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Abstract: Private Equity (PE) Investment has developed rapidly in the past decades. Many
researches indicate that private equity impact enterprises in various ways. This paper explores
the impact of PE investment on enterprises from three perspectives: company development,
innovation and employment through literature review. PE investment improves the
performance and the innovation of the enterprises. Although PE investment may cause labor
loss in the short term, it brings positive effects (e.g. higher deal rate) to the employment of
the PE-backed firms. The research in this paper has certain practical guiding significance for
enterprises, investors and government departments. For enterprises, they can have a deeper
understanding of the impact of private equity investment and choose financing methods
reasonably, optimize capital structure and improve enterprise value. For investors, the
research in this paper will help them better grasp the risks and returns of private equity
investment and improve the scientific nature of investment decisions. For government
departments, the research in this paper is helpful to understand the practical application of
private equity investment in enterprises, and provides reference for formulating and
improving relevant policies.
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1. Introduction

In the past decades, private equity investment, as an emerging financing method, has gradually
become an important way for enterprises, especially small or medium-sized enterprises, to obtain
financing. Private equity (PE) refers to the investment and financing activities that raise funds through
non-public means, make equity investments in unlisted enterprises, and achieve capital appreciation
through listing, mergers and acquisitions, management buybacks, etc. The basic process of PE
consists of the following steps. First of all, professional private equity firms show investors a solid
investment plan and attract investors to provide capital. Next, private-equity firms select and
investigate the firms to determine the development potential of unlisted enterprises as investment
projects. Then, private equity firms conduct due diligence on the project, evaluate the value, risks and
benefits of the project, and negotiate with the enterprise side to reach an investment agreement agree.
After that, private equity institutions supervise and manage the invested capital to help enterprises
improve operating efficiency and market competitiveness. Finally, when the investment project
achieves the expected return, the private equity institution will exit investment through IPO, equity
transfer or other means and realize capital return. The exit method of private equity investment is also
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relatively diverse, which can be based on market conditions and enterprises’ needs or flexibility to
choose the most appropriate way.

Since the end of the 20th century, private equity investment has grown rapidly around the world
and has become an important part of corporate finance and capital markets [1]. Private equity
investment has a profound impact on business development in both developed and developing
countries [2]. Therefore, this paper aims to explore the impact of private equity investment on firms
from a global perspective, through a literature review method, in order to provide a reference for
further theoretical research and practical operation. The paper chooses the factors including the
performance, innovation and the employment to evaluate the influence of PE on the companies over
the world.

2. Literature Survey

Figure 1 illustrates the annual number of papers retrieved using the search terms “private equity”” and
“impact” on Google Scholar. In the last decades, there are at least 100000 papers per year about the
impact of PE, peaking at about 180000 in 2018 and 2020.This trend means the effect of private equity
investment has been a quite heated-discussed field in the past decade.
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Figure 1: The number of papers searched using “Private Equity” and “impact” per year

2.1. The impact of PE on performance

PE investment stimulates the growth of the company and PE-backed firms achieve more sales than
other firms [3]. Xia and Ma [4] conduct the research through the data of 429 companies listed on
Second-board Market in China and find that PE investment has a significant positive correlation with
the profitability, growth ability and risk resistance of GEM listed companies. Under the influence of
different types of PE, the development of enterprises is significantly different [5]. Shi finds that in
China foreign investment and state-owned PE plays an important role in promoting the performance
of enterprises, while private PE plays a not so significant role. Bruton et al. [6] compare two different
types of PE investment in UK and France and find that the two types of private equity investors have
a quite different impact on performance, which is consist with Shi’s finding. Bruton et al. also find
that the legal institutions in a given country moderate this impact and this finding may help improve
the legislation.
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The impact of private equity investment on the development of enterprises needs some time to
show up [5]. The time effect of investment plays a positive correlation role on the development of
enterprises. To be more specific, the longer the investment time is, the more significant the rate is.
Meles et al. [7] find that the length of time that the PE investment is held serves as the indication of
its intensity, while too-long investment may cause the side effects.

2.2. The impact of PE on innovation

Lerner et al. examine patents filed by 472 firms that received private equity backing between 1986
and 2005 [8]. The research reveals that patents of private equity-backed companies, which are applied
for in the years after PE are cited more often. There is no decline in the uniqueness and broad
applicability of these patents, which are indicators of the depth of the research conducted. The overall
volume of patent filings does not show consistent changes, but the companies’ patent collections
become more specialized in the post-investment period. The areas where these companies focus on
their patenting after private equity involvement and the company’s traditional strengths are
particularly where the impact on the innovation is great.

The study of Amess et al. [9] indicates that private equity-supported leveraged buyouts (LBOS)
have a constructive influence on patent filings and the quality of patents, as indicated by subsequent
citations. The research reveals that LBOs stimulate the creation of innovative patents rather than
merely increasing the number of strategic patents. This effect is mainly due to private-to-private LBO
deals, especially within industries that are heavily reliant on financing and among companies that
were likely to face financial limitations prior to the LBO. These findings align with the notion that
PE firms alleviate financial restrictions in their portfolio companies, thereby enabling greater
investment in innovative endeavors.

The impact of PE on innovation is more obvious in the field of science and technology. PE
investment accelerate the process of the development and application of the technologies, which
contributes to the economic growth [10]. Cai et al. examine the impact of PE on the innovation of
Chinese new energy enterprises in the period of 2010-2017 [11]. The research finds that the PE
investment significantly enhance the innovation of the companies, which is manifested in the sharp
increase of the patent applications for the new energy companies. According to the research of Wang
[12], PE investment plays a crucial role in the development of new energy startups ,enabling
innovators advance and enhance society’s technological capabilities and the global environment
through a progressive shift towards clean energy. Fabio rt al. also argue that the external PE
investment can strongly boost the growth of new technology based firms [13].

2.3. The impact of PE on the employment

The impact of PE on employment has been at the centre of considerable heated policy debate. Davis
et al. find that there is a 3% reduction in employment at the target companies within two years, and
this decline increases to 6% over a five-year period [14]. The workforce reductions are primarily
observed in public-to-private buyouts and in deals involving service and retail businesses. However,
these companies also generate more new jobs and engage in quicker establishment acquisitions and
divestitures. Taking these additional dynamics into account, the overall net job loss at the target firms
is less than 1% of their original employment figures. Therefore, PE buyouts act as a catalyst for the
process of creative destruction in the job market, resulting in a relatively minor net effect on
employment levels. This response to creative destruction primarily entails a quicker redistribution of
jobs across different units within the acquired companies. In another research by Davis et al. [15], PE
still causes some labor loss. However, the labor loss in this case can position the company on a more
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sustainable path, decreasing the probability that the business will fail later with potentially even
greater job losses, while establishing a foundation for expansion over the medium term.

Paglia et al. [16] examine the impact of PE on single entity establishments’ subsequent net sales
and employment growth rates for small and mid-sized establishments that are free from acquisitions,
sale of business divisions, and combinations. The initial effect of private equity financing on the
growth of establishments is negligible. This is probably due to a significant time lag between initiating
strategic alterations and observing the outcomes. The research indicates that private equity financing
boosts the growth rates of establishments for a period of three years following the financing event.
This conclusion is consistent with Davis’s theory mentioned before.

Gornall et al. [17] find that in private equity-owned companies, both the quality of jobs and the
level of employee incentive pay are more closely linked to firm performance compared to publicly
controlled firms. For every 1% increase in the rate of return on deals, there is an associated 0.7%
increase in employee incentive pay. Transactions involving high leverage and employees who have
less attractive alternative job options contribute to the decrease in job satisfaction following a buyout.

3. Conclusion

Private equity (PE) investment has emerged as a pivotal force shaping corporate development
globally, with multifaceted impacts on enterprises in terms of performance, innovation, and
employment. Through a synthesis of existing literature, this paper highlights several key findings.

Firstly, PE investment significantly enhances corporate performance, particularly in sales growth,
profitability, and risk resilience. Studies indicate that foreign and state-backed PE institutions exert a
stronger positive influence compared to private PE, underscoring the role of institutional credibility
and resource advantages. Additionally, the time horizon of PE investment plays a critical role, with
longer-term investments correlating with more pronounced performance improvements.

Secondly, PE acts as a catalyst for innovation, especially in technology-driven sectors. PE-backed
firms demonstrate heightened specialization in patent portfolios and produce innovations with greater
scientific depth and broader applicability. This effect is attributed to the alleviation of financial
constraints and strategic guidance from PE firms, enabling companies to focus on high-impact R&D
activities. Notably, in emerging industries such as China’s new energy sector, PE investment has
spurred a surge in patent applications, reflecting its role in accelerating technological advancement.

Thirdly, the impact of PE on employment is nuanced. While short-term job reductions may occur
during restructuring—particularly in public-to-private buyouts and service sectors—the long-term
effects reveal a dynamic reallocation of labor. PE-backed firms exhibit faster job creation through
acquisitions and expansions, ultimately resulting in minimal net employment loss. This aligns with
the concept of "creative destruction,” where resource reallocation enhances long-term sustainability
and positions firms for medium-term growth. Besides the deal rate and the payment increased after
the PE investment, which is beneficial to the employment of the enterprises.

However, this review acknowledges limitations in the existing research, including geographical
biases (e.g., overrepresentation of developed economies), variations in PE strategies, and the need for
longer-term data to assess enduring impacts. Future studies could explore cross-regional comparisons,
the interplay between PE ownership structures and corporate governance, and sector-specific
dynamics in innovation and employment.

In conclusion, private equity investment serves as a double-edged sword, balancing short-term
restructuring with long-term value creation. Policymakers and corporate leaders should leverage its
potential by fostering transparent regulatory frameworks and aligning PE strategies with sustainable
growth objectives. For academia, this review underscores the necessity of interdisciplinary research
to unravel the evolving role of PE in a rapidly changing global economy.
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