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Introduction
One of the major issues facing the U.S. healthcare system today is the trend toward increased
market consolidation for both payers and providers. Mergers and acquisitions have created large
payer and provider entities that command disproportionate amounts of market power. The
establishment of these large payer and provider entities has caused many to worry about the
potential for monopolies and cartels to form, distorting the market, reducing competition and
increasing profits at the expense of other stakeholders, including consumers.
Health care markets are essentially massive tug-of-war contests. A key strategy used by payers to
increase their profitability is to compel providers to accept lower compensation or reduce
expenses in other ways. They can also seek to increase revenue through setting higher premiums
for consumers, but competitive markets or regulation may limit this option. Similarly, providers
seek to increase their accumulated financial resources (or profits) by attracting more patients and
increasing the amount of compensation that they receive from payers for caring for these
patients. Finally, consumers want to have access to a broad selection of high-quality, affordable
health care providers. Unfortunately, these goals can be mutually exclusive, creating tension
between payers, providers and consumers.
Neither consolidation among payers or providers is good or bad in all cases. Large providers
have the means to invest in clinical care improvements and may also have the ability and
incentive to invest in community health that may be absent in a more fragmented delivery
system. Large payers can be more administratively efficient and have greater ability to push back
on provider demands for rate increases. However, research has found harmful effects from both
payer and provider consolidation, and regulators and advocates should evaluate any proposed
consolidation in terms of the cost and quality impacts on consumers and the public at large—this
consolidation varies across states based on market and regulatory factors and does not have a
uniform effect across payers and populations.
Market consolidation may allow both payers and providers to pursue their goals at the expense of
other participants in the marketplace, and both parties have an incentive to grow and seek a
dominant market position. Payers who gain a disproportionate amount of market power in a
specific market have the ability to exclude from their networks, providers that demand high
compensation, and thus can force providers to give them lower rates (which can either be taken
as profits or passed back to consumers in lower premiums or out of pocket costs). Providers who
gain a disproportionate amount of market power can set higher prices because plans that do not
include them in their networks will not be attractive to consumers and employers.
In a worst case scenario, both payers and providers are consolidated, making it possible, absent
effective regulation, for providers to demand high compensation from payers, while allowing
payers to transfer these costs onto consumers and employers through high premiums without
significant dangers of losing business (they simply don’t have many competitors). This
represents an offloading of costs down onto the consumer, who typically have the least market
power. In addition, consolidated entities may wield significant political power, making it
difficult to offset excessive market power by setting limits on market conduct.
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Understanding payer and provider consolidation is particularly important today, as both provider
and insurer markets continue to consolidate, with some analysts pointing to the current push for
more integrated care systems as a contributing cause.1
For instance, insurance giants Anthem and Aetna have recently proposed to purchase Cigna and
Humana respectively, drawing scrutiny from Congress and opposition from physicians and
hospitals.2 As states expand Medicaid under the ACA, they have also shifted more members to
managed care plans, which may expand the market power of existing MCOs. On the provider
side, the ACA focuses on promoting “integrated delivery systems,” frequently organized by large
health providers that have the capacity to perform a variety of functions (e.g., Accountable Care
Organizations, Patient Centered Medical Homes, etc.).

Measuring Market Consolidation
The most common metric that academics and regulators use to quantify market consolidation
(both in payers and providers) is the Herfindahl-Hirschman Index (HHI). This metric is
calculated by determining the percentage of the market each provider has, then squaring each
percentage (as a whole number value; ex. 20% = 20) and adding them together to get a total
score.
For example: A market composed of five entities, each of which controls an identical amount of
the market share (20%) would have a HHI of 202+202+202+202+202=2000.
Most analysts consider markets with an HHI of <1,500 to be unconcentrated, markets with an
HHI between 1,500 and 2,500 to be moderately concentrated, and markets with an HHI >2,500
to be highly concentrated. The absolute maximum HHI score, where only one buyer or seller is
in the market (a perfect monopoly), is 10,000.
Federal and state regulatory agencies utilize the HHI when investigating market consolidation
and determining whether or not to approve mergers between payers or providers. The
Department of Justice (DOJ) and Federal Trade Commission (FTC) have established criteria3 for
evaluating HHI changes due to mergers that they use as a guideline for analyzing the market
effects. According to the federal criteria, mergers which increase the HHI by less than 100, or
occur in unconsolidated markets, are unlikely to have a significant effect on competition.
However, mergers which result in the HHI increasing by over 100 in markets that are already
moderately or highly concentrated raise concerns and are often investigated. Finally, increases in
the HHI of more than 200 in markets that already have an HHI of over 2,500 (highly
consolidated) are “presumed to be likely to enhance market power,” thus are almost always
investigated for monopolistic impacts.

Provider Consolidation
Healthcare providers include a variety of entities, ranging in size from large care organizations
(ex. ACOs), to mid-sized independent hospitals and small individual practices. They may be forprofit, not-for-profit or public. Consolidation occurs when these entities merge and grow as
larger entities buy smaller ones and incorporate them into their existing network.
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Current Status and Trends
Current health care markets in the United States are fairly consolidated, and are trending towards
even greater consolidation. A 2013 Cutler and Morton study4 dealing specifically with hospital
consolidation quantified this trend using HHI assessments from the FTC.
There are 306 hospital referral regions
in the U.S.,5 and according to Cutler
and Morton, 150 (49%) of these regions
are classified as “highly concentrated”
due to their HHI score. Of the
remaining regions, 98 (32%) are
considered “moderately concentrated,”
while only 58 (19%) are considered
“unconcentrated.” On average, the top
five providers within each region
accounted for 88% of total care volume,
while the top three providers accounted
for approximately 77% of total care.
These maps were produced to illustrate
the geographic distribution of hospital
market consolidation. The top map
displays the actual hospital referral
regions and color-codes them based
upon their level of consolidation, while
the bottom map has been adjusted to
reflect the populations being served in
each region.

Figure 1: Cutler and Morton, JAMA, 2013

This trend toward consolidation has not
been uniform, and the fastest rates of
consolidation occurred in the 1990s. The
consolidation during the late 20th century
was primarily driven by hospitals
attempting to push back against payer
consolidation and the rise of large
HMOs.

While this trend toward consolidation slowed at the turn of the century, the number of mergers and
hospital acquisitions in the United States has increased significantly over the last decade,
approaching the rates that were seen in the late 1990s. As these mergers are a cumulative process
and far outstrip the number of new providers entering the market, it is easy to see why health care
markets are becoming increasingly consolidated.
Some health market experts have pointed to the passage of the Affordable Care Act (ACA) in 2010
as a major driver of this recent increase in consolidation.6 Specifically, they identify the ACA’s
promotion of accountable care organizations (ACOs) and integrated care as a major driver of
consolidation.7 ACOs are large integrated provider organizations which are intended to reduce
5
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overall costs by increasing coordination and efficiency. While ACOs may be a promising avenue to
improve the health care system, there are concerns8 that they could be used as an excuse to
consolidate markets further and increase profits by failing to transfer cost savings to patients.

Risks Associated with Provider Consolidation
There is a significant body of research concerning the benefits and consequences of market
consolidation within health care providers.
Supporters of market consolidation argue that
larger and more integrated providers have distinct
advantages in care quality, efficiency and the
capacity to innovate. Additionally, some argue
that large providers are more capable of
implementing innovations that may benefit
consumers or cut costs in the long run, such as
adopting new medical technologies or information
systems.9 They point to research which indicates
that better care coordination and higher volume
can correlate with better outcomes, more
institutional stability and lower costs.10
Many of the health care reforms which are
currently being implemented on the state and
federal levels focus on promoting integrated
provider organizations (e.g., PCMHs and ACOs).
These reforms would necessitate some
consolidation of providers, although they would
also implement reformed payment systems, such
as global budgeting and bundled payments for
episodes of care that could mitigate increases in
provider costs at least for public payers. As most
of these are relatively new, there is limited
information on how effective they will be in the
long run at improving quality and efficiency.
Opponents of market consolidation argue that consolidated provider markets give providers too
much market power and create monopolistic conditions that allow them to dramatically increase
prices. In a consolidated provider market, there is less incentive for providers to compete for
“customers” and they become price-setters who can demand above-market rates from payers.11
Because payers have fewer choices, they lose market power relative to providers and have less
leverage during negotiations.12
In addition to pointing to increasing prices, opponents of consolidation dispute whether volume is
necessarily correlated with quality13 and argue that consolidated markets could allow large
providers to choke smaller, quality providers out of the marketplace.14 If a market becomes
consolidated enough that payers have little choice as to who they contract with, then the existing
providers may have little incentive to improve quality, yet still be able to insulate themselves from
new competitors.
© Community Catalyst, Inc. May 2016
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According to a 2012 meta-analysis by the Robert Wood Johnson Foundation (RWJF),15 the balance
of the peer-reviewed studies concludes that increased provider consolidation and decreased
competition led to significantly higher prices, yet didn’t produce consistent increases in care
quality—consolidation in some cases actually led to lower quality, as it decreased competition and
insulated providers from market consequences if their care quality began to decline. In totality, this
analysis found that competition between providers drives increased quality and efficiency.
The conclusions of the RWJF meta-analysis are backed up by empirical studies which have tracked
care prices before and after mergers. For example, a 2011 study in the International Journal of the
Economics of Business by Haas-Wilson and Garmon,16 tracked prices and care quality during a
merger of the Evanston Northwestern Healthcare Corporation, the Glenview Community Hospital
and the Highland Park Hospital. They concluded that, post-merger, the consolidated provider had
no appreciable increases in care quality, yet had overall cost growth 11 to 17 percent faster than
control hospitals.
In 2015, the National Academy of Social Insurance (NASI) published a study on the issue of health
market consolidation.17 They found that market consolidation within providers can lead to dramatic
price increases, yet found no evidence that it improves quality.

Potential Reforms
Many health reform advocates have proposed reforms aimed at reducing future market
consolidation among providers and mitigating the consequences of existing consolidation. For the
most part, these reforms utilize either market intervention (i.e., creating new market entrants) or
regulation (i.e., restricting private providers/payers contracts).
In their 2015 report, NASI compiled a comprehensive list of 11 potential reforms that could be used
to reduce provider market consolidation or mitigate its negative impacts18. The following table is a
condensed summary of these reforms (the full summary can be found on pp. 29-48 of the NASI
report. Note that all of these options have pros and cons which are not discussed here):

Regulatory Reforms
States can reform their regulatory regimes in order •
to combat monopolistic providers.
• Reduce barriers to entering the provider market
(e.g., certificate of need, scope of practice, etc.)
• Strengthen network adequacy requirements (e.g.
set maximum wait times for patients to access
providers)
• Regulate provider contracts by banning anti•
competitive provisions, requiring rate review,
and restricting out of network provider charges
• Cap acceptable payment rates at a percentage
above the Medicare price or implementing allpayer rate setting
• The state could increase anti-trust restrictions
(e.g. preventing mergers)

© Community Catalyst, Inc. May 2016

Market-Based Reforms
States tend to have large public health
insurance pools (e.g., state workers) that
command large amounts of buying
power. They can use this power to
compel providers to lower rates and
increase quality by setting minimum
standards for participation.
Improve market transparency by
establishing public oversight boards or
mandating the creation of portals that
publically list prices and safety metrics
for providers.
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In the case of non-profit hospitals, state and federal community benefit requirements should be used
to mitigate the ability of consolidated provider systems to accumulate inappropriate financial
reserves at the expense of their charitable missions, to provide care to the uninsured and to support
improvements in community health.19
In addition to the reforms mentioned in the NASI report, some reformers have pointed to a shift
away from fee-for-service and towards fee-for-value as a potential way to mitigate the damage from
provider consolidation. By shifting to capitation or episode-based-payment schemes, it is possible
(in theory) to control overall costs while rewarding provider revenues for increased efficiency—if
the savings from efficiency overtake the revenue reductions from decreased compensation, there is
a net-positive impact on both consumers and providers.
The political feasibility and potential effectiveness of each of these reforms varies greatly across
states. For example, rural states may simply not have the population to support enough providers in
the market to create real competition. This limits the effectiveness of reforms like reducing barrierto-entry regulations, as there simply isn’t enough demand to support a new provider, even if it is
easier for new providers to enter the market.
While the NASI report stops short of advocating for the dissolution of existing large, consolidated
providers, another more dramatic solution to consolidation would be to use federal anti-trust law
power to break up institutions that have grown so large that they threaten the overall market. Antitrust enforcement actions against existing consolidated facilities are difficult to achieve—it is
significantly harder to break up an institution than to prevent a pending merger—and have uncertain
outcomes, and thus have rarely been attempted. However, state Attorneys’ General and courts have
successfully challenged proposed mergers based upon the projected impact on prices in the market
and their impact on consumers, as in a court ruling banning Partners Health Care’s proposed
acquisition of a suburban hospital in Massachusetts.20

Payer Consolidation
There are a wide variety of payers for health care in the United States—these range in size from
massive public payers (e.g., Medicare) to individual buyers of health care. Generally speaking,
these payers follow the rules of the market and have market power proportional to their share of
each local healthcare market. This means that large commercial payers can capture local markets,
crowd out other commercial private competition and establish contractual arrangements with
providers that give them preferential status over other payers. Public payers can use their
purchasing and regulatory power to set or negotiate rates for physicians, hospitals, pharmacies, drug
manufacturers and other providers.

Current Status and Trends
Since the late 20th century, the U.S. health insurance markets have been highly consolidated, with a
relatively small number of payers controlling vast portions of the market. By a wide margin, the
largest single payer in the market is the United States government (through the Center for Medicare
and Medicaid Services). Approximately 16 percent of the total U.S. population is covered under
Medicare21 and approximately 17 percent is covered under Medicaid.22 The influence of Medicare
is significantly larger than the volume of recipients would suggest, as Medicare recipients tend to
use significant numbers of services (since they are over 65 or are disabled) and thus account for

© Community Catalyst, Inc. May 2016
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disproportionate percentages of hospital costs/revenue. This large pool of enrollees gives CMS
market power which completely eclipses that of any private payer.
According to NAIC data (as of June 2014), the seven largest private health insurance companies in
the U.S. are: United Health (12.29% of total market share), Kaiser (7.87%), Wellpoint (6.92%),
Aetna (5.68%), Humana (5.05%), Health Care Services Corporation (3.06%) and Cigna Health
Group (2.7%).23 While not as large as CMS,
these private payers are still extremely large
and able to virtually dominate local markets.
For example, according to the Kaiser Family
Foundation,24 Blue Cross Blue Shield
controls 93% of the commercial health
insurance market in Rhode Island, 91
percent of the market in Alabama and 89
percent of the market in Vermont. This gives
them virtual monopoly power over the
health insurance “markets” in each of these
states.
According to a 2014 study by the
American Medical Association,25 72 percent
of metropolitan health insurance markets
were “highly concentrated” under
Figure 2: Produced by the Obama Administration, 2012
FTC/DOJ metrics (HHI). Additionally, in
41% of these markets, one payer controlled more than half of the total market share.
On the state-level, a vast majority of health insurance markets are highly consolidated. For example,
the least competitive markets for individual insurance are located in Rhode Island (HHI = 8,680),
Alabama (HHI = 8,250) and Vermont (HHI = 8,040). Only nine states have moderately
consolidated individual markets (OR, CO, WY, PA, MO, NY, GA, KA and MA), while only one
has an unconsolidated market (WI).26 This consolidation is even more extreme in large group
insurance markets, with the most extreme example being North Dakota, where 97% of the group
market is controlled by the top insurer (HHI = 9,394).27
While it is virtually impossible for certain markets to get more consolidated (e.g., North Dakota),
there is a general trend towards more consolidation. This trend is nowhere near as fast as it was
during the late 20th century, but the high levels of consolidation already within the market mean that
any mergers could involve significant increases in insurer size. For example, Aetna is currently in
the process of buying Humana for $37 billion,28 and unless regulators step in to block the deal, it
could be finalized within months—as Aetna controls 5.68% of the national commercial market
share and Humana controls 5.05%, the resulting entity could control as much as 10.73% of the total
commercial market in the United States. While this may not initially sound significant, these payers
are concentrated in specific state markets, thus their market power is actually very high relative to
overall market share (e.g., Aetna controls 84 percent of the Alaskan insurance market while
Humana controls 66 percent of the Kentucky market).29

© Community Catalyst, Inc. May 2016
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Risks Associated with Payer Consolidation
Consolidation in the health insurance markets has several effects, which may be good or bad
depending on your point of view. First, it allows payers to exert market pressure on providers and
compel them to accept lower prices. Second, it insulates existing payers from competition and
makes it hard for new entries into the market to compete on equal footing with existing insurers
(they have less ability to extract price concessions from providers and thus are at a competitive
disadvantage). Third, it tends to lead to increased
premiums for consumers and employers,30 as
consolidated markets have less competition to drive
down prices (as consumers “shop around” for the best
deal).

Figure 3: Graphic by PCS Avility

Monopolistic payers control a significant amount of the
market share in their local insurance market and can
restrict their network of “in-network” providers to punish
providers that demand higher prices. If a provider refuses
to give them preferential treatment over smaller payers,
they have the ability to exclude that provider from their
network or place them in a higher cost-sharing tier and
thereby reduce the number of patients who will seek care
at that provider. As this reduction has the potential to
significantly damage profits for a hospital, it acts as a
potent tool for payers to compel providers to make deals.
Studies have identified several consequences from the
increased bargaining power created by payer
consolidation.

There is evidence that payer consolidation tends to cause providers’ profits and physician pay to
decrease31—these are a direct result of a decreased compensation for care. Conversely, nurses’ pay
and employment tend to rise slightly, as providers begin using them as a lower-cost alternative to
doctors in some care areas.
The research also indicates that payer consolidation tends to decrease hospital prices, particularly in
markets where hospitals are not consolidated, but there is disagreement as to the effects on
consumer premiums. Some researchers have argued that payers simply use the negotiated savings to
decrease premiums, thus consider more payer consolidation a good thing.32 On the other hand, some
researchers argue that payer consolidation has little effect on premiums or even increases them
slightly, as monopolistic payers don’t have to worry about competing with other payers for business
(they pocket the saving from negotiations and increase premiums anyway).33 In effect, consolidated
payers may be able to compel lower prices from providers, but barring regulation, they may choose
to simply retain these savings as increased revenue rather than passing them on to consumers as
premium decreases.
History tends to indicate that consolidation among payers can incentivize providers to consolidate in
order to expand their market power and defend against coercive bargaining agreements.34 This
pattern started in the late 20th century with the expansion of Health Management Organizations and
has continued in recent decades. Given these trends, it is fair to assume that this dynamic will

© Community Catalyst, Inc. May 2016
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continue into the future if it is not mitigated by public policy or limited by the sheer fact that no
more consolidation is possible in certain markets.

Potential Reforms
Several of the same reforms that could be used to mitigate provider monopolies can be applied to
mitigating payer monopolies.
First and foremost, regulations can be applied to prevent mergers and acquisitions that would
significantly increase consolidation (as quantified with the HHI). These regulations would prevent
consolidation from getting worse than it already is, but would do little to reduce current levels of
concentration.
Second, regulators can pass restrictions on payer premiums and conduct that directly mitigate their
ability to utilize market power in a way that harms consumers. For example, the Affordable Care
Act has several such provisions (though additional authority is likely needed). Section 1001 of the
ACA35 limits the acceptable medical loss ratio for private payers by mandating that payers spend at
least 80% of premiums on paying for patient care rather than administrative expenses. This may
attenuate the incentive for payers to raise premiums (though it also reduces the incentive to squeeze
down on provider prices and could result in implicit collusion between payers and providers). The
ACA also requires that health plans participating in Marketplaces must meet network adequacy
standards. These criteria ensure that consumers have access to needed care without “unreasonable
delays.36 Additionally, Section 1003 of the ACA37 mandates the creation of a process by which state
and federal regulators can perform annual reviews of premium increases in order to prevent
consumers from being unfairly charged higher prices.
A few states have gone further than the federal government, with Rhode Island making perhaps the
most aggressive use of the rate review process.38 In Rhode Island, insurance companies are required
to submit all rate increases 60 days prior to implementation to the Office of the Health Insurance
Commissioner. If the rate increases are considered to be against the public good or without
reasonable justification, they may be blocked at the discretion of the Commissioner. All
applications are public and posted online.39
Third, the government can support the entry of new payers into the market. The co-ops in the ACA
are an attempt to do this, but their challenges to date illustrates the difficulties involved in creating
viable new payers.40
Currently, there appears to be little organized effort to break the payer consolidation in the United
States by implementing these reforms. This is likely due to the fact that we already have a highly
consolidated market and the lack of conclusive evidence tying payer monopolies to serious harm to
consumers. Additionally, some argue that payer consolidation just helps balance provider
consolidation, and that increased payer consolidation may be positive because it will mitigate the
harms caused by provider consolidation.41 Under this argument, it may be dangerous to address
payer consolidation without simultaneously dealing with provider consolidation, as reducing the
market power of consolidated payers would shift the balance of power further toward consolidated
providers.42

© Community Catalyst, Inc. May 2016
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Bilateral Monopolies in Payer/Provider Markets
In markets where both providers and payers are consolidated (e.g., if a market has only one major
provider and one major commercial payer), a bilateral monopoly is created.43 This means that while
both the provider and the payer have significant market power and can easily block new
competitors, they have largely equal power relative to each other.
Because providers are consolidated, payers cannot threaten to exclude a provider who refuses to
give them preferential rates, and because payers are consolidated, providers cannot simply demand
high compensation rates without having to worry about pushback.
Bilateral monopolies create the risk that providers and payers will agree on terms that offload costs
onto consumers. Payers give providers their inflated compensation and simply increase premiums
on consumers in order to protect their profits. Because consumers have few—if any—other options
in that marketplace, they are forced to accept the higher premiums or go without care. Employers
are likewise forced to accept higher premiums for covering their employees.
This situation realizes the worst consequences of both types of monopoly simultaneously, and
would require significant government intervention to address (likely through breaking up
monopolies, setting rates, or even establishing a public payer to compete with the commercial
payers).

Conclusion
Health market consolidation is an extremely important issue that must be recognized and addressed
by advocates and policymakers. While more research is needed to accurately quantify the risks of
such consolidation, the currently available evidence indicates that both types of consolidation
produce real risks to consumers. Particularly lacking is any sort of dynamic analysis that weighs the
effects of consolidation in one sector in the context of consolidations occurring in the other.
As both payers and providers seek dominant market position, there is a powerful incentive toward
consolidation that has not been effectively addressed by regulatory oversight. As detailed in this
brief, the preponderance of the evidence indicates that this race for market consolidation—both in
private payer and provider markets—has a real effect on consumer prices and overall health care
costs. Monopolistic practices by the largest entities in health care markets threaten to inflate prices
and insulate them against market-driven demands for better quality. Furthermore, given the high
degree of consolidation that already exists, merely freezing (or more likely slowing) further
consolidations may not adequately protect consumer interests. Government has an imperative to
intercede in the market and ensure that the public interest is not damaged by market consolidation.
While there are regulatory avenues that can be used to prevent further consolidation in markets
(e.g., anti-trust provisions in both state and federal law), some markets are already so consolidated
that these remedies are of limited effectiveness. In addition, in some parts of the country, (e.g., rural
areas) the population may not be adequate to support numerous competing payers and providers.
Finally, the recent focus on promoting “integrated care” in health care reform efforts has, if
anything, added more fuel to the consolidation fire, as integrating care tends to involve more
horizontal integration of care providers.

© Community Catalyst, Inc. May 2016
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As a result, it is necessary, not only to skeptically review further provider and insurer mergers, but
also to create additional regulatory tools beyond those already put in place by the ACA, to
safeguard the public interest in affordable, quality health care.
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