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Consolidation in healthcare is being fueled by powerful 
global trends. Drivers of rising healthcare spending around 
the world include an aging population; the growing inci
dence of chronic diseases and comorbidities; the rapid 
scientific and technological progress; and increasing patient 
expectations. 

As a result, consolidation is taking place among both  
payers and providers. On the one hand, both parties strive  
to increase their size to reach the critical mass which, for 
example, strengthens their negotiating position. On the 
other, mergers and acquisitions (M&A) promise growing 
enterprises economies of scale and efficiency gains, which 
give businesses oppor tunities to im prove profitability and 
leverage by investing in modern technology, modern 
hospital architecture, and new delivery concepts.

Consolidation activities are becoming increasingly common 
and may even gain momentum in the years ahead. There is 
a need for action, especially among smaller and less spe
cial ized providers. They can prepare by either differentiating 
or by acquiring or joining forces with other health networks. 
While mergers frequently involve considerable integration 
expendi ture, collaborations and strategic partnerships can 
also lead to desired results.

Dr. Bernd Montag
Chief Executive Officer
Siemens Healthineers

“Healthcare is changing and the industry is working harder 
than ever to discover new ways of improving patients’ 
health. In times of change where it is all about improving 
outcomes and lowering costs, we understand the challenges 
you’re facing – and your need to continually improve your 
clinical, operational, and financial performance. We look 
forward to partnering with you and working jointly on your 
business success.”

Executive summary
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The verb “to consolidate” is derived from the Latin consoli
dare and means to strengthen or solidify something.
Anything that exists as an overarching unit (e.g., a state 
budget, a national economy, an industry, or a corporation) 
can be consolidated. In business, consolidation often refers 
to a market consolidation (healthy contraction), whereby 
individual companies are eliminated from the market, 
merge, or are taken over. Within companies or organizations, 
consolidation refers to measures taken to reorganize busi
ness divisions, leverage synergies, bundle resources, etc.

In this white paper the term is used to refer to mergers, 
takeovers, and collabo rations among payers or providers 
pursuing consolidation to jointly strengthen their market 
position and to make themselves essential in a competitive 
landscape. 
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Strong, global trends in healthcare are driving 
consolidation.
The challenges involved in providing and funding healthcare around the globe have 
changed very little over the last few years, and are unlikely to change much in the  
near future.1 Drivers of rising healthcare costs include an aging population; the growing 
prevalence of chronic diseases and comorbidities in Europe, North America, and many 
emerging markets; the rapid scientific and technological progress; and increasing 
patient expectations.1

While healthcare spending is on the rise, reimbursement rates are not. Financial 
resources are generally shrinking with reimbursement models steadily moving away 
from feeforservice to feeforvalue approaches. This enables costs to be managed 
more strategically, while calling for improvements in care quality.2

1. Reasons to read:

Why we need to talk  
about consolidation 
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Healthcare spending is rising worldwide 3

Source: World Industry Outlook, Healthcare and Pharmaceuticals, The Economic Intelligence Unit, June 2016 
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Many countries are responding to the resulting economic pressure by trying to stimulate 
competition among providers. But many healthcare providers feel that they lack the 
financial resources and organizational conditions necessary to face these challenges 
on their own. Some try to buy, sell, or merge with other entities to gain scale or enhance 
capabilities that could enable them to stay ahead of competition. Others rely on joint 
ventures, affiliations, or collaborations to enhance their competitive position and make 
themselves indispensable in a consolidating environment. This joining of ranks can be 
vertical (e.g., health networks acquiring medical groups) or horizontal (e.g., hospitals 
acquiring other hospitals).4 

76% of survey respondents  
(U.K. hospital executives) say  
that they will look for collaboration 
partners in the next three years.5

75% 
fewer U.S. 
passenger airlines 
today compared 
to the 1970s4

90% 
fewer statutory 
health funds in 
Germany today 
than in 19906

52% 
fewer banks in  
the U.S. today  
than in 19904

Airlines: Banking:
Health insurance 

companies:

Consolidation: 
Healthcare on the verge of transformation?

Industry experts see consolidation in the healthcare sector as an irreversible trend.  
The analysts at Deloitte say that the healthcare industry may be on the verge of a 
transformation similar to the kind that airlines and the banking sector have already 
experienced. These industries have seen serious consolidation in the past few decades 
as a result of changing competitive conditions, digitalization and deregulation. The 
number of airlines active in the U.S. has plummeted by three quarters since the 1970s, 
and the number of banks has halved since 1990.
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In the healthcare sector, the trend toward consolidation is visible among providers  
and payers alike. Payers often merge because size leads to more market power. Larger 
health insurers can negotiate better with drug manufacturers, doctors, and hospitals, 
and can achieve more favorable prices.6 This highlights a peculiarity of the healthcare 
system: Many of its services are not paid for directly by individual beneficiaries, but  
by companies or institutions. Stakeholders on both sides of the negotiating table are 
trying to strengthen their position through consolidation. A consolidation on the payer 
side necessarily leads to providers having to consolidate – and vice versa. 

Companies around the globe need to take action: “Staying the course is no longer an 
option,” say the experts at Deloitte. Organizations should prepare by either differenti
ating to maintain dominance in a clinical or geographical niche, or by acquiring or 
aligning themselves with other health networks. Those that do not act promptly and 
strategically may face major risks, such as the loss of significant market share or the 
loss of local control as a result of being acquired.4

“Organizations should prepare by either differentiating to 
maintain dominance in a clinical or geographical niche, or by 

acquiring or aligning themselves with other health networks.” 4

“Those that do not act promptly and strategically may face 
major risks including loss of significant market share or  

loss of local control as a result of being acquired.” 4
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Consolidation will gather even more momentum in 
many countries in the years ahead.
Mergers are reshaping the hospital landscape in financially pressurized health systems. 
In the U.S., for instance, many companies are increasingly trying to boost their market 
share and negotiating power via M&A deals.7 In Germany, the number of statutory 
health insurance companies has dropped from close to 1,150 in 1990 to currently just 
113 (as of January 1, 2017). Besides the desire to gain more market power, drivers of 
consolidation (especially in Europe’s more fragmented healthcare landscape) include 
statutory regulations for more reliable quality and more patient safety. In emerging 
economies such as India, China, and Brazil huge growth opportunities are attracting 
capital from domestic and foreign investors.

36% 
Improve quality of care

19% 
Improve efficiency and 
productivity potential

17% 
Improve financial 
sustainability

11% 
Optimize healthcare  
portfolio

8% 
Strengthen ( joint) position 
in the region

6% 
Other

3% 
Improve liquidity or solvency

Source: KPMG, 2014

Reasons for collaborations between NHS organizations 5

2. Evidence: 

A closer look at consolidation  
around the globe
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U.S.: Size counts in a competitive market
Competition is particularly fierce in the U.S. healthcare sector. Size and the resulting 
economies of scale are a more important competitive advantage here than in many 
other countries. Thus, economically successful healthcare providers in the U.S. are 
constantly on the lookout for takeover candidates. Cost pressure and the move from  
a volumedriven “feeforservice” model to resultsoriented “valuebased care” are also 
driving consolidation in the U.S. In 2015, 112 hospital transactions were announced, 
and the total operating revenue of the acquired organizations exceeded $33 billion.  
In 2016, the number remained on a high level.8

This has led to the emergence of economic heavyweights that wield considerable 
financial and political power which enables them to grow even larger by acquiring 
remaining independent hospitals. The 25 largest health systems in the U.S. have 
steadily increased their market share over the years, and today control about one  
third of the nation’s acute care hospitals – nearly 50 percent more than 15 years ago.9 

Hospital transactions announced in the U.S.8

Affordable Care Act signed into law by former U.S. president Barack Obama

Source: Kaufman, Hall & Associates, LLC

*

2010* 2011 2012 2013 2014 2015 2016

66 88 95 98 95 112 102

1 / 3 of all U.S. acute care hospitals 
belong to one of the nation’s largest 
25 health systems.9
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“The largest hospitals are getting stronger while the smaller hospitals get weaker,”  
says Daniel Steingart, VP and senior analyst at ratings agency Moody’s, commenting 
on the U.S. market. The big hospitals have long generated stronger operating margins 
and revenue growth thanks to factors such as their economies of scale and their ability 
to drive revenue growth through expanded services.10 Meanwhile, smaller hospitals, 
especially those in rural areas, are having an increasingly hard time. American  
analy sis firm iVantage warns that more than 600 rural U.S. hospitals are threatened 
with closure.11

The HealthLeaders Media Intelligence Unit asked 159 U.S. healthcare professionals in 
January 2017 about the next three years and whether they expect their organization’s 
merger, acquisition, and/or partnership activity to increase, decrease, or remain the 
same. The majority of respondents (61%) expect their activity to increase, 32% expect it 
to remain the same, and only 6% expect activity to decrease, indicating that the overall 
trend will likely continue for some time.15

Top 10 largest health systems in the U.S. in 2016 12

35,245173

186

86

84

60

34

64

37

25

90

23,982

17,605

16,825

14,555

13,506

8,566

7,365

7,311

5,932

Hospital Corporation of America (HCA) Forprofit

Community Health Systems (CHS) Forprofit

Tenet Healthcare Forprofit

Ascension Catholic

Catholic Health Initiatives (CHI) Catholic

Life Point Health Forprofit

Trinity Health Catholic

Dignity Health Catholic

Kaiser Permanente Secular nonprofit

New YorkPresbyterian Healthcare System Secular nonprofit

Source: Merger Watch, June 2016

Hospitals Beds 

Community hospitals  
in the U.S.14

Small or rural hospitals  
in the U.S.13

< 550 beds < 100 beds 
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Probability of default 

Europe: Focus on quality and doing more with less
Economic pressure is also leading to takeovers and closures in European countries.  
A study of European providers in nine countries found that rising costs have led to 
operating losses for a third of all hospitals. The results indicated that nearly half of 
Europe’s hospitals were in financial trouble, and nearly one in five had a significantly 
increased probability of default. This makes them potential takeover candidates, 
especially since the gap between financially successful hospitals and those that are 
less so is growing.16

In Germany, for instance, the introduction of the Diagnosis Related Groups (DRG) 
pricing system in 2003 and the steadily decreasing investment subsidies from the 
individual states have intensified competition and led to a wave of mergers.17 The 
number of hospitals has dropped by more than ten percent since 2003, to below  
2,000.18 In particular, operators of large private hospitals simultaneously expanded 
their market share by taking over public hospitals.

European hospitals: 
Higher probability of default and low margins 
turn low performers into potential takeover candidates for top performers 16

top quartile
bottom quartile

Source: Accenture European Hospital Rating Report

* 
**

Top performers*

Top performers*

Low performers**

Low performers**

0.2%

Probability of default 6.8%

Average EBITDA margin 8.4%

0.9%Average EBITDA margin
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2015
577

679

700

2009

667

2003

545

Switzerland is a good example of how disadvantageous a lack of size can be when 
health systems convert their compensation models from service models to case 
based packages or valuebased care models. The country has a fragmented hospital 
landscape; three in four hospitals have fewer than 200 beds. And yet most Swiss 
hospitals offer an extensive range of treatments. The case numbers are often low.  
Since reimbursements were switched to flatrate compensation (DRG) in 2012; however, 
medical services only make economic sense when a critical mass of cases is reached. 
This is proving to be a major economic problem for the hospitals, which tend to be 
small. In addition, many of them have outdated infrastructure. These conditions are  
an obstacle to providing economically efficient, highquality treatment. As a result, 
industry experts expect to see consolidation in Switzerland as well. A study by Roland 
Berger Strategy Consultants states that “since 1998, the number of hospitals has 
decreased by a quarter. But the structural transformation isn’t over yet.”19

Where national hospital planning and financing is centralized, consolidation can also 
be prescribed by the state. In Denmark, for example, the hospital sector is currently 
undergoing a complete restructuring. The healthcare system here is almost entirely 
taxfinanced, and hospital treatment is free of charge for patients. An important part 
of the current transformation is the merging of specialized hospital functions to form 
fewer and larger units, with the aim of improving quality of care. This also applies to 
the emergency room: 40 emergency departments have been merged into 21 larger units 
since 2010. At the same time, Denmark, a small country with just under six million 
inhabitants, will be investing some €6.4 billion in 16 new hospitals. These will include 
some extremely modern hospitals and some greenfield developments.20

Source: German Federal Statistical Office

German hospitals: 
Private hospitals on the rise 18

Public Nonprofit / charitable Private

796 648

856

Total: 2,197 Total: 2,084 Total: 1,956

769
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Emerging markets: Private investors in search of growth
Emerging markets are also seeing an increase in hospital mergers and acquisitions 
– but the underlying reasons are different. Foreign and domestic investors, as well  
as hospital operators, invest because of the growth potential in certain countries. 

In India, the sizable unmet demand for healthcare and a series of successful private 
equity exits continue to draw investor interest in the provider sector. For example, in 
2015 IHH Healthcare, a large Malaysianbased multinational hospital chain, made a 
majority stake investment in Continental Hospitals, an Indian 750bed super specialty 
facility.21, 22 U.S.based private equity firms such as Sequoia Capital and TPG have also 
increased their stakes in private Indian hospitals. “If you want to deploy capital in 
India, healthcare is a nice area to be in,” says Abhay Pandey, a managing director  
at Sequoia’s India unit.23, 24

Meanwhile, Chinese healthcare is quickly becoming a popular sector for financial 
investors and global hospital groups. The consulting firm McKinsey & Company esti
mates that healthcare spending in China will grow to $1 trillion by 2020, up threefold 
from just $350 billion in 2011.25 The scale of China’s medical services industry is vast, 
with more than 21,000 hospitals and another 20,000 health centers.26 But China’s 
public hospitals are still hampered by bureaucracy and inconsistent quality of care. 
The government is trying to solve these issues, partly by allowing more foreign invest
ment. The scale of private participation in the services sector is thus already very 
substantial, and it is expanding fast. Private providers own and operate approximately 
one in four hospitals, with the number of private hospitals growing by 18 percent 
annually in recent years.26 Since major investors favor large and advanced hospitals, 
many small, lowerend private hospitals will be gradually phased out as government 
supervision increases and competition intensifies.

Hospital chains, on the other hand, are likely to expand even further. For instance,  
in 2014 the Chinese pharmaceutical firm Fosun partnered with the U.S. private equity 
firm TPG to buy Chindex International, an operator of hospitals and clinics in China 
and Mongolia. IHH Healthcare has a hospital in Shanghai and smaller facilities in  
the country, and is in talks to expand further in China.28 In the future, Chinese hospital 
chains may themselves become investors abroad. For example, China’s Luye Medical 
Group acquired the Australian hospital operator Healthe Care Australia, partially in 
order to build expertise in hospital operations that can be brought back to China and 
used to further expand across Asia.29

“Major investors favor large and advanced hospitals.” 26
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In Brazil, many hospitals, including both private and public ones, have no more than 
50 beds and are run by practicing physicians, making it difficult for these locally oper
ated facilities to find the scale they need to grow.30 “It means they have no operating 
efficiencies,” says Carlos Figueiredo, executive director of Brazil’s national association 
of private hospitals Associação Nacional de Hospitais Privados. “We have seen, and 
now I think they are realizing, these hospital owners, that it’s time to have a more 
professional approach and improve their management. And sometimes they see and 
understand it is necessary to have a partner – especially considering the investment, 
they need to keep going.”30

The investment opportunities are relatively new as Brazilian law was changed in 
January 2015 to ease restrictions on foreign direct investment in the country’s health 
care system. Some investors have already bet on the industry, but dealmaking across 
all sectors has slowed, however, as Brazil faces economic woes and political turmoil.30

Milestones in the privatization of healthcare in China 27

2005

2012

2014 Mid 
2015

2009

2014

2014

Share of privately 
owned hospitals: 17%

Government announces 
plans to ease private 
hospital financing by, e.g.,
approving share listings 
and bond sales of qualified 
private hospitals

Forprofit hospitals  
are made exempt from 
corporate tax

Share of privately 
owned hospitals: 50%

Government allows for up  
to 100% foreign ownership  
of (new) hospitals under  
a Wholly ForeignOwned 
Enterprise (WFOE) structure

Government allows domestic 
and foreign private investors  
to acquire and manage existing 
public hospitals

Around 140 selected 
private hospitals  
are made eligible  
for reimbursement 
through social 
healt hcare insurance

Source: Roland Berger, The Economist Intelligence Unit
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Mergers offer the potential for increasing market share, 
growing revenues, and reducing costs – but in the 
healthcare industry, they are not a surefire success.
As competition stiffens, size and hence growth are an advantage. Industry expert 
Kenneth Kaufman from the U.S. consulting firm Kaufman Hall advises hospital 
managers that, in a consolidating environment, the trick is to “get bigger, much 
bigger.” 31 There are many reasons for his recommendation:

Benefits of size

• Reduces nearterm vulnerability to shifts in volume and revenue

• Buys time to develop new capabilities and make the necessary changes in strategy

• Gives access to capital for investing in new capabilities

• Makes the provider an attractive partner; this applies to providers with complemen
tary capabilities as well as to top talents because larger organizations can provide 
more varied experiences and career opportunities

• Helps ensure that the organization will be part of the conversation about the future 
direction of healthcare, whether those discussions are with providers, insurers, 
employers, governments, or new competitors

3. Strategy:

Making yourself essential  
in a consolidating market

“Having sufficient size helps ensure that your organization  
will be part of the conversation about the future direction  

of healthcare.” 31 
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Mergers and acquisitions are often a rocky road to greater future viability.  
In the healthcare sector in particular, parties with very different backgrounds and 
cultures often clash (e.g., forprofit and nonprofit hospitals, or religious and non
affiliate organizations), which can lead to friction losses.

The result is that M&A transactions can carry huge opportunity costs that can  
drag down the economic value of the transaction. “It’s important to remember that 
consolidation is not integration,” says Martin S. Gaynor, Professor of Economics and 
Health Policy at Carnegie Mellon University in Pittsburgh (USA). “Consolidation is 
change of ownership. Integration is really working together and becoming a single 
organization working to one purpose in a coordinated way. Simply buying another  
firm wouldn’t mean that the two entities actually become integrated and coordinated.” 33

Improvement Measures

Improvements in  
clinical service delivery

• Relocating, consolidating, and introducing  
new services

• Implementing bestpractice clinical processes  
and models

• Standardizing clinical practice and processes

• Improving and rationalizing real estate

• Improving clinical research  
(e.g., easier to recruit top academics and for trials)

Corporate overhead 
savings

• Consolidating hospital boards and senior management

• Integrating backoffice functions  
(e.g., finance, HR, IT, legal, and estate management)

Clinical savings
• Integrating clinical support services and management

• Centralizing the procurement function

Workforce 
improvements

• Aligning roles and pay grades

• Increased ability to recruit and retain clinical and 
nonclinical staff

Source: NHS Improvement

Improvements that can be achieved through a merger 32

“It’s important to remember that consolidation is not integration.” 33
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NHS Improvement, the organization responsible for quality and safety in England’s 
healthcare sector, warns against underestimating the challenges of cultural inte
gration. In collaboration with Cass Business School, it evaluated mergers within the 
NHS and produced recommendations for top management.34 All the NHS trusts said 
clinical synergies were much harder to achieve than anticipated. One reason given for 
this was that mergers lead to a considerable increase in workload for executives, who 
often lack experience with M&A deals. In addition, the increased number of sites in the 
merged organization posed a challenge for management and created a need for new 
management methods and structures.35

This is consistent with analyses conducted by the corporate consultants at PwC, who 
identified employee disengagement and declining productivity as some of the problems 
that can arise in the wake of a merger.36 According to PwC, this often encourages com
peti tors to go after customers and employees, and thus leads to losses in market share.

However, if integration succeeds, mergers have the potential to lead to higher quality 
and more costeffective care. The NHS report estimates that consolidating corporate 
and clinical support functions alone can lead to cost savings of up to three percent of 
turnover within six to twelve months. Improvements were also seen in overhead costs, 
patient outcomes, and staff management. For mergers and takeovers to succeed, the 
report recommends developing and implementing a consistent and comprehensive 
culture program. Above all, it is important that everyone involved fully understands 
the aims of the merger, including the financial and clinical benefits, and that care 
quality benefits are articulated and funded as well as financial benefits.34

In conclusion, the authors of the NHS study emphasize that some of the improvements 
can be achieved even without a merger, e.g., through close cooperation between suit
able partners. A cooperation can have advantages over a merger because, for instance, 
the hospitals involved can continue to use their respective strengths to distinguish 
themselves – both as providers and as employers. In addition, it is often easier to establish 
a connection with partners from other segments. Many hospitals and health systems 
are initiating collaborative partnerships and affiliations with providers, health plans, 
and other organizations to gain expertise and expand their scope.

“Some of the improvements can be achieved even  
without a merger.” 34
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Source: The Advisory Board Company, 2014

Clinical Affiliation
Organizations agree to collaborate on an initiative or to provide a specific 
service together

Regional Collaborative
Flexible umbrella structure for partnering on specific initiatives and building 
the foundation for potential future integration

Accountable Care Organization
Independent entity formed for entering into riskbased contracts; owned by 
constituent organizations, creates shared accountability among participating 
providers

Clinically Integrated Hospital Network
Collection of hospitals enter into jointpayer contracts to improve care 
coordination and clinical outcomes

Merger & Acquisition
Formal purchase of one organization’s assets by another, or the combination 
of two organizations’ assets into a single entity

Joint Venture
Shareholding (Minority or Majority Interest), Joint Operation Agreement

Major partnership models:
Multiple ways to collaborate 37
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1. Consolidation in the healthcare sector is an irreversible trend
Consolidation in healthcare is driven by rising healthcare spending, deregulation,  
and increasing quality requirements. Many providers feel that they lack the financial 
resources and organizational conditions necessary to face these challenges on their 
own. Some try to buy, sell, or merge with other entities to gain scale or enhance 
capabilities that could enable them to compete more effectively.

2. Consolidation is taking place among payers & providers
Payers as well as providers are seeking to strengthen their negotiating position by 
increasing their size. Payers often merge because size leads to more market power, 
which improves their bargaining position visàvis drug manufacturers, doctors, and 
hospitals. Consolidation on the payer side necessarily leads to providers having to 
consolidate – and vice versa.

3. Smaller & less specialized providers need to act
As the consolidation trend may even gain momentum in the years ahead, there is a 
need for action especially among smaller and less specialized providers. They can 
prepare by either differentiating – to maintain dominance in a clinical or geographical 
niche – or by acquiring or teaming up with other health systems.

4. Mergers and acquisitions (M&A) promise economies of scale  
 & efficiency gains
M&A can improve profitability and access to outside capital, and can enable 
investments in modern technology, contemporary hospital architecture, and new  
care concepts. However, they also bring the risk of huge opportunity costs that can  
drag down the economic value of the transaction.

5. Consolidation is not integration
Acquiring another company does not automatically mean that both entities will 
actually become integrated and coordinated. Consolidation is simply a change of 
ownership. Integration is joining forces and becoming a single organization that  
works for one purpose in a coordinated way.

6. Besides M&A, there are other options to tackle the  
 challenges of the industry
Many of a merger’s advantages and benefits can also be achieved by collaborating 
with partners – via joint ventures, affiliations, or strategic partnerships. This joining  
of ranks can be vertical (e.g., health systems and retail clinics) or horizontal  
(e.g., hospitals with hospitals).

Key takeaways
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