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What is Private Equity? 
Private equity refers to investment in a private company, for the purposes of 

acquiring a controlling ownership stake, to finance growth. The financing of private equity 
deals is frequently leveraged, meaning the invested capital is borrowed. Private equity 
firms typically hold their investments in portfolio companies for 3-10 or more years, and 
though investments in private equity are illiquid for that time, they frequently achieve 
returns as high as 20-30% on an annualized basis upon sale of ownership stake.1 Private 
equity ownership tenures are often marked by moves aimed at raising revenue (e.g. 
starting new business lines, increasing prices, or improving sales) or cutting costs (e.g. 
consolidation or automation of existing operations).  

Key Takeaways: 
1. Private	equity	refers	to	investment	in	a	private	company,	for	the
purposes	of	acquiring	controlling	ownership,	over	a	3–10-year
window

2. Private	equity	investment	in	healthcare	delivery	has	skyrocketed	in
the	past	several	years,	with	investments	focused	on	health	systems
and	hospitals,	nursing	homes,	and	physician	groups

3. Private	equity	investment	in	healthcare	delivery	may	be	associated
with	higher	prices.	Several	of	the	companies	behind	the	most	flagrant
“surprise	billing”	practices	were	backed	by	private	equity

4. Private	equity	investment	may	be	associated	with	lower	levels	of	staff
and	increased	reliance	on	physician	assistants	and	nurse	practitioners
at	the	expense	of	physicians

5. There	is	some	evidence	that	private	equity	investment,	particularly	in
physician	groups,	increases	volume	of	care	rendered,	particularly	for
delivery	organizations	in	fee-for-service	arrangements

6. Operational	changes	introduced	by	private	equity	firms	include
streamlining	of	back-office	operations	such	as	billing,	spinning	off	real
estate	holdings,	and	improved	compliance

7. Private	equity	investment	in	healthcare	delivery	has	demonstrated
mixed	results	on	care	quality;	influencing	factors	include	whether	the
healthcare	delivery	organization	is	engaged	in	value-based	care
contracts
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Private Equity Investment in Healthcare 
  Private equity investment in healthcare delivery companies (exclusive of 
pharmaceuticals, devices, and digital health products) has increased significantly in recent 
years. In 2000, the total value of healthcare private equity deals totaled about $5 billion; in 
2018, investment exceeded $100 billion.2 By 2021, according to a Bain & Co. report, the 
global healthcare buyout market totaled $151 annually3. Since 2013, private equity 
ownership of outpatient clinics and patient services have grown by more than 500%.4 The 
reasons for significant private equity investment in healthcare delivery are numerous.5 For 
one, healthcare is considered a “recession-proof” industry, relatively impervious to dips and 
rises in the business cycle. Second, populations in the United States, Western Europe, 
China, and Japan are aging, indicating that healthcare utilization around both acute and 
chronic illness will likely only increase in coming years. Third, healthcare delivery in the 
United States specifically is fragmented and is plagued by numerous inefficiencies related 
to administration. Fourth, given healthcare’s relative inelasticity, there exists the significant 
potential to raise prices without a corresponding loss in volume.  
 
  Private equity investment in healthcare delivery can broadly be divided into three 
buckets: hospital and health system ownership, nursing home ownership, and physician 
group ownership. These buckets represent attractive investments for the structural 
features of healthcare markets listed above, as well as for attributes specific to each group. 
Hospitals are often targets for ownership because, as Anaeze Offodile writes, their “large 
size, stable cash-flow environment, and prevalence of valuable fixed assets (properties).”6 
Additionally, as hospitals and health systems acquire increased market share, they tend to 
increase both prices and profitability, meaning that an ownership group that merges large 
healthcare delivery organizations may stand to profit tremendously.7 Nursing homes 
represent desirable investment targets because of their property assets and significantly 
increased demand as the population ages, though the experience of COVID-19 on demand 
for nursing home care remains an open question.8 And physician groups are sought-after 
targets because of their steady revenue streams, the opportunity to improve back-office or 
administrative practices, and the potential to change practice patterns through increased 
elective procedures or other ancillary services.9 

 
Implications of Private Equity Ownership of Healthcare Delivery Organizations 
  The implications of private equity ownership of hospitals, nursing homes, and 
physician groups are numerous. This section will outline the potential implications for 
prices, staffing, utilization, operations, and quality.  
 
Prices 
  Private equity ownership of physician groups has been associated with higher 
prices. A recent study by La Forgia and colleagues in JAMA Internal Medicine noted that 
prices paid to anesthesiologists employed by a physician management company were 
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significantly higher if the physician management company had private equity investment.10 
A 2020 study by Bruch and colleagues, also in JAMA Internal Medicine, indicated that 
private equity ownership of hospitals was associated with an increase in charge per 
inpatient day of $407.11 And a 2021 Health Affairs study by Braun and colleagues noted that 
after 18 months of private equity investment, prices paid to dermatologists backed by 
private equity were 3-5 percent higher than prices paid to non-private equity associated 
dermatologists.12  
 
  Prices and charges refer to the amount that hospitals bill for care, though the actual 
rate paid by insurers may be much lower due to negotiated in-network charges. However, 
in general, higher charges are associated with greater payments even among insured, in-
network patients.13 Additionally, listed prices do represent the true billed amount for 
uninsured patients or patients paying out of network. Out-of-network billing itself 
represents rent-seeking behavior that has come under considerable public scrutiny in the 
last three years, as patients across the country have faced “surprise bills” from 
anesthesiologists, emergency medicine doctors, and other physicians that were, 
unbeknownst to patients, out of network. Several of the physician groups accused of 
employing the most egregious surprise billing tactics have been private equity-backed 
physician groups such as Team Health.14 

 

  The explanations for higher prices associated with private equity ownership are 
numerous. Private equity ownership may involve consolidation of healthcare delivery 
across a given market, leading to increased market share and increased leverage in 
negotiations with payers. Additionally, private equity investors may be inherently more 
aggressive in raising prices than other owners, potentially due to the typically short window 
of actual ownership before exiting the investment.  
  
Staffing 
  In Offodile and colleagues’ analysis of hospitals subject to leveraged buyouts from 
2003-2017, patient-to-staff ratios in acquired hospitals decreased by 0.4%, whereas ratios 
increased for acquired hospitals increased by 5.6%.6 However, nursing-staffing ratios 
increased for both acquired and nonacquired hospitals (20.8% and 31.1% respectively). In a 
recent study by Gupta and colleagues in NBER, private equity ownership of nursing homes 
was associated with lower frontline nurse staffing, supporting similar findings by Pradhan 
(2014) and Harrington (2012) around nursing staffing in private equity-owned facilities.15-17 
In addition to limiting the total growth of staff, private equity ownership may be associated 
with reliance on providers such as Physician Assistants and Nurse Practitioners as opposed 
to physicians. Physician Assistants and Nurse Practitioners command lower salaries than 
physicians, and dependence on these practitioners instead of physicians may significantly 
reduce operating expenses. In Braun’s Health Affairs study of private equity ownership in 
dermatology, private equity ownership was associated with a 33% increase in employment 
of advanced practitioners (PAs and NPs).12 As Gondi and Song wrote in JAMA in 2019, 
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increased reliance on Physician Assistants “raises questions about patient safety… and 
highlights the importance of appropriate supervision of nonphysician clinicians.” 5  
 
Utilization 
  There is some evidence that private equity investment increases volume of care as 
new ownership alters performance incentives for physicians and advanced practitioners. As 
Zhu and Polsky wrote in The New England Journal of Medicine, there is “pressure to expand 
certain revenue streams by conducting more elective procedures and providing more 
ancillary services.”18 In dermatology, post-private equity practice acquisition, dermatologists 
saw 17% more patients after two years on average.12 On the other hand, the same study 
showed no significant impact of private equity ownership on use of biopsies or Mohs 
surgery, expensive procedures that could drive revenue. In another example, Cerullo and 
colleagues demonstrated that hospitals acquired by private equity firms were more likely 
to add certain profitable hospital-based services such as cardiac catheterization labs and 
hemodialysis.19  
 

There does exist some concern, even external to private equity, that nonclinical 
administrators may influence clinical decision-making to maximize utilization, and thereby, 
profits. In many ways, this is enabled by prevailing fee-for-service financing arrangements 
which reward high volumes of care. Over 30 states have rules prohibiting medical 
management companies from dictating clinical standards within practices, but as Zhu and 
colleagues note, in the 15-20 states that lack such a rule, owners of health delivery 
organizations may mandate clinical standards that increase utilization of high-revenue 
elective procedures and services.18 As private equity investors typically exit their 
investments in 3-10 years, Zhu and other have argued that they may be particularly 
susceptible to the temptation to alter clinical practice guidelines for short-term revenue 
maximization.18 

 
Operations and Profitability  
  Private equity ownership may provide hospitals, health systems, physician groups, 
and nursing homes several operational advantages. As Ikram and colleagues write in NEJM 
Catalyst, these advantages include “access to capital, financial expertise, operational 
support, and management talent.”20 Operational support can include access to new 
technologies around patient data integration and analysis, which can particularly benefit 
newly acquired smaller practices. Additionally, private equity ownership may allow for 
streamlining of back-office operations such as billing across acquired organizations, which 
again could significantly benefit smaller practices who may have daunting operational 
expenses. Other potential changes include shifts in costs towards non-patient care 
expenses such as interest and leasing payments, separating hospital and real estate 
operations, and improved infrastructure around compliance - particularly important given 
the highly regulated nature of health care in the United States.2,15  
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  Private equity investment seems to be associated with improved financial 
performance by health delivery organizations, though evaluation is limited by lack of data 
due to nondisclosure agreements and opacity surrounding true ownership of health 
delivery organizations. Bruch’s study of hospitals after private equity acquisition showed 
that acquisition was clearly linked with profitability.11 Moreover, there also exists evidence 
that private equity firms target better-performing hospitals in the first place. According to 
Offodile’s analysis, hospitals acquired by private equity firms between 2003 and 2017 
tended to have larger operating margins.6  
 
Quality 
  Numerous studies have attempted to characterize the effects of private equity 
investment in healthcare delivery on quality of care. The results are mixed. In Gupta’s study 
of private equity ownership of nursing homes, there was approximately a 10% increase in 
90-day mortality for Medicare beneficiaries admitted to private equity-owned nursing 
homes.15 The same study found that private equity ownership of nursing homes was 
associated with increased antipsychotic use. On the other hand, Bruch’s 2020 study of 
hospitals acquired by private equity found that private equity ownership was associated 
with increased quality scores for management of acute myocardial infarction and 
pneumonia.11 And a viewpoint by Powers and colleagues in JAMA outlined two case studies 
in which private equity ownership spurred improved performance on important quality 
metrics.21 In one example, CareMore significant improved rates of colorectal cancer 
screening as well as HbA1c and blood pressure control following private equity acquisition 
in 2006. In another, private equity acquisition of Oak Street Health was followed by fewer 
hospital admissions, readmissions, and emergency department visits compared with fee-
for-service benchmarks for in-network patients. These cases studies highlight that private 
equity operations are responsive to incentive frameworks; in these cases, CareMore and 
Oak Street were paid under value-based arrangements which rewarded improved 
performance on quality metrics (e.g., blood pressure control). Profit maximization thus is 
aligned with quality of care. On the other hand, fee-for-service financial arrangements likely 
do not incentivize the same drive for quality.  
 
Conclusions 
  Private equity acquisition of healthcare delivery organizations has accelerated in 
recent years. Given the enormous potential for private equity to impact prices, staffing, 
utilization, operations, and quality of care, policymakers ought to pay careful attention. 
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