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Mergers and acquisitions (M&A) have long been part of the 
healthcare landscape. The purported goals include efficiency, 
better access, improved quality and lower cost leading to 
enhanced profitability [1]. The uncertainty in the healthcare 
environment and reimbursement has led health systems to 
pursue M&A to preserve their competitive position and to gain 
price leverage with insurers. For others, it may mean accessing 
population health expertise, health plans or association with a 
high profile health system.

But, is it good for patients as consumers, their physicians and for 
the United States?

The Advisory Board reports that the volume of M&As almost 
doubled from 50 in 2009 to 89 in 2012 [2]. Indeed, hospital 
transactions as a whole (including mergers, acquisitions, and joint 
ventures) have climbed from 66 in 2010 and 95 in 2014 to 112 in 
2015, an 18% increase from 2014 [3]. Kaufman, Hall & Associates 
reported 102 deals in 2016 and reported an 8% increase in the 
first quarter of 2017 compared to the same period in 2016 [4]. 
It is projected that one in five hospitals will pursue a merger in 
the next five years [5]. The majority of mergers occur in hospitals 
with less than $500 million in annual revenue and in not-for-
profits, which represent about 75 % of all hospitals. Forty one per 
cent of 250 senior healthcare executives surveyed expect that 
M&A will represent their growth strategy in the coming year [6].

One of the biggest reasons advanced for M&A is increasing 
‘efficiency’ and achieving cost savings through ‘economies of 
scale.’ Consolidation of administrative services, personnel, 
laboratories and clinical services and renegotiating vendor 
contracts or efficiencies in supply chain management sound 
attractive. The cost of information technology, accounting 
and legal services, and expense of recruiting specialists can be 
amortized across the hospitals in the merging health systems. 
However, in recent years, governmental agencies such as the 
Federal Trade Commission (FTC) and the courts have generally 
regarded these claims as speculative barring empirical data.

Antitrust Concerns
The government agency charged with protecting consumers and 
policing monopolistic behavior or price fixing is the FTC. The anti-
trust statutes utilized by the FTC are the Sherman and the Clayton 
Act [7]. The FTC has recently challenged monopolistic behavior 
of the healthcare industry by questioning not only horizontal 
or vertical hospital mergers but physician employment where 

Metropolitan Statistical Areas are already ‘highly concentrated.’ 
Market concentration is measured by the Herfindahl–Hirschman 
Index (HHI), which is calculated by squaring the market share 
of each firm competing in the market and then summing the 
resulting numbers [8]. Insurers have also pushed back against 
potential market price increases that occur after mergers.

Several high profile mergers have been rejected by the FTC 
including Penn State Hershey Medical Center's proposed merger 
with Pinnacle Health System, Carolinas Healthcare, Advocate 
Healthcare (still in litigation) and Promedica in Toledo, Ohio. The 
FTC expressed concern that the merged systems would control 
> 50% of the post-merger market, which could lead to reduced 
competition, greater costs and possibly lower quality of care.
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Are Healthcare Costs Lowered and 
Quality Improved by Mergers?
Earlier reports suggested that cost and price growth were 
somewhat lower for merging hospitals compared to non-merging 
hospitals when followed longitudinally [9]. Antwi and colleague 
suggested that although rates of price growth are higher in 
monopolistic markets, there is no correlation between a change 
in hospital concentration and price growth [10].

However, evidence is accumulating that mergers leading to 
larger health systems may in fact lead to costlier care and patient 
care provided by hospital employed physicians may be more 
expensive [11]. Gaynor and Town reviewed the literature and 
concluded that horizontal mergers (or hospital consolidation 
within a specific geographic and product area) generally led to 
higher prices [12]. Prices increased almost 20% in concentrated 
markets. The effect of consolidation on quality was mixed 
whereas there was no evidence of cost reduction or clinical gains 
from physician- hospital consolidation.

A 2006 report concluded that increases in hospital concentration 
invariably led to an increase in hospital prices often up to 20%, 
which are then passed on to consumers in the form of higher 
premiums and out of pocket costs [13]. A price increase of 6-10% 
was noted in a study of 500 hospital mergers between 2000 and 
2012 occurring in the same state but different local markets 
(cross market mergers) [14].

Does M&A Improve Quality of Care?
Another reason put forward by health systems is that by treating 
patients with diseases in high volume hospitals, outcomes may 
be improved [15]. Healthcare economists who favor competition 
point to data demonstrating lower costs and improved quality of 
care with competition [12].

In markets in the U.S and the U.K where prices are determined 
by a government payer (Medicare and National Health Services, 
respectively), the conclusion appears to support the improvement 
of quality with competition [16]. When the market determines 
price for health care, the relationship between quality and prices 
is mixed [17].

Kaul and colleagues analyzed Centers for Medicare & Medicaid 
Services (CMS) patient encounters in more than 5,600 individual 
facilities and 526 healthcare systems in the United States both 
for-profit and nonprofit organizations [1]. In horizontal health 
systems with multiple facilities, they did not find a correlation 

between size and cost or quality of care. They recommend that 
in order to reduce costs by as much as 30 percent, these hospitals 
have to standardize administrative and clinical procedures, a hard 
task, rather than each member facility acting autonomously.

Risks
Higher profits have resulted from greater regional market 
power. The risks involved in pursuing M&A are not trivial. Booz 
and Company, a major consulting firm, opines that one in five 
hospitals will start to lose money within two years of a merger 
and 59% of acquired hospitals will fail to outperform their peers 
[2]. The reasons appear to be dissimilar corporate cultures, 
previously unanticipated problems even after due diligence 
and an unfocused management. They also point out that M&A 
takes an enormous amount of time and the opportunity cost 
of the time and energy wasted on M&A is large and could have 
been avoided. The corporate side of the business often fails to 
appreciate the difficulty in merging two unique cultures into 
one entity. Physicians or physician groups, who are employed by 
hospitals as part of ‘vertical integration’ and caught in the middle 
of these mergers, are aware of the dissimilar culture of health 
systems but have limited options as employees.

Benefits
To be sure, hospitals certainly are not in the business of losing 
money unless there were demonstrated benefits to the acquirer 
as well as the not acquirer. The main reasons advanced include: 
benefit of the larger scale, lower cost of capital and improved 
care due to standardization of processes and patient care (Table 
1) [18]. In fact, one study shows a 2.5% reduction in annual 
operating expense per admission at the acquired hospital [18]. 
However, the authors of this report point out that the expense 
per admission did not go down in absolute terms but the increase 
was 2.5% lower than comparison hospitals. The report also failed 
to find any statistically significant improvement in outcomes. 
Another study by Dranove and Lindrooth looked at two 
independent hospitals merging into one health system between 
1986 and 1996. They saw a benefit of a 14% reduction only if 
the two merged hospitals operated using one not licenses rather 
than two separate licenses [19].

The Future
It is becoming clear that since the best opportunities may be 
behind us, all parties are now re-thinking their future course 
of action [18]. However, this will not keep some large systems 

Advantage #1 #2 #3

Cost reduction Scale (spread expense over patient volume)
Reduce Savings from

capital cost standardization
Risk-bearing sharing Share experiences across network

Health plans Share overhead and cost across network
Quality of care Size may improve out comes Standard protocols may improve outcomes

Strategic Bolster market share Pre-empt competitive forces

Table 1 Purported advantage of mergers.
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from poaching smaller systems and trying to strengthen their 
hold on their referral market. Powerful health systems with 
influential lobbyists will continue to challenge the FTC in court 
and seek Congressional assistance to amass market share. As 
physicians are herded into employment, their voices are being 
softened with only the consumer and the media left to point to 
the monopolies being created. One of the ways some physicians 
have countered the merger of hospitals and large insurers is 
consolidation in single specialty or multispecialty large groups. 
This is following the playbook of the insurers in the early managed 
care era when they used excess hospital capacity to push for 
lower hospital charges and the current modus operandi of the 
hospitals merging to gain market power. Market forces have 
altered the size of physician practices. While the solo or 2-10 
physician practices are decreasing, large groups approaching 50 
physicians are on the rise. An advantage for merging physician 

groups is that the ‘vertical’ integration of employed physician 
and hospitals is often associated with higher prices charged to 
commercial insurers. Studies show that higher prices are not due 
to increased utilization, and are then passed on by insurers to 
patients as increase in premiums, deductibles and co-pays.

So, what is the patient to do? Since almost half of the U.S 
population get their coverage from their employer, most depend 
on the leverage exercised by their employer. Unfortunately, 
their out of pocket costs continue to rise due primarily to very 
high deductibles. The average deductible has risen from $303 
to $1,077 between 2006 and 2015 according to the Kaiser 
Foundation [20-22]. Therefore, the evidence so far is mixed and 
there appear to be more negatives associated with mergers than 
positives. The bad news is that with a stalemate, consumers will 
expect the federal government to step in with centralized control 
and create further market inefficiencies.
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