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Abstract 

Today, private equity funds express the power of centralized money to define not only 

investment flows but also working conditions. Indeed, private equity funds have been 

responsible for the employment standards of tens of millions of workers worldwide and the 

impacts of private equity investments on working conditions is raising growing concerns. The 

social impacts of the private equity business model based on “rationalization” have been less 

explored by academic researchers, while extensive studies have been developed by private 

sector companies and industry bodies that tend to report only stories of success. Taking into 

account that financialization enhances the redistribution and reallocation of power and wealth, 

this paper assesses, from a Keynesian approach, that the private equity funds’ business model 

foster social vulnerabilities. After presenting a brief overview of global business environment 

and  the post-crisis evolution of private equity funds, this paper discuss the factors that shape the 

microeconomic and macroeconomic effects of their typical investment strategies. Rather than 

treating private equity funds as a financial phenomenon, the analysis rethinks the relations 

between private equity funds and labour as involving forms of production at the current frontier 

of capital.  
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Introduction 
 

Private equity (PE) firms have been key actors in the increasing financialization of the economy  

with deep effects on labour challenges (Roberston, 2015). Lying at the juncture of the real 

economy and the financial economy, private equity funds draw upon capital and debt in the 

financial markets to acquire stakes in companies that are intended to be sold for profit after a 

number of years.  

     Institutional investors have assumed a key role in the diversification of investments, based on 

expectations of high returns and liquidity. In the context of the current global crisis, new 

strategies have been adopted to guarantee high returns. Soon after the global crisis, large private 

equity deals have revealed the growing difficulties to secure the required levels of debt for deals 

as a result of the credit squeeze, the volatility in the valuation of assets and the recessive global 

trends.  Alternatively, investors´ liquidity preference have increased and put pressure on the 

consolidation of the private equity institutional set up toward greater global concentration.  

     Private equity is now globally significant with firms in these funds holding assets under 

management valued at $ 3.8 trillion in 2014 (Prequin, 2015). Although US private equity firms 

are still dominant, private equity has moved towards Europe, Asia and Latin America.  An 

increasing  number of private equity firms are now headquartered in Asia than Europe and 

China, Japan and India have been dominant in the rapid growth scenario. In China, private 

equity firms have grown from only 10 in 1995 to more than 6,000 in recent years.  

     The American model of private equity turns out to be the Western business model and 

Europe has largely followed its practices (Robertson, 2015). In this scenario, the financialization 

of management practices has been linked to the continuous growth of private equity funds that 

have assumed an active role in the selection of investments of high profit potential and in the 

creation of new business structures. The leveraged buyout business model of the private equity 

funds, as the main agent for mergers and acquisitions, has both evolved from and fed a broader 

process of increased financialization of corporate behaviour and economic activity while private 

equity funds emerged as major transnational employers. Workers are confronted with over US $ 

1 trillion in concentrated buyout power (IUF, 2007). The British Venture Capital Association, 

for example,  calculated that  in Great Britain, 1 of every 5 employees was working  for a 

company owned by private equity at the end of 2005 (BVCA, 2006).    

     The term "private equity" encompasses financial techniques aimed to finance investment in 

companies that do not involve the use of public tradable assets (Hickey et al. 2007). In 

particular, private equity funds centralize endowments from banks, institutional investors - also 

pension funds- and high net worth individuals, in order to assume a key - role in the dynamic of 

investment buyouts of high profit potential.  The shift in corporate ownership, trough waves of 

mergers and acquisitions, has created new business structures where companies are considered 

bundles of assets and liabilities to be traded in order to get short-term returns.  These new 

investment and portfolio management practices have been overwhelmed by the financialisation 

of wealth that has reinforced “short-termism” in American and European business, among 

others.  In this setting, increasing income inequality has been related to business-friendly 

policies. In early 2006, Kevin Phillips warned that the financial services sector had overtaken 

the production sector in the United States.
1
 The loosening monetary and lending conditions have 

                                                           
1 Like Great Britain in the 19th, the United States shifted from manufacturing and the production of goods and 

services to finance and speculation, “as the imperial apogees approached, the potential return from investing money 

domestically came to seem inadequate, and . . . creditors and financial classes began to move more and more funds 

into overseas investments” (Phillips, 2006: 306).  
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benefited the minority finance and banking sector, since “finance distributes its concentrated 

profits to a much smaller slice of the population” (Phillips, 2006: 281).  

    According Appelbaum and Batt (2014), private equity firms control more than 17,000 

companies and employ more than 7.5 million workers in the U.S. They buy and sell companies 

in virtually every industry. Indeed, in many countries, the equity funds´ expansion has been 

highly leveraged and this process fostered market consolidation and capital concentration in 

different kinds of business. Consequently, private equity funds have been responsible for the 

employment standards of tens of millions of workers worldwide and the impacts of private 

equity investments on working conditions is raising growing concerns. Beyond the 

“rationalization” strategies, the social conflicts and tensions are strengthened as the 

flexibilization of labour relations need to be adjusted to the private equity investor needs: capital 

mobility and short-run returns. Indeed, employment trends have been subordinated to ownership 

changes and financial restructuring. In truth, working conditions have been constantly 

reorganized and reconfigured after the buyouts and takeovers. Jacoby (2008) argued that in spite 

of the enormous literature on financial development and inequality, few studies consider the 

intersection between financial markets and the labour markets. This paper will help fill the gap 

in the existing literature and foster a greater understanding of the social and economic 

challenges as a result of the financial engineering management model of private equity firms 

(Klier et al., 2009).   

     Taking into account that financialization enhances the redistribution and reallocation of 

power and wealth, this paper assesses, from a Keynesian approach, that private equity funds 

foster social vulnerabilities. After presenting a brief overview of the global business 

environment and the post-crisis evolution of private equity funds, this paper discuss the factors 

that shape the microeconomic and macroeconomic effects of their typical investment strategies. 

Rather than treating private equity funds as a financial phenomenon, the analysis rethinks the 

relations between private equity funds and labour as involving forms of production at the 

current frontier of capital.  

 

1. The global business environment 
 

The  evolution of the current global business environment has been attached to the new 

financial dynamics where private-equity funds are new relevant institutional investors 

(Gonçalves and Madi, 2011). In a private-equity funds´ portfolio structure, a company 

acquisition is equivalent to an addition to a stock of financial assets (Cullen and James, 2007). 

The funds’ investments are generated by expectations about short-run cash flows, mainly 

anticipated dividends and non–equity based fees. Thus, the selection of the portfolio companies 

has been influenced by the potential market growth and profits, besides legal and incentive 

structures, among other factors. This investment is generated by expectations about short-run 

cash flows, mainly anticipated dividends and non–equity based fees. Exit conditions become 

crucial in the investment decision-making process because capital mobility shortens the 

maturation of investments.  

 The term "private equity" encompasses financial techniques aimed to finance investment in 

companies that do not involve the use of public tradable assets (Hickey et al. 2007). The typical 

categories of private equity or "alternative investment" funds in the U.S. include: venture capital 
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funds; leveraged buyout funds; hedge funds; fund-to-funds; and captive funds (Tannon and 

Johnson, 2005). The share of private equity investments in the total volume of mergers and 

acquisitions exceeds 20 % in some OECD economies (Tate, 2007). In spite of the potential 

relevance of the private equity buyouts, there is a limited understanding of their impact on 

labour conditions. The growth of the private equity firms has been quickly becoming global 

voracious acquirers of assets (Dixon et al., 2007). Indeed, private equity buyouts have not only 

defined new parameters to attractive investment decisions, but also fostered the credit and 

capital market´s expansion.   

What the private equity leveraged buyout model has introduced is a high risk combination 

of leveraged debt financing with a short-term intent to resell the business in order to extract 

extraordinary returns (Klier et al., 2009). The planning horizon is becoming shorter and the 

returns on investments are prioritized above real economic performance. The change in the way 

investments is made, in how companies operate and in what kind of strategic planning is 

predominant in large parts of the business is intimately linked to the continuous growth of 

private equity and hedge funds – also called the new drivers of globalization (ITUC, 2007).  

Private equity funds have grown from a small participation in the financial market in the 

early 1980s to an important driver of financial globalization today. In 2005, for the first time, 

more money was invested into private equity than into stock mutual firms. At 2007, Morgan 

Stanley estimated that 2,700 private equity funds represented 25% of global mergers and 

acquisition activity and 50% of loan volumes (Jensen, 2007). Workers are confronted with over 

US $ 1 trillion in concentrated buyout power (IUF, 2007). Of the top 50 private equity firms, 

accounting for US 1,2 trillion of the U S $1,6 trillion in deals since 2002 up to 2007.  In 2007, 

Great Britain accounted for 40 % of all European private equity deals, and is second only to the 

United States.  They expanded their share in the global M&A market to 25% before the crisis 

and have remained a huge force to foster market concentration after 2008. 

 Considering this business scenario, new perspectives on working conditions have been 

driven by cost-reduction strategies in a context of high leverage, short-term profits and high 

competition. This business model has relevant impacts on the business environment, taxation 

system, social security and employment conditions (Tate, 2007).     

In the first stage, a private equity firm creates a private equity fund and obtains 

commitments from investors (limited partners) to provide capital to its fund. Later, when the 

firm undertakes buyouts, it calls on the investors to provide the capital.  In particular, private 

equity fund centralize endowments from public and corporate pension plans, foundations, 

insurance companies, and wealthy individuals in order to assume a key - role in investment 

buyouts.  In the second stage, the private equity firm identifies potential companies for its fund 

to acquire.  In the third stage, the private equity firm obtains a loan commitment, typically from 

commercial or investment banks, that it then uses to help finance its fund’s acquisition of the 

target company. A loan commitment is a promise from the lender to make available in the future 

a specified amount of credit under specified terms and conditions. Loans are an essential 

component of an LBO (leveraged buyout)  because private equity firms typically contribute 

through their funds only a fraction of the capital needed to complete the deal.  

In the fourth stage, after the buyout of the target company, the private equity firm seeks to 

increase the value of the company, so that the private equity firm can sell the company (fifth 

stage) at a profit and earn a return for its fund investors. A leveraged buyout differs 

fundamentally from a traditional merger or acquisition in two important ways. First, the 

acquired company pays the cost of its own acquisition through debt and fees. Secondly, the 

private equity investor is necessarily aggressive in pursuit of such profits. These two elements 

are central to the leveraged buyout process and pose particular challenges to unions when 
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engaging and bargaining collectively with private equity portfolio companies. Generally, the 

potentially adverse restructuring impacts of leveraged buyouts on workers tend to increase the 

higher the targeted return on investment, the more leveraged the deal, the faster the withdrawal 

of equity and the shorter the period before exiting the investment (IUF, 2007). 

Private equity funds typically hold an acquired company from 3 to 5 years before trying to 

realize their return. A private equity fund typically has a fixed life of 10 years, generally giving 

the private equity firm 5 years to invest the capital raised in its fund and 5 years to return the 

capital and expected profits to its fund investors.  

As a matter of fact, private equity funds turned out to operate as holding companies in a 

setting of mergers and acquisitions where they articulate business in different markets on behalf 

of financial engineering practices. The concentration and diversification of investment, inherent 

strategies in holding companies, characterized the private equity funds´ expansion. Private 

equity funds have come to view their portfolio companies as a set of assets where operation 

divisions and product lines may be sold in order to pursue short-term profits.  

Private equity managers are spreading, in truth, a business model where the target is to sell 

small firms years later in a process called disinvestment (Wheatley, 2010). In this scenario, the 

advancement of concentration and centralization of capital favoured the reordering of financial 

and productive structures where private equity investors aim to maximize their short-term 

returns rather building long term sustainable small business. The consequence is an uncertain 

future for workers. The adjustment of the labour force is described by Fligsten (2004:182) 

“Workers are fired to improve next quarter´s profits, and those who are left are supposed to 

carry the burden by increasing productivity”. 

At the heart of our argument is that the capital accumulation process involves social 

relations driven by profit and competition. As the private equity investors´ motive is not growth 

per se, but value extraction, the social losses in terms of unemployment, working conditions, 

workers´ rights and income distribution could be relevant: “Short-termism is institutionalized at 

the workplace and in society” (IUF, 2007:24). 

2. Private equity funds in the post-crisis scenario: investment and 

labor 
            

      In the aftermath of the global crisis, it is undoubtedly that the crucial factor that avoided the 

private equity institutions’ default was the evolution of monetary policy. However, quantitative 

easing has failed to restore job creation since 2008 (Rochon and Rossi 2013: 211). 

     Private equity’s (PE) rebound from the downturn subsequent to the 2008 global financial 

crisis has been a manifestation of the enormous expansion of financial assets that have been 

building up in the global economy for more than 25 years.
2
 Global liquidity played a lead role in 

private equity firms’ ability to mobilize large pools of capital, fueling the buyout boom years 

between 2005 and 2007. As it approached a cyclical peak, global buyout deal value spiked from 

$293 billion in 2005 to $687 billion and $673 billion in 2006 and 2007, respectively. Private 

equity buyers were willing to pay high prices to win intensely competitive auctions, as average 

deal multiples climbed to 9.7 times EBITDA on US and European leveraged buyouts in 2007.  

After the global market meltdown, three factors shape the private equity funds’ performance, 

                                                           
2 As highlighted in the Bain & Company’s  Global Private Equity Report 2015, the current capital superabundance is 

the product of financial engineering, high-speed computing and a loosening of financial services regulations. The 

resulting growth of financial assets has been prodigious and relentless: Global financial capital increased 53% from 

2000 to 2010, reaching some $600 trillion. 

http://www.bain.com/bainweb/publications/global_private_equity_report.asp
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mainly the big-funds: massive asset write-downs mandated by mark-to-market accounting 

regulations, difficulties to accomplish exit strategies and increasing portfolio company debt 

refinancing needs. 

     The recent stabilization of financial markets supported the rebound of private equity funds. 

In the context of the crisis, mega-buyout funds (those greater than $4.5 b) were the hardest hit 

by massive write-downs mandated by mark-to-market country regulations, barriers to exit 

channels and refinancing requirements to avoid default. In the end, thanks to global liquidity, 

the rate of default amounted 6% among private equity firms between 2008 and 2013- 

accordingly Moody’s.  

     Indeed, central banks’ policy based on quantitative easing has been decisive to favour debt 

refinancing and up to 2014, the PE sector has displayed resilience in a time characterized by 

torpid global growth. After the 2008 financial crisis, many institutional investors revealed a 

growing interest in investing in liquid assets. Therefore, institutional investors increased the 

levels of direct investing in a variety of ways, depending on the type of institution and its size, 

goals and comparative advantage as an investor. In mid year 2014, the return for global buyout 

funds over a 10-year time horizon stands at 14.4%. As a result, the near-term returns on 

investment have been expected to be higher than the benchmark - the public equity markets.
3
  

     Quantitative easing favoured the expansion of liquidity that turned out to bring rates on high-

yield bonds and leveraged loans back to pre-recession levels.  The new near-zero interest rate 

environment has been decisive to refinancing private equity borrowers, inflate asset valuations 

and influenced the investment and exit strategies of private equity funds (Bain & Company, 

2014: 2).   

    Although the expansion of liquidity has played a key role in private equity funds’ ability to 

promote investment diversification, the current financial market scenario suggests key-drivers 

and barriers to private equity investment. What determines the level of investment- addition to 

the quantity of physical/capital assets? When entrepreneurs decide to increase their production 

capacities, how do they choose between buying new capital assets (investment) or existing 

capital assets (mergers, acquisitions)? 

      In conformity with Keynes, Minsky highlighted that the level of investment depends on the 

relationship between the demand price and the supply price of capital assets.
4
 The demand price 

of capital assets (Pd) is the price that entrepreneurs are willing to pay for acquiring new or 

existing (old) capital assets. The supply price of capital assets (Ps) is the replacement cost of new 

capital assets.  The demand price of investment could be defined as the maximum price that the 

entrepreneur will pay for an additional unit of new or existing (old) capital assets. This price 

refers to the present value of the flow of expected returns, discounted at the appropriate interest 

rate, which is strongly influenced by expectations about the future central banks’ actions. 

Expectations about the costs and revenues determine a flow of net expected returns during the 

maturation of capital assets. Given this set of expectations, Pd is the maximum price that the 

capitalist may pay for an additional unit of capital assets- new or existing (old). On the other 

hand, the supply price of investment, PS, is related to the production of new capital assets. Given 

a set of expectations, Ps represents the minimum price that would lead to produce a new 

additional unit of capital assets.   

             Evidences from the current private equity investment scenario show that the demand 

price of capital assets is gradually being eroded while the limited supply of profitable assets put 

                                                           
3 There is an index public market equivalent to compare private equity and public equity returns (Bain & Company, 

2015).  
4 This section is based on Tymoigne (2010). 
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pressure on the price of old capital (Pk) as indirectly valued by financial markets, mergers and 

acquisitions:   

 

a)  The demand price of investment is gradually being eroded 

Among the key- drivers to promote private equity investment, recent evidences from the private 

equity investment scenario show some relevant features such as: 

 Low-interest-rates and cheap debt foster the availability of money to invest.  

 There are positive expectations that private equity markets will continue to 

outperformance other markets in the future, such as public equity, real estate 

investments and fixed income; 

 As organic companies’ growth is hard to achieve in a low-inflation economy, mergers 

and acquisitions turn out to be an attractive path forward; 

 The recycling of capital of mature investments is one important pillar for private equity 

fund-raising. For instance, in the United States and Europe, private equity distributions 

have exceeded new cash calls since 2011; 

 There are high levels of liquidity in the assets of institutional investors looking to be 

invested or re-invested in private equity funds. Indeed, institutional investors have been 

participating in private equity deals beyond the conventional constraints of being 

passive partners. Worldwide, public pension systems and sovereign wealth funds have 

stepped up their private equity holdings as a percentage of total assets under 

management, from 6% in 2006 to 12% more recently.  

 The rising stock prices have inflated the overall portfolio holdings of institutional 

investors, such as pension funds, and could boost new commitments to private equity.  

 Institutions that belong to the shadow banking sector are injecting even more money 

into the already saturated deal market. Accordingly the Bain & Company report (2015), 

this “shadow capital” is looking to private equity firms to invest as co-sponsors and 

occasionally investing independently of and potentially in competition with them. 

Today, these co-investments frequently amount 10% of the private equity assets under 

management. 

 

The very forces that have been supporting the performance of private equity investments —

record low interest rates and liquidity —are magnifying two issues that put downward pressure 

on profits from current and future investments. First, asset prices are and will remain high as 

investors of all types wield record amounts of capital and are willing to bid up acquisition 

multiples to acquire assets. Low-cost debt merely adds upward pressure on prices and ensures 

they will stay high. Second, as a result of the assets’ higher prices capital, longer holding 

periods will be needed to prepare fully priced assets for exits that can command decent returns.  

While holding periods of three years or more look to be the new norm before the crisis; it will 

take at least ten years to achieve the profit target. Indeed, it takes longer to groom assets 

acquired at high purchase multiples after the crisis to yield acceptable returns. With GDP slower 

nearly everywhere and price recovery in the public equity market, the era of the 3 year holding 

period is not likely to come back. Third, as a result of the longer holding period, the current 

deals could experience a turn in the business cycle during their holding period. And fourth, the 

legal, tax, regulatory and political environment could limit the deals and dampen profitability. 

For instance, the American regulation has issued guidance to bails not finance takeovers where 

debt exceeds 6 times the EBITDA.  

     Today, the private equity returns have become more compressed and the fund’s ability to 

outplace public market gains over the long-run cannot longer be taken for granted. Besides, 

private equity’s long-term performance edge over investments in the public equity market 

appears to be diminishing in recent fund vintages. Taking into account this scenario, the private 
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equity returns will decisively depend on the evolution of the macroeconomic scenario and on 

the implementation of operational improvements that would certainly impact on labour.    

 

b) The supply of profitable assets is limited and the price of old capital is increasing 

The private equity investment decisions revealed the arbitrage between new and existing capital 

assets in the private equity investment scenario. The price of existing capital assets and the price 

of newly produced investment goods, Pk and Ps, come from two different set of prices and 

behave very differently:  

 The price of existing capital assets (Pk) is determined indirectly by the market quotation 

of shares and bonds of the owning firms, and by the price at which mergers and 

acquisitions are settled (Wray and Tymoigne, 2008). Therefore, Pk is influenced by: 

expectation of future profits, liquidity preference and return of liquid assets relative to 

illiquid assets. Pk decreases because of market saturation, that is to say, when expected 

monetary profits go down.    

 The price of newly produced investment goods (Ps) is influenced by production costs 

and the level of mark-up: Ps increases because of upward pressures on unit cost as more 

investment occurs.  

 When Pk= Ps, entrepreneurs are indifferent between buying new or old capital assets.  

 By taking the price of old capital assets (Pk) as a point of reference, the quantity of 

investment goods purchased is determined where Pd = Ps. Investment can proceed only 

if the demand price (adjusted for borrower’s risk) exceeds the supply price (adjusted for 

lender’s risk) of capital assets. Any factor that lowers expected future profitability can 

push the current demand price of capital below the supply price. Consequently, 

investment and current profits would be reduced below the level necessary to validate 

past expectations on which demand prices were based when previous capital projects 

were undertaken (Wray and Tymoigne, 2008). 

      

By linking the goods market and the financial market in the “two-price” approach described 

above, Minsky addressed that asset prices play a crucial role in the determination of the 

investment level because this level depends on an arbitrage. Following the logic of Keynes’s 

General Theory, chapter 17, there is an arbitrage between old capital assets (existing capital 

equipment) and new capital assets (investment goods to be newly produced).
5
  Considering this 

framework, low prices for existing assets could depress the production of new assets.  

     However, the current competition between private equity buyers has been pushing up the 

prices of the buyout deals since profitable assets are in limited supply. Indeed, the investment 

scenario is characterized by one of “hunt for deals” or “hunt for acquisitions” and private equity 

deals –mainly mergers and acquisitions- overwhelm the microeconomic investment decisions. 

Besides, the availability of a greater amount of external funds boosts the state of expectations of 

borrowers and the reduction of the “borrowers’ risk” puts further pressure on the prices of 

existing capital assets. 

    As a result, through the middle of 2014, purchase-price multiples for leveraged buyouts in the 

United Sates averaged 9.6 times EBITDA and 10 times in Europe, these records had not been 

seen since the peak of the cycle (2006-2008). Taking into account the increased prices of old 

capital, private equity funds are looking to acquire sufficiently large stakes in the companies in 

order to gain board representation and decision rights to hire or fire the key managers and to 

                                                           
5
 In chapter 17 it is assumed that investors make arbitrages among all types of 

assets (financial and capital assets) in order to get what is expected to be the 

greatest monetary return, given the liquidity and maturity of the assets- among other 

factors. 
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influence the company’s investment decisions and profit targets. Among other efficiency 

strategies, private equity funds plan to invest in complementary investments to the set of 

portfolio companies.  

         

3. The private equity business model: redefinition of the labor 

relations 
 

     Rather than treating the private equity expansion as simply a financial phenomenon, our 

analysis rethinks the challenges to labor as involving forms of production at the financial 

frontier of capital. Today, there is a controversial understanding of the role of  private equity 

funds in labour conditions. 
6
 Private equity associations´ and consultants’ recent studies claim 

positive effects of private equity funds on employment. By contrast, trade unions´ reports have 

claimed that the private equity industry has enhanced deleterious effects on employment and 

working conditions: job losses, reductions in payments and retirement incomes. In fact, the 

social impacts of the private equity business model based on “rationalization” have been less 

explored by academic researchers, while extensive studies have been developed by private 

sector companies and industry bodies that tend to report only stories of success (Cressy et al., 

2007). These reports of cases of success show private equity buyouts as revolutionizing 

corporate ownership by creating new funding options and corporate governance structures, as 

well as by providing investors with attractive, long term investment opportunities.  

     Under other perspective, Appelbaum and Batt (2014) address that this business model has 

led to fewer jobs, lower wages and pensions, rising inequality and a huge increase in “moral 

hazard”.  Indeed, these authors note that favourable employment and working conditions are the 

exception, rather than the rule.
7
 What private equity firms more often do is asset stripping and 

financial engineering with harmful results in terms of jobs and working conditions. As the 

private equity investors´ motive is not growth per se, but value extraction, the vulnerability in 

social relations tends to increase within this accumulation pattern. 

      Labour unions criticize private equity buyouts for harming workers, such as through job 

losses and lower benefits; providing private equity fund managers with, in effect, tax subsidies 

and other fiscal benefits.
8
 Many global trade unions´ reports have claimed that the private equity 

“secretive industry” has promoted deleterious effects on employment and working conditions 

(IUF, 2007). Indeed, the activist approach toward value creation has been reported by global 

unions since private equity firms have been responsible for the employment standards of tens of 

millions of workers worldwide (MacDonald, 2007).  

     Indeed, the growth of these new financial actors has contributed to the redefinition of labour 

relations because managers favour “downsizing”. As labour costs are frequently considered  

large expense items, the reorganization of production aimed to reshape tasks and the control of 

                                                           
6 About the positive effects 1990-2011, see the research paper written by Aldatmaz, Brown (2013).   
7  Appelbaum and Batt (2014) note that in some cases, particularly with smaller and medium-sized companies, private 

equity firms can provide needed investment and management expertise to turn companies around, or to help them 

grow. Besides, while noting there were job losses, they point favorably to Wilbur Ross’s investments to turn around 

several steel companies, and his negotiations with the United Steelworkers in order to keep the plants open. They also 

highlight the USW’s and United Auto Workers’ negotiations with the private equity owner of auto-parts supplier 

Dana Corporation as relatively positive examples.  
8 Public attention has also been increasingly focused on taxation practices as fund managers pay far lower taxes by 

having the gains after the deals treated as regular income. Besides, the benefits to buyout firms are amplified as, for 

example, tax deductibility applies to interest on debt borrowed to fund the leveraged buyout acquisition (Blum,2008).  
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workers in a context characterized by the absence of commitment to disclose information about 

the business practices. As a result, the portfolio companies could foster turnover, outsourcing 

and casual work. Montgomerie (2008) gives outstanding examples of the changing working 

conditions in Germany and the UK. The author found  that labour is the main focus of cost 

saving measures, first through longer working hours, then the abolition of holiday pay and 

finally through the reduction in the workforce and worker displacement.   

     The generation of cash flows to pay non–equity based fees, dividends and debts usually 

require deep cost reductions with decisive effects on labour relations, employment trends, social 

benefits and unions´ actions.  These changing working conditions result from:  

“….continuous restructuring to generate cash outflow, falling levels of productive investment. 

Institutionalized short-termism, increased outsourcing & casualization to cut costs, sell-offs & closures 

regardless of productivity & profitability; deteriorating working conditions; diminished employment 

security, invisible employers” (IUF, 2007:17). 

As a result, the managers´ commitment relates to the payment of debt, the portfolio company 

turns out to be subordinated to efficiency targets that shape labour relations overwhelmed by 

longer working hours, job destruction, turnover and outsourcing. Workforce displacement and 

loss of rights are also part of the spectrum of management alternatives aimed to cost reduction. 

In many cases, low operational results have stimulated new waves of buyouts.  In fact, the new 

wave of private equity deals has been mostly aimed to increase the short-term performance of 

the portfolio. In this scenario equated by investors and banks, workers have no defence since the 

portfolio company managers´ practices limit the possibilities of unions´ actions toward 

negotiation.   In truth, the level of productive capacity and the working conditions in a variety of 

industries, have been constantly reorganized and reconfigured after the private equity deals. One 

of the cruel ironies of private equity is that pension funds—the deferred wages of workers—

provide more than one-third of the money private equity puts up to buy companies.
 9
 

      In the near-future, slow conomic growth would certainly constrain the generation of the 

outsized returns achieved in the recent past. Indeed, to increase future returns, private equity 

funds need to sustain an active management approach within portfolio companies so as to shape 

active operational strategies. In other words, engagement with the management of the portfolio 

companies dedicating more time and resources to identify potential sources of value and 

refining the value-creation models to help to extract it.  

     The current ‘key elements” in the analysis of production and employment trends are the 

extension of the holding period and the expected exit conditions. Uncertainty about the exit 

conditions could extend the holding period and put higher pressure on the levels of employment. 

In other words, the PE business model, fund managers acting as entrepreneurs may feel more or 

less confident with regard to their exit conditions and, therefore, put pressure on employment 

conditions throughout the holding period. The consequences of the activist approach might be: 

 Development of strategies to an increasingly expensive workforce by substituting 

capital for labour, particularly as sophisticated robotic penetrates traditional services 

business like food, hospitality and healthcare. 

 Utilization of advanced telecommunications and information technology to sleep 

services out of the Eurozone, presents opportunities to invest in business that specialize 

in, for example, remotely performed diagnosis or web based training.  

 Strategies of outsourcing and crowdsourcing;  

 Accelerated cost cutting through layoffs, closures, outsourcing;  
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 Further reductions in productive investment and in expenditures with R&D; 

 Increased pressure on collective bargaining power, besides capping or closing pensions 

(IUF, 2007).  

 

4. Final considerations 
 

      In the current global scenario, the apprehension of the meaning and dynamics of the recent 

spread of private equity finance is crucial to the understanding of the social impacts of the 

evolution of contemporary capitalism. As private equity firms have searched for liquidity and 

capital mobility, decisions taken by investors - strongly influenced by short- term returns and 

the legal and incentive structures – have turned out to challenge social sustainability. The 

analysis of the strategies and practices of the private equity firms has revealed the current 

challenges on behalf of the increasing social vulnerability favoured by institutionalized short-

termism in the workplace and in society (IUF, 2008). Under the euphemism of “rationalization 

strategies”, the private equity business model aims to  increase short-term profits.  As workers 

have experienced, the effects of the financial mechanisms at the core of workplace add 

significant pressures on workers and trade unions. In fact, the social pressures of ongoing 

restructuring that have become a constant feature of today’s global and financialized economy 

(Blum, 2008).  

       

     As the private equity investors´ motive is not growth per se, but value extraction, the social 

losses in terms of unemployment, working conditions, workers´ rights and income distribution 

are deep. The employability perspectives are conditioned to private strategies that aim efficient 

targets, cost reductions and labour flexibility. Longer working hours, job destruction, turnover, 

outsourcing, workforce displacement and loss of rights could also be part of the spectrum of 

management alternatives. This scenario, characterized by precarious jobs, has enhanced the 

vulnerability of workers, mainly young people. The clear cut between investors and managers 

favours the redefinition of the labour relations: 

   

“Flexibility is the slogan of the day, and when applied to the labour market it augurs an end to the “ job 

as we know it”, announcing instead the advent of work on short-term contracts, rolling contracts or no 

contracts, positions with no in-built security but the “until further notice” clause. Working life is 

saturated with uncertainty” (Bauman, 2000:147). 

 

      Our argument highlights that the private equity expansion involves social relations driven 

by profit and competition in a context characterized by unemployment, deleterious working 

conditions and loss of rights. The financial practices of the private equity funds are, in truth, 

mechanisms that promote the expansion of the global financial markets with decisive effects on 

wealth, income growth and working conditions. Indeed, there are social and political tensions 

inherent to the expansion of this business model: the impacts on livelihoods could lead to the 

loss of social cohesion.  
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