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BIG MED = Big Deal



Big Med Addresses “Two Topics” in Provider M&A

1. Horizontal integration of hospitals

2. Vertical integration of hospitals and physicians
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Horizontal Integration : Hospital Systems

Corporate Parent

Hospital  A Hospital  B Hospital  C
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Vertical Integration
Physician and Hospital Linkages

Physician Offices
Ambulatory Care
Outpatient Care

Hospitals

Skilled Nursing Facility
Post-Acute Care

Input Markets

Output Markets
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Mega-Providers Do Both 

Physician Offices
Ambulatory Care
Outpatient Care

Hospital

Skilled Nursing Facility
Post-Acute Care

HospitalHospital

HMO, PPO



Two Rationales for Two Topics





Possible Upsides of BIG MED

• Lower cost of capital

• Greater capital investment by parent system

• Improved survival





Possible Downsides of BIG MED = Six (Ugly) Realities



Possible Risk of Leverage: Antitrust





Damage Already Done



New Concerns

• Illegal Conduct
• All or nothing contracts
• Anti-tiering restrictions
• Gag rules

• Agencies have systems in their crosshairs





Antitrust and Physician Consolidation



Antitrust Meets Vertical Integration : The St. Luke’s Case



Academic Research Confirms the St. Luke’s Message



What to do?

• Take antitrust seriously
• Perform due diligence with care
• Analyze before announcing

• Be as skeptical as the agencies
• Are scale economies real?
• Are employed physicians more productive?
• Countervailing power is not an antitrust defense



New (?) Kids on the Block

Dental

Physical Therapy

Dermatology

Anesthesia

Pain

Ophthalmology

Behavioral Health



Private Equity Strategy



Private Equity Roll-Up Strategy = Physician Consolidation

24

PE
Platform
~8-10x

Consolidated Company at 
Exit

~10-12x

#1
~5x

#2
~7x

#3
~5x

#5
~5x

#4
~6x

“Tuck-in” Acquisitions

The PE firm typically leads the diligence and execution of  the deal, while the integration is 
usually left to the portfolio company’s management team

8x represents the multiple of EBITDA (profit) 
at which a company is valued





Dead Kid on the Block (?)



Opportunity for Physician Executives of Mega-providers (1)

• Search for and experiment with better ways to shape clinician behavior

• From vertical  horizontal approaches
reduce friction in physician decision-making
choice architecture in the EMR
use clinician-guided behavioral economics to frame their decisions
peer education & normative pressure (leverage social influence of peers in local networks)
focus = communication among physicians (“relational care coordination”)

• From financial metrics  nonfinancial motivations
involve professionals in all clinical issues, financial issues, and corporate governance
greater clinical autonomy on the front line of care  - - work environment, data reporting
reduce emphasis on “financial integration”



Opportunity for Physician Executives of Mega-providers (2)

• Better use of clinical expertise and well-developed human capital
physicians = most highly-trained human resource
investments in physician leadership development
consider lengthening the tenure of physician leaders (continuity)

• Recognize that different clinical areas (specialties) require different solutions
Clinical context drives the solution to reducing cost and LOS
Requires local clinician leadership and room for initiative
Lots of “pick and shovel” work to do

• May need to consider this : integrate on the inside (medical staff) before you 
integrate on the outside



Guiding Principles for Physician Executives
• Focus your efforts at integration, coordination, cost-cutting

• Process rather than structure or technology … structure is NOT integration

• Unobtrusive controls rather than obtrusive structures & metrics

• Small scale change rather than disruption or silver bullet

• Reward physicians for their system contribution
bigger amounts, harder to earn
capital and staff investments in their clinical areas

• Bottom-up change

• Selective employment



Thank you for listening



How to “raise hand”

Newer versions of Zoom
- Visit the tool bar at the bottom of your screen
- click “reactions”
- select "raise hand" 

Older versions of Zoom
- Click on the “participants” button
- hover over your name and click “more”
- then “raise hand”
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