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Capital structure around healthcare operations is
changing and there was a significant shift from hospital
M&A to a recapitalization, private equity model.
• The mega mergers as outlined in the Industry Trends
section shows payers, providers and retailers merging.
• Hospital mergers have started to slow down, although
we are seeing alternative sources of financing for those
providers with PE/LBO projects injecting capital
into hospitals.
• Physician group M&A continues, but with larger
practices in a variety of specialties, the trend is to
look to the PE market vs. hospital acquisition.
Physician employment trends continue, be it for
hospitals or larger practices, or aggregating the PE
backed model. Younger physicians are not looking to
create independent practices and compete on that level.
Senior physicians are looking for their exit, and capital is
chasing both.
Overall volumes in medical office declined by 2B in sales.
However, cap rates compressed to all-time lows.
• Decline represents first time since 2011 that there
was a volume decline.
• Public healthcare REITs remained on the sidelines for
the majority of the year due to adjustments in interest
rates and reductions in stock value. Further, within the
11B in volume, $3.5B was monetization of assets by the
REITs to reposition and repurpose their capital. Early
in 2019, we have seen recovery in the stock prices, and
the trend is for the REITs to jump in more aggressively
with acquisitions.
• Healthcare-focused private equity has continued to take
charge and drive volume through major acquisitions
in 2018 and will continue in 2019, although healthcare
REITs will provide more aggressive competition
this year.
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• Although there is significant talk about global
capital aggressively diving into healthcare, we
have yet to see this come to fruition.
Hospitals, health systems, and providers continued
to move more toward the point of the patient with
ambulatory care strategies working to locate in the
right place, with the right service, at the right cost.
• The systems with the capital to grow, hire,
construct, and provide services throughout the
community have been investing heavily in this type
of initiative.
• There has been a continued investment in
preparing for and serving the aging population
for the last decade, but millennials and smart
medicine have already started to become an
important trend for strategy officers at most
hospitals and health systems.
• Proactive systems have been aligning the supply
and demand of their real estate with their planned
growth strategies.
Hospital and Health System finance has been a
major topic of 2018, and we expect that conversation
to heat up even more in 2019.
• Cost reduction and capital needs are the two
major topics we hear from our healthcare finance
constituents and clients.
• Financial Statement Impact and P&L Performance
are two major drivers.
• Creative capital sourcing started to appear as a
trend in 2018 and we will continue to see nontraditional debt structures and their cost as a new
frontier that is necessary for consolidation, growth,
and patient care delivery.
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INDUSTRY TRENDS
M&A Activity and The Impact
on Real Estate Strategy
In 2017, we saw the beginning stages
of major consolidation and change on
provider networks nationally. Health
systems are merging together to enter
new markets and/or increase market
share in existing markets to grow scale
and leverage operations for economic
efficiency. Smaller health systems
are joining larger health systems that
have capital and resources to achieve
economies of scale. Similar trends took
place in 2018, as 30 health system and
hospital deals were made in the first
quarter of 2018, which is 11% higher
than 2017 according to a report by
Kaufman Hall & Associates. Overall
total M&A activity for providers in 2018
NEWMARK KNIGHT FRANK

had similar numbers as 2017 but trailed
off a bit in the last quarter. The overall
theme of these mergers are fueled by
lower reimbursements, decreasing
patient admissions and readmissions
while providing a lower cost of care
in the community. The impact of the
mergers will see an effect in the real
estate market in a variety of ways. More
capital and scale could result in more
development opportunities; on the other
side, redundancy of space could see
consolidation efforts to optimize the
outpatient footprint in the market. Data
around each health system’s locations
will be critical in understanding what real

estate initiatives will be a catalyst for
contributing to success of the merger.
Certain mega-deals like CVS-Aetna and
Cigna-Express Scripts and increased
private equity investments will continue
to shape and transform how healthcare
is delivered to the market. For example,
The CVS-Aetna merger will provide a new
model for the healthcare industry with CVS
offering primary-care services and medical
follow-ups directly from the drugstore. The
merger is also a strategic move for CVS
to stay competitive with Amazon, which is
increasing its presence in the healthcare
industry. Also, many health systems are
partnering with CVS and Walgreens in their

Mega-deals like CVS-Aetna and Cigna-Express Scripts
and increased private equity investments will continue
to shape and transform how healthcare is delivered to
the market.
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markets to provide primary care and urgent
care clinics close to their patient’s homes.
Other noted mergers for health systems
in 2018 include Beth Israel Deaconness
Medical Center – Lahey Health and
recently completed Dignity Health and CHI
to form CommonSpirit Health.
M&A ACTIVITY (1)

or national health systems to follow along
with the previous years. All indicators
are pointing to more private equity
investments into physician practices as
an attractive alternative to merging with a
health system. The major impact to
the healthcare market in 2019 will be the

complete ownership/control and there are
attractive economic benefits. Attractive
economic benefits include ownership of
the management services organization
as well as potential disposition of real
estate assets to REITs or other institutional
investors if owned by the practice group.
(1)
Private
Equity Backed
M&A ACTIVITY
Activity
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Increase in Private Equity
Activity within Physician Groups
Private Equity Backed transaction volume
was up 5% in 2018 compared to 2017(1).
Having access to capital for operational
and technology needs allows practices
to position themselves for future growth.
Some physicians find it more appealing
to sell their practice to a private equity
firm versus selling to a hospital. A part of
the appeal is that physicians don’t lose
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Looking to 2019
2018 followed on a similar path that 2017
paved the way for in increased healthcare
M&A activity. Large scale acquisitions
that will impact regional and national
healthcare delivery were announced
and some were finalized. Private equity
investment has increased from 2017 to
2018 with a focus on physician owned
practices. As for 2019, we should see more
large mergers and acquisition of regional

2018

technology advancements and venture
capital injecting into businesses that
will bring technology improvements and
efficiency into providing care to patients.
As Apple has launched its health records
initiative, it will be closely watched to see
how their strategy will impact the delivery
of care.
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it will grow much faster than the average
for all occupations. The Bureau of Labor
Statistics estimates 2.4 million new jobs
will be added over the span. Of the 2.4
million new jobs, 1.1 million jobs are
expected to come from home healthcare
aides. Registered nurses, medical
assistants and nursing assistants are all
expected to grow at a fast pace as well.

LABOR SHORTAGE
OCCUPATIONS
Labor Shortage Occupations
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Potential Job Shortage

The healthcare labor market grew
faster than every other major sector
of the economy in 2018. The sector
includes ambulatory healthcare services,
hospitals and nursing and residential
care. According to the Bureau of Labor
Statistics, the healthcare sector created
346,000 jobs in 2018, an increase of
60,000 jobs compared to 2017. Two thirds
of the jobs were created for ambulatory
services, continuing on the trend of
increasing the growth in outpatient
services. Overall, one in seven new jobs for
2018 came from the healthcare sector.
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population will outnumber the children for
the first time in history. They also estimate
one in every five Americans will be at
retirement age by that year. In the year
2035, the US Census Bureau estimates
people over 65 will total 78 million and the
population under 18 will total 76.7 million.
This shift in demographics will continue
to exist in 2050, where the US Census
Bureau estimates the working age adults
to retirees will be just 2.5 to 1.0.

shortage of labor in Home Health Aides,
Nursing Assistants, Lab Technicians and
Nurse Practitioners. Registered Nurses
are expected to grow 16% from 2016 to
2026. However, according to the American
Association of Colleges of Nursing, there
are two indicators contributing to the
potential shortage for registered nurses.
Enrollment increases in entry level nursing
programs are not at a level that will meet
the projected demand for nursing services

There does not appear to be a slow down
in the need for healthcare occupations in
the future. The Bureau of Labor Statistics
is projecting the healthcare sector will
grow 18% from 2016 to 2026, indicating

2025

The aging population has been a major
focus and catalyst for change for the
healthcare industry. The US Census Bureau
is projecting in the year 2030 that the older

US will likely see a shortage of labor in Home Health
Aides, Nursing Assistants, Lab Technicians and
Nurse Practitioners.

Future Growth

2020

Shifting Demographics

As healthcare jobs are expected to grow,
the labor market could see a shortage in
those specific job types that are expected
to grow the most over the next decade.
Mercer’s Health Provider Advisory Group
is projecting the US will likely see a

Healthcare Labor Overview
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and a significant segment of the nursing
workforce is aging and near retirement.
According to a workface survey, 55% of
registered nurses are over the age of
50(2). The major driver of the labor growth
and potential shortage is the changing
demographics and the increase in the
aging population. US Census Bureau
Reported that US residents age 65 and
older are projected to double in 2050.
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HEALTHCARE
DISRUPTORS IN 2018

changing the way we
experience healthcare.
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paves the way for online pharmacy
operations that aim to save patient’s time
and streamline the ordering process.
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Amazon’s acquisition of the
pharmaceutical startup PillPack
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IMPROVE AND MODERNIZE
PATIENT CARE.

This forthcoming joint venture between
Amazon, JP Morgan Chase and
Berkshire Hathaway is focused on
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Tech giants charged into the
healthcare industry in 2018 with
groundbreaking developments
that are beginning to shift the way
patients receive and access care.

In 2019, pioneering companies like
these will continue to reshape how
healthcare and technology align to
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The Apple Watch is putting health
data onto the wrists of patients

With the ability to schedule
without a smartphone, Uber
Health works to ensure all
patients have access to the care
they need.
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Uber’s healthcare
initiative allows hospitals
and healthcare providers
to request and pay for
rides for patients.
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and the company is hiring doctors – who
would have thought the employment model
for physicians would include a tech giant?
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Google’s parent company is
deeply involved in numerous
healthcare initiatives;
they have filed many health patents,
created the life sciences group Verily
which gathers and organizes health
data, and formed Calico, a research
and development company focused
on aging.
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Importance of Technology
Advancements
The baby boomers will demand the
most healthcare are more educated
in technology advances and have
consumerisms demands that the
generation before them did not. Technology
advancements and automation will play
an increased role in patient experience,
clinical experience and new treatment.
Telehealth, fitness trackers, sensors and
other monitoring applications are already in
use and will continue to increase the overall
healthcare experience. The advancements
in technology will have improve the
efficiency and overall experience to how we
receive health care in the future.

Medical Office Leasing Market
Vacancy: After peaking at 10% in 2010,
vacancy retreated at a rate .25% each year,
with the largest drop occurring in 2016.
Vacancy hit an all-time low for the period
shown at 7.6% in 2017 and is maintaining
at 7.7% in 2018. The initial indications
from 2019 are some retraction in vacancy
moving more in line with the vacancy rate
we saw in 2018.
MEDICAL OFFICE MARKET KEY STATISTICS
Medical Ofﬁce Market Key Statistics
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Absorption: Occupiers absorbed 11 million
square feet of medical office space in
2018 well under the absorption of 16.7
million square feet in 2017. 2018 was off
the average absorption pace since 2008,
which has averaged 16.1 million square
feet per year, and was the lowest period
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of absorption since 2011. We can expect
a continued steady rate of absorption in
2019, with absorption more in line with
what we have seen in 2018 and the average
since 2008.

properties and new properties demanding
a premium, rent growth is expected to
continue to grow in 2019 even with a
decrease in development and a slight
uptick in vacancy.

Construction: Both completions and space
under construction have crept up slowly
since the recession, but they are nowhere
near the pre-recession peak. After topping
out at 39 million square feet in 2008, the
volume of medical office space under

Medical Office
Investment Market
Sales Volume: During 2018, medical office
properties valued at $11.7 billion changed
ownership, slightly below the $13.7 billion
in 2017. 2018 saw some large portfolio
transactions with the PHT Medical Office
Portfolio setting the bar. Heitman, LLC
acquired the 17-building, 1.4 million square
foot portfolio for an estimated $585
million. The PHT Medical Office Portfolio
made up approximately 5% of total sales
volume in 2018.

With the increasing
cost of construction
materials and labor,
2019 will see lower
levels of construction.

MOB INVESTMENT BY YEAR

Rental Rates: The average asking rent
in 2018 ended at $22.11/SF gross, an
increase of 2.79% from the prior year.
Rent growth has grown at an average
of 1.39% each year since hitting a low
of $20.36 in 2012 for the period shown.
Driven mainly by the competition of prime
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MOB Investment By Year
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construction plummeted to a low of 10.0
million square feet in 2010. Construction
rebounded to 19 million square feet at
year-end 2016. However, 2017 saw a
decline is construction with total square
feet being constructed dropping to
17 million square feet and 2018 continue
dropping to 15.3 million SF. With the
increasing cost of construction materials
and labor, 2019 will see lower levels of
construction more inline with 2018.
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Pricing: Pricing hit an all-time high in 2018
for the time shown, with an average price
of $302 per square foot, an increase of
2.75% over 2017’s average price of $294
per foot. Over the past 5 years, medical
office assets have grown an average of
6.64% each year and an overall increase
of 51% since the lowest point for the time
period shown in 2009. Cap rates hit an all2019 HEALTH CARE OUTLOOK | 10

MOB PRICINGMOB
METRICS
Pricing Metrics
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Cap Rate

time low in 2018 at 6.6%, finishing below
2017 cap rates of 6.7%. Cap rates have
compressed at a rate of 11 basis points
per year over the past 5 years.
Investor Profile: Private investors were
the largest sellers of medical office
assets in 2018, accounting for 56.57%
of dispositions and 45.12% of purchases
by dollar volume. Users/others, including
healthcare systems and other providers,
accounted for 14.71% of dispositions
and 7.56% of acquisitions. 2018 has
seen a number of hospitals purchasing
back buildings and it is possible that
we may see this trend continue if rental
rate continue to increase along with
construction costs. Private investors were
by the largest buyers of medical office
asset in 2018, accounting for acquisitions
of $5.3 billion or 45.12% of all acquisition.
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