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What drove the wave of hospital consolidations during 
the 1990s?

g The quantitative evidence does not show that managed care was 
the driver for consolidation, although the results are mixed and the fear of 
managed care may still have contributed.

 Several market changes—including technological developments that reduced 
inpatient demand and left hospitals with excess capacity—might have spurred 
consolidation. In surveys, hospital CEOs most commonly cite the promise of 
effi ciency gains and opportunities to consolidate services and strengthen their 
fi nancial position as reasons for consolidating (Reference 1).

How does hospital consolidation affect the price of inpatient care?

g Research suggests that hospital consolidation in the 1990s raised 
inpatient prices by at least fi ve percent and likely signifi cantly more. 
Prices increase 40 percent or more when merging hospitals are closely located.

There are three distinct types of studies assessing how consolidation affects 
prices. Each uses different assumptions and methodologies, resulting in varying 
fi ndings (fi gure 3 and sidebar). Because of its relative strengths, the simulation 
approach is now commonly used by federal antitrust authorities to evaluate the 
antitrust implications of mergers. 

Figure 3. Impact of consolidation on inpatient prices: results from strong studies of three types

Study type Price increase Author

Simulation 53 percent Gaynor and Vogt

Event 40 percent Dafny

Structure-Conduct

Performace (SCP)

4–6 percent Keeler et al.

Capps et al.

Hospital consolidation in the 1990s raised

inpatient prices by fi ve percent or more.

Two main challenges confront 

researchers studying the impact 

of mergers on hospitals. 

The fi rst is to come up with a 

reasonable defi nition of the market. 

The best studies defi ne the market 

based on patient fl ows between 

facilities rather than on larger and 

more arbitrary classifi cations such 

as MSAs or counties.

The second challenge is to measure 

hospital prices. The best measures 

of price are the amounts actually 

paid to hospitals (transaction prices) 

adjusted to account for how sick 

patients are. Weaker measures base 

price on what hospitals charge.

STUDY TYPES

Simulation studies examine 

hypothetical hospital mergers via 

simulation. Researchers create 

models using data on demand, 

market power and cost conditions 

facing various hospitals in a given 

market. They use these models 

to play out hypothetical market 

scenarios, including mergers.

Event studies examine prices 

before and after mergers to assess 

the effect of consolidation on prices.

SCP studies examine whether 

hospitals in concentrated markets 

have higher prices than hospitals in 

unconcentrated markets.

See note on page 4.
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g Mergers raise prices for merged entities and for their rivals. When 
merged fi rms raise prices, it is easier for non-merged competitors to follow suit. In 
one community, prices went up 23 percent for a merged hospital and 17 percent for 
its competitor, relative to controls (Reference 2).

g Consolidations between neighboring hospitals produce the largest 
price increases.

How does hospital consolidation affect hospital costs (what it 
costs to deliver care)?

g As discussed earlier, hospital CEOs say two of their motivations for merging were 
to consolidate services and achieve operational effi ciencies. Both could lower 
hospital costs.

g  Consolidation produces modest cost savings. As a group, merged hospitals 
have lower cost growth than their non-merged counterparts. Savings are signifi cant 
(14 percent) if hospitals merge operations, not just ownership (Reference 3).

How does consolidation affect quality of care?

g While the evidence is limited and mixed, the majority of studies fi nd 
that hospital consolidation lowers hospital quality. The strongest studies 
also show this result.

g The presence of managed care may be a factor. One study found that 
concentration decreased hospital quality (and competition increased it) when 
HMO penetration was high, but not where it was not (Reference 4).

Mergers can lead to lower hospital costs, 

but do not produce higher quality.

THE EVANSTON CASE

Prior to the Evanston case, the 

U.S. Department of Justice (DOJ) 

and the Federal Trade Commission 

(FTC) have been unsuccessful in 

seven consecutive attempts to block 

hospital mergers and had not won 

a hospital case since 1989.

An October 2005 ruling to dissolve a 

2000 merger in Evanston, Ill reverses 

this pattern and is an important 

landmark for at least three reasons. 

First, the court found that the hospital 

market was geographically limited. 

Second, the court found that a 

modest increase in concentration led 

to a signifi cant increase in hospital 

prices. Third, the judge ordered the 

divesture of the merged entity. 

The Evanston case highlights the 

importance of understanding the 

impact of hospital concentration on 

prices, costs and quality of inpatient 

care. The ruling also establishes 

that consummated hospital mergers 

raising antitrust issues may be 

reexamined.  
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> Hospital markets in most parts of the country have not become 
monopolized. As Figure 1 shows, the typical MSA had slightly more than 
four effective competitors in 2002. In most industries, market consolidation 
goes in waves. Should there be another unchecked wave of hospital 
competition in the future, such a wave is likely to result in higher prices and 
lower quality. In some markets, there may be a monopoly provider, and 
these markets present special challenges for regulators.

> Geographical markets for hospital services appear to be narrower 
than courts have typically found. Properly assessing the geographical 
market for hospital care is a critical step in the evaluation of hospital 
mergers. Consolidation between closely neighboring hospitals leads to 
signifi cant price increases even in markets that appear relatively competitive 
under typical market defi nition strategies.

> Policy-makers might consider encouraging new hospital entry 
as a way to increase competition, but this raises several issues. 
There are a number of mechanisms policy-makers might use to increase 
competition by encouraging new hospital entry including relaxing CON 
laws and restrictions on specialty hospitals. It is important to consider, 
however, possible costs associated with entry. For example, if specialty 
hospitals focus only on profi table lines of business, they may impair general 
hospitals’ ability to deliver quality care to patients in unprofi table lines of 
business. Furthermore, in markets with excess capacity, additional entry may 
exacerbate this problem, increasing health care costs.

Policy Implications
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Notes:

Figure 1 graphs the total number of horizontal 

mergers, acquisitions and system expansions 

(M&A) in populous MSAs. Consolidation level 

is measured through the Herfi ndahl-Hirschman 

index (HHI).

Figure 3: The SCP results are based on a 

decrease from 5 to 4 competitors in a market, 

while the Event and Simulation studies are for a 

decrease from 3 to 2 competitors.

THE SYNTHESIS PROJECT (Synthesis) is an initiative of the Robert Wood Johnson Foundation to produce 

relevant, concise, and thought-provoking briefs and reports on today’s important health policy issues. 

PROJECT CONTACTS

David C. Colby, Ph.D., the Robert Wood Johnson Foundation, Claudia H. Williams, AZA Consulting

SYNTHESIS ADVISORY GROUP

Linda T. Bilheimer, Ph.D., U.S. Department of Health and Human Services

Jon B. Christianson, Ph.D., University of Minnesota

Jack C. Ebeler, The Alliance of Community Health Plans 

Paul B. Ginsburg, Ph.D., Center for Studying Health System Change

Jack Hoadley, Ph.D., Georgetown University Health Policy Institute

Haiden A. Huskamp, Ph.D., Harvard Medical School

Julia A. James, Independent Consultant

Judith D. Moore, National Health Policy Forum

William J. Scanlon, Ph.D., Health Policy R&D 

Michael S. Sparer, Ph.D., Columbia University

The Synthesis Project

The Robert Wood Johnson Foundation

Route 1 & College Road East

P.O. Box 2316

Princeton, NJ 08543-2316

E-mail: synthesisproject@rwjf.org

Phone: 888-719-1909

www.policysynthesis.org



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.5
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments false
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


