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Overview
Our analysis of the 2020 KPMG Healthcare and Life Sciences Investment Outlook survey
results sheds light on how the investment landscape will be impacted by significant changes
in the healthcare and life sciences industry. Specifically, this paper looks at influential
disruptors and evolving market trends across eight subsectors, as well as policy and
regulatory developments that could signal additional challenges and opportunities.
We divided the subsectors into three categories based on how their impact on the changing
marketplace is opening up investment opportunities:
The innovators
Healthcare IT (HIT); pharma and
biotech; and medical devices
(including diagnostics): Investors
will keep an eye on emerging signs
of innovation that could facilitate
personalized treatment modalities,
potential cures for diseases, and an
improved patient experience.

The consolidators

The foundation

Behavioral health; physicians,
dental and rehab practices; and
home health and hospice: Investors
will play an integral role as these
organizations pursue consolidation.

Hospitals and health systems
and managed care: As these
organizations are still the pillars of the
healthcare industry, investors may
uncover opportunities related to new
ways of delivering patient care and
lowering costs.

Levels of respondent investment interest, by subsector
30%
24%
20%

23%

23%
19%
15%
8%

HIT

Pharma
and biotech

Medical
devices

Note: Respondents chose up to three subsectors

Behavioral
Home
Physicians,
health
health and dental and
hospice
rehab
practices

Managed
care

Hospitals
and health
systems

This outlook survey highlights the dynamics at play in each of the eight subsectors—current state, emerging trends and
potential areas of investor focus. Discerning investors will be able to use this report to evaluate subsector opportunities
and challenges in the context of an increasingly complex healthcare and life sciences marketplace.
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Introduction
The healthcare and life sciences industry is moving toward
a dramatically different future, where more diseases are
cured, treatments are personalized, and patient/consumer
preferences are at the center of decision-making. In this
context, there are a number of trends that have significant
potential to open up opportunities for investors.
The industry as a whole is seeing a wide spectrum of
innovation—from interoperability of useful health
data, to next-generation therapies and personalized
medicine, to robotic surgery and artificial-intelligenceenabled medical devices.
Both regulatory requirements and market realities are
driving movement toward value-based care. This movement
will be achieved through the use of advanced analytics
to drive a greater focus on outcomes and the patient
experience. As the move toward value goes hand in hand
with closer scrutiny of healthcare costs, many organizations
in healthcare and life sciences are adopting new alternative
payment and reimbursement models. It is important to
note, however, that—even as new initiatives help patients
better manage and pay for increasingly expensive services

and drugs—ongoing political developments, including the
outcome of the 2020 election, could impact the broader
system and investment priorities.
After significant government- and growth-driven technology
investments over the past decade, there is a need for
organizations to increase their focus on performance
optimization. These considerations are particularly
applicable for organizations in subsectors that are more
likely to pursue roll-ups to gain better market penetration
and achieve significant economies of scale.
Finally, the evolving view of the patient as connected
consumer is driving vertical integration in subsectors
as varied as pharma and biotech, medical devices;
physicians practices, and home health. Designed to
create entities that meet the needs of the whole patient,
we believe these investment opportunities will be
increasingly prevalent in the years to come.
While some of these trends will have an impact across
all subsectors examined in this paper, others will have
particular salience in one or more areas, as evidenced in
the subsector analyses that begin on page 8.
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Current state of the healthcare
and life sciences deal market
Healthcare and life sciences deal activity was robust in
2019, up 40 percent year-to-date in November 2019, as
compared to the same time period in 2018. According to
Bloomberg Law, the subsectors with the highest volume of
deals include life sciences and pharmaceuticals; healthcare
IT and software; and long-term care.1 Only 23 percent of
respondents indicated that they thought the life sciences
sector was in or nearing a bubble. And 39 percent of
respondents said they thought the healthcare sector
was in or nearing a bubble. In both sectors, respondents
expressed the belief that, if a bubble is on the horizon,
it won’t occur for more than 12 months. However, it is
important to bear in mind that the 2020 election will likely
prompt additional investment considerations.
Thirty-five percent of respondents said they believe there
are strong fundamentals in healthcare and 28 percent
expressed the same belief for life sciences. Respondents
said that they commonly find that healthcare assets are
properly valued in high-growth businesses (32%) and
lower-middle-market companies (26%). Life sciences
assets that respondents say are properly valued are
commonly found among private equity- and venturecapital-backed companies (38%) and licensing/joint venture
opportunities (26%).

Creative deals proliferate
Given opportunities driven by fragmentation, new
models of care delivery, and high valuations, there are
a number of unique deal structures emerging. One
of the newer trends across a variety of healthcare
subsectors is that of joint acquisitions involving private
equity firms and corporate buyers. For example,
Towerbrook Capital Partners and Ascension Health
jointly acquired the hospice company Compassus
in a 50/50 split,2 and Cardinal and Clayton, Dublier &
Rice did a carve-out of naviHealth.3 The second major
deal trend is in strategic portfolio rationalization, e.g.,
Novartis’s spin-off of Alcon,4 Tenet’s planned spin-off of
Conifer,5 and Ironwood’s spin-off of Cyclerion.6

For more detailed survey results, see pages 26-27.
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Impact of disruption on
investment activity
The disruptors that could have a significant impact on healthcare and life sciences investment activity in this coming
year include the 2020 election, shift to value in healthcare, paying for innovation in life sciences, new market entrants,
and social determinants of health (SDOH). Investors should take these developments into account as they make
decisions, bearing in mind that disruption can yield both opportunity and risk.

2020 election
When asked how the 2020 elections would impact
investment, nearly half of our survey respondents
expressed the opinion that it could cause a decrease (37%)
or significant decrease (12%) in investment activity in
2020. This result represents nearly three times as many
respondents in aggregate as the next highest negative
disruptor (Shift to Value). Perhaps not surprising, this
outlook on investment reflects the deep divide in public
opinion on many of the fundamental issues of our time.
For example, in December of 2019, national polls indicated
that 36.7 percent of Americans believed our country was
headed in the “right direction,” while 56.8 percent believed
the country was headed in the “wrong direction.”I
National healthcare spending continues to outpace
inflation with patients paying a greater share of the costs.
Most Americans agree that they are paying too much for
healthcare and the pressure to “do something” about
costs has never been greater. Congress held numerous
hearings in 2019 on the high cost of prescription drugs
and the prospects for bipartisan agreement seemed
promising for most of the year. However, as the year wore
on, it became clear that 2019 was not to be the year for
major bipartisan, bicameral action to reduce the burden
of increasing healthcare costs. That said, in December
of 2019, Congress passed and the President signed a
bipartisan spending plan that eliminated Affordable Care

Act (ACA) taxes, extended funding for a number of
bipartisan priority programs through May 22, 2020, and
included a number of provisions that were beneficial
to healthcare and life sciences companies. It is unclear
whether the second session of the 116th Congress will
complete work begun on the high costs of prescription
drugs and surprise billing, as the prospects for major
legislation in any presidential election year tend to diminish
with each passing week.
With so much to come in 2020—from the aftermath
of impeachment to the long road through the party
conventions to the general election—we view our
investment outlook through the prism of what is likely to
occur before the November elections versus what may
occur after the elections. Given the pace of deal activity
through the end of 2019, investors seem to have adapted
to investment in a changing political environment. Barring
any unforeseen catastrophe, and as long as the economy
remains robust, we believe that investment activity is
likely to continue to be relatively strong, perhaps through
the summer and up until the elections. As reflected in our
survey, we believe it’s possible that investment activity
could moderate after the election, depending upon who is
elected and what changes in healthcare and life sciences
policy are contemplated by a new administration and the
majorities elected to serve in the 117th Congress.

For further information, please see:
I
RealClearPolitics. Direction of the Country. Accessed December 19, 2019 at https://www.realclearpolitics.com/epolls/other/direction_of_country-902.html
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Shift to value in healthcare
According to the Health Care Payment Learning and Action
Network (LAN), 35.8 percent of U.S. healthcare payments
flowed through alternative payment models (APMs) in
2018.7 However, only 14.5 percent of payments were in
models that included downside financial risk for controlling
healthcare costs and maintaining high-quality care, which
are likely to qualify providers for participation in advanced
APMs according to the Centers for Medicare and Medicaid
(CMS).8 To the extent that organizations are willing to
take on risk, there may be opportunities for investors
(particularly in private equity) to pursue investment deals
that result in roll-ups and other organizational structures
that facilitate APMs.
To further incentivize providers to take on increasing
financial accountability for the care they provide, CMS
continues to develop and launch new APMs—including
accountable care organization (ACO) models, bundle- and
episode-based payments, population-based payments,

and other innovative arrangements. For example, payment
models that are primary-care-focused, such as Direct
Contracting and Primary Care First,9 and specialty-focused,
such as End Stage Renal Disease (ESRD) Treatment
Choices Model and Radiation Oncology Model,10 will give
providers additional opportunities to adopt new approaches
to payment and delivery. In addition, CMS is incentivizing
better management of patient care and costs through
approaches that include reimbursing home health providers
based on patient characteristics rather than volume.
Similarly, private sector payers are increasingly pushing
providers toward risk-based payment arrangements.

56%

	
of survey respondents think
the shift to value will increase
investment activity

Paying for life sciences innovation
Investors are increasingly excited about a broad spectrum
of new products coming to market. These include specialty
drugs for rare diseases, advanced medical devices, artificial
intelligence (AI) from the back office to the operating room,
telemedicine technologies, and much more. At the same
time, these innovations can come with high price tags.
For example, research and development (R&D) costs for
specialty drugs average $2.6 billion per product, according
to recent estimates.11 As a result of pricing pressure,

manufacturers need to reconcile and explain the tradeoffs
between the high cost of medical advances and other
alternatives and compete on added value.

70%

	
of survey respondents think that
paying for innovation will increase
investment activity
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New market entrants
High-profile technology disruptors are continuing to enter
the healthcare arena in areas with significant consumer
impact—new models of drug distribution; advanced care
delivery models; centralized and transparent platforms for
decision-making, etc. For example, Amazon and others
are using natural language processing (NLP) and machine
learning capabilities to read electronic health records
(EHRs) and make suggestions for treatments based on
past medical conditions, procedures and prescriptions.12
Sixty-one percent of survey respondents said that new
market entrants would increase investment activity in

both healthcare and life sciences. However, organizations
that have limited resources for in-house technology
development should evaluate potential partnerships with
technology leaders in order to gain access to deeper
consumer insights and powerful analytics platforms.

61%

	
of survey respondents said that new
market entrants would increase
investment activity

Social determinants of health (SDOH)
It is increasingly accepted that social determinants of
health (SDOH)—lifestyle, economic, and environmental
factors—all contribute significantly to an individual’s health
and well-being. There are a number of ways in which this
is playing out: (1) Fourteen hospital systems are investing
$700 million in SDOH initiatives.13 (2) AHIP launched Project
Link to facilitate insurer collaboration to address SDOH.14
(3) Using SDOH data within EHR systems is showing the
potential to improve care coordination, lower costs, and
contribute to population health, although a standardized

process for documenting SDOH data in EHRs is still
needed. For investors, upstream health interventions to
address SDOH could open up opportunities in sectors such
as behavioral health and home health, where addressing
social needs can be critical.

48%

	
of survey respondents said that
social determinants of health
would increase investment activity
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Subsector analyses
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The innovators

Healthcare IT and revenue cycle
management
Current state
As the shift to value continues, organizations have the
dual challenge of increasing interoperability to improve
clinical performance and the patient experience, while
simultaneously taking unnecessary costs out of the
system through automation and other technology tools.
Healthcare IT (HIT) was again ranked as the top subsector
of investment interest in our survey: 76 percent of

respondents thought the subsector would grow faster
than the overall healthcare and life sciences market, and
executives from other subsectors expressed interest in
investing in HIT as well. HIT products of greatest interest
to investors include healthcare analytics/informatics,
cloud-based EHRs/workflow applications, revenue cycle
management software, and telemedicine.

Emerging trends
Government interoperability mandates
Following Meaningful Use (MU) incentives and
requirements from the 21st Century Cures Act, CMS
and the Office of the National Coordinator for Health IT
(ONC) have published Interoperability and Patient Access
proposed rules. If finalized, providers and payers would
be required to exchange electronic health data with
other members of a patient’s care team and relevant
payers. Hospitals would be expected to send automated
notifications to other treating providers when a patient
is admitted, discharged, or transferred. Those providers
that interfere with, prevent, or materially discourage
access, exchange, or use of electronic health information
could face penalties and/or public reporting for perceived
“information blocking.”15

Ensuring patient access to their data
Understanding that patient access to their own medical
records plays a central role in improving outcomes,
the Department of Health and Human Services (HHS)
has created a number of programs to encourage
patient access. For example, through the Promoting
Interoperability program (formerly MU), healthcare
organizations will be scored not only on interoperability,
but also on the degree to which they allow patients to
access their health data.16 Further, the Blue Button 2.0
program was created to allow Medicare beneficiaries to
securely connect their claims data to apps and other tools
developed by innovators.17

© 2020 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated
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Potential areas of investor focus
EHR enhancement technologies
Interoperability of patient data in EHRs is increasingly
critical to care coordination for individuals who suffer
from chronic diseases. Such patients are often treated
by multiple providers, making care coordination difficult
without technologies that connect disparate systems.
Optimizing EHR systems and moving data to the cloud
are key to this connectivity, as is echoed by the fact that
69 percent of survey respondents thought that greater
interoperability and growth of application programming
interfaces would increase investment in HIT.
Many providers feel that EHRs disrupt their workflow, with
low EHR usability ratings highly correlated with physician
burnout, according to a recent study from the Mayo Clinic,
Stanford University and the American Medical Association
(AMA).18 As a result, demand is growing for solutions
that optimize EHR functionality and allow interoperability
between systems. For example, visualization and reporting
software is being implemented on top of EHR systems
to improve collection and understanding of clinical data.
And many EHR systems are moving from on-premises
installations to the cloud through services like ClearDATA,
which provides a secure, compliant multi-cloud solution.19
Finally, while healthcare providers and payers understand
how SDOH can impact a patient’s health status, 78
percent of provider executives said they lack the data to
identify the social needs of their patients, according to a
recent survey.20 To address this, tools are being created to
promote the use of ICD-10-CM codes to capture SDOH
data in EHRs.21 There are also new sources of data that
help payers identify and prioritize the most effective
SDOH programs, e.g., Revel’s recently launched Social
Determinants of Health Assessment.22

	
Technologies along the patient access and
revenue cycle continuum
Most healthcare organizations now realize that consumer
interactions should be transparent, tech-enabled,
and aligned to meet the needs of all patients—from
Generations X, Y, and Z to aging baby boomers and beyond.
Therefore, a fundamental shift is underway to treat patients
as consumers. Patients are responsible for an increasingly
large share of their healthcare costs, with deductibles
upward of $6,000 and premiums and out-of-pocket costs

for families with large employer coverage averaging
$22,000, with more than one-third of that amount coming
out of the family’s pocket.23 Faced with these costs,
consumers are becoming more discerning about not
only convenient access to care, but also their financial
experience.
More and more, providers are addressing patient access
and revenue cycle issues as one consumer-centric
continuum—seeking out software and revenue cycle
management vendors that can help them integrate such
areas as capacity management, intuitive appointment
scheduling, visit efficiency, consumer financial experience,
revenue operations, and more.24 Studies have shown that a
well-managed revenue continuum can determine whether
or not a patient will return for follow-up care and that
failing to address these issues can result in significant net
revenue leakage and degradation of cash flow.

Intelligent automation
Traditional notions of IT in healthcare are expanding to
include intelligent automation technologies. AI, machine
learning, and NLP tools can provide interfaces to the EHR.
In turn, these technologies can be used to analyze the
abundance of data that health systems and payers possess
to drive care continuum improvements and determine
the relative efficacy of different procedures for certain
conditions. Further, AI can be used to pinpoint coding
options that minimize unpaid bills and maximize revenue.
For example, healthcare payment technology companies
Zelis Healthcare and RedCard Systems recently merged to
provide health systems and payers with advanced payment
optimization solutions.25 And Olive, a healthcare-specific AI
solution as a service, automates costly, high-volume tasks,
such as insurance eligibility checks, code matching, and
data migrations.26
Finally, to better manage the approximately 25 percent
of total healthcare spending that could be considered
unnecessary or duplicative,27 healthcare organizations
are increasingly looking to lower costs by using
robotic process automation (RPA) for time-consuming
administrative tasks, such as billing, claims processing,
EHR data entry, coding, documentation management,
and master file maintenance.28
For detailed survey results, see pages 28-29.
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The innovators

Pharmaceutical and biotechnology
products and services
Current state
The global pharmaceutical pipeline continues to grow with
the new wave of innovation coming from next-generation
therapies and personalized medicine. At the same time,
manufacturers are diversifying across multiple platform
types and pursuing different strategies. Some companies
are investing in vertically integrated capabilities, which
allow them to capture market segments before second
movers emerge and to position themselves as the best
partners for emerging biotechs. Other competitors are
taking a more conservative approach by following large
capital investments with multiple partnerships across
different innovative platforms, which gives them time to
determine which will eventually show the most potential.
Several market trends could have a significant impact on
how aggressive the industry remains on valuations and
manufacturers’ overall approach to acquiring access to
these new technologies.
Top-of-mind issues for the industry are potential
vulnerability to pricing legislation and effective partnerships
with payers to ensure patient access to high-value,
but expensive, new therapeutics. As pharmaceutical
companies think through their deal theses or whether to
launch new high-value therapies, they are investigating

innovative reimbursement models with payers. Annuity,
outcomes-based reimbursement models may become the
new norm for very high-cost drugs, ensuring that the next
generation of disease-modifying and functionally curative
therapies earn access at fair prices.
There is potential that legislation to control drug prices
will advance, which 58 percent of our survey respondents
believe could have a negative impact on investment. At
the same time, there are a number of indicators that
investors remain optimistic about continued deal activity in
this subsector: 66 percent of our survey participants said
they believe the life sciences sectors will grow faster than
the overall healthcare and life sciences market, and 68
percent of respondents believe there will be an increase in
deal activity in 2020. Indeed, 2019 was a growth year for
oncology, immunology and rare disease deals: Audentes/
Astellas ($3B),29 GSK/Tesaro ($5.1B),30 BMS/Celgene
($74B),31 Merck/Peloton ($1.05B + $1.15B in milestones),32
and Gilead/Galapagos ($3.95B upfront and a $1.1B equity
investment)33 were capped off by Sanofi/Synthorx ($2.5B)34
and Merck/ArQule ($2.7B)35 for a strong close to the year.

Emerging trends
	
Unprecedented prices and alternative reimbursement models
R&D costs for specialty drugs average $2.6 billion per
product, according to a study published by the National
Center for Biotechnology Information.36 The average cost
to patients for orphan drugs is 4.5 times greater than for
non-orphan drugs, although the differential is decreasing.37

For example, Novartis’s Zolgensma, introduced in 2019 for
spinal muscular atrophy, a progressive disease that typically
prevents a child from living past their second birthday, has
a record list price of $2.1 million.38
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Even as many of these drugs provide possible cures
to historically terminal cancers and rare diseases, the
industry continues to face negative public attention on drug
pricing. Congressional and administration efforts to rein
in prices continue, causing apprehension in the industry
about proposals such as international reference pricing,
HHS price negotiations, importation of prescription drugs,
penalties for price increases exceeding inflation, reforms
to pharmacy benefit manager practices, reforms to Part D
benefit design, and increased transparency and reporting
requirements. In this climate, some manufacturers are
looking at creative reimbursement models, particularly for
high-priced specialty drugs:
— Annuity payment models: With new cell and gene
therapies, long-standing pricing and reimbursement
models may not be viable, particularly since treatments
target small patient populations and/or involve a single
dose or short course of a curative therapy. Increasingly,
manufacturers and payers are forging annuity payment
contracts through which payers can reimburse drugs
in installments over the course of months or years,
which help mitigate long-term risk for payers and

tie payments to agreed-upon patient outcomes. For
example, Novartis has an annuity payment arrangement
for Zolgensma, allowing payers to pay $425,000 per
year based upon sustained disease remission.39
— Value- and outcomes-based payment
arrangements: In order to reduce access barriers for
new-to-market novel therapies and gain exclusivity
in markets with high unmet needs, many drug
manufacturers are moving toward outcomes-based
contracts (OBCs) with payers. OBCs in the U.S.
increased 53 percent between 2016 and 2018, and
70 percent of pharmacy and medical directors from
managed care organizations (MCOs) either have some
form of OBC or planned to have one in 2019. Since
2016, 43 value-based pharmaceutical deals have been
executed in the United States, 17 of which were tied
to population-based outcomes and 22 of which relied
on outcomes on a per patient basis.40 Although we are
seeing many OBCs for cardiology and oncology drugs,
they may eventually be used in the rare disease space
as well.

Potential areas of investor focus
Innovation
Innovation in pharma is at an all-time high, as manufacturers replace off-patent blockbuster drugs with a much greater
focus on personalized medicine and nucleic-acid-based technologies for cancer and rare diseases. Eighty-five percent of
survey respondents said paying for innovation would likely increase investment in the pharma sector.
— Emerging rare disease and cancer drugs: In addition
to small molecule drugs and antibodies, there are a
number of new drug types for rare diseases: Nextgeneration nucleic acid-based therapeutics target
rare diseases at the genetic level and prevent the
manifestation of disease-causing proteins.41 Viral
vector-based therapies—modified viruses that can
penetrate cells and tissues to cure disease—are
emerging as treatments for cancer, infectious diseases
and rare disease genetic disorders.42 As of 2018, the
Center for Drug Evaluation and Research (CDER) had
approved 59 novel drugs, with 34 for rare or orphan
diseases affecting 200,000 or fewer Americans,43
and there were approximately 499 viral vector-based
therapies in the global pharmaceutical pipeline.44 Finally,
in 2019, there were 58 deals in cell/gene therapy, with
17 full acquisitions—a number that will likely increase
in 2020.45

Cell and gene therapies, deal types (2014-2019)
2014

47

2015

8 2 57

52

2016

15
61

2017

46

2018

13
13

6

58

2019

40
Licensing agreements

3 70

65
18

17
Acquisitions

5 79

4 80

1 58
Other

Source: Informa
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— Personalized, or precision, medicine aims to deliver
the right therapy for the right patient at the right
time. In addition to patient clinical history and social/
environmental factors, physicians use the patient’s
molecular profile and disease state to raise the
probability of achieving a positive and pinpointed clinical
outcome. Approximately 75 percent of the oncology
pipeline today qualifies as precision medicine,46 e.g.,
simple single-mutation therapies, therapies targeting
the immune system like PD1/PDL1, and true N of 1
therapies like precision-medicine vaccines and gene
therapies. For example, Bayer’s Vitrakvi (Larotrectinib),
a precision medicine that was FDA approved under
an accelerated process last year, targets neurotrophic
receptor tyrosine kinase (NTRK) gene fusion-positive
solid tumors. Next Generation Sequencing (NGS)
or other diagnostic tests are used to assess tumors
prior to treatment.47 In clinical trials, Vitrakvi achieved
a 75 percent overall response rate, and a duration of
response of 73 percent lasting six months or longer.
Precision therapies require new manufacturing
processes, new diagnostic tests as gatekeepers to the
therapies, and, at times, completely new supply chains
and go-to-market approaches, which can fortify new life
sciences tools and services businesses with worldwide
reach (see next section on medical devices).

First-to-market breakthrough innovations
Pharma manufacturers introducing functionally curative
drugs are more focused than ever on being first to
market, as most of these drugs have small target patient
populations. The first functional cure to market may
quickly address the prevalent population, leaving any
second mover in the commercially unappealing position of
competing for market share among incident patient pools.
In the rare disease space, revenue curves rise and peak
quickly (3 to 5 years, versus 10 to 12 years for standard
pharmaceuticals), so laggards won’t have a sufficient
market to address. Smart large cap first movers recognize
this issue and have been targeting capabilities and then
investing in them, e.g., Pfizer’s acquisition of Bamboo,
followed by a $500 million manufacturing investment.48

	
Companies with vertically integrated platforms
As pharmaceutical companies increasingly center their
business models on gene therapies, RNA antisense
oligonucleotide therapies, and cell therapies like CAR-T (all
of which fall into the nucleic asset category and survive on
modified viruses), completely new R&D and manufacturing
models will be required. Due to manufacturing capacity
issues, some drug makers, such as Pfizer, choose to
own the whole spectrum of R&D and manufacturing. In
these cases, the capacity to manufacture viral vectorbased therapies and plasmids can become a competitive
differentiator and allow the company to be viewed as an
attractive partner to small and mid-sized biotechs looking
for a manufacturing path. In other cases, manufacturers
may not want to take on the risk of ownership and, instead,
will utilize third-party partnerships. In the rare disease
space, it may be particularly critical to develop winning
R&D and manufacturing platforms that enable repeatable
commercial success over the next decade, at least until
manufacturing capacity constraints become less of a risk
to future commercial success.
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Pharmaceutical services organizations
As pharma continues to evolve toward specialty drugs
and complex biologics, the sector will need a wider range
of development capabilities and increased manufacturing
capacity to facilitate speed to market. Larger companies,
and those manufacturing autologous therapies, may want
to own the entire supply chain until greater economies of
efficiency can be achieved. Other more cost-conscious
competitors will continue to outsource to strategic
pharma services partners, although this approach raises
some potential risks associated with lack of full control,
particularly when it comes to capacity constraints.
The pharma services category is broad and of particular
interest to investors. Two of the most relevant entities
are contract research organizations (CROs) and contract
development and manufacturing organizations (CDMOs):
— CROs: Between 2015 and 2020, the market for clinical
development conducted by CROs is expected to grow
from $25.7 billion to $36.7 billion.49 Leading CROs have
not only a clear understanding of the complexities
of the trial process, but also advanced capabilities in

managing patients, e.g., e-recruiting, real-time patient
monitoring, and tools to manage compliance. While
there is investment interest across the CRO space,
organizations that possess advanced analytics used
in oncology and rare disease drug development are
becoming increasingly attractive.
— CDMOs: The CDMO industry is currently fragmented,
with the top five companies accounting for 15 percent
of total market size.50 However, recent studies indicate
that the market is poised to grow 5 to 7 percent
over the next five years.51 In the rare disease space,
smaller pharmaceutical firms are turning to CDMO
partnerships for their expertise in manufacturing,
formulation development, and regulatory compliance,
among other capabilities.52 Mergers and acquisitions in
this space are increasing, with significant consolidation
expected in the next few years to facilitate supply
chain efficiencies, accelerated speed to market, and
expansion into new geographies.
For detailed survey results, see pages 30-31.

The innovators

Medical devices, instruments and
equipment
Current state
Innovation in med tech is robust. Advances in robotic
surgery are transforming routine and not-so-routine
procedures; precision medicine is linking diagnostics
and therapeutics; and smart wearables facilitate detailed
patient tracking. Further, the trends toward value-based
care and convergence with other healthcare sectors
(particularly pharmaceuticals) are leading to the creation
of platforms comprising complementary products to treat
specific diseases.

The total value of medtech M&A deals rose significantly
from 2018 to 2019. However, average deal size decreased,
as smaller, innovative transactions outpaced large deals
like Stryker/Wright53 and Genomic Health/Exact Sciences.54
As we look forward, the med-tech arena is expected to
continue to grow at a pace of more than 5 percent per year,
with annual sales worldwide expected to reach $800 billion
by 2030, according to a recent KPMG study.55 Further, the
recent permanent repeal of the 2.3 percent excise tax
on medical devices could spur continued growth in
investment interest.
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Emerging trends
Impact on outcomes
Historically, medical device manufacturers have focused on
hardware designed for hospitals as end users. However,
with the shift toward lower-cost, more convenient
sites of care (including the home), as well as real-time
communication between patients and physicians, there
is pressure to create devices that consumers can operate
more easily. To truly improve outcomes, medical devices
must be interoperable with EHRs to capture data that
can be used to deliver better interventions and create an
integrated patient experience. Further, as new entrants
play a more important role in care delivery, med techs are
aware that the race is on to deliver secure, data-driven,
value-based care approaches. For example, Google’s
Project Nightingale is using advanced AI and machine
learning to suggest targeted changes in patient care to
improve outcomes.56 Although the patient data-gathering
methods used by Google and other tech companies have

raised some privacy concerns, med-tech companies
are increasingly focused on forging partnerships with
technology leaders.

Convergence with other subsectors
For many years, medical device manufacturers based their
growth strategies on incremental product enhancements,
adjacent product lines, and geographical expansion.
While these considerations are still in play, med-tech
companies are more focused on the idea of convergence
with other sectors, in order to improve outcomes as the
industry moves toward value-based care. Diagnostics
and device makers are now commonly working with
pharma companies on joint offerings to provide full patient
customization. For example, Loxo Oncology partnered
with diagnostics company Illumina to develop tests that
determine patient eligibility for Loxo’s cancer drugs, across
tumor types.57

Potential areas of investor focus
Non-invasive diagnostics options
In diagnostics, there is a continuing quest for less invasive
and non-invasive technologies. For example, Exosome
Diagnostics, a company that developed a liquid biopsy/
clean-catch urine diagnostic for prostate cancer, was
purchased by BioTechne for $250 million in cash and up
to $325 million in milestones.58 The product’s key value
proposition is avoidance of unnecessary prostate biopsy.

Robotic surgery
The robotic surgery market has attracted major M&A
interest, with buyers investing more than $6 billion in
new platforms. Device makers are looking for innovative
products to fill out their platforms, e.g., Medtronic’s recent
$1.7 billion acquisition of Mazor Robotics, which focused on
robotics-assisted products for spine and brain surgeries.59
J&J recently acquired Auris Health to gain access to the
Monarch robotic diagnostics platform, which can be used
to perform lung biopsies and is expected to be approved

for cancer surgeries in the future.60 Other innovations
include robot cameras that physicians can control with eye
movements and a GPS-like map that can be projected onto
a patient’s body before surgery.61

AI-enabled devices
AI remains a top area of innovation across healthcare.
The technology is widely recognized as key to improving
patient outcomes, by enabling physicians to offer patients
more personalized and precise interventions. AI is already
starting to be used for clinical decision support, predictive
analytics, and chronic disease management. The FDA
has approved a number of medical devices driven by AI
software, including one that can detect diabetic retinopathy
and one that can alert providers to the likelihood that a
patient will suffer a stroke.62 Finally, AI is transforming the
imaging sector, both in new equipment and by making
existing instruments smarter, faster, and more reliable.
For detailed survey results, see pages 32-33.
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The consolidators

Behavioral health
Current state
There has been significant deal activity in behavioral health
over the past decade, and the subsector remains attractive
to investors today. Behavioral health ranked as the third
highest area of possible investment growth in this year’s
survey, with 71 percent of respondents expressing the
belief that investment activity would increase in 2020. This
subsector comprises a variety of specialties across mental

health and substance abuse, with interest in the latter
driven by awareness of the opioid epidemic.63 Intellectual
development disorders (IDD) is another growth area,
driven by rising demand for treatment of autism spectrum
disorders (ASDs) with applied behavioral analysis (ABA) as
the treatment of choice.

Mental health and substance abuse
Emerging trends
Improved patient access
An insufficient supply of qualified behavioral health
practitioners has led to inadequate networks, with more
patients forced to choose between paying out-of-network
rates and forgoing treatment altogether. According to
recent research from the Substance Abuse and Mental
Health Services Administration (SAMHSA), only 44.4
percent of adults with a mental illness received treatment,
and only 11.1 percent of adults with a substance abuse
disorder received treatment at a specialty facility.64 Efforts

to improve patient access include: integrating mental
health and substance abuse treatment where possible
(detailed in the next section); collaborative care models
(combining primary care and mental health), which are
showing both encouraging clinical outcomes and significant
return on investment for employers;65 and the increasing
acceptance of telemedicine reimbursement by CMS and
other payers.66
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Integrated mental health and substance abuse treatment
We see a trend toward coordinating mental health and
substance abuse treatment, as they often co-occur: 9.2
million U.S. adults experienced both a mental illness
and a substance abuse disorder in 2018, according to
the National Survey on Drug Use and Health.67 There is
a great deal of research showing comorbidity between
substance abuse and anxiety disorders (generalized
anxiety disorder, panic disorder, and post-traumatic
stress disorder); mood disorders (depression and
bipolar disorder); some personality disorders (borderline
personality disorder, antisocial personality disorder); and
attention-deficit hyperactivity disorder (ADHD).68 Integrated

treatment programs for dual diagnoses of mental illness
and substance abuse—such as the Hazelden Betty Ford
Foundation69 and Spectrum Health Systems70—evaluate
and treat each disorder concurrently.71 Today, 18 percent
of substance abuse treatment programs and 9 percent of
mental health treatment centers are qualified to treat dually
diagnosed patients,72 which presents opportunities for
future growth. Further, the percentage of dually licensed
clinics varies by state, with Massachusetts, for example,
citing that 29 percent of its behavioral health clinics
are licensed to treat both mental health disorders and
substance abuse.73

Potential areas of investor focus
Opioid addiction treatment centers
According to estimates from HHS, the number of
individuals in the U.S. receiving medication-assisted
treatment for opioid addiction rose 38 percent between
2016 and 2019, from approximately 921,000 to 1.27
million.74 Due to the growing volume of patients in need
and the surety of reimbursement, the specialty remains
a very attractive investment target. Eighty-two percent of
survey respondents said that increased focus on the opioid
crisis will increase investment interest in substance abuse
clinics. There is a trend toward roll-ups of smaller, highquality clinics—particularly if the deals facilitate the ability
to address patient needs across the continuum of care
(from detox to outpatient treatment to high-end residential
treatment). If immense opioid settlements in state lawsuits
materialize in the next few years, there will likely be
significant spending on education and awareness, as well
as the potential for investment in treatment programs.

Organizations that effectively manage risk
As investors consider roll-ups of substance abuse
treatment centers or combined substance abuse/
mental health clinics, it is important to consider the
issue of risk. Due to the propensity for relapse among
substance abuse patients, there is pressure on providers
to demonstrate lower relapse rates. On the other hand,
the upside is significant for quality substance abuse
centers that can show improved patient outcomes.
Critical considerations include assurance of in-network
coverage and plans for expansion into geographies that
are not highly concentrated (as opposed to those with a
surplus of treatment centers, such as Florida and Arizona).
For example, Shore Capital Partners recently invested in
Brightview Health to expand medication-assisted addiction
treatment to Ohio and surrounding states,75 and Riverside
purchased Florida-based Lakeview Health, with plans to
expand into Texas and Pennsylvania.76
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Intellectual development disorders (IDD)
Emerging trends
Mandated commercial coverage for ABA therapy
Applied behavioral analysis (ABA) has become the gold
standard for treatment of a variety of IDDs, with a
particularly compelling success rate for ASDs. ABA therapy
has been proven to increase IQ, verbal skills, and social
functioning in approximately 50 percent of individuals with
autism, if they receive treatment before age four.77 The
efficacy of the treatment has led to mandated commercial
coverage in 46 states—as well as higher reimbursement

rates—over the last seven years. While reimbursement
rates have leveled off to some extent now that networks of
ABA providers are established, the specialty is still a very
attractive target for investors given the need for services.
Approximately 1 in 59 children in the U.S. has been
identified with an ASD, according to estimates from the
CDC’s Autism and Developmental Disabilities Monitoring
(ADDM) Network.78

Potential areas of investor focus
Organizations pursuing operational improvements
Although there has been strong investor interest in the
IDD space over the past few years, the market is still very
fragmented. Given the high multiples, investors in the few
existing roll-ups with geographic scale are looking to make
operational enhancements. At the same time, the efficacy
of ABA and the growing volume of patients needing

these services has solidified the attractiveness of IDD
practice roll-ups for investors, as evidenced by Blackstone’s
acquisition last year of the Center for Autism and Related
Disorders (CARD).79
For detailed survey results, see pages 34-35.
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The consolidators

Physicians, dental and rehab
practices
Current state
For several years, hospitals and managed care plans have
been acquiring physicians practices, in part for their ability
to refer patients. By contrast, healthcare investors and
independent physician management companies are more
focused on building scale to allow physicians practices
to function independently. Particularly in specialty care,
we are seeing several paths to growth, including roll-ups

with similar entities to help achieve economies of scale,
exploration of ancillary revenue streams, optimization of
previous investments through more effective practice
integration, and alignment with emerging value-based
payment models. Forty-six percent of respondents to our
survey noted that the primary transaction thesis in this
space is roll-up strategies.

Emerging trends
Pursuing economies of scale
While taking cost out of back-office processes has proven
to be effective to some extent, the need to address
profitability issues is driving some physician owners to
consider deals to help achieve scale. While significant rollup activity continues in specialties like dental, dermatology,
ophthalmology, radiology, and physical therapy, the
next frontier to watch for deal activity includes allergy,
gastroenterology, orthopedics, podiatry, and urology.
Specialties like urology have become particularly attractive
investments for health systems and investors due to the
growing demand for services from an aging population.80

	Addition of ancillary services and adjacent
specialties
Among specialties with both progressing and emerging
platforms of scale, there is a trend toward deal activity that
involves the addition of ancillary services or acquisition
of services in adjacent specialties, where geographic
synergies allow. Examples include oncology practices
buying radiation treatment centers, dermatologists bringing
pathology in house, dental practices adding orthodontics,
combined ophthalmology and optometry services, and
orthopedic surgeons buying or affiliating with ambulatory
surgery centers and rehabilitation centers.
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Potential areas of investor focus
Optimized businesses
Some established roll-up platforms are challenged by a
lack of integration as the practices continue to operate
in a decentralized manner. As a result, platform owners
miss the opportunity to unlock value through scale
efficiencies and risk lowering the valuation of the business.
By contrast, investors should focus on those platforms
that are open to integration for efficiency and scale across
back office billing, EHRs, credentialing, and coding.
Successful platforms also have differentiated physician
recruitment and compensation strategies that help manage
provider turnover.

	Organizations making progress toward
value-based care
Since the systemwide move to value is likely to continue,
although arguably not at the pace industry leaders had
anticipated, it is critical for investors to evaluate where
potential targets stand relative to this continuing evolution.
In fact, CMS is launching a number of new APM concepts
(many with a specialist focus) that encourage physicians
practices to assume greater downside risk. These include
the Direct Contracting Model and Primary Care First Model
(both set to launch in 2021), Bundled Payments for Care
Improvements (BPCI) Advanced, ESRD Treatment Choices,
and Radiation Oncology.81,82
For detailed survey results, see pages 36-37.

The consolidators

Home health and hospice
Current state
Historically, the home health subsector has struggled with
fragmentation of services. Today, providers are looking
to add adjacencies to complete the continuum of care.
Attractive targets are often those that provide a spectrum
of services across nonmedical home care related to

activities of daily living (ADLs); basic home healthcare for
the transitional period after a hospital or rehab stay; highacuity home health treatments for the chronically ill; and
hospice in the home.

Emerging trends
Two new reimbursement policies
The new Medicare Patient-Driven Groupings Model
(PDGM), part of Medicare Part A that goes into effect on
January 1, 2020, is designed to support a continuum of
home-based care.83 With reimbursement based on patient

characteristics rather than volume of treatment, the new
payment framework seeks to eliminate the therapy cap,
provide services based on a patient’s degree of illness,
and create a unified post-acute payment system.84
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The regulation aligns with the industry-wide shift to value,
a trend that 44 percent of survey respondents believe
will increase investment in this subsector. As the PDGM
methodology progresses, it is likely that CMS will make
adjustments on a year-by-year basis. For example, the
behavioral adjustment, originally proposed by CMS to
be 8 percent, was lowered to 4.36 percent in the final
rule, due to industry pushback.85 It is of note that the
Medicare Payment Advisory Commission (MedPAC) will
likely recommend freezing base payments and reducing
the aggregate payment cap for hospice care, which could
certainly be a headwind when it comes to investment
decisions related to the hospice subsector.86

The effort to integrate home health and nonmedical home
care will be further supported by the option for Medicare
Advantage (MA) plans to provide additional supplemental
benefits beginning in 2020.87 The benefits could include
services such as meal delivery, transportation for
nonmedical needs, adjustments to the living environment,
and more. For example, a patient with asthma could
have their carpets cleaned, or a patient with diabetes
could receive transportation to classes on healthy food
choices.88 Supplementing home health with home care
that addresses SDOH creates value through a greater
focus on wellness and chronic care management. Sixtyfour percent of our survey respondents said that SDOH
will have a positive impact on investment in the home
health subsector.

Potential areas of investor focus
Organizations that span the acuity scale
As the value of an integrated acuity continuum comes into
focus, investors should look at home health organizations
that tap into multiple aspects of patients’ health and
wellness needs. On the less acute end, organizations
offering home care to supplement home health services
will likely be well positioned for future growth. On the
more acute end of the spectrum, investors may consider
home health organizations that offer higher-acuity services
in the home, such as dialysis, infusion therapies, oxygen

therapy, intravenous administration of complex drugs, etc.
We expect to see further growth in this subsector, and
48 percent of survey respondents believe the subsector
will grow through acquisition. Finally, we continue to see
the trend of hospice provided in the home, driven by a
growing focus on comfort at end of life, greater awareness
of hospice benefits, and a movement toward admitting
patients to hospice earlier.
For detailed survey results, see pages 38-39.
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The foundation

Managed care
Current state
Although our survey indicated that only 25 percent of
managed care companies are investing in their own
subsector, investors are interested in the subsector’s move
toward risk sharing and APMs. Almost all respondents
(96%) in our survey said they are considering investing in
risk-sharing designs, and 71 percent said the movement to
APMs would increase investment in managed care.

Examples of this activity include deals between payers and
a range of providers seeking to better address gaps in the
care continuum and align payment incentives to optimize
cost and quality.

Emerging trends
Bridging the care continuum gap
Payers are looking at multiple avenues for diversification,
as competition for aging patients increases and the shift
to value for all patients continues. Since traditional
managed care models may not align incentives as well
as new alternative payment arrangements, there is a
trend toward innovative vertical deals that bridge the
care continuum gap.

Medicare Advantage growth
As Baby Boomers continue to age into retirement, more
than 10,000 Americans are entering the Medicare system
every day, and are expected to continue to do so through
2030.89 Medicare Advantage (MA) plans now cover 34
percent of Medicare enrollees—or 22 million individuals,
and the plans are projected to enroll 50 percent of
Medicare beneficiaries in the next several years.90 The
popularity of MA continues to grow as CMS provides
plans with opportunities for flexibility in managing benefits
and new services, e.g., in-home support, telemedicine,
teletherapy, etc.91

Potential areas of investor focus
Partnerships across the post-acute care spectrum
Payers are seeking to make deeper inroads into the
Medicare population by exploring strategies to better
manage post-acute care.92 There is a particular focus
on partnerships with organizations that provide home
health, chronic condition management, telepsychiatry, and
alternative care (physical therapy, hyperbaric chambers,

wound care, etc.). Payers are particularly drawn toward
home health services as they help reduce readmissions;
redirect patients from more costly options, such as longterm acute care (LTAC) and skilled nursing facilities (SNFs);
and support hospice care for better management of
spending in the last weeks of life.
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Payer/provider transactions
Deals between payers and providers allow both parties
to gain better control of the patient care continuum and
create richer data sets that can be used for predictive
modeling. Humana, for example, has acquired a number
of post-acute care assets and physicians groups, including
Family Physicians Group in Orlando,93 as well as Kindred
at Home (home health) and Curo Health Services (a
hospice provider). The latter two acquisitions were done
in conjunction with private equity firms TPG Capital and
Welsh, Carson, Anderson & Stowe, giving Humana a 40
percent stake in the resulting home health and hospice
services unit.94 With the acquisition of DaVita Medical
Group (primary and urgent care), Optum95 has been able
to diversify revenue, manage care under a capitated risk
model for attributable members, and streamline claims
processing in the back office. Anthem recently acquired
Aspire Health, a palliative care provider96 and has a pending
acquisition of Beacon Health Options, which would create
the largest entity of this type in behavioral health.97

Provider-sponsored health plans
As part of the move toward value-based care, payers
are continuing to enter into provider-sponsored health
plan (PSHP) arrangements.98 Although estimation of the
number of PSHPs ranges from 72 to 244 based on varying
definitions,99 the market has increased by 13 percent since
2013, with more than 90 percent of PSHP entities involving
small- and medium-sized business (SMB) payers.100 Other
types of partnerships include co-branded 50/50 joint
ventures, patient-centered medical homes (PCMH), and
bundled payment models, e.g., Aetna’s collaborations with
Banner Health, Inova and Texas Health Resources.101

Evolving retail health options
On the retail side, investors are continuing to watch the
CVS/Aetna deal to see how it unlocks value for patients.
By the end of 2021, CVS plans to expand its HealthHUB
stores, which provide preventive care, wellness services,
and management of chronic conditions like diabetes to
Aetna members.102
For detailed survey results, see pages 40-41.

The foundation

Hospitals and health systems
Current state
How hospitals are faring in today’s climate is a point of
some contention. On the one hand, many are saddled with
high debt, limited growth potential, and subpar utilization
rates, and many rural hospitals are at risk of closing. Nearly
one-third of respondents to our survey expect the hospital
subsector to grow more slowly than the rest of the market.
On the other hand, larger, not-for-profit hospital systems
in cities and suburbs are doing well. In a recent analysis of
financial statements from 31 not-for-profit systems, Axios
found that the systems generated $68.5 billion of revenue

and had an average operating margin of 5.1 percent in
the first quarter of 2019, compared with 4.5 percent in
the first quarter of 2018.103 In many cases, hospitals have
used consolidation to overcome financial challenges,
with 90 percent of U.S. hospitals now in highly
concentrated markets.104 At the same time, hospitals are
employing more physicians: In 2018, for the first time, the
number of employed physicians (47.4%) exceeded the
number who owned their practices (45.9%), according
to the AMA.105
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Emerging trends
Pricing transparency
CMS recently finalized requirements for hospitals to
make public “hospital standard charges” in a machinereadable file, as well as payer-specific negotiated charges
and “minimum and maximum negotiated charges for
300 common shoppable services” in a consumer-friendly
format.106 These efforts satisfy an Executive Order
requiring hospitals to post all negotiated third-party payer
rates, which could be useful to patients when comparing
procedure prices across hospitals. Although the policies
are a top priority for the Trump administration, they are
facing court challenges,107 creating uncertainty about
whether, and when, hospitals will be required to comply.
If implemented, the requirements could accelerate the
use of pricing as a competitive differentiator among
hospitals, even if comparisons don’t reflect copay and
other patient out-of-pocket costs. In keeping with the
hospital subsector’s apprehension about these initiatives,
46 percent of survey respondents believe that finalization
of these requirements could result in a slowdown of
investment in the subsector.

Site neutrality
CMS is continuing its efforts to institute site-neutral
reimbursement, in an attempt to equalize reimbursement
between hospital outpatient departments (HOPDs) and
physicians’ offices. MedPAC concludes that, if the site
neutral policy were fully implemented, it could reduce
one of the incentives for hospitals to acquire physicians
practices, since they wouldn’t be able to charge higher
HOPD rates.108 In January 2019, a CMS policy went into
effect to extend site-neutral payments to offsite, hospitalowned outpatient clinics that started billing Medicare
after 2015.109 However, in September a federal judge
ruled that CMS had exceeded its authority and overturned
the payment policy, reversing a reduction in reimbursement
rates that would have totaled $380 million in 2019 and
$760 million in 2020.110 CMS subsequently finalized a
reintroduction of the site-neutral policy for 2020 in its
outpatient prospective payment system (OPPS) final rule
issued in November.111 Hospitals have urged the courts
to once again block the payment policy for 2020, although
a federal judge ruled in December 2019 that hospitals
could not challenge the payment reduction until it took
effect in 2020.112

Potential areas of investor focus
Atypical partnerships
Hospitals’ evolving business models include a broader
range of partnerships and collaborations. For example,
there has been an uptick in joint operating agreements
between for-profit hospitals and academic medical
centers, e.g., the joint agreement between Ardent Health
and the University of Texas Systems to create UT Health
East Texas.113 Some hospitals are looking at international
expansion—primarily in China, the Middle East and Europe.
For example, Steward Healthcare is partnering with the
government of Malta to operate a number of the country’s

hospitals,114 and the Cleveland Clinic is partnering with
Luye Medical in Shanghai to create the Shanghai Luye
Lilan Hospital.115 Finally, there is a trend toward hospitals
partnering to address drug costs. Civica RX, for example,
is a not-for-profit generic drug company, founded by seven
health systems including Intermountain Healthcare and the
Mayo Clinic, designed to ensure a more predictable supply
of essential generic medicines and save patients and
hospitals hundreds of millions of dollars a year.116
For detailed survey results, see pages 42-43.
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Conclusion
We believe we are entering a very exciting time for investment in healthcare and life sciences. Despite unknowns
related to the 2020 election and uncertain industry regulatory challenges, there are significant investment opportunities
across the industry. Such opportunities will continue to gain momentum due to progress toward consumer-centric care
delivery, potentially curative drugs and other breakthrough therapies, connected medical devices, new models of vertical
integration, and consolidation for scale and efficiencies.

The innovators
The healthcare IT, pharma and biotech,
and medical devices subsectors are
introducing incredible innovations
that will elevate both the patient
experience and potential outcomes.

The consolidators
The behavioral health; physicians,
dental and rehab practices; and
home health and hospice subsectors
are pursuing consolidation to gain
competitive advantage, realize
economies of scale, and better
address patient needs across the
continuum of care.

The foundation
Still the pillars of the healthcare
industry, the hospital and managed
care subsectors are pursuing atypical
partnerships, as well as changes in
care delivery and health plan options
to serve the needs of the aging baby
boomer population.

Investors should expect that the healthcare and life sciences industry will likely continue to be an attractive investment
target for the foreseeable future. According to CMS, national healthcare spending is projected to grow at an average
of 5.5 percent annually from 2018 to 2027, at which point it will reach $6.0 trillion.117 Smart investors will differentiate
between hype and realistic growth expectations by monitoring regulatory, market and demographic developments, and
evaluating opportunities in the context of continuing disruption.

How KPMG can help
KPMG LLP is one of the largest providers of professional
services—strategy, advisory, tax and audit—to the
healthcare and life sciences industry globally with more
than 3,500 industry-specific partners and professionals.
Our dedicated healthcare and life sciences M&A teams
have extensive experience in mergers, acquisitions,
affiliations and integrations across all the major segments

and subsectors of the healthcare and life sciences
industry. We understand the regulatory, commercial and
accounting complexities unique to the industry and provide
an integrated suite of services across the deal lifecycle to
assist our clients in achieving business results. For more
information about our healthcare and life sciences practice,
please visit www.kpmg.com/us/healthcarelifesciences.

© 2020 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated
with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

24

Appendix: Investment Outlook
Data Breakdown
This section includes detailed survey responses from the 2020 KPMG Healthcare
and Life Sciences Investment Outlook survey, including views on the overall industry
and snapshots of each of the eight subsectors examined in the survey.
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Current state of the healthcare and
life sciences deal market
Where on the spectrum below do you think the current state of the healthcare or
life sciences market lies?
2020 Healthcare

n = 333

2020 Life sciences

Strong fundamentals

Moderate fundamentals

Neutral

Moderate bubble

Bubble likely to burst

If you believe assets are backed by moderate/strong fundamentals, where do
you find these assets?
Healthcare

Life sciences

n = 168

n = 136

If you believe we are in a bubble, when will it burst?
Healthcare

Life sciences

n = 127

n = 75
Within the next 12 months

In 12 to 24 months

More than 2 years
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Expected impact of disruptors on investment activity

n = 333

Decrease

Biggest drivers of merger and
acquisition (M&A) activity in the
healthcare and life sciences sectors

n = 333
Note: Respondents were
asked to select up to
3 from the list

No change

Increase

Subsector investment interest

n = 333
Note: Respondents were
asked to select up to
3 from the list
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Healthcare IT and revenue cycle
management
Investment considerations

Consider investment targets among HIT
assets that facilitate connectivity between
industry stakeholders and patients.

Look for technologies that facilitate one
patient experience continuum from
scheduling to treatment to billing.

AI and RPA are increasingly critical to
driving care continuum improvements.

SDOH data within EHR systems can
improve health and lower costs.

Disruptor impact
What impact on the deal-making climate do you think each of the following disruptors will have?
Positive impact

No impact

Negative impact

Election 2020*
Shift to value
Paying for innovation
New market entrants
Social determinants of health (SDOH)
*Respondents were equally split in their view that the 2020 election would have either no impact or a negative impact.

Number of closed transactions
2017

122

2018

109

LTM Sep-19

134

YTD Sep-18

79

YTD Sep-19

104
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Subsector survey findings
When you think about M&A in this
subsector, what is the primary thesis for
the transactions?

How do you think your subsector will grow
relative to the overall healthcare and life
sciences market?

Expansion (new

Are asset prices within the subsector... ?

>10% faster

Overvalued by >10%

geography, product,
20%

22%

12%

20%
26%

services)
Horizontal acquisition

9%

6%

14%

31%

9%

6%

>0% but < 10% faster

22%

Mimic the market

New operational
models

>0% but < 10%

Roll up

45%

37%

22%

Undervalued >10%

> 10% slower

How will greater interoperability and
the growth of APIs affect investment
in healthcare IT and revenue cycle
management?

Grow through
1%
5%

Increase >0% but
25%

24%

<10%

(horizontal or
31%

46%

<10%
Decrease >10%

6%

Change due to
operational models

increase

3%

vertical)

17%

Will not change
Decrease >0% but

Significant

acquisition

Increase >10%

15%

5%

Set themselves apart

increase
No change

increased regulation
18%

Moderate

22%

Change due to
29%

Undervalued by >0%
but < 10%

slower

How do you anticipate the competitive
landscape of the subsector changing in
2020?

<10%
Fairly priced

Vertical acquisition

How will investment activity (in deal
volume) change in the market in 2020 as
compared to 2019?

Overvalued >0% but

54%

through investment in

Moderate
decrease

innovation

Significant

Won’t change in 2020

decrease

The data above reflects survey results from the 2019 KPMG Healthcare and Life Sciences Investment Survey.
Healthcare IT and revenue cycle management n=65
Please note that some charts might not sum to 100 percent, due to rounding.
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Pharmaceuticals and biotechnology
products and services
Investment considerations

Certain therapeutic areas – mainly
oncology and rare disease – continue to
be attractive to buyers given their superior
margin profiles.

Small biotech companies manufacturing
drugs involving special FDA / EMA
protocols have shorter development
timelines and a higher probability of
success.

Consider manufacturers with strategic
value drivers beyond pipeline assets, e.g.,
manufacturing scalability, diverse delivery
technologies, commercial capabilities, etc.

The pharmaceutical services subsector is
continuing to see significant tailwinds—
given the continuing outsourcing trend
within big pharma and the proliferation of
smaller biotech companies with limited
infrastructures.

Disruptor impact
What impact on the deal-making climate do you think each of the following disruptors will have?
Positive impact

No impact

Negative impact

Election 2020
Shift to value
Paying for innovation
New market entrants
Social determinants of health (SDOH)

Number of closed transactions
2017

257

2018

316

LTM Sep-19

327

YTD Sep-18

223

YTD Sep-19

234
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Subsector survey findings
When you think about M&A in this
subsector, what is the primary thesis for
the transactions?

How do you think your subsector will grow
relative to the overall healthcare and life
sciences market?

Defensive transaction
2%

>10% faster

25%
19%
20%
23%

8%

services)
Horizontal acquisition

Overvalued by >10%

2%

Expansion (new
geography, product,

11%

Are asset prices within the subsector... ?

5%

>0% but < 10% faster
27%

21%

Overvalued >0% but

17%

<10%

Mimic the market

New operational

>0% but < 10%

models

11%

Fairly priced
30%

41%

Undervalued by >0%
but < 10%

slower

39%

Roll up

How will investment activity (in deal
volume) change in the market in 2020 as
compared to 2019?

How do you anticipate the competitive
landscape of the subsector changing in
2020?
Grow through

Increase >0% but

9%

25%

21%

<10%

3%

Change due to

26%

26%

5%

operational models

14%

Change due to
8%

Decrease >0% but
<10%

Significant

or vertical)

Will not change

43%

How will ongoing efforts to control
prescription drug prices affect investment
in pharmaceutical and biotechnology
products and services?

acquisition (horizontal

Increase >10%

2%

Undervalued >10%

> 10% slower

Vertical acquisition

5%
36%

increased regulation
Set themselves

26%
53%

apart through
investment in

Decrease >10%

innovation
Won’t change in 2020

increase
Moderate
increase
No change
Moderate
decrease
Significant
decrease

How would you classify pricing stability
in the subsector?
2%

Very stable

5%
39%

Moderately stable
55%
Moderately unstable
Very unstable

The data above reflects survey results from the 2019 KPMG Healthcare and Life Sciences Investment Survey.
Pharmaceutical and biotechnology products and services n=66
Please note that some charts might not sum to 100 percent, due to rounding.
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Medical devices, instruments and
equipment
Investment considerations

Precision medicine is fueling the
diagnostics segment of medical devices.

Less invasive biopsies provide cost savings
and more comfort for patients, without
sacrificing the quality of results.

In the more classic medical device
segment, the robotic surgery market will
continue to attract M&A interest.

Watch and plan for the impacts of the
changing regulatory landscape, including
EU MDR and IVDR and changes to the
U.S. FDA regulatory submission processes.
(The latter includes the 510(k) and DeNovo
clearance processes, which require
additional investments of time and effort.)

Disruptor impact
What impact on the deal-making climate do you think each of the following disruptors will have?
Positive impact

No impact

Negative impact

Election 2020
Shift to value
Paying for innovation
New market entrants
Social determinants of health (SDOH)

Number of closed transactions
2017

140

2018

107

LTM Sep-19

104

YTD Sep-18

85

YTD Sep-19

82
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Subsector survey findings
When you think about M&A in this
subsector, what is the primary thesis for
the transactions?

How do you think your subsector will grow
relative to the overall healthcare and life
sciences market?

Defensive transaction
2%

Expansion (new
geography, product,

18%

services)
36%

16%

models

21%

>10% faster
2%
21%

>0% but < 10% faster

16%

Mimic the market

Horizontal acquisition
New operational

7%

Are asset prices within the subsector... ?

27%

34%

>0% but < 10%

Overvalued by >10%

9%
21%8% 8%

Overvalued >0% but
<10%

24%

36%
59%

34%

Undervalued by >0%

slower

but < 10%

Roll up
> 10% slower

Vertical acquisition

How will investment activity (in deal
volume) change in the market in 2020 as
compared to 2019?

Fairly priced

How do you anticipate the competitive
landscape of the subsector changing in
2020?

How would you classify pricing stability
in the medical devices, instruments and
equipment subsector?

Grow through
Increase >10%

1%
8%

15%

42%
43%

or vertical)

Increase >0% but

22%

<10%
Will not change

33%
43%

acquisition (horizontal

Decrease >10%

Change due to

20%

5%

Very stable

operational models
38%
9%

Decrease >0% but
<10%

2%

29%

Change due to

Moderately stable

increased regulation
Set themselves apart
through investment in

75%

Moderately unstable

innovation
Won’t change in 2020

The data above reflects survey results from the 2019 KPMG Healthcare and Life Sciences Investment Survey.
Medical devices, instruments and equipment n=56
Please note that some charts might not sum to 100 percent, due to rounding.
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Behavioral health
Investment considerations

Behavioral health assets are in the
spotlight due to widespread attention on
the opioid crisis.

There is a trend toward combined mental
health/substance abuse treatment centers
for dually diagnosed patients.

ABA effectiveness and growing patient
volume highlight IDD as an attractive
investment area.

Seek out opportunities for operational
improvements within established
platforms.

Disruptor impact
What impact on the deal-making climate do you think each of the following disruptors will have?
Positive impact

No impact

Negative impact

Election 2020
Shift to value
Paying for innovation
New market entrants
Social determinants of health (SDOH)

Number of closed transactions
2017

31

2018

56

LTM Sep-19

49

YTD Sep-18

37

YTD Sep-19

31
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Subsector survey findings
When you think about M&A in this
subsector, what is the primary thesis for
the transactions?

How do you think your subsector will grow
relative to the overall healthcare and life
sciences market?

Defensive transaction
Expansion (new

13% 5%

>10% faster
3%

3%

geography, product,
services)
34%

29%

>0% but < 10% faster

13% 5%

Start to take on
Mimic the market

10%

more risk

24%
61%

>0% but < 10%

models

38%

slower

Are asset prices within the subsector... ?

Full risk bearing model
6%

Overvalued by >10%

Risk bearing model
with upside only
31%

8%
13%

26%

36%

Grow through

34%

Change due to

17%

<10%
Will not change

Undervalued by >0%

Decrease >0% but
43%

<10%
Decrease >10%

Significant

(horizontal or
26%

28%

How will the opioid crisis and the
increased focus on addressing substance
abuse disorders affect investment in
behavioral health?

acquisition
vertical)

Increase >0% but

11%

Undervalued >10%

their own risk

How do you anticipate the competitive
landscape of the subsector changing in
2020?

Increase >10%

1%

<10%

but < 10%

Do not take on any of

How will investment activity (in deal
volume) change in the market in 2020 as
compared to 2019?

Overvalued >0% but

Fairly priced

downside)

40%

18%

Minimal risk
(both upside and

profile

> 10% slower

Vertical acquisition

23%

No change in risk

Move away from risk

Roll up

As it relates to the risk profile of your
potential targets in this subsector, what
characteristics are you interested in
investing in?

Will move to a model
to bear greater risk

13%

26%

23%

Horizontal acquisition
New operational

How will the risk profile for risk-bearing
providers change in the next two years in this
subsector?

13%

increase

5%

operational models

26%

Moderate
increase

Change due to
increased regulation

16%
11%

13%

Set themselves apart
through investment in
innovation

No change
56%

Moderate
decrease

Won’t change in 2020
The data above reflects survey results from the 2019 KPMG Healthcare and Life Sciences Investment Survey.
Behavioral health n=39
Please note that some charts might not sum to 100 percent, due to rounding.
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Physicians, dental and rehab practices
Investment considerations

Stay abreast of developments among the
newest specialties pursuing roll-ups, e.g.,
allergy, gastroenterology, orthopedics,
podiatry, and urology.

Evaluate opportunities for ancillary revenue
growth and look at adjacent specialties as
opportunities for investment.

Continue to focus on roll-up strategies with
opportunities for economies of scale and
revenue/cost synergies.

Consider an entity’s ability to extract
value, either by using partial capitated
payments that reward success or by
taking the global cap.

Disruptor impact
What impact on the deal-making climate do you think each of the following disruptors will have?
Positive impact

No impact

Negative impact

Election 2020
Shift to value
Paying for innovation
New market entrants
Social determinants of health (SDOH)

Number of closed transactions
2017

156

2018

219

LTM Sep-19

217

YTD Sep-18

171

YTD Sep-19

169
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Subsector survey findings
When you think about M&A in this
subsector, what is the primary thesis for
the transactions?

How do you think your subsector will grow
relative to the overall healthcare and life
sciences market?

Defensive transaction
3%

1%

Expansion (new

>10% faster
1%

geography, product,
24%

services)

18%

18%
8%

New operational

26%

41%

Are asset prices within the subsector... ?

Overvalued by >10%

1%

Risk bearing model

12%

8%

with upside only
Minimal risk

43%
42%

Overvalued >0% but

18%

<10%
Fairly priced

31%

(both upside and
42%

downside)
Do not take on any of
their own risk

How do you anticipate the competitive
landscape of the subsector changing in
2020?
Grow through
acquisition

27%
50%

4%
7%
12%

profile
Move away from risk

Undervalued by >0%

How will investment activity (in deal
volume) change in the market in 2020 as
compared to 2019?

Increase >10%

2%
13%

15%

Increase >0% but
<10%
Will not change

29%
40%

Decrease >0% but

but < 10%

<10%

Undervalued >10%

Decrease >10%

Significant
3%

vertical)
Change due to

14%

operational models
Change due to

through investment in

No change in risk

How will the ongoing movement to
alternative payment models affect
investment in physicians, dental and rehab
practices?

(horizontal or

increased regulation
Set themselves apart

59%

>0% but < 10%

> 10% slower

Vertical acquisition

Full risk bearing model

more risk

24%

slower

Roll up

3%

to bear greater risk
Start to take on

Mimic the market

models

As it relates to the risk profile of your
potential targets in this subsector, what
characteristics are you interested in
investing in?

Will move to a model

8% 8%

>0% but < 10% faster

15%

Horizontal acquisition

46%

How will the risk profile for risk-bearing
providers change in the next two years in
this subsector?

increase
8%

Moderate
increase
34%

41%

No change
Moderate
decrease

innovation

Significant

Won’t change in 2020

decrease

The data above reflects survey results from the 2019 KPMG Healthcare and Life Sciences Investment Survey.
Physicians, dental and rehab practices n=74
Please note that some charts might not sum to 100 percent, due to rounding.
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Home health and hospice
Investment considerations

Home health organizations with
strategies to leverage multiple aspects
of the care continuum are attractive
investment targets.

Expansion of Medicare Advantage
supplemental benefits could be a tailwind
to coverage of non-medical home care.

Growth of the home hospice subsector is
being driven by an aging population and
focus on end-of-life comfort.

Identify home health organizations that are
trending toward higher-acuity services in
the home, e.g., dialysis, infusion therapies,
oxygen therapy, etc.

Disruptor impact
What impact on the deal-making climate do you think each of the following disruptors will have?
Positive impact

No impact

Negative impact

Election 2020
Shift to value
Paying for innovation
New market entrants
Social determinants of health (SDOH)

Number of closed transactions
2017

38

2018

54

LTM Sep-19

34

YTD Sep-18

47

YTD Sep-19

27
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Subsector survey findings
When you think about M&A in this
subsector, what is the primary thesis for
the transactions?

How do you think your subsector will grow
relative to the overall healthcare and life
sciences market?
>10% faster

Expansion (new
geography, product,
30%

Horizontal acquisition

Will move to a model

4%

services)

17%

9%

15%

43%

Overvalued by >10%
13%

How will investment activity (in deal
volume) change in the market in 2020 as
compared to 2019?

Increase >10%

2%

Overvalued >0% but

9%

with upside only

Increase >0% but

9%

<10%

28%

<10%

19%

15%
Minimal risk

34%

(both upside and

Fairly priced

Will not change

Undervalued by >0%

30%

but < 10%

Do not take on any of

Decrease >0% but
42%

Undervalued >10%

their own risk

How do you anticipate the competitive
landscape of the subsector changing in
2020?

profile
Move away from risk

Are asset prices within the subsector... ?

Risk bearing model

downside)

No change in risk

> 10% slower

Full risk bearing model

58%

50%

>0% but < 10%
slower

3%

30%

more risk
27%

Vertical acquisition

10%

Start to take on
Mimic the market

Roll up

As it relates to the risk profile of your
potential targets in this subsector, what
characteristics are you interested in
investing in?

to bear greater risk

7%

30%

models
17%

16%

>0% but < 10% faster

9%

New operational

28%

How will the risk profile for risk-bearing
providers change in the next two years in
this subsector?

<10%
Decrease >10%

How will the ongoing movement to
alternative payment models affect
investment in home health and hospice?

Grow through
acquisition
Significant

(horizontal or
vertical)
22%

Change due to
48%

21%

7%

38%

increased regulation
Set themselves apart
9%

Moderate

operational models
Change due to

15%

increase

6%

34%

increase
No change

through investment in

Moderate

innovation

decrease

Won’t change in 2020
The data above reflects survey results from the 2019 KPMG Healthcare and Life Sciences Investment Survey.
Home health and hospice n=47
Please note that some charts might not sum to 100 percent, due to rounding.
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Managed care
Investment considerations

Consider that managed care investing
requires navigating complex risk-sharing
relationships.

Assess an organization’s commitment to
chronic care management opportunities,
e.g., expansion into Medicare Advantage
and Medicaid Managed Care.

Evaluate quality of diagnoses and
associated documentation for compliance
purposes.

Look at lower-risk investment opportunities
on the fringes of managed care, e.g., payer
services, data and analytics for population
health, telehealth offerings, etc.

Disruptor impact
What impact on the deal-making climate do you think each of the following disruptors will have?
Positive impact

No impact

Negative impact

Election 2020
Shift to value
Paying for innovation
New market entrants
Social determinants of health (SDOH)

Number of closed transactions
2017

22

2018

28

LTM Sep-19

19

YTD Sep-18

23

YTD Sep-19

14
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Subsector survey findings
When you think about M&A in this
subsector, what is the primary thesis for
the transactions?

How do you think your subsector will grow
relative to the overall healthcare and life
sciences market?

Defensive transaction

How will the risk profile for risk-bearing
providers change in the next two years in
this subsector?

>10% faster

Expansion (new

4%

geography, product,
24%

18%

services)

5%
11%

Will move to a model

16%

New operational

24%
45%

Are asset prices within the subsector... ?

Full risk bearing
model

4%

Risk bearing model

26%
43%

with upside only

4%

4%

Move away from risk

Overvalued by >10%

How will investment activity (in deal
volume) change in the market in 2020 as
compared to 2019?

upside and downside)

Fairly priced
Undervalued by >0%

31%

Do not take on any of
their own risk

Increase >10%

2%
10%

<10%
40%

How do you anticipate the competitive
landscape of the subsector changing in
2020?

profile

60%

Overvalued >0% but
22%

Minimal risk (both
28%

No change in risk

>0% but < 10%

> 10% slower

Vertical acquisition

As it relates to the risk profile of your
potential targets in this subsector, what
characteristics are you interested in
investing in?

more risk

slower

Roll up

to bear greater risk
Start to take on

Mimic the market

models
25%

20%

7%

Horizontal acquisition
13%

13%

>0% but < 10% faster

15%

15%

Increase >0% but
<10%
Will not change

30%
43%

Decrease >0% but

but < 10%

<10%

Undervalued >10%

Decrease >10%

How will the ongoing movement to
alternative payment models affect
investment in managed care?

Grow through
acquisition

Significant

(horizontal or
9%

vertical)

24%

29%

Change due to
operational models

increase
17%
Moderate

19%

increase

Change due to
18%
11%

18%

increased regulation
Set themselves apart

No change
56%

through investment in

Moderate

innovation

decrease

Won’t change in 2020
The data above reflects survey results from the 2019 KPMG Healthcare and Life Sciences Investment Survey.
Managed care n=55
Please note that some charts might not sum to 100 percent, due to rounding.

© 2020 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated
with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

41

Hospitals and health systems
Investment considerations

Assess partnerships or acquisitions for
their ability to add capabilities across the
continuum of care.

Consider opportunities for atypical
partnerships that generate unique avenues
for leveraging the brand, offering new
services and attracting patients.

Identify avenues for new market growth
via partnerships with international
healthcare entities.

Weigh potential areas for revenue
diversification, e.g., innovation/venture
initiatives, joint efforts to lower drug
prices, carve-outs or monetizing non-core
assets, etc.

Disruptor impact
What impact on the deal-making climate do you think each of the following disruptors will have?
Positive impact

No impact

Negative impact

Election 2020
Shift to value
Paying for innovation
New market entrants
Social determinants of health (SDOH)

Number of closed transactions
2017

17

2018

64

LTM Sep-19

50

YTD Sep-18

56

YTD Sep-19

42
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Subsector survey findings
When you think about M&A in this
subsector, what is the primary thesis for
the transactions?

How do you think your subsector will grow
relative to the overall healthcare and life
sciences market?

Defensive transaction
Expansion (new
8%

26%

>10% faster
3%

5%

geography, product,
services)
27%

12%

14%

Will move to a model

>0% but < 10%

7%

faster

27%

16%

more risk

Mimic the market

No change in risk

models

>0% but < 10%

35%

51%

slower
> 10% slower

Vertical acquisition

Full risk bearing model
6%

Are asset prices within the subsector... ?

Overvalued by >10%

3%

Risk bearing model
31%

9%

6%

Overvalued >0% but
<10%

with upside only
39%

Minimal risk

38%

(both upside and
25%

profile
Move away from risk

Roll up

As it relates to the risk profile of your
potential targets in this subsector, what
characteristics are you interested in
investing in?

to bear greater risk
Start to take on

26%

30%

Horizontal acquisition
New operational

13%

How will the risk profile for risk-bearing
providers change in the next two years in
this subsector?

43%

Increase >10%

2%
18%

Fairly priced
Undervalued by >0%

downside)

How will investment activity (in deal
volume) change in the market in 2020 as
compared to 2019?

8%

Increase >0% but
<10%
40%

33%

Will not change
Decrease >0% but

but < 10%

<10%

Undervalued >10%

Decrease >10%

Do not take on any of
their own risk

How do you anticipate the competitive
landscape of the subsector changing in
2020?
Grow through

How will the CMS proposals to require
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negotiated discounts affect investment in
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decrease

Won’t change in 2020
The data above reflects survey results from the 2019 KPMG Healthcare and Life Sciences Investment Survey.
Hospitals and health systems n=77
Please note that some charts might not sum to 100 percent, due to rounding.
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2020 KPMG Healthcare and Life Sciences Investment Outlook Survey Methodology
KPMG conducted an online survey of healthcare and life sciences investment professionals from September 11, 2019 to October 7,
2019. A total of 333 respondents completed the survey. Survey invitations were sent to business contacts selected by KPMG Deal
Advisory Practice partners and principals, as well as appropriate business professionals identified by Gerson Lehrman Group (GLG),
the survey administrator. Respondents were asked to select up to two subsectors in which they have particular expertise. They
were then asked a series of detailed questions about the selected subsectors. As such, each subsector-specific question has a
different sample size, varying from 39 to 80. The margin of error varies for each question, ranging from 9.4 percent to 10.1 percent
at a 95 percent confidence level. The data is not weighted.
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