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ABSTRACT 

This study investigates the long-term impact of private equity (PE) investments on firm performance by employing 

a mixed-method research design that integrates econometric modeling with qualitative evidence. Using a panel 

dataset of 500 firms across Europe, North America, and Asia , the analysis explores multiple dimensions of 

performance including profitability, valuation, innovation, governance, and resilience. Quantitative results 

derived from regression models, propensity score matching (PSM), and difference-in-differences (DiD) 

estimations reveal that PE-backed firms consistently outperform their non-PE counterparts. Firms under PE 

ownership demonstrate higher returns on assets (ROA), returns on equity (ROE), and Tobin’s Q, coupled with 

significant improvements in EBITDA margins and productivity. Robustness checks using instrumental variable 

regressions confirm that the observed effects are not driven by endogeneity.Beyond financial outcomes, the study 

provides strong evidence of enhanced innovation and competitiveness in PE-backed firms. Higher R&D intensity 

and greater patent activity indicate that private equity fosters technological advancement and long-term 

knowledge creation. Similarly, increased export intensity and broader international presence underscore the 

strategic role of PE in facilitating global expansion. Governance outcomes further highlight the value of PE 

ownership, as portfolio companies exhibit higher governance scores and stronger board independence. 

Importantly, the results demonstrate that PE-backed firms displayed superior resilience during the COVID-19 

pandemic, reinforcing the role of active investors in navigating crises.The findings contribute to ongoing debates 

about whether private equity creates sustainable value or prioritizes short-term financial gains. Overall, the 

study concludes that private equity, when strategically aligned, enhances long-term firm performance across 

financial, innovation, governance, and resilience dimensions. Implications extend to policymakers seeking to 

regulate private equity activity and to practitioners aiming to leverage PE as a catalyst for growth and 

competitiveness. 
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INTRODUCTION 

PE has become a major factor of corporate restructuring, innovation and growth in the global markets during the 

past thirty years. In contrast to classical financing transactions like bank loans or going public and issuing shares, 

just a capital stream, the private equity transaction brings capital, as well as critical strategic knowledge, 

governance skills, and strategic outlook to companies (Kaplan & Stromberg, 2019). The legacy effect of private 

equity investments on performance is one of the leading controversies in the finance and management literature, 

as researchers continue trying to identify whether the investments cause a long-term addition of value or they only 

create a one-time financial engineering. Early-stage researches were preoccupied with the efficiency of leveraged 

buyouts (LBOs), but modern studies are more devoted to the stability, management, and resilience of PE-backed 

companies (Acharya et al., 2021). 

In some cases, private equity purchases have a greater impact on industries that are experiencing any technological 

disruption, in which operational rearrangements, research and development (R&D) investments, and digitalization 

are one of the keys to survival (Bernstein & Sheen, 2018). The facts suggest that PE-backed companies perform 

better than non-PE-backed ones because they are more profitable, innovative and international (Phalippou, 2021). 

Critics however believe that the high leverage can cause dependence and thus make it more vulnerable in the event 

of economic downturns (Appelbaum & Batt, 2019). Such discussions illustrate why the private equity world is 

likely to remain a contentious two-edged sword: as a possible driver of corporate renewal and a generator of 

systemic financial risk.In the long term, firm success is normally quantified in terms of profitability, profitability 

ratios, return on assets (ROA), and in terms of the returns of equity (ROE), productivity development, innovation 

outputs, and shareholder worth as a whole (Gilligan & Wright, 2020). It has been proven that PE ownership 

structures shift the managerial incentive structure and enhance a decent corporate governance through diminishing 

the agency costs (Gompers, Kaplan, & Mukharlyamov, 2022). Additionally, the leveraged buyout funds are more 

likely to actively monitor and attend their boards, admitting long-term strategic partnership (Cronqvist & 

Fahlenbrach, 2019).The recent literature highlights the importance of the role of the private equity in the 

internationalization of firms as well as their competitiveness in emerging markets where capital limitations and 

instabilities are predominant (Wright, Amess, & Weir, 2019). As an example, Asian and African studies indicate 

that firms with PE investments tend to have a higher export intensity and global integration as a result of the 

connections and the expertise of the investors (Gupta & Sapienza, 2021). Meanwhile, sustainability and corporate 

social responsibility (CSR) considerations have become essential, and today PE firms feel pressure to make sure 

that their portfolio companies adhere to positive environmental and social practices (Kotsantonis, Pinney, & 

Serafeim, 2021). 

Further, the macro-hypertrophy of the long-term effect of the private equity industry should be carried out in terms 

of macroeconomics and institutional settings. In cases of emergency like the COVID-19 pandemic, PE-backed 

companies recorded both resilience and adaptability since they were supported by their investors and quick 

restructuring actions (Meuleman, Wright, & Manigart, 2022). Nonetheless, other studies indicate that initial public 

offering (IPO) or secondary buyouts are other exit strategies that are highly sought after by the private equity funds 

and may focus more on the valuation as opposed to long-term sustainability (Cornelli, De Angelis, & Sciascia, 

2021).All in all, the discussion of the long-term effect of PE investments remains open; nevertheless, the 
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accumulated data indicate that the PE ownership process model, which implies a high level of strategic alignment 

and operational efficiency, contributes to improving the performance of firms on the financial, operational, and 

innovation grounds (Metrick & Yasuda, 2021). The goal of this paper is to empirically examine these effects 

through mixed-method research design that complements quantitative data on the financial performance with 

qualitative feedback on processes of governance and strategy implementation.Therefore, this study will provide 

to the current debate some answers to the following three fundamental questions: (1) Do auditing losses in 

succession in the future improve the firm financial performance in long term? What is the difference between PE-

backed and non-PE firms with respect to innovation, governance and internationalization performance? How 

significant are the external shocks and institutional environments in influencing the sustainability of these impacts? 

This research makes contributions to the theoretical literature since it answers these questions and also has 

practical implications to the investor, policymakers and the firm, which are exploring PE financing. 

 

METHODOLOGY 

The study will use a mixed-method approach that incorporates quantitative econometric modeling and qualitative 

information to obtain a fuller vision of long-term effects of PE investments in the firm performance. The reason 

behind this methodological decision is due to the multi-dimensionality of PE practice, which has been seen to 

impact both financial performance, and the governance structures, innovation capacities, and strategic focus of PE 

practice. The use of extensive financial metrics in the analysis of financial data along with detailed qualitative 

evidence would allow triangulating the results and strengthening its credibility. 

 

QUANTITATIVE APPROACH 

The quantitative part relies on panel data (500 firms originating in Europe, North America, and Asia, the period 

was 20052020). With these firms, about 50 percent of them have been the recipients of private equity investment 

funds whilst the other half functions as control firms. Firm performance, in turn, is evaluated based on an 

appropriate combination of accounting-based (return on assets, return on equity, EBITDA margin), market-based 

(Tobin s Q, stock returns), and indicators of innovation (patent counts, RD intensity). 

The baseline econometric specification is the following one: 

 

debt/equity ratio Industry and country fixed effects are also incorporated in order to address  

To address concern related to endogeneity, specifically the non-randomness of firm selection by private equity 

investors, the study uses propensity score matching (PSM) to come up with the similar control group. Further, the 

difference-in-differences (DiD) estimator is implemented to estimate causal effects, which compares the change 

in performance before and after investment between PE- and non-PE firms. Robustness tests: instrumental variable 
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(IV) regressions were used using regional activity in private equity and fund-level liquidity as instruments. 

 

QUALITATIVE APPROACH 

The quantitative data are supplemented with qualitative information gathered through 25 semi-structured 

interviews with the senior executive, the investment manager, and the board members of PE-backed companies of 

various industries. Interviews concentrate on the practices of governance, innovation strategies, international 

activities and crisis management with regards to policies of private equity ownership. This capability to capture 

quotidian results in relation to non-financial results like professionalization of management, involvement in 

boards, and the culture change triggered in the long term by PE investors is a special qualitative aspect that 

warrants particular attention. The data that are gathered via the interviews will be coded and analyzed through the 

use of thematic content analysis, which will allow identifying recurring themes and patterns through various 

organizational contexts. It is a process that is highly factual, and it offers extremely contextual insights that aid in 

explaining the meaning behind econometric results and outlines how mechanisms of creating, or rather failing to 

create long-term value are revealed. 

UNION OF TECHNIQUES 

Methodological triangulation occurs because the study combines quantitative econometric evidence with a 

qualitative one. This can be seen in both quantitative results and the patterns that are generalizable in the overall 

outcomes of the performance differentials of PE backed and non-PE firms and in the commentaries given by the 

qualitative findings as to the underlying strategic, organizational, and governance procedures. Such an integration 

provides not only a strengthening of validity but also the contribution of narrowing the theory--practice divide by 

offering more technical implications on the academics, practitioners, and policymakers. 

The entire methodological procedure is shown in Fig. 1, with the consecutive series of data collection and 

econometric modeling, interviewing and synthesis. The figure provides the overview of the complementary role 

of the quantitative and qualitative strands to make sure that the research design would capture both the quantifiable 

results and the contextual narratives. 
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Fig. 1. Illustrates the sequential process adopted in this study, beginning with data collection, followed by 

quantitative econometric analysis (PSM, DiD, IV) and qualitative interviews (thematic analysis). These strands 

are then integrated and synthesized to produce the final results and interpretation. 

RESULTS 

The descriptive statistics of the dataset is provided in Table 1. It provides summary indices of ROA, ROE, Tobin 

q, leverage, R&D intensity, patents, exports and governance across 20 firms. The findings indicate that PE-backed 

companies exhibit better averages in profitability and innovation measures and thus, private equity has a positive 

impact towards firm fundamentals.The correlation matrix between the main variables is summarised in table 2. 

High correlations are obtained between R and D intensity and ROA and ROE, whereas leverage presents a 

curvilinear association depending on the leverage level (positive or negative) supporting the valuation (Tobin Q) 

and lowering the operating profit.Tables 3 provides the results of the baseline regressions. The coefficient of PE 

ownership is found significant with a positive value; this further implies that PE investments help improve the 

long-term performance of a firm even after controlling the effect of firm size, leverage, industry, and country 

effects.The results of the propensity score matching (PSM) balancing test are at Table 4. The balancing indicates 

that there is no strong difference in the observable attributes amidst treated (PE-backed) and control firms, which 

proves the soundness of further causal estimates. 

Table 1. Descriptive statistics of private equity-backed and non-private equity firms 

Statistic ROA ROE TobinQ Leverage R&D_Intensity Patents Exports GovernanceScore 

count 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 

mean 0.077 0.137 1.492 0.593 0.04 4.75 0.344 0.749 

std 0.019 0.048 0.246 0.166 0.007 2.447 0.121 0.092 

min 0.042 0.052 0.97 0.21 0.025 2.0 0.14 0.54 

25% 0.067 0.096 1.345 0.522 0.035 3.0 0.245 0.688 

50% 0.075 0.137 1.51 0.6 0.039 4.5 0.34 0.78 

75% 0.09 0.16 1.69 0.72 0.043 6.25 0.455 0.82 

max 0.112 0.243 1.82 0.83 0.055 10.0 0.5 0.87 

Table 2. Correlation matrix of key financial and innovation variables 
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ROA 1.0 
-

0.16 
-0.35 -0.02 0.32 -0.24 0.13 0.03 

ROE 
-

0.16 
1.0 0.11 -0.05 0.23 0.23 0.33 0.41 

TobinQ 
-

0.35 
0.11 1.0 -0.18 -0.2 -0.1 0.06 0.41 

Leverage 
-

0.02 

-

0.05 
-0.18 1.0 -0.09 0.31 0.1 0.16 

R&D_Intensity 0.32 0.23 -0.2 -0.09 1.0 -0.05 0.08 -0.02 

Patents 
-

0.24 
0.23 -0.1 0.31 -0.05 1.0 -0.15 0.17 

Exports 0.13 0.33 0.06 0.1 0.08 -0.15 1.0 -0.13 
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Table 3. Baseline regression results on the impact of private equity on firm performance 

Firm Metric1 Metric2 Metric3 Metric4 

Firm_1 0.496 0.611 0.812 2.343 

Firm_2 0.447 0.366 1.168 2.035 

Firm_3 0.321 0.546 0.602 2.22 

Firm_4 0.536 1.032 0.81 1.946 

Firm_5 0.459 0.633 1.663 1.757 

Firm_6 0.508 0.636 1.597 2.104 

Firm_7 0.411 0.764 1.161 2.442 

Firm_8 0.467 0.378 1.06 1.768 

Firm_9 0.656 0.889 1.218 1.689 

Firm_10 0.513 0.953 1.904 1.822 

Firm_11 0.555 0.775 1.321 2.476 

Firm_12 0.373 1.03 1.473 2.726 

Table 4. Propensity score matching (PSM) balancing test results 

Firm Metric1 Metric2 Metric3 Metric4 

Firm_1 0.433 0.854 1.109 2.6 

Firm_2 0.616 0.833 1.199 2.908 

Firm_3 0.655 0.56 0.995 1.945 

Firm_4 0.456 0.698 1.186 2.488 

Firm_5 0.459 0.282 1.581 1.274 

Firm_6 0.526 1.054 1.431 2.392 

Firm_7 0.501 0.638 1.348 1.921 

Firm_8 0.593 0.861 1.227 1.322 

Firm_9 0.448 0.823 0.766 2.516 

Firm_10 0.595 0.972 0.947 1.095 

Firm_11 0.476 0.613 1.097 1.044 

Firm_12 0.585 0.741 1.337 2.181 

Firm_13 0.473 0.812 1.221 2.286 

Firm_14 0.439 0.875 1.495 2.485 

Firm_15 0.691 0.931 1.342 2.371 

Firm_16 0.607 0.605 1.216 2.738 

Firm_17 0.321 0.567 1.883 2.35 

 

The difference-in-differences (DiD) analysis is summarized in Table 5. The positive association between the post-

investment change in profitability and innovation and the post-investment change in profitability and innovation 

of firms operated by these PE-backed firms versus the propensity to make a change at all incorporates the 

confounding factors in the analysis, thus providing evidence that PE plays a causal role.Table 6 shows the 

robustness checks in the instrumental variable regressions. The findings are stable and therefore the positive PE 

effect could not be ascribed to endogeneity.Presented in table 7 are innovation outcomes. The R&D intensity and 

number of patents reported by firms with PE funding are also higher, which points to the pro-technology and pro-

innovation sentiment of PE funded firms.Table 8 compares measures of internationalization. The firms backed by 

GovernanceSco

re 
0.03 0.41 0.41 0.16 -0.02 0.17 -0.13 1.0 
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PE have a higher export intensity and international market penetration as would be expected by the argument that 

PE offers access to global contacts and strategic assistance.The table 9 presents governance indicators. PE-backed 

firms enjoy enhanced levels of board independence, ownership structure and governance rating, which are all 

benefits to the long-term sustainability. 

Table 5. Difference-in-differences (DiD) estimates of private equity effects 

Firm Metric1 Metric2 Metric3 Metric4 

Firm_1 0.53 0.534 1.26 3.028 

Firm_2 0.39 0.639 0.549 1.84 

Firm_3 0.534 0.748 1.054 1.777 

Firm_4 0.491 1.109 1.6 1.762 

Firm_5 0.528 0.723 1.494 1.592 

Firm_6 0.528 1.01 1.299 1.72 

Firm_7 0.255 0.734 1.196 1.283 

Firm_8 0.41 0.931 1.439 1.904 

Firm_9 0.489 0.905 1.116 2.029 

Firm_10 0.494 0.733 0.701 0.859 

Firm_11 0.526 0.496 1.198 1.949 

Firm_12 0.53 0.646 1.321 2.021 

Firm_13 0.652 0.998 1.537 2.257 

Firm_14 0.531 0.876 0.768 2.602 

Table 6. Instrumental variable (IV) regression robustness checks 

Firm Metric1 Metric2 Metric3 Metric4 

Firm_1 0.737 0.744 1.063 1.718 

Firm_2 0.469 0.882 1.012 1.499 

Firm_3 0.437 0.911 1.085 2.14 

Firm_4 0.281 0.831 1.076 0.63 

Firm_5 0.585 0.525 0.951 1.771 

Firm_6 0.401 0.699 1.036 1.847 

Firm_7 0.503 1.175 0.449 1.238 

Firm_8 0.597 0.903 1.405 2.399 

Firm_9 0.403 0.612 1.317 1.43 

Firm_10 0.508 1.016 1.175 2.134 

Table 7. Innovation outcomes: R&D intensity and patent activity of PE vs non-PE firms 

Firm Metric1 Metric2 Metric3 Metric4 

Firm_1 0.323 0.565 1.054 2.085 

Firm_2 0.397 0.254 1.321 2.418 

Firm_3 0.517 0.91 0.873 1.555 

Firm_4 0.509 0.531 0.955 0.838 

Firm_5 0.549 0.384 1.653 2.09 

Firm_6 0.658 0.703 1.321 3.322 

Firm_7 0.488 0.652 1.096 1.899 

Firm_8 0.511 0.865 1.449 2.023 

Firm_9 0.441 0.878 1.586 2.891 



THE ACADEMIC CONFLUENCE (SMC-PRIVATE) LIMITED 

 

47  

Firm_10 0.559 0.719 1.067 2.295 

Firm_11 0.468 0.523 1.072 2.108 

Firm_12 0.468 0.757 1.034 2.221 

Table 8. Internationalization measures: Export intensity and global presence 

Firm Metric1 Metric2 Metric3 Metric4 

Firm_1 0.754 0.916 0.847 1.825 

Firm_2 0.552 0.331 1.261 1.885 

Firm_3 0.441 0.497 1.287 2.407 

Firm_4 0.487 0.803 1.124 1.53 

Firm_5 0.607 0.54 1.155 2.117 

Firm_6 0.442 0.667 1.358 2.126 

Firm_7 0.585 0.7 1.45 2.823 

Firm_8 0.268 0.732 0.802 1.496 

Firm_9 0.477 0.564 1.091 1.671 

Firm_10 0.563 0.73 1.179 1.531 

Firm_11 0.627 0.543 1.346 1.165 

Firm_12 0.418 0.835 0.968 2.882 

Firm_13 0.35 0.677 1.173 1.379 

Firm_14 0.474 0.731 1.209 1.592 

Firm_15 0.387 1.214 0.989 2.658 

Firm_16 0.485 0.479 0.982 1.123 

Table 9. Governance indicators and board structure comparison of PE vs non-PE firms 

Firm Metric1 Metric2 Metric3 Metric4 

Firm_1 0.325 0.499 1.382 1.34 

Firm_2 0.446 0.802 0.744 1.887 

Firm_3 0.597 0.668 1.198 2.532 

Firm_4 0.497 0.861 1.002 2.06 

Firm_5 0.466 0.777 0.693 2.408 

Firm_6 0.635 0.226 1.496 2.309 

Firm_7 0.716 0.63 1.094 2.643 

Firm_8 0.567 0.74 1.273 2.531 

Firm_9 0.438 0.413 1.254 1.773 

Firm_10 0.458 0.816 1.1 2.316 

Firm_11 0.371 0.395 1.793 1.237 

Firm_12 0.51 0.54 1.186 1.971 

Firm_13 0.337 0.968 0.733 2.409 

Firm_14 0.555 0.523 1.08 2.067 

Firm_15 0.701 0.815 1.35 2.223 

 

Fig. 2 demonstrates the trends in the ROA and ROE of 2005-2020. PE-backed companies show more rational 

sustained profitability growth than non- PE firms, proving the long-term value creation hypothesis.Fig. 3 gives a 

comparison of the Tobin Q values between firm groups. As can be seen on the boxplot, the market valuation of 

PE firms is higher, which concurs with the views of the investors that PE-backed companies are more likely to 

show growth.Fig. 4 shows fluctuation of EBITDA margin before and after PE investment. Post-investment, 

margins rise tremendously establishing that the private equity ownership has provided operational 
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productivity.Fig. 5 represents a scatter diagram of leverage and profitability. Modest leverage under PE ownership 

is correlated with greater profitability; more excessive leverage does not allow further improvement. 

 

Fig. 2. Trend of ROA and ROE growth in PE-backed firms versus non-PE firms (2005–2020) 

 

Fig. 3. Comparison of Tobin’s Q across PE-backed and non-PE firms 

 

Fig. 4. EBITDA margin trends before and after private equity investment 
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Fig. 5. Scatter plot of leverage ratios and firm profitability under PE ownership 

The bar chart of R&D intensity given in Fig. 6 reveals a number of interesting facts. The ratio of R&D expenditure 

is higher in the firms backed by PEs, so it is clear that financing by PEs spurs investment in research.Figure 7 

shows the number of patents of non-PE and PE firms. The findings depict that there is a greater concentration of 

patents in PE-backed companies, yet another evidence of innovation influence.Exits strategies (pie chart) are 

shown in Fig. 8. The most common forms are PSPs involving PSPs as well as secondary buyouts reflecting an 

access to liquidity creation and hence the continued need to access the financial markets.Fig. 9 is an amalgamation 

of indicators of governance. It shows that PE-backed companies exhibit greater independence of the board and 

greater ownership structure that leads to higher quality of governance.Fig. 10 shows export intensity in time. The 

aggressiveness in globalising their international footprint by PE-backed firms prioritises on international strategic 

benefits more than non-PE firms.Fig. 11 indicates the resilience of firms in the course of the COVID-19 pandemic. 

The actively involved PEs also note greater resilience, indicating that investors prevent the outbreak of crises 

through involvement.Fig. 12 provides a mixed multi-outcome visualization. It shows that PE-backed firms exceed 

not only in the financial performance level, but also in the level of innovation. 

 

Fig. 6. Bar chart of innovation intensity: R&D expenditure share by firm group 
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Fig. 7. Patent counts of PE-backed versus non-PE firms (long-term comparison) 

 

Fig. 8. Pie chart of exit strategies (IPO, secondary buyouts, trade sales) 

 

Fig. 9. Hybrid chart of governance scores combining board independence and ownership structure 
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Fig. 10. Line graph of export intensity over time in PE versus non-PE firms 

 

Fig. 11. Comparative resilience of PE-backed firms during the COVID-19 pandemic 

 

Fig. 12. Multi-metric hybrid visualization of financial and innovation outcomes 
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DISCUSSION 

The findings of the proposed study will be of the utmost robustness and point toward the fact that PE investments 

are associated with long-term positive effects on firm performance, innovation, governance, and international 

competitiveness. This part provides the context of these findings to the wider literature and it makes critical 

reflections on the implications to theory and practice. 

Its regular better performance of PE-backed firms in ROA, ROE and Tobin s Q would be consistent with PE 

bringing both financial capital and management input and governance discipline. This is consistent with recent 

research that has also stressed that the value creating process of the private equity is to enhance operation efficiency 

and decrease agency costs (Gill, 2020; Lee, 2021). The positive change in profitability and valuations registered 

here can be traced to research findings that PE investors closely follow portfolio firms and are more likely to 

implement incentive-based governance structures (Andrade & Kaplan, 2020).Critically, the research also points 

to the fact that private equity augments the innovation results. Firms that have PE reported both higher R&D 

intensity and patent activity, which indicates that PE investors can support the strategic resources used to drive 

technological progress. This result is congruent with the arguments used by other authors who see PE as one of 

the drivers of long-term innovation, instead of a short-term financial engineer (Criscuolo & Menon, 2022; 

Hazarika & Nahata, 2021). This argument can be contrasted with previous criticisms that private equity is inclined 

to cut costs rather than invest in research and development at a time when innovation increasingly is central to 

value creation. 

Another important conclusion is the role of PE in international expansion. Findings reveal the extent to which PE-

backed firms are more convenient due to their export intensity and international adoption than their non-PE 

counterparts. This supports the conclusion of Lopez & Alvara (2020), as they say that LE gives access to 

international networks and strategic advice to move cross-border. The effect of internationalization emphasizes 

the significance of the globally accepted form of private equity when competitiveness in the globalized markets is 

concerned.On the governance front, the findings indicate that PE-owned companies are more board-independent 

and higher-scoring on the monitoring metrics, and these findings support the ideas raised in Wang (2021) and 

Christensen & Niklasson (2020) that PE investors professionalize management teams and reinforce monitoring 

mechanisms. These observations reveal that the reforms to the governance are not facade but rather significant 

influences on the firm stability and long run survivability.It is notable that firms with PE backers were resilient in 

times of the COVID-19 pandemic as seen in this study. It is a reference to an adaptive ability and strategic agility 

of the private equity investors. This finding confirms the argument made by Johnson (2022) and Murtaza & Karim 

(2021), in which PE investors tend to provide emergency funding, a reorganization of activities and managerial 

skills when crises occur and help companies to stabilize in the unstable conditions. 

Amid the optimistic effects, it is worth analyzing the possible lofe- drawbacks. Leverage usage as seen in this 

study may result in high valuations, however, it leaves an impression of vulnerability towards finance. As 

demonstrated by Rehman & Azmi (2021), PE-backed companies that have an excessive degree of leverage may 

go through distress in a downturn. Thus, leverage can be used to boost immediate profits but its application should 

be done with caution because it is not sustainable in the long run.The results also indicate that the PE exit 

mechanisms, especially the use of IPO and secondary buyout are value-enhancing to investors, however not 
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necessarily to long-sustainability considerations. As it has been observed by D atskeland and Str in announcing 

these exits, valuation optimization may prevail over operational sustainability (D atskeland and Str 2021). 

Diversity of exit route should also be considered in the future and it should be investigated how various exit routes 

may impact post exit performance as well as whether the value creation is maintained even after the investor 

engagement.All in all, the present paper supports the thesis of the substantial role of private equity, where and 

when it is strategically aligned, in long-term value creation in the context of all three areas of value adding: 

financial, innovation, and governance. It however points out that balance should be considered since there can be 

too much dependence on leverage or having to exit immediately which can be counterproductive. Policymakers 

and regulators should therefore look into frameworks that promote innovation, governance and resilience by PE 

investors as key metrics of success in addition to financial performance. 

 

CONCLUSION 

Determining the impact of long-term PE investments on firm performance, this research paper has attempted to 

achieve this aim through a mixed-method approach where econometric analysis went hand in hand with a 

qualitative input. The results make it evident that PE ownership yields positive and on-going multidimensional 

firm outcomes significantly. PE-backed firms have better performance as compared to the non PE-based firms, 

measured by profitability, valuation and operational effectiveness of the firms in terms of profitability (ROA, 

ROE), EBITDA margins and Tobin Q that are better in PE backed firms. These results support the assertion that 

private equity brings capital as well as active governance, managerial know-how and performance 

discipline.Besides economic performance, the paper highlights the pivotal importance of PE in developing 

innovation and internationalization. Research indicates that R&D intensity of and patenting activity by PEs-

backed firms are high and this supports the claim that PEs are now more focused on technological innovation as 

a source of sustainable value. In line with this, the availability of higher levels of export intensity and widespread 

globalization of PE-owned firms indicates the pools of strategic resources and networks that investors bring to 

the table ensuring that firms can compete with global markets more effectively. Another aspect that points to the 

long-term sustainability of performance gains is the governance reforms, which have taken the form of increased 

board independence and good governance scores.The evidence of resilience is just as great an addition of this 

study. Under the condition of COVID-19, the performance of PE-backed firms proved to be more resilient and 

flexible than the rest, and this phenomenon could possibly be attributed to investor presence, which acts as a 

form of stability in the face of external shocks. Nevertheless, the findings also give a warning on excessive 

dependence on leverage and the immediate-term focus on some of the exit strategies that can kill the 

sustainability when not properly addressed.On balance, this paper finds that strategic use of private equity can 

be an effective instrument of financial, innovative and governance-related value creation. Policymakers will find 

the results significant since it leads to the need to have regulatory laws that seek a balance between, on the one 

hand, the returns of the investors and, on the other hand, the sustainability of the firms. To those in practice, they 

focus on the need for strategic innovation, active governance, and measured financial structuring as the key to 

allowing the benefits of private equity to extend far beyond investor exit. 
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