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There were 1,063 mergers and acquisitions in the health care sector in 2012 – one of the
busiest in the last decade, although the dollar value of those transactions was nearly the
lowest in a decade, as smaller entities are the newer targets of acquisition. 1
In 2012, there were 94 hospital mergers, up from 92 in 2011; 68 physician practice
groups merged or were purchased, down from 108 in 2011.2
Seventy-eight percent of hospitals are either exploring a possible merger or are in the
midst of one in 2013. Over half of hospitals are also planning to purchase a physician
practice in 2014, compared to 44 percent in 2012.3 4
After consolidation, prices hospitals charge for services have gone up in the range of 3
percent to 56 percent, according to studies looking at hospital mergers between 1990 and
2008. 5 6 7 8
Hospital spending was projected to be $892.4 billion in 2012 and was the largest category
of health care costs.9

In the 1990s, there was a wave of health care mergers as federal, state and local governments
grappled with ways to contain health care costs by cutting funds and making regulatory changes.
Those health care marriages waned in the early part of the 2000s, and then accelerated again in
the later part of the decade as the industry anticipated passage of the Patient Protection and
Affordable Care Act (ACA) in 2010.
Enactment of the ACA has added financial pressure on hospitals, doctors and insurers in a
variety of ways. Under the law, hospitals can expect to receive $300 billion less in Medicare
payments over the decade. Physicians will have to deal with new rules that will peg Medicare
reimbursements to meeting quality standards as well as manage the influx of millions of new
patients who will be covered by the law in 2014 and beyond.10 11 Insurers also face limits on
administration costs under so-called medical loss ratio rules that require 80 to 85 percent of
premium dollars to be spent on care.

Further, all health care providers have to adapt to a shift in payment models under the ACA that
emphasizes coordination and management of patient care. “The fee-for-service system is going
to be history shortly,” Richard Ravitch, a board member of New York City’s Mount Sinai
Medical Center told the New York Times in July 2013.12
Health care providers have responded to ACA changes by joining forces to shore up finances,
increase efficiency and gain leverage. But while the number of mergers and acquisitions
increased 5.9 percent from 2011 to 2012, the dollar value of those transactions dropped 38
percent.13 The reason, say health care policy analysts, is that recent purchases have been less
about megamergers and more about smaller entities as the newer targets of acquisition.
In 2012, there were 1,063 mergers and acquisitions in the health care sector, up from 1,004 in
2011 -- the second most transactions behind 2007, according to Irvin Levin Associates, a
Norwalk, Conn. publisher of financial data on the health care industry.14 The health care sectors
that experienced the largest growth in mergers from 2011 to 2012 were physician practices
(transactions valued at $4.4 billion in 2012) and companies providing behavioral care; home
health & hospice; and managed care. Transactions for home health and hospice deals in 2012
were valued at $5.7 billion.
In 2012, there were 94 hospital mergers, up from 92 in 2011 and 68 physician practice groups
merged or were purchased, down from 108 in 2011.15
The drivers of consolidation for health systems have changed, says Cleveland Clinic President
Delos “Toby” Cosgrove. Instead of seeking market dominance, he says, health systems are trying
to find linkages in disparate markets to improve efficiencies. Health systems are increasingly
acquiring struggling hospitals and health systems “to turn around their finances and reap the
benefits of consolidation,” according to an October 16 article in HealthLeaders Media.16
Doctors, for their part, have been increasingly interested in becoming salaried employees of
hospitals because it provides payment security at a time of uncertain reimbursement rates, and a
better work-life balance.17 Further, hospitals can help doctors offset the high cost of adopting an
electronic health records system and eliminate the headache of having to find younger doctors to
maintain business.18 The number of independent doctors has declined to 39 percent in 2013 from
57 percent in 2000.
The consolidation trend is expected to continue. Seventy-eight percent of hospitals are either
exploring a possible merger or are in the midst of one in 2013. Only 13 percent of hospitals have
a strategy to maintain complete independence, according to a Dixon Hughes Goodman Hospital
M&A report.19 Over half of hospitals are also planning to purchase a physician practice in 2014,
compared to 44 percent in 2012, according to a Jackson Healthcare March 2013 report.20
But some studies have found that both hospital mergers and doctors becoming employed by
hospitals result in price increases.

A June 2012 Robert Wood Johnson Foundation and Urban Institute report found that the
magnitude of price increases when hospitals consolidate can exceed more than 20 percent.21 A
March 2013 Catalyst for Payment Reform report found that 75 percent of U.S. metropolitan
areas have had enough hospital mergers to be deemed “highly consolidated,” and that payments
for the privately insured are 3 percent higher than in markets that have more hospital
competition.22
Nor are there clear data showing that hospital and physician mergers are improving quality of
care. In fact, for some procedures, like cardiac care, there is some evidence that patients fared
better with more hospital competition.23
Hospitals say there is still plenty of competition and that most mergers have improved health
care quality and provided benefit to the community. Most transactions, they said, involved one
institution buying another that was struggling financially, or needed more capital or specialized
expertise, according to an April 2013 report commissioned by the American Hospital
Association.24
Some concentration is evident on the insurer side of the bargaining table as well. A 2011 Kaiser
Family Foundation study found that in 30 states, one health insurer has a market share of 50
percent or more in the individual market.25 Doctors also blame increased costs on insurance
companies. There is a lack of health insurer competition in 70 percent of the nation’s
metropolitan areas, according to a November 2012 American Medical Association (AMA)
report. Physicians say the result has been higher premiums and less generous benefits to
consumers.26
Insurers say the AMA data are flawed because they don’t include self-insured companies.27
Insurance company mergers mean more subscribers and thus bargaining power with hospitals,
lowering costs by as much as 12 percent in some markets, found a September 2011 report
published in the journal Health Affairs.28
Whichever sector is the cause, price increases for hospital and physician services are among the
key driving forces behind the rise in health care costs.29 Hospital spending was projected to be
$892.4 billion in 2012 and is the largest category of health care costs .30
Given the federal government’s interest in rising costs, antitrust officials have been following the
consolidation trend closely, and the Federal Trade Commission has blocked several health care
mergers.31 In February 2013, the Supreme Court confirmed the agency’s authority to challenge
the merger of two hospitals in Georgia. In March 2013, the FTC filed a lawsuit to block an Idaho
hospital chain’s purchase of the largest multi-specialty independent physicians’ practice. In
2012, the agency also stopped the purchase of a surgical center by a hospital in Pennsylvania,
and in 2011, it challenged a hospital merger in Ohio.
Others argue that the government isn’t doing enough antitrust oversight to curb price increases.32
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