
8  M I C H I G A N  M E D I C I N E  July/August 2014

O
ver the past four years, hospital consolidation has 
reached levels not seen for more than a decade.

In 2013, there were 84 hospital mergers and 
acquisitions nationally. The number of deals was 
slightly down from the previous year, but the number 
of hospitals and beds involved in those deals hit a 
five-year high, according to a May report by Irving 

Levin Associates, a market research firm based in Norwalk, Conn. 
The Affordable Care Act is the likely catalyst for the merger and 
acquisition activity, which is not expected to slow anytime soon.

“Consolidation has been one of the industry’s go-to responses each 
time major changes occur,” said Tom Janda, 
Executive Director of West Michigan Physicians 
Network (WMPN), “an independent physician 
organization serving doctors in the western part 
of the state. We’ve seen it with hospitals, insurers 
and, to a lesser extent, with physician groups.”

There was a consolidation boom in the 1990s, 
for example, as a result of the move toward 
managed care. So it stands to reason that 
ACA-initiated objectives aimed at increasing 
efficiencies and reducing health care spending 

would prompt the latest round of merger and acquisition activity. 
On one hand, consolidation addresses the challenges many health 

care organizations face with care coordination, which has been 
blamed for poor quality and efficiency in health care. On the other 
hand, it can create health care behemoths that have been blamed for 
rising health care costs and a decline in quality because of the lack 
of competition and transparency.

What’s new with the current round of consolidations, according 
to Janda, is that many involve systems from disparate markets, such 
as the 2013 merger between Livonia, Mich.-based Trinity Health and 
Pennsylvania-based Catholic Health East, which now serves patients 
in 21 states. These alignments go beyond. coordination of care and 
services to a given community, and often are driven by efforts to gain 
efficiencies through economies of scale, access capital, and sharing of 
resources and capabilities around population health. 

Nonprofit hospitals are also representing a larger chunk of merger 
activity, which used to be driven almost exclusively by the for-profit 
market, according to a March 2012 report by Juniper Advisory, a 
Chicago-based investment bank that works exclusively with hospitals 
and health systems. 

The deal garnering the most recent attention in Michigan is the 
Beaumont Health System, Botsford Health Care and Oakwood 
Healthcare merger announced in June. 

Under the signed agreement, the three organizations will combine 
into a $3.8 billion health care organization called Beaumont Health. 
The system will include eight hospitals and 153 outpatient sites.

Beaumont had been searching for partnership opportunities 
since about 2008, according to Betty Chu, MD, MBA, an obstetric/
gynecologist and Chief Medical Officer and Vice President of Medical 

Affairs at Henry Ford Medical Center, who at 
that time was President of the medical staff at 
Beaumont. Doctor Chu served on a committee 
tasked with identifying merger opportunities 
for Beaumont.

“Beaumont, like every other health care 
system was challenged in 2008 and 2009,” Doctor 
Chu said. “And with the implementation of the 
Affordable Care Act, recognizing that health 
care was changing – and then, of course, looking 
at the landscape in Michigan and across the 

country, and the consolidation that’s occurring in the industry – it 
was clear to the board that the status quo was not acceptable, that 
staying as a health system in about the $2 billion to $3 billion range 
was not going to be enough to maintain a margin in the future.”

“I think, like a lot of hospitals right now, looking at the viability 
for the next five to 10 to 20 years, as a board of directors, it was clear 
that we needed to start looking around,” she said.

The hospital system signed a letter of intent with the Henry Ford 
Health System in October 2012. By May of the following year, the 
deal was called off due to what Doctor Chu described as difficulty 
combining two distinctly different cultures. One major difference is 
that the majority of Beaumont physicians are independent and Henry 
Ford has historically had an employed model.

David Wood, MD, Chief Medical Officer at Beaumont, said 
physicians weren’t against the merger with Henry Ford, as had been 
reported at the time. They just had a lot of unanswered questions. 

Physicians, both employed and independent, are very excited 
about the newly announced merger, according to Doctor Wood. 
He said unlike the market the Henry Ford deal would have created, 
there is very little overlap of service areas. Instead of a competitive 
relationship, the merger will create a collaborative one that will lead 
to better outcomes and lower overall health care spending, he said.

Impact on Physicians
Many of the industry changes that are leading to merger discussions 
among hospital systems are also the root of stress for physicians, both 
employed and independent. They are being forced to do more with less, 
and to adapt to new care models, new payment models and regulatory 
pressures that didn’t exist prior to the ACA. When consolidation is 
added to the equation, the anxiety level rises, according to Doctor Chu.

During consolidation, employed physicians are, understandably, 
concerned about what it will mean for their departments. The logistics 
of how two similar departments will be blended into one can be a 
stressful thing to think about, she said.

There are also a lot of small things that add up: possibly changing 
the electronic health record systems and the training that will be 
needed, changing signs outside to reflect the new name, changing 
phone numbers, and many other details. Physicians have to manage 
all of those changes while attempting to maintain good patient care.

Doctor Chu, who holds an MBA from the University of Michigan, 
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said she dealt with several mergers across various industries in business 
school, but when it comes to health care, it’s a completely different 
dynamic. “When your product is the care of a patient, it becomes 
much more complicated than the merging of two businesses whose 
products are widgets,” she said. 

“Your end product is getting the patient through and giving them 
excellent care. And that will be disrupted any time you merge, it has 
to. In the process of change, there has to be disruption,” she said.

Doctor Wood said the biggest challenge he anticipates through the 
Beaumont merger will be getting all eight hospitals and ambulatory 
centers working together on a common path. But once those challenges 
are overcome, the system will be able to offer a large cohort of patients 
across a large demographic area with comprehensive care that is 
coordinated, high quality and at a decreased cost, he said. 

As an independent physician in a market that includes two large 
systems, Spectrum Health and Trinity, Jon Curry, MD, a Grand Rapids 
urologist, said two of the biggest challenges he faces are recruitment 
and maintaining referrals.

When independent practices want to hire new physicians, they 
can’t compete with the salaries offered by the large hospital systems, 
Doctor Curry said. If he were to hire a physician out of residency, it 
would take some time for that physician to build up a patient base 
and start generating revenue. Independent practices have the desire 
and ability to grow, but a harder time attracting candidates, he said.

 “And in a market where specialists are competing for referrals, the 
more primary care doctors who are employed, the more referrals go 
to employed specialists. Hospital acquisition of primary care offices 
has had a more immediate impact on private practices than hospital-
to-hospital consolidation,” according to Janda.

However, because the large health care systems tend to be 

concentrated in urban areas, it’s made it easier for independent 
physicians to expand into underserved, rural areas, where the 
competition isn’t as stiff, Doctor Curry said. His practice has 
experienced significant growth over the past five years as a result. 

Another advantage is that, when given a choice, many patients 
prefer the intimacy of a smaller, independent practice over a large 
health care system, according to Doctor Curry. “I have seen patients 
who come to us because they feel frustrated at the lack of personal 
attention they receive in a bigger system and bigger office, where they 
are unsure if they will see their doctor, another doctor or a [physician 
assistant] or nurse practitioner.”

Kirk Agerson, MD, a family physician in Grand Rapids and Medical 
Director of WMPN, said as a family physician, there are always enough 
patients to keep his practice busy. He agrees there is a clear benefit to 
the patient experience by being a smaller practice.

“They know everyone in my office and we know them. Some of 
the people I see I have been seeing for 34 years, so we get to know 
them well and it’s a more personalized service,” he said. 

Doctor Agerson also pointed to difficulty recruiting new physicians 
as the most negative impact from the increased consolidation going 
on around him. 

Do Consolidations Deliver on Their Promises?
Consolidations are often presented as a way of gaining higher qual-
ity, more efficient care, said Andrea Caballero, program director for 
Catalyst for Payment Reform, a non-profit aimed at improving value 
in the health care system. “But the proof is do you really deliver that 
higher quality, more efficient care at the end of the day?”

“More often than not, when you have consolidation of systems or 
consolidation of medical groups, prices are going to increase,” she said. 
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In a 2013 action brief, The Catalyst for Payment Reform referred to 
consolidation as a major driver of price increases. There hasn’t been 
a shortage of studies and opinions to bolster this claim.

There have also been studies demonstrating benefits to consolidation 
including a September 2013 report by the Center for Healthcare 
Economics and Policy, a subsidiary of FTI consulting, which found of 
607 hospitals involved with a consolidation between 2007 and 2013, 
all but 22 were in areas with at least five independent hospitals. And 
of those 22, nine were small hospitals with 50 or fewer beds. These 
are hospitals that likely would have struggled and possibly closed 
without a partner to provide essential capital and expertise. These 
findings, the authors say, support the theory that consolidation has 
been good for some communities.

A 2012 report from the Robert Wood Johnson Foundation found 
mixed results. It found that consolidation led to higher quality. The 
report also noted that consolidation in highly concentrated markets 
led to increased prices that can exceed 20 percent.

“There tends to be these general statements made that the 
economic research uniformly or systematically supports the 
conclusion that any and all mergers, or mergers particularly in 
concentrated markets, leads to anti-competitive price increases 
and that as a result we should be very concerned to see more 
consolidation occurring,” said Margaret Guerin-Calvert, Senior 
Managing Director – President, Center for Healthcare Economics 
and Policy at FTI Consulting. But, underlying studies don’t really 
support that conclusion, she said. 

Many studies also don’t take into account underlying market 
conditions or even benefits of consolidation, according to Guerin-
Calvert. She said studies looking at very specific markets are often 
used to support broad statements. Another problem is that many 

of the studies use outdated data from a time when the health care 
environment was much different than it is today.

Guerin-Calvert agrees the potential exists for highly concentrated 
consolidation to lead to higher prices. “That is the crux of what FTC 
enforcement is all about,” she said.

The Federal Trade Commission has the authority to put the brakes 
on any merger deal it deems to be in violation of antitrust laws. 
In recent years, it has expressed concern that the rise in hospital 
mergers – among both nonprofit and for-profit systems – will create 
noncompetitive markets that will result in consumers paying more 
for services.

There’s evidence the FTC is ramping up its authoritative power. 
Historically, about five percent of transactions announced through 
letters of intent do not close. But in 2011, 25 percent of mergers 
announced through letters of intent did not materialize, according 
to a 2013 study by the CPA firm of Dixon Hughes Goodman.

St. Luke’s Health System in Idaho was ordered by a federal judge 
in January to dissolve its 2012 merger with Saltzer Medical Group 
after the FTC sued, saying the merger created an anti-competitive 
market that would lead to higher prices for consumers.

The American Medical Association filed an amicus brief in a 
similar case, Federal Trade Commission v. Phoebe Putney Health 
System, that made it to the U.S. Supreme Court in 2012. In it, the 
AMA wrote: “Anticompetitive mergers and acquisitions by public 
hospitals may undermine the ability of physicians to provide the care 
that their patients deserve. These transactions can compromise the 
ability of physicians to provide high quality care at hospitals – and to 
refer their patients for such care – because the absence of competition 
allows the dominant hospital to increase the prices it charges and to 
lower the quality of care it provides to patients.”



Volume 113 • Number 4 M I C H I G A N  M E D I C I N E  11

Doctor Chu said the success of consolidations will depend on the 
motivations driving them.

“We have to get scale in order to improve and do the things we 
want to do. A lot of consolidations, I think, are being driven on, 
‘we have to get more scale to be more profitable,’ which is a really 
different message.”

Alternatives to Traditional Consolidation
Many health care systems are pointing to consolidation as the only 
way they can deliver the level of coordinated care being mandated 
in the post-ACA world. “I think that’s a little bit of misconstruing of 
what’s happening,” said Shaudi Bazzaz, program manager for Catalyst 
for Payment Reform. “Consolidation doesn’t equal coordination,” she 
said. “You can coordinate care and deliver coordinated care without 
necessarily consolidating.”

One way is through the creation of clinically-integrated networks. 
One example is the creation of Together Health, announced in 

May. Physician groups from Trinity Health and Ascension Health 
joined forces to form the physician-led integrated network. It is not 
a merger in the traditional sense of combining assets. Both systems 
contribute equally to the new company that will negotiate managed 
care contracts for the participating 27 hospitals and hundreds of 
ambulatory centers and physician offices.

The partnership will help participating 
physicians achieve good coordination without 
all of the issues that come along with traditional 
consolidation, said Scott Eathorne, MD, a 
family physician and interim CEO of Together 
Health. Physicians will have the advantage of 
shared resources such as health IT support, 
data analytics, decision support and utilization 
management to help achieve success in a pay-
for-value environment, he said.

WMPN, which represents 550 physicians in 
the western portion of the state, is also exploring ways to achieve care 
coordination goals outside of consolidation or, in the physicians’ cases, 
becoming employed by these consolidated systems. 

“Payment systems are going to be based on quality of care and 
efficiency of care rather than just the number of patients you see in 
the office or the number of procedures you do,” said Doctor Curry, the 
Grand Rapids urologist who is also President of WMPN. “In order to 
provide the most effective care and best experience for the patient, 
we need to find better ways for private practice physicians, employed 
physicians, and hospitals to work together.”

Doctor Curry said his group has felt the pressure to become employed 
in the increasingly consolidated market. Despite repeated offers from 
various health systems in the area, he remains committed to being 
independent, he said. He remains hopeful that physicians can work 
together to create a clinically-integrated network in his community.

“Good or bad, the results of consolidation are likely to stick for 
many years. Therefore it’s important for physicians to be involved in 
the process,” said Doctor Chu.

“If I had to give my take-home message it would be: it’s going to 
increase anxiety, but physicians absolutely need to be a part of the 
leadership structure of any consolidation,” she said. “Physicians 
are really the only people who can understand the complexities 
of inpatient and outpatient medicine well enough to make these 
consolidations successful.” MM

The author is a Oak Lawn, Illinois-based freelance writer.
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