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Financialization in Health Care:  
History, Current Trends, and Impacts on Patients  

Financialization in health care impacts hospital and 

provider decision-making. The health care system is 

tied to the financial sector and strategies through 

consolidation, investments, venture capital and for-

profit subsidiaries, private equity, and lending 

practices, where non-operating income including 

investment income from stocks, bonds, asset sales, 

and revenue from for-profit subsidiaries contribute to 

the net revenue for large hospitals.1   

Research has identified broad trends in 

consolidation and private equity in health care 

demonstrating that both may lead to less 

competition and higher prices that may be passed 

on to patients, as well as the potential for closure of 

unprofitable facilities and service lines.2  At the 

same time, there are cases where these financial 

strategies have expanded patient access to services, 

prevented closures, and increased efficiencies and 

quality of care.3 

This research brief provides an overview of 

financialization’s role in health care, including its 

history in the broader economy and the health care 

system from the 1960s through 2000s, current 

modes of financialization among hospitals, and 

examples on the different types of financialization 

and their potential impacts on prices and access to 

care for patients. It provides a brief overview of 

policy levers and administrative options to balance 

financial strategies with access to affordable care. 
 

The History of Financialization in  

Health Care 

Financialization in the Broader Economy 

Financialization is defined as the transformation of 

companies and organizations into tradeable assets 

used to accumulate capital, with decision-making 

driven by financial strategies rather than productive 

activities.4  

Financialization emerged in the 1970s through 

1990s due to changes in corporate governance, 

federal regulation, and economic theories that 

promoted firms valued based on their shareholder 

value rather than their products or services.5 

Companies would sell off less profitable pieces of 

their business to boost short-term stock prices 

rather than investing in products and technologies 

for long-term growth.6  

Congress has passed various laws enabling 

financialization in the corporate and banking sectors 

during this period, including:7  
 

• Allowing pension funds and insurance 

companies to hold shares of stocks, releasing 

trillions of dollars for new securities 

investments;8 

• Allowing banks to engage in commercial 

activities and consolidation; 

• Exempting certain financial instruments from 

federal oversight resulting in their rapid 

expansion, including derivatives, hedge funds, 

and private equity; and 

• Eliminating tax-deductibility of executive 

compensation above $1 million unless it was 

performance-based, resulting in increased use of 

stock option pay for executives which reoriented 

decision-making around boosting share price 

rather than long-term organizational growth and 

longevity.9 

These changes in the broader economy resulted in 

large pools of liquid capital available, and investors 

looked to new sectors such as health care to invest.  
 

Financialization in Health Care 

The financialization of health care involves the 

transformation of health care entities into assets 

from which the financial sector may accumulate 

capital.10  The rise of this phenomenon in the health 

sector can be traced to economy-wide shifts that 

occurred in the 1970s and 1980s: 

Financialization in health care effectively occurred 

along two parallel tracks. From ‘the inside out’ as 

nonprofit hospitals increasing adopted non-health 

care-related financial strategies, and from ‘the  
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“A series of regulatory and policy changes 

empowered financial actors to make the U.S. 

health care system a core part of their growth 

strategies. At the same time, health care entities 

increasingly began to operate under ‘shareholder 

primacy,’ a corporate governance strategy that 

prioritizes the interest of shareholders over other 

potential stakeholders, such as workers or local 

communities.”11   



outside in’ as financial actors have moved into 

health care because they view it as a lucrative 

investment.12  

Both nonprofit and for-profit hospitals started 

adopting new business administration practices in 

response to changes in government reimbursement 

structures for health services, tax law allowing 

nonprofits to engage in for-profit activities, and 

antitrust deregulation.13 Alongside these 

administrative changes, hospitals began pursuing 

non-health care-related financial strategies, 

including investment arms and venture capital 

partnerships. In 1998, the IRS allowed nonprofit 

hospitals to form Limited Liability Corporations 

(LLCs) and engage in for-profit activities without 

paying taxes on their business income. Hospitals 

began investing in startups through joint ventures 

with venture capital investors or launching their own 

venture capital subsidiaries.14  

Finally, antitrust deregulation paved the way for 

hospital mergers and acquisitions as a financial 

strategy. In 1982, the Reagan Administration 

reoriented anti-trust enforcement from deterring 

monopolies to safeguarding consumer welfare 

through lower prices, and the main factor in merger 

approval became the promise of improved efficiency 

through larger scale that would then pass lower 

prices on to consumers. Following these changes, 

hospitals began to pursue mergers and acquisitions 

in part to increase efficiencies of scale, but also to 

increase market power and leverage higher 

reimbursement rates from private insurers.15  
 

Modes of Financialization in Health Care 

Following the events of the 1960s to 1990s, 

financialization has influenced health care entities in 

a variety of ways.  

Consolidation  

Consolidation is one financial strategy that hospitals 

continue to employ. From 1998 to 2017, there were 

nearly 1,600 hospital mergers, resulting in nearly 

90% of hospital markets becoming highly 

concentrated with half of all physicians becoming 

affiliated with a hospital by 2016.16-18 Market 

concentration occurs when hospitals merge, are 

purchased by other hospitals, or acquire 

independent outpatient facilities resulting in a few 

hospital systems employing most of the doctors in a 

geographic area.19  

This generally results in higher commercial prices 

charged to insurers and patients without 

accompanying gains in efficiency or quality.20-22 

Dominant hospitals may be able to negotiate higher 

prices from insurance companies to access their 

doctors, resulting in commercial price increases. 

Studies have shown increases in commercial prices 

of 20 to 40% in some areas, or more expensive 

facility fees for “hospital-based” care resulting in 

prices increases of 14% to 32%.23-25
 

Private Equity  

In conjunction with consolidation, a growing number 

of health entities have been acquired by private 

equity investors. Private equity investment in health 

care has increased significantly, growing from $5 

billion in 2000 to $100 billion in 2018.26 Private 

equity’s role in the health care system takes a 

variety of forms, with firms increasingly acquiring 

health care entities directly.27 

In the past decade, private equity firms have 

completed more than 8,000 transactions involving 

health care entities with a combined value of nearly 

$1 trillion.28 These firms have rapidly purchased 

hospitals, physician practices, and a variety of other 

providers and then quickly sold them for profit—often 

with the hospital acquiring debt in the process.29-30 

Another strategy seen across provider types is 

consolidation through serial acquisition via the  

“roll-up model.” In this model a private equity firm 

will target a high-revenue practice and grow that 

practice by acquiring or contracting with multiple 

small practices to expand its market share and 

increase revenues.31 This leads to further 

consolidation among health care providers. Sale-

leasebacks are another mode of direct external 

ownership of hospitals, wherein real estate 

investment trusts acquire health care properties and 

lease the real estate back to health care facilities.32  

For-Profit Subsidiaries and Venture Capital 

Distinct from private equity, many hospitals created 

for-profit subsidiaries and venture capital funds 

following the 1998 IRS tax code revisions.33 At least 

twenty-three health systems currently have venture 

capital arms; mainly large institutions such as 

Ascension, Cleveland Clinic, Kaiser Permanente, 

Mayo Clinic and UPMC.34  

Venture capital investment by major hospitals has 

increased from $284.54 million in 2010 to $2.7 

billion in 2021.35 Some hospitals invest internally 

within their own organization, while others partner 

with venture capital firms. Venture capital in health 

care takes a variety of forms, including digital health 

and hospital-at-home technology, remotely operated 

medical devices, and consumer experience tools.36 
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Investments and Lending 

Hospitals also have a structural dependence on the 

financial sector through their investment portfolios 

and lending practices. Nonprofit hospital systems 

held more than $283 billion in stocks, hedge funds, 

private equity, venture funds, and other investment 

assets in 2019.37 In terms of lending, hospitals 

focus on building financial reserves with their 

investment arms and patient revenues to maintain 

strong credit and access municipal bonds, which are 

often bought by financial investors to fund hospital 

construction and development.38 Financial actors 

can also gain indirect control by obtaining shares in 

health care entities through early investment, such 

as external venture capitalists funding health care 

start-ups in exchange for early equity.39 

 

Financialization Strategies and their 

Impacts on Hospitals and Patients 

Financialization in health care can have different 

impacts on patients and providers depending on a 

health care entities’ priorities and methods. For 

example, one nonprofit hospital system created a 

regional network and increased patient access to 

services through their consolidation strategy.  

By integrating community hospitals and adding 

primary care doctors to their system this nonprofit 

hospital entity was able to achieve system and 

financial efficiencies. The acquisitions and new 

partnerships also provided low-income patients in 

outlying areas access to care provided at the central 

medical center.40 At the same time, the hospital 

system achieved a balance of debt and equity that 

protected them from financial distress. This 

approach, with a focus on centering and improving 

patient care, improved access for patients and 

supported the financial viability of multiple hospitals 

so that they were able to remain open to serve the 

community.41 

However, not all acquisitions have positive 

outcomes. In another instance, a nonprofit hospital 

was acquired by a private equity firm that sold a 

large share of the hospitals’ assets, including 

property and moved to paying rent on long-term 

leases. They also paid out dividends and pursued 

leveraged buyouts of twenty-seven hospitals in nine 

states over three years. The private equity firm then 

exited, and the hospital was left with the accrued 

debt.42  

In some cases, financialization can lead to a 

decrease in access for low-income patients. For 

example, while merging with a hospital located in a 

high-income area, one nonprofit system closed two 

hospitals in urban areas serving lower income and 

predominantly Black communities. The hospital 

system cited declining revenues and increased 

operating costs as reasons for the closure.43 

In the face of high and rising health care prices, it is 

important to connect the financial motives behind 

hospital decision-making to the real-world impact on 

patients. Financialization in health care has led 

hospitals and other entities to use consolidation, 

private equity, venture capital, for-profit subsidiaries, 

and financial sector lending practices to increase 

revenues, reduce costs, or both. 

Impacts of Consolidation on Patients 

A variety of incentives behind mergers and 

acquisitions have been described, such as reduced 

costs of capital, reduced operating costs, benefits of 

scale, and clinical standardization.44 However, the 

existing evidence is mixed. While some studies have 

found that acquired hospitals exhibit reduced 

operating costs, merged hospitals and physician 

practices are not systematically less costly, higher 

quality, or more effective than independent firms.45   

Many studies have also documented substantial 

increases in prices resulting from mergers in 

concentrated markets, where hospitals have been 

found to negotiate contracts with insurers that are 

favorable to them, with more desirable payment 

forms, higher service prices, or both.46 When 

dominant hospitals negotiate higher payments from 

insurance carriers or charge higher facility fees, 

insurers can pass those costs to privately insured 

patients through higher premiums and cost-

sharing.47-48 

High out-of-pocket costs are especially burdensome 

for certain groups, like low-income families and 

communities of color. Lower-income families spend 

a greater share of their income on health costs than 

those with higher incomes, even when the more 

affluent patient has higher expenses associated with 

having a family member in fair or poor health.49 

Similarly, Black and Hispanic people have reported 

higher rates of delaying or going without care due to 

cost.50 Black cancer survivors on high deductible 

health plans, for instance, face greater cost-related 

barriers to care than white cancer survivors on the 

same plan.51 

Consolidation may also result in the addition, 

termination, or closure of services and facilities. 

Some rural hospitals, for instance, have merged with 

larger hospitals to prevent closure and expand  
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access to care and services like colonoscopies, 

emergency medicine, and imaging.52-55   

Some acquired hospitals, including those facing 

bankruptcy, have also benefitted from capital 

investment and improvements such as expanded 

facilities, new partnerships, and service 

restoration.56 At the same time, other studies have 

found that hospital systems that acquire rural 

hospitals reduce key services, such as primary care 

and obstetrics.57-58   

Labor and delivery department closure has been 

linked to an increase in emergency deliveries, 

preterm births, travel times, and transportation 

challenges for people without cars.59 This suggests 

that, although a merger can improve hospital 

financial viability, it can also result in service line 

reductions and gaps in community needs.60 

Additionally, faith-based hospitals that expand via 

consolidation may eliminate certain reproductive 

health services, thereby restricting restrict access for 

people seeking reproductive care.61  

Impact of Private Equity on Patients 

Private equity firms claim that they provide financial 

and management expertise to health systems, 

offering the opportunity to maximize cost efficiencies 

and manage growth through mergers and 

acquisitions necessary to take advantage of scale 

economies or modern management techniques.62 

However, the infusion of private equity in health care 

can affect patient care and costs.  

Some studies have found that private equity may 

improve care quality under certain market and 

regulatory conditions.63-64 However, research has 

also linked the introduction of private equity with 

lower quality of care, higher risk of hospital-based 

infections, and increased costs to patients with a 

“mixed to harmful” impact on quality.65-66 Further 

complicating matters, other research has found that 

private equity acquisitions have no substantial 

impact on patient-level outcomes such as mortality 

or readmission rates for acute conditions.67 

This mix of findings demonstrates the need for 

additional research on the relationship between 

private equity investment and health outcomes. 

Private equity’s debt structure also affects health 

care systems. This structure functions by 

aggressively increasing hospital system debt, which 

then compels private equity-owned systems to cut 

costs and reduce investments in workforce skills, 

technology, and other quality improvement 

initiatives.68 In turn, this may lead to staffing 

reductions, service line termination, and hospital 

closure if profits are low.69 Lastly, the “roll up model” 

practiced in private equity across health care 

provider types contributes to hospital consolidation 

and concentration, which reproduces all of the 

outcomes described in the previous section.70 

Impact of Venture Capital and Investments  

on Patients 

Regarding venture capital and the development of 

new technologies such as health apps and devices, 

nonprofit health system officials assert that these 

investments are beneficial to their missions, 

providing extra income and better care through new 

medical devices, software and other innovations, 

including ones their hospitals use.71 Still, these 

ventures face a variety of barriers to generating 

returns, including lack of sustained funding, limited 

adoption among clinicians, and oversaturation of 

similar products in the market.72 

Additionally, many startup technologies do not have 

the resources to conduct randomized controlled 

trials to demonstrate their efficacy.73 These barriers 

culminate in high rates of failure or closure. For 

example: 

• More than three in five (65% of) venture capital 

investments fail to return their capital;74 

• an estimated 98% of digital health startups 

ultimately fail;75 and 

• the number of documented cases of hospitals 

investing millions in venture capital projects is 

underreported, including cases where the 

companies are shut down or their devices 

discontinued when the initial results do not 

produce the desired returns.76 
 

Policy and Administrative Responses 

In response to these issues, there are a variety of 

approaches that policymakers and hospital 

administrators can consider.  

Many states have pursued regulations on hospital 

consolidation, such as:  

• pre-merger notification and review; 

• the authority to reject or approve mergers; and  

• the authority to set conditions on merger 

approvals, such as conditions to not increase 

negotiated rates above a certain percentage, 

maintain access to services, or both.77   

Health equity assessments are another proposed 

component of antitrust enforcement.78 Given that 

most health care markets are already consolidated, 

there are also suggested policies to address  
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anti-competitive behavior among hospital systems, 

dominant or otherwise.79 These include:  

• Anti-tiering and Anti-steering clauses;  

• Most Favored Nation provisions; and  

• All or Nothing provisions.  
 

Notably, there has not yet been a comprehensive 

review of the efficacy of state-level policies at 

preventing price increases and maintaining access 

to affordable services for communities affected by 

consolidation. This is an area where further study is 

needed. 

There are also a variety of state-level regulations to 

address private equity in health care.80 These 

include:  

• Transparency laws requiring notification of 

private equity health care acquisitions or 

approval by a state entity; and  

• Corporate Practice of Medicine (CPOM) laws that 

limit non-medical individuals or groups from 

owning medical practices.  

Beyond the adoption and enforcement of existing 

regulations, policy makers can also explore 

regulating transactions to align private equity goals 

with patient outcomes by regulating deals that could 

negatively impact access to care, costs, and patient 

satisfaction.81 

Lastly, a hospital might explore ways of increasing 

the participation and power of care providers and 

affected community members in hospital financial 

decisions.82 If current trends persist, hospitals will 

continue relying on financial strategies such as 

consolidation, private equity, venture capital, and 

investments to fund their operations. Therefore, it is 

valuable to involve the care providers and patients 

who are impacted by these financial decisions.  

Potential strategies include increasing physician and 

nurse membership on hospital boards and hospital 

community boards.83 By placing patients and care 

professionals like doctors and nurses at the center 

of decision-making, health care entities can balance 

financial motives while ensuring critical care 

remains affordable and accessible to the 

communities that need it most. 
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