alternative investment funds.
Founded in 1985 and headquartered in New York City, Blackstone operates in 23
other cities throughout the world. Furthermore, the company employs 157 senior
managers and 2,905 other investment and advisory professionals. Despite its
global presence, Blackstone transacts its primary business in the United States and
thus generates the majority of its revenue domestically. In 2020, Blackstone is
expected to generate $6.6 billion in industry-relevant revenue. Industry-relevant
revenue has decreased in 2020 in part due to declining investment income from
decreasing interest rates during the year.

THE CARLYLE GROUP LP
Founded in 1987 and headquartered in Washington, DC, The Carlyle Group LP
(Carlyle) is one of the world's largest alternative asset-management firms. As of
December 2019, the company had $224.4 billion in AUM across a total of 371 funds
(latest data available). Carlyle employs more than more than 1,650 professionals
operating in 31 offices in the North and South America, Europe, the Middle East,
Asia, Australia and parts of Africa. The company serves about 1,950 investors from
90 countries worldwide. Although it operates globally, Carlyle transacts its primary
business in the United States and therefore largely generates most of its revenue
domestically. In May 2012, the company became the fifth alternative assetmanagement company to go public, solidifying its position as one of the industry's
leading operators. In 2020, Carlyle is expected to generate $2.5 billion in industryrelevant revenue. The company's industry-relevant revenue is expected to decline in

38

IBISWorld.com

Private Equity, Hedge Funds & Investment Vehicles in the US 52599

October 2020

2020 as a result of losses incurred on asset re-assessments and declining interest
income.
Carlyle's operations are diversified across numerous alternative asset classes,
although private equity still accounts for the majority of its revenue. The company's
four divisions are corporate private equity, global market strategies, real assets and
investment solutions. Its corporate private equity segment includes funds that
invest in buyout and growth transactions in specific geographies or industries. The
global market strategies segment houses funds that pursue investment
opportunities across credit, equity and alternative instruments, such as currencies,
commodities, sovereign debt, interest rate products and their derivatives. Funds
that invest in real estate, infrastructure, energy and renewable energy transactions
are housed in its real assets segment. Through its investment solutions segment,
Carlyle invests in private equity fund of funds, related co-investment and secondary
debt market opportunities.
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The level of capital intensity is

Medium

The major expense for operators in the Private
Equity, Hedge Funds and Investment Vehicles
is employee compensation, with a large
portion of staff benefits linked to fund
performance. However, spending on capital
has increased substantially recently. Highfrequency trading (HFT) has become
prevalent in the hedge fund industry to shave
milliseconds off trade execution time. To
create these algorithms that help save money
on trade executions, a company must invest
heavily on the infrastructure needed to run the
trading programs. Due to this, capital intensity
has been moderate within the industry over
the five years to 2020. Additionally, fund
operators have chosen to outsource a
significant amount of administrative and
servicing expenses. Those operators that
chose to not outsource these tasks will likely
pass the expense off to fund investors.
Closed-ended funds may outsource not only
their servicing but also their active
management to third parties. These can be
affiliated organizations or independent contractors. The need for a branch network
and communications equipment is virtually nonexistent. Consequently, fund
sponsors do not exhibit great demand for direct human resources. Most fund
management staffers are employed indirectly by portfolio managers.

Technology And
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change
Level

Factor

Moderate
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Innovation
Concentration

Disruption

Description

Potential

A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area
increases the likelihood of technological
disruption of incumbent operators.

Potential

Annualized growth in the number of
enterprises in the industry, ranked against
all other industries. A greater intensity of
companies entering an industry increases
the pool of potential disruptors.

Moderate

Rate of Entry

Low

Rate of
Innovation

Unlikely

A ranked measure for the number of
patents assigned to an industry. A faster
rate of new patent additions to the
industry increases the likelihood of a
disruptive innovation occurring.

Low

Ease of Entry

Unlikely

A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
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Disruption

Description
incumbents by putting new technologies
to use.

Low

Market
Concentration

Unlikely

A ranked measure of the largest core
market for the industry. Concentrated core
markets present a low-end market or new
market entry point for disruptive
technologies to capture market share.

Low levels of innovation limit the threat to incumbent operators from new
technologies disrupting their operations. However, a low rate of growth in
technology can also create exposure for incumbents as the trajectory of innovation
in other markets could lead to unforeseen competitive disadvantages.
The industry structure is not accommodative to new entrants succeeding, which
limits the incentive for new companies. This is accompanied by an average level of
new entrant operators. The combination provides a limited threat from disruptors.
Major market segments for industry operators are relatively diversified. The spread
of market segments suggests that there are limited entry points other than those
already served my incumbent operators.

The Private Equity, Hedge Funds and Investment Vehicles industry
has contended with little competition from technological disruptions
in recent years.
The services provided by these investment advisers is too complex for standalone
technology to replicate. Additionally, the strategies deployed by industry operators
are often only done so after long consideration and analysis by industry operators.
This insulates the industry from large disruptions stemming from technology.

The level of technology change is

Medium

In the sale of fund shares, sponsors and their third-party service
providers use technology to improve the efficiency and
effectiveness in the distribution of services to clients.
The shift in investments toward the use of telecommunication services, information
technologies and electronic distribution technologies in the Private Equity, Hedge
Funds and Investment Vehicles industry is expected to continue. Information
technology improvements enables greater globalization of trading platforms and
settlement systems, and the trading of more diverse and complex financial
products. Improvements in technology and the increasing scale of technology
infrastructure are lowering the cost of trading in overseas markets and of servicing
assets under management (AUM).
Given a growing regulatory burden, hedge funds are increasingly seeking costefficient technological solutions to improve investment returns. As a result, hedge
funds are focusing on integrated platforms to streamline front and back office
operations and increase efficiency, thereby reducing processing and labor costs.
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The industry relies on technology to analyze data, assess risk and execute trades. In
addition, hedge funds use sophisticated models to constantly monitor their
exposure, leverage and liquidity.
Algorithmic trading and high-frequency trading are the two latest market
developments that could affect future revenue and profitability. Larger firms have
invested in expensive technology to cut trading times down to milliseconds to enter
and exit trade positions rapidly. Since various hedge fund investment strategies rely
on arbitrage, or the exploitation of securities price mismatching and other
inefficiencies in the market, access to this technology has become essential to
compete.

Revenue Volatility

The level of volatility is

Medium

Note: Revenue growth and decline reflective of 5-year annualized trend. Y-axis is in
logarithmic scale. Y-axis crosses at long-run GDP. X-axis crosses at high volatility
threshold.

For the Private Equity, Hedge Funds and Investment Vehicles
industry as a whole, encompassing hedge funds, private equity
funds and other alternative investment vehicles, revenue volatility
has been moderate over the five years to 2020.
For hedge funds and private equity funds, a large portion of their revenue is linked
to fund performance. As a result, the majority of revenue volatility is expected to
occur in 2020, as industry operators contend with the various difficulties from the
COVID-19 (coronavirus) pandemic. Industry revenue is also dependent upon the
level of assets under management, which increased steadily early in the period.
Funds in this industry are exposed to a wide range of sectors, asset types and
geographic locations, diversifying the investment risk. However, many of the firms
in this industry use a high level of leverage, which can magnify investment gains
and losses and thus revenue earned from performance fees.
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Medium and is Increasing

Investment Company Act of 1940

The Investment Advisers Act of 1940 regulates the conduct of fund
investment managers and requires them to register with the US
Securities and Exchange Commission (SEC).
The Act imposes restrictions not only on the funds themselves but also fund
investment advisers, principal underwriters, directors, officers and employees. It
requires that funds maintain detailed books and records, safeguard their portfolio
securities and file semiannual reports with the SEC. It also grants the SEC broad
discretionary powers to keep the Act current with the constantly changing financial
sector environment.

The Securities Act of 1933

Investment funds must comply with the Securities Act of 1933 when
registering their shares publicly and must provide notice filings to
those states in which they intend to offer their shares.
The Act also requires that all prospective investors receive a current prospectus
describing the fund. As of September 23, 2013, the provision of the act prohibiting
operators in the Private Equity, Hedge Funds and Investment Vehicles industry from
advertising and general solicitation has been lifted. Hedge funds, venture capital
and private equity funds are now able to advertise their offerings as long as all
sales are made to accredited investors or qualified institutional buyers.

Other funds

Money market funds are regulated primarily under the Investment
Company Act of 1940 and the rules adopted under that Act,
particularly Rule 2a-7 under the Act.
Closed-end funds are subject to SEC registration and regulation. They are regulated
primarily under the Investment Company Act of 1940. Closed-end funds are also
subject to the Securities Act of 1933 and the Securities Exchange Act of 1934. They
are also subject to the oversight of the exchanges on which their shares are listed.

Hedge funds

Hedge funds are typically structured as limited partnerships, limited
liability companies or offshore corporations.
Hedge funds are not required to register with the SEC under the Securities Act of
1933. In addition, hedge funds are not required to make periodic reports under the
Securities Exchange Act of 1934. Hedge funds are subject to the same prohibitions
against fraud as are other market participants, and their managers have the same
fiduciary duties as other investment advisers.
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In February 2006, the SEC introduced registration requirements for hedge fund
advisers. In June 2006, the Court of Appeals vacated this rule due to its “arbitrary”
nature and by December 2006, about 275 hedge fund advisers had withdrawn their
registration with the SEC. The hedge fund subcommittee of the President's Working
Group on Financial Markets has produced voluntary industry standards. At the April
2009 G-20 summit, member countries, including the United States, agreed on
reforms to strengthen their respective financial regulatory systems. The agreement
requires that hedge funds or their manager be registered and be required to
disclose appropriate information, including leverage, on an ongoing basis to
regulators.

Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010

The Dodd-Frank Act requires all hedge fund and private equity
advisers with over $150.0 million in AUM to register with the SEC.
In addition, they have to hire a chief compliance officer to design and monitor a
compliance program, in which they disclose certain information about their trading
activities and portfolios necessary for the SEC and other regulatory authorities to
assess systemic risk. The derivatives section of the Dodd-Frank Act also affects
hedge funds. For example, hedge funds that trade in OTC derivatives may be
classified as a “major swap participant” subjecting itself to further regulation. DoddFrank authorizes the SEC and Commodity Futures Trading Commission (CFTC) to
regulate swap dealers and require standardized derivatives to be traded on
regulated exchanges or swap execution facilities (SEFs). Under Dodd-Frank, swap
dealers will be required to meet more robust capital and profit margin requirements,
business conduct standards and record-keeping and reporting requirements. Due to
the regulatory risk of this industry – IBISWorld forecasts are subject to change as
the regulatory environment evolves.

Volcker Rule of 2011

The Volcker Rule prohibits investment banks from acquiring or
retaining an ownership interest in, sponsoring or having certain
relationships with hedge funds or private equity funds, which are
jointly called “covered funds” or “private funds”. The Rule permits
banking entities to make limited investments in hedge funds and
private equity funds, which are capped at 3.0% and subject to
certain restrictions intended to prevent banking entities from
rescuing other investors from losses or exposing themselves to
significant losses.
The Volcker Rule also enables the Federal Reserve to impose capital requirements
and other restrictions on nonbank institutions identified as systemically important
to global financial markets. The final regulations of the Volcker Rule became
effective on April 1, 2014. Consequently, the largest investment banks are expected
to begin tracking and reporting certain metrics in July 2014. All financial institutions
were expected to be fully compliant by July 21, 2015.
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However, in June 2020, a partial repeal of the Volcker Rule was implemented by the
SEC and five other federal agencies. One of the five new rules implemented in the
partial repeal is the change in definition of what banks and bank executives are
allowed to invest in. Under the new rules, banks and executives are allowed to
invest up to 100.0% in credit funds that abide by specific guidelines set forth by the
SEC. This substantially increases the amount of capital industry operators can look
to garner as potential assets under management.

Industry
Assistance

The level of industry assistance is

None and is Steady

The Private Equity, Hedge Funds and Investment Vehicles industry
does not receive any direct government assistance in the form of
tariffs or direct monetary stimulus.
IBISWorld does not anticipate the industry will receive any kind of government
assistance over the next five years. Private equity firms and hedge funds have
historically benefited from low regulation oversight and disclosure requirements in
the United States relative to mutual funds. Over the five years to 2019, industry
participants have come under further scrutiny from regulation such as Dodd-Frank
and the Volker Rule. These regulatory risks are subject to change.
Smaller industry operators are expected to benefit from federal legislation passed
in 2020 in the midst of the spread of COVID-19 (coronavirus). In the midst of the
pandemic, the federal government passed the Coronavirus Aid, Relief and Economic
Security (CARES) Act to help businesses and individuals hurt by declining economic
activity as a result of the coronavirus. In particular, the Paycheck Protection
Program (PPP) provided businesses with low-interest rate loans to help small
businesses pay wage, rent and utility expenses in the midst of the pandemic. Those
industry operators that qualified for these loans are expected to better withstand
prolonged periods of investor uncertainty.
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Key Statistics
Industry Data
Year

Revenue

IVA

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025

($m)
132,254
139,185
158,444
164,705
174,225
179,898
200,890
197,671
210,854
198,823
212,894
235,859
247,399
255,485
258,951

($m)
77,820
81,305
89,165
90,929
103,401
95,471
108,346
113,700
108,917
83,384
93,509
110,378
118,032
122,419
123,610

Annual Change
Year

Revenue

IVA

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025

(%)
4.10
5.24
13.8
3.95
5.77
3.25
11.7
-1.61
6.66
-5.71
7.07
10.8
4.89
3.26
1.35

(%)
8.96
4.47
9.66
1.97
13.7
-7.67
13.5
4.94
-4.21
-23.4
12.1
18.0
6.93
3.71
0.97

Key Ratios

47

Estab. Enterprises

Employment

Exports

Imports

Wages

(Units)
12,682
12,315
12,722
12,925
12,853
13,092
13,295
12,633
12,975
12,800
13,142
13,672
13,989
14,234
14,401

(Units)
38,173
41,674
49,715
53,118
54,275
59,800
66,888
62,405
66,220
64,685
68,334
73,890
77,120
79,512
80,765

($m)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

($m)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

($m)
16,586
17,558
20,242
20,764
21,341
23,152
26,182
23,563
25,030
24,280
25,719
27,947
29,198
30,113
30,574

Estab. Enterprises

Employment

Exports

Imports

Wages

(%)
4
9
19
7
2
10
12
-7
6
-2
6
8
4
3
2

(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

(%)
3.48
5.86
15.3
2.57
2.77
8.48
13.1
-10.0
6.22
-3.00
5.92
8.66
4.47
3.13
1.53

(Units)
17,837
17,653
18,545
19,082
19,058
19,518
19,611
18,507
19,065
18,763
19,317
20,176
20,676
21,056
21,305

(%)
4
-1
5
3
-0
2
0
-6
3
-2
3
4
2
2
1

(%)
3
-3
3
2
-1
2
2
-5
3
-1
3
4
2
2
1

Year

IVA/Revenue

Imports/Demand

Exports/Revenue

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025

(%)
58.8
58.4
56.3
55.2
59.3
53.1
53.9
57.5
51.7
41.9
43.9
46.8
47.7
47.9
47.7

(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Revenue per
Employee
($'000)
3,465
3,340
3,187
3,101
3,210
3,008
3,003
3,168
3,184
3,074
3,115
3,192
3,208
3,213
3,206

Wages/Revenue
(%)
12.5
12.6
12.8
12.6
12.2
12.9
13.0
11.9
11.9
12.2
12.1
11.8
11.8
11.8
11.8

Domestic
Demand
($m)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

S&P 500
Value
(Index)
1,258
1,426
1,848
2,059
2,044
2,239
2,674
2,507
3,231
2,900
3,135
3,311
3,452
3,574
3,676

Domestic
Demand
(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

S&P 500
Value
(%)
0.00
13.4
29.6
11.4
-0.73
9.53
19.4
-6.24
28.9
-10.2
8.10
5.63
4.23
3.54
2.84

Employees per
estab.

Average Wage

2.14
2.36
2.68
2.78
2.85
3.06
3.41
3.37
3.47
3.45
3.54
3.66
3.73
3.78
3.79

434,509
421,330
407,163
390,909
393,201
387,159
391,430
377,577
377,975
375,350
376,370
378,220
378,600
378,723
378,558
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Industry Financial Ratios
April 2018 - March 2019 by company revenue

Liquidity Ratios

April 2015 March 2016

April 2016 March 2017

April 2017 March 2018

April 2018 March 2019

1.5
1.1
228.3
1.6

1.3
1.0
49.3
7.4

1.6
1.1
72.0
5.1

1.4
1.1
999.9
0.4

1.3
0.7
999.9
0.4

1.6
1.3
36.5
10.0

16.7

9.1

6.1

5.2

6.9

6.9

6.0

4.3

5.8

7.1

7.0

7.1

0.0
1.2
40.1

0.1
1.1
46.1

0.0
1.5
35.8

0.0
1.1
36.1

0.0
1.1
37.9

0.0
0.7
41.1

13.4
5.0
135.5
0.2

7.0
3.3
48.3
0.2

9.0
3.8
169.9
0.2

9.7
4.7
999.9
0.1

8.3
3.2
999.9
0.1

17.7
12.7
999.9
0.3

44.4
47.6
11.9
2.0
3.3

45.0
43.6
10.2
2.2
4.0

47.7
41.2
5.0
1.7
4.4

57.9
46.3
3.7
2.7
4.5

68.3
67.0
7.0
2.5
3.8

44.0
42.8
-0.2
2.7
4.3

Assets, %
Cash & Equivalents
Trade Receivables (net)
Inventory
All Other Current Assets
Total Current Assets
Fixed Assets (net)
Intangibles (net)
All Other Non-Current Assets
Total Assets
Total Assets ($m)

15.0
8.6
0.5
9.4
33.5
20.6
6.0
39.9
100.0
5,331.4

17.3
6.2
0.2
10.4
34.1
27.0
5.9
32.9
100.0
5,622.5

15.6
14.7
1.1
10.2
41.6
22.8
5.4
30.2
100.0
5,809.5

18.3
12.0
0.8
10.3
41.5
13.0
4.9
40.6
100.0
5,974.2

16.1
8.2
1.2
11.0
36.5
17.1
3.6
42.7
100.0
2,132.2

14.6
21.4
0.0
7.3
43.2
5.0
8.0
43.8
100.0
3,084.0

758.0

Liabilities, %
Notes Payable-Short Term
Current Maturities L/T/D
Trade Payables
Income Taxes Payable
All Other Current Liabilities
Total Current Liabilities
Long Term Debt
Deferred Taxes
All Other Non-Current Liabilities
Net Worth
Total Liabilities & Net Worth ($m)

13.0
2.8
1.5
0.1
6.3
23.7
24.6
0.3
5.4
46.1
5,331.4

7.5
2.6
1.9
0.0
8.4
20.4
21.9
0.2
5.6
52.0
5,622.5

9.8
2.1
3.1
0.1
12.1
27.3
24.0
0.0
7.4
41.2
5,809.5

14.0
3.1
2.9
0.0
12.7
32.7
20.3
0.0
6.0
41.0
5,974.2

15.5
4.2
0.9
0.0
10.1
30.7
23.5
0.0
4.3
41.5
2,132.2

13.5
0.9
6.7
0.1
11.5
32.7
15.4
0.0
2.8
49.1
3,084.0

758.0

107.0

102.0

111.0

106.0

70.0

29.0

7.0

Current Ratio
Quick Ratio
Sales / Receivables (Trade Receivables Turnover)
Days' Receivables
Cost of Sales / Inventory (Inventory Turnover)
Days' Inventory
Cost of Sales / Payables (Payables Turnover)
Days' Payables
Sales / Working Capital
Coverage Ratios
Earnings Before Interest & Taxes (EBIT) / Interest
Net Profit + Dep., Depletion, Amort. / Current
Maturities LT Debt
Leverage Ratios
Fixed Assets / Net Worth
Debt / Net Worth
Tangible Net Worth
Operating Ratios
Profit before Taxes / Net Worth, %
Profit before Taxes / Total Assets, %
Sales / Net Fixed Assets
Sales / Total Assets (Asset Turnover)
Cash Flow & Debt Service Ratios (% of sales)
Cash from Trading
Cash after Operations
Net Cash after Operations
Cash after Debt Amortization
Debt Service P&I Coverage
Interest Coverage (Operating Cash)

Maximum No. of Statements Used

Small (<
Medium
$10m) ($10m-50m)

Large (>
$50m)

Source: RMA Annual Statement Studies, rmahq.org. RMA data for all industries is derived directly from more than 260,000 statements of member
financial institution's borrowers and prospects.
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Additional Resources
Additional
Resources

Alternative Investment Management Association
http://www.aima.org

Securities Industry and Financial Markets Association
http://www.sifma.org

PrivateEquity.com
http://www.privateequity.com

US Census Bureau
http://www.census.gov

Industry Jargon

ALTERNATIVE ASSETS
Commodities, derivative products, private equity, real estate and other nontraditional assets.

ASSETS UNDER MANAGEMENT (AUM)
The assets (e.g. equities, fixed income, real estate and alternative assets) managed on
behalf of clients.

COLLATERALIZED DEBT OBLIGATIONS (CDO)
An investment-grade security backed by a pool of bonds, loans and other assets. CDOs do
not specialize in one type of debt but are often nonmortgage loans or bonds.

FUND REDEMPTION
When investors seek the return of their principals from alternative asset funds under the
limitations of the fund issuer.

HEDGE FUND
An aggressively managed portfolio of investments that uses advanced investment
strategies to generate high returns. Hedge funds have a limited number of investors and
require high initial investment.

INITIAL PUBLIC OFFERING (IPO)
The first sale of stock by a private company to the public. IPOs are issued by younger
companies seeking the capital to expand, but also by large private companies looking to
become publicly traded.

LEVERAGING
The act of investing with borrowed money that may magnify potential risks and returns.
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PRIVATE EQUITY
Consists of investors and funds that make investments directly into private companies or
conduct buyouts of public companies that result in a delisting of public equity.

STRUCTURED INVESTMENT VEHICLE (SIV)
An off-balance-sheet conduit of financial institutions. SIVs are used to hold assets and pass
on income from those assets to investors.

Glossary Terms

BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low
barriers mean it is easy for new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with
that spent on labor. IBISWorld uses the ratio of depreciation to wages as a proxy for capital
intensity. High capital intensity is more than $0.333 of capital to $1 of labor; medium is
$0.125 to $0.333 of capital to $1 of labor; low is less than $0.125 of capital for every $1 of
labor.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation
using the current year (i.e. year published) as the base year. This removes the impact of
changes in the purchasing power of the dollar, leaving only the "real" growth or decline in
industry metrics. The inflation adjustments in IBISWorld’s reports are made using the US
Bureau of Economic Analysis’ implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within the United States, regardless of their
country of origin. It is derived by adding imports to industry revenue, and then subtracting
exports.

EMPLOYMENT
The number of permanent, part-time, temporary and seasonal employees, working
proprietors, partners, managers and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise
consists of one or more establishments that are under common ownership or control.
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ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single
physical location where business is conducted or where services or industrial operations are
performed. Multiple establishments under common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by US companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in
the United States.

INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is
considered high if the top players account for more than 70% of industry revenue. Medium
is 40% to 70% of industry revenue. Low is less than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies
on production; all other operating income from outside the firm (such as commission
income, repair and service income, and rent, leasing and hiring income); and capital work
done by rental or lease. Receipts from interest royalties, dividends and the sale of fixed
tangible assets are excluded.

INDUSTRY VALUE ADDED (IVA)
The market value of goods and services produced by the industry minus the cost of goods
and services used in production. IVA is also described as the industry's contribution to GDP,
or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to
domestic demand. For exports/revenue: low is less than 5%, medium is 5% to 20%, and high
is more than 20%. Imports/domestic demand: low is less than 5%, medium is 5% to 35%,
and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an
industry's life cycle by considering its growth rate (measured by IVA) compared with GDP;
the growth rate of the number of establishments; the amount of change the industry's
products are undergoing; the rate of technological change; and the level of customer
acceptance of industry products and services.
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NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are
mostly set up by self-employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s
profitability. It is calculated as revenue minus expenses, excluding interest and tax.

REGIONS
West | CA, NV, OR, WA, HI, AK
Great Lakes | OH, IN, IL, WI, MI
Mid-Atlantic | NY, NJ, PA, DE, MD
New England | ME, NH, VT, MA, CT, RI
Plains | MN, IA, MO, KS, NE, SD, ND
Rocky Mountains | CO, UT, WY, ID, MT
Southeast | VA, WV, KY, TN, AR, LA, MS, AL, GA, FL, SC, NC
Southwest | OK, TX, NM, AZ

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of
the past five years. Volatility levels: very high is more than ±20%; high volatility is ±10% to
±20%; moderate volatility is ±3% to ±10%; and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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