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The Dark Side of Private Equity  

Anonymous1 

 
Private equity (PE) funds control over $9 trillion in assets and thousands of companies, yet their 

leverage-driven model often amplifies financial fragility and social harm. This article argues that 
the core tools of PE value creation—high leverage, cash extraction, and short-term exit 

incentives—externalize predictable risks to third parties including workers, healthcare patients, 

consumers, unsecured creditors, communities and the environment. Drawing on empirical 
studies, it identifies how debt-amplified fragility and profit-pressure dynamics can degrade 

quality, safety, and resilience particularly in sensitive sectors such as healthcare, energy, 

education, childcare and corrections. This article proposes a targeted regulatory framework to 
internalize these costs, including leverage-indexed insurance and bonding, minimum staffing 

and quality standards, and ownership-linked disclosure reforms focused on these sensitive 

sectors. These limited, pragmatic measures would preserve the benefits of the PE investment 

model while realigning incentives toward long-term stability and social welfare. 
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INTRODUCTION  

Private equity (PE) funds control more than $9.4 trillion in assets under 

management including around 11,500 companies that employ more than 11 

million American workers.2 Their core technique—the leveraged buyout 

 
1 The author is a senior partner at a leading international law firm and an adjunct professor at a leading 

United States law school. The views expressed herein are solely those of the author and do not necessarily 

reflect those of any institution. The author’s identity is known to The University of Chicago Business Law 

Review and is on file. 
2 UBS Editorial Team, Private Markets Are Too Big to Ignore and Growing, UBS GLOBAL WEALTH 

MANAGEMENT (Jan. 14, 2025), https://perma.cc/2YDE-MHKP; Scott Reed, The Public to Private Equity Pivot 

Continues, CITIZENS BANK (Dec. 2024), https://perma.cc/W6D9-UQWB; American Investment Council, 

Private Equity & the Economic Recovery (2021), https://perma.cc/UHK7-5EKH.   
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(LBO)—finances acquisitions primarily with debt placed on the portfolio 

company’s balance sheet. When financial conditions are strong and portfolio 

companies achieve their targets, leverage amplifies returns to investors in PE 

funds; in downturns or when execution falters, the same leverage magnifies 

downside and often results in restructurings and/or job losses. PE funds have 

generally outperformed the stock market utilizing this investment model, 

resulting in their significantly increased popularity and size during the last 

several decades.3  

This article contends that the PE investment model imposes social costs 

in many portfolio companies through over-leverage, value extraction and short-

term incentives. Part I shows how debt-driven acquisitions increase the 

probability of restructurings and job losses. Part II analyzes how profit 

pressure in PE portfolio companies can harm third parties including workers, 

healthcare patients, consumers, unsecured creditors, communities and the 

environment. Part III proposes limited, specific reforms—insurance and 

bonding requirements, minimum staffing and quality regulations, and 

increased disclosure requirements focused on sensitive industries and service 

sectors—that would require PE funds to internalize these foreseeable harms 

and provide federal and state regulators with the tools to identify and minimize 

related risks. This article concludes that these modest but targeted changes 

can preserve the benefits of the PE investment model while materially 

reducing externalized costs. 

I.  OVER‑LEVERAGE AND CORPORATE FRAGILITY  

An LBO layers acquisition debt on the PE portfolio company generally 

secured by the company’s assets and cash flows. The academic literature 

documents that debt ratios in LBOs commonly reach multiples of EBITDA that 

would be imprudent for stand‑alone public firms in the same industries.4 This 

increased leverage shifts outsized risks onto non-consensual stakeholders 

including employees, workers, healthcare patients, consumers, unsecured 

creditors, communities that depend on local employers and the environment. 

The structure of PE sponsor control—through board seats, controlling 

equity positions, management agreements, and vetoes embedded in corporate 

organizational and credit documents—allows PE sponsors to extract value via 

 
3 See, e.g., Alexander Edlich et al., Global Private Markets Report 2025: Braced for Shifting Weather 

(May 20, 2025), https://perma.cc/HS4U-PFGX; and Cambridge Associates, U.S. Private Equity: Index and 

Selected Benchmark Statistics (Dec. 31, 2024), https://perma.cc/L5Q4-AG7K.   
4 See, e.g., Steven N. Kaplan & Per Strömberg, Leveraged Buyouts and Private Equity, 23 J. ECON. 

PERSP. 121 (2009); Eileen Appelbaum & Rosemary Batt, PRIVATE EQUITY AT WORK: WHEN WALL STREET 

MANAGES MAIN STREET (Russell Sage Found. 2014). 
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dividends, management fees, and asset sales that prioritize near‑term cash 

generation over long-term resilience. While many PE sponsors deliver genuine 

operational turnarounds and value enhancing add-on acquisitions, the 

primary financial tools of PE value extraction include leverage and tax 

arbitrage at exit. 

Debt covenants and cash sweep provisions in PE portfolio company 

credit documents generally channel free cash flow to creditors and 

equityholders, often constraining capital expenditures, worker training, and 

safety investments. Maintenance covenants, while less common than before 

the 2008 crisis, are often replaced by incurrence tests and aggressive EBITDA 

add‑backs that obscure true leverage. When macroeconomic and financial 

conditions tighten, refinancing risk significantly increases and lenders often 

reassert control and force restructurings that are costly and value‑destroying 

for the going concern but rational for secured creditors. 

Empirical work finds higher bankruptcy and distress rates for highly 

leveraged PE buyouts relative to peers, especially in cyclical sectors.5 In a 

Chapter 11 bankruptcy, motions under Sections 1113 and 1114 of the United 

States Bankruptcy Code can abrogate collective bargaining agreements and 

retiree benefits, and priority rules privilege secured lenders over workers’ wage 

claims. Even where reorganizations succeed, workers bear transition costs—

temporary unemployment, skill atrophy, and geographic displacement—that 

statistics undercount. Such outcomes are not inevitable features of 

competition; they are often the result of PE financing structures that render 

portfolio companies brittle to shocks. 

II.  PROFIT PRESSURE ,  SOCIETAL HARM ,  AND REGULATORY FAILURE  

The PE investment model’s short-term profit targets can transmit 

harms to third parties including healthcare patients, consumers, workers, 

unsecured creditors, communities and the environment. When exit windows 

and financial returns dominate governance, PE sponsors and lenders are 

incentivized to extract cash rather than invest in quality, safety, or resilience. 

The consequences are most visible in healthcare—where clinical outcomes and 

patient dignity are at stake—and in the environment—where legacy liabilities 

and pollution risks are often offloaded onto the public. That being said, many 

additional service sectors and industries have experienced similar issues 

following PE ownership as described below. 

 

 
5 See, e.g., Abhishek Bhardwaj, Abhinav Gupta and Sabrina T. Howell, Leveraged Payouts: How Using 

New Debt to Pay Returns in Private Equity Affects Firms, Employees, Creditors, and Investors (Jan. 2025),  

https://perma.cc/852G-K7R5; Bryan Ayash & Mahdi Rastad, Leveraged Buyouts and Financial Distress, 

FINANCE RESEARCH LETTERS (Elsevier Feb. 2020), https://perma.cc/899B-5BAA.  
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A.  Healthcare: Nursing Homes, Hospitals, and Emergency Care  

A growing empirical literature links PE ownership of nursing homes 

with higher mortality, lower staffing, and increased regulatory deficiencies.6 

Studies of Medicare cohorts associate PE acquisitions with statistically 

significant increases in mortality, declines in staffing, and reduced spending 

on direct patient care relative to matched controls. The pattern is consistent 

with a shift from labor‑intensive care toward financial extraction through 

decreased staff and increased management fees, real estate transactions, 

dividend recapitalizations and related party contracting. 

Three mechanisms recur. First, staffing compression reduces the most 

costly input—clinical labor—under budget caps calibrated to debt service. 

Second, real estate separation (including Opco/Propco structures) converts 

owned facilities into rent obligations held by affiliated landlords, elevating 

fixed costs and making healthcare levels subject to cyclical risks. Third, related 

party fees and dividends (including monitoring fees, transaction fees, and 

recapitalization dividends) siphon free cash flow that might otherwise fund 

staffing, infection control, training, capital improvements or safety nets. 

Beyond long‑term care, PE roll‑ups of anesthesiology, emergency 

medicine, and radiology practices have decreased equipment and staffing, 

increased market concentration and altered billing incentives. PE sponsors’ 

reliance on revenue optimization, coding intensity, and payer negotiation 

leverage has generated short‑run EBITDA gains but drawn scrutiny from 

regulators and patients. 

Studies of emergency department staffing under PE management 

report higher patient‑to‑provider ratios and heavier reliance on 

less‑experienced clinicians during peak hours, with documented effects on wait 

times and risk‑adjusted adverse events.7 Constrained budgets also correlate 

with equipment deferrals and lower surge capacity. 

Federal healthcare regulatory quality reporting captures some 

dimensions of care but not ownership‑linked financial flows (including fees, 

rent extractions, and dividend recapitalizations). State healthcare regulatory 

regimes and licensing focus on facilities, not control structures or debt burdens. 

 
6 See, e.g., Atul Gupta, Sabrina T. Howell, Constantine Yannelis & Abhinav Gupta, Owner Incentives 

and Performance in Healthcare: Private Equity Investment in Nursing Homes, NBER (Aug. 2023), 

https://perma.cc/9YH9-7BYQ; Center for Medicare Advocacy, When Private Equity Takes Over Nursing 

Facilities, Residents Beware!, CENTER FOR MEDICARE ADVOCACY (Oct. 31, 2024), https://perma.cc/77DK-

7DVT; Erin C. Fuse Brown & Mark A. Hall, Private Equity and the Corporatization of Health Care, 76 STAN. 

L. REV. 527 (2024).  
7 See, e.g., Jake Miller, Deaths Rose in Emergency Rooms After Hospitals Were Acquired by Private 

Equity Firms, HARV. MED. SCH. (Sept. 22, 2025), https://perma.cc/YN73-5NUC; Brett Kelman & Blake 

Farmer, ERs Staffed by Private Equity Firms Aim to Cut Costs by Hiring Fewer Doctors, NPR (Feb. 11, 

2023), https://perma.cc/8R94-KQVB.   
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As a result, healthcare regulators frequently miss the channels through which 

short‑term profit pressure degrades quality of patient care. 

B.  Environment: Externalized Risks and Legacy Liabilities  

PE fund portfolio companies include oil and gas, petrochemicals, coal, 

waste management, and industrial services with substantial environmental 

footprints. PE funds frequently employ liability‑shielding structures and serial 

acquisitions of marginal assets to take substantial financial risks for the 

benefit of their investors. Underinvestment in monitoring and maintenance, 

combined with high leverage, often increase the probability of spills, emissions 

exceedances, and abandonment. When these PE portfolio companies fail, 

cleanup, healthcare and reclamation costs frequently fall to taxpayers or 

under‑funded bonding pools.8 

Environmental statutes require financial assurance for hazardous 

waste facilities and, in many states, for oil and gas wells. But bonding amounts 

are commonly set far below expected remediation costs for aging assets. 

PE‑backed operators have exploited this gap by acquiring end‑of‑life wells (also 

known as “stripper wells”) and deferring plugging and site remediation; when 

commodity prices slump, these entities often default or enter bankruptcy, 

leaving orphaned wells for the public to address.9 

PE sponsors often use holding company chains and unrestricted 

subsidiaries to isolate liabilities and to upstream cash via dividends and fees. 

This architecture is lawful but, combined with high leverage, can convert 

environmental obligations into unsecured claims junior to secured debt, 

reducing deterrence and skewing incentives toward deferral to the public. 

Environmental agencies and the public face obstacles in tracing 

beneficial ownership and related party transactions that move cash out of 

regulated entities. Disclosures to financial investors may be robust, but 

environmental disclosures often omit debt structure, distribution policies, and 

cross‑defaults that bear on environmental risk. 

C.  Other Industries and Service Sectors 

Where PE participates in correctional services and detention 

contracting, cost pressures have been linked to understaffing, safety incidents, 

 
8 See, e.g., Nichole Heil, A Look at Private Equity Transition Funds: Energy Innovation or 

Greenwashing?, PRIV. EQUITY CLIMATE RISKS (June 2025), https://perma.cc/2P4H-J2HR; Alex Hurley, 

Health Bill Hits $15 Billion Each Year From Private Equity-Backed Fossil Fuels in the U.S., GLOB. ENERGY 

MONITOR (June 25, 2025), https://perma.cc/2A6F-NEMX; Peak Coalition, Dirty Energy, Big Money (May 

2020), https://perma.cc/JNX8-L6YU.   
9 See, e.g., Public Citizen, Private Equity-Backed Oil and Gas Drillers Saddle Taxpayers with Costly 

Cleanup Risk (Aug. 8, 2023), https://perma.cc/9VAH-RL89.   
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and deteriorating conditions. Contract structures that reward occupancy or 

cost savings can misalign incentives with constitutional and human rights.10 

PE‑backed chains in the for‑profit education sector have pursued 

high‑pressure recruitment and tuition financing models that generate cash 

flow but expose students to debt burdens unsupported by post‑graduation 

earnings, prompting enforcement by the Department of Education and state 

attorneys general.11  

Studies of PE ownership of childcare companies have similarly found 

increased prices alongside decreased staffing and hours to the detriment of 

families.12   

D.  Synthesis: From Micro Incentives to Macro Harm 

Leveraged structures, value extraction rights, and exit‑timed 

performance hurdles induce PE fund managers to favor actions that boost 

short‑term reported EBITDA even when such actions degrade long‑term social 

welfare. In healthcare, that means fewer healthcare professionals and deferred 

capital expenditures and maintenance; in environmental assets, fewer 

inspections and delayed and underfunded remediation alongside other 

negative stakeholder outcomes in many additional industries and service 

sectors. Because legal regimes incompletely price these externalities, PE funds 

can lawfully transfer these risks to the public while capturing private gains. 

III.  TOWARD REFORM AND TARGETED REGULATI ON  

This Part advances a limited reform agenda designed to internalize the 

foreseeable costs of over‑leverage and short‑term value extraction while 

preserving the benefits of PE ownership discipline and growth. The proposals 

target the channels identified in Parts I and II—debt‑amplified fragility, 

staffing compression, and environmental under‑investment—using tools that 

align incentives and focused on sensitive industries and service sectors: 

insurance and bonding requirements, oversight modernization, and calibrated 

adjustments to staffing and quality control regulations. The aim is modest and 

pragmatic: reduce the social harms from PE leveraged acquisitions and 

 
10 See, e.g., Hannah H. Green, Private Equity Backed Prison Health Companies Continue Despite Decade 

of Alleged Constitutional Violations, THE GUARDIAN (Aug. 18, 2025), available at https://perma.cc/HQ2S-

CRHM; Michael Fenne, Private Equity Firms Rebrand Prison Healthcare Companies, But Care Issues 

Continue, PRIV. EQUITY STAKEHOLDER PROJECT (Nov. 2022), https://perma.cc/VS3F-HWRA.   
11 See, e.g., Ben Unglesbee, Private Equity’s Role in the Rise — and Fall — of For-Profit Colleges, HIGHER 

ED DIVE (May 6, 2019), https://perma.cc/F946-RLWZ; Azani Creeks, Private Equity in Public Schools: 

Outsourcing in K-12 Education, PRIV. EQUITY STAKEHOLDER PROJECT (June 10, 2025), 

https://perma.cc/2AAZ-9654.   
12 See, e.g., Hailey Huget, What Happens When Private Equity Owns Your Kid’s Daycare, JACOBIN (Apr. 

22, 2025), https://perma.cc/ZZ59-QEK7; Dyaran Bansraj & Dong Xu, How Does Private Equity Shape 

Childcare? Implications for Competition, Pricing, and Quality (Nov. 25, 2024), https://perma.cc/SUG4-

DUGL.   



 7 

restructurings in these sensitive industries and service sectors without 

impeding productive PE investments. 

A.  Insurance and Bonding  

Federal and state governments should require PE control acquisitions 

to carry leverage‑indexed insurance and bonding. Premiums and bond 

amounts would scale with debt‑to‑EBITDA ratios, interest coverage, and 

covenant flexibility, with proceeds earmarked to fund stakeholder protections 

during distress (including wage guarantees as well as retraining for impacted 

employees) and continuity of critical services as well as cleanup/safety costs. 

Analogous mechanisms already exist and have been successful in financial 

regulation and environmental law.13 Such insurance and bonding 

requirements can be focused on sensitive industries and service sectors 

(including healthcare, childcare, education, corrections and hazardous 

industries), and also utilized to protect workers in other industries and service 

sectors subject to PE ownership and/over significant leverage.  

B.  Quality Regulation and Ownership Disclosure  

Federal and state regulators should implement minimum staffing and 

quality for sensitive industries and service sectors and tie government funds 

and ratings to compliance with these ratios and standards as well as to 

reinvestment thresholds for quality control and capital maintenance and 

improvements.  This could include extending licensing review to include 

control transactions and debt burdens that materially affect quality. PE 

sponsors seeking approval would submit leverage plans, staffing budgets, and 

sensitivity analyses demonstrating quality and resilience including under 

stress scenarios.  Federal and state regulators could also condition 

participation in government funding on a no‑harms clause prohibiting 

dividend recapitalizations, extraordinary value extraction, or above‑market 

related‑party rents when quality metrics fall below certain thresholds.   

Federal and state regulators in sensitive industries and service sectors 

should also require standardized, auditable reporting of ownership and related 

party cash flows including monitoring and transaction fees, rent to affiliated 

landlords, dividend recapitalizations, and debt metrics. The U.S. Securities 

and Exchange Commission could also require standardized portfolio‑level 

disclosures regarding PE portfolio companies’ employment, capital 

expenditures and improvements, quality control, environmental 

contamination, safety incidents, and leverage. This transparency would enable 

regulators to monitor negative externalities and distinguish quality and safety 

driven cost variation from PE value extraction. 

 
13 See, e.g., Basel Convention, Guidance to Improve the Implementation of Paragraph 11 of Article 6 of 

the Basel Convention on Insurance, Bond and Guarantee (2024); 40 CFR § 35.6590. 
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CONCLUSION  

The PE investment model can and should continue to be a substantial 

vehicle for productive investment, but under current rules it too often amplifies 

fragility and social harm without recognizing and pricing risks that are 

externalized. The modest reforms outlined in this article—insurance and 

bonding aligned to leverage, quality and staffing control and ownership‑aware 

oversight focused on sensitive industries and service sectors—would realign 

PE fund incentives toward resilience and quality without freezing capital 

formation or growth. These reforms can be expanded by federal and state 

regulators to non-PE leveraged and other companies to address similar issues 

faced by such businesses, and implemented by regulators and PE firms with 

the assistance of artificial intelligence to efficiently reduce costs and burden as 

well as increase successful monitoring and enforcement. 
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