
CONFIDENTIAL AND PROPRIETARY
Any use of this material without specific permission of McKinsey & Company 
is strictly prohibited

November 3-5, 2021

Leadership Institute Roundtable

Re-Energizing Top Line 
Performance through 
M&A, Partnership & 
Diversification



McKinsey & Company 2

Introduction  …and looking 
ahead to 2030

 What are the forces that will 
shape how leading health 
systems navigate 
the future?

 How should health systems 
position themselves 
for success?

 Where should providers 
be bold and disruptive, or 
risk being disrupted?

 Looking back over 
the last 10 years…

 What changes did we 
correctly predict, and which 
trends did we not anticipate?
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Review of our 
predictions from 
2010 …

Industry consolidation has not happened as 
quickly as we expected

Anticipated rise of HMOs did not materialize

ACA led to Medicaid expansion but with muted 
impact on care delivery and pharma

Digital revolution has not yet unlocked 
significant cost savings and productivity

Adoption of value-based care has been slower 
than expected

Rising interest from institutional 
capital, focused on high-value profit 
pools 

Payers pursuing vertical integration
and building ecosystems

Shift of financial burden to 
consumers, sparking FinTech 
innovation

… and some 
trends that we 
didn’t forecast



McKinsey & Company 4

Health system financial 
performance remains stable
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 Source: U.S. Not-For-Profit Health Care System Median Financial Ratios – 2019 vs. 2018 (S&P Global Ratings; n=146)
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 Operating and investment income for ten largest NFP health systems by revenue
$Bs, FY 2015-20 (based on organizations’ fiscal years)

 Source: Financial statements (n=10)

 2020

 2

 2017 2015  2016

 -1

 2018
 -2

 19

 0

 1

 3

 4

 5

 6

 7

Investment 
income 
enabled this 
outcome in 
recent years

 From 2015-2020, cumulative investment income ($16.7B) exceeded cumulative 
operating income ($5.4B) by more than 3x for these health systems 

 Investment income Operating income
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Headwinds from rising costs make 
core operating excellence a 
strategic imperative

2.2%

-0.7%

 Routine revenue growth1  Labor inflation  Overall annual impact Other expense inflation Supplies inflation

 -1.6%

 -0.6%

 -0.7%

1. Includes steady-state patient revenue and premium growth net of payer-mix shifts

Percentage point impact on EBITDA margin (illustrative)

 Cost savings will 
increasingly come from 
technology-driven 
innovation and process 
redesign, rather than 
efficiency improvement

 3%  4%  3%

 Unit cost growth xx%
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After a turbulent period, growth in core segments 
should reach or exceed historical trends
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 2012-2017  2019-2021  2021-2025
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$29

EBITDA, $B 
(end year)

EBITDA, $B 
(start year)
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Profit pool growth, CAGR %

 Source: McKinsey Profit Pools Model
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Profits in government insurance, physician offices, and 
services segments are predicted to grow fastest

1. Because of rounding, segment estimates may not sum to vertical totals
2. FBS = fixed-benefit and supplemental; PBM / PBA = pharmacy benefit administrator / pharmacy benefit manager

 Source: McKinsey Profit Pools Model

 Pre-acute / non-acute  Data analytics 

 Post-acute 
 Dispensers

 Ancillary

 Pharma services
62

 Provider
 325

 Broker solutions
 Other professionals

 Group

 Diagnostic

 Individual

 Core admin services

 Clinical
 services 

 Government 

 Medical products Software &
 platforms

Healthcare
services
 & tech

 67

 FBS2

 Specialty
pharmacy

 Distributors

 Payer1

 54

 Hospitals

 Pharma and biotech

 Manufacturers
 184

 Office-based physicians

 Virtual healthcare 

 PBM / PBA2
 Logistics & supply

 chain 

 Payment
 services

 Consulting 

= 5 - 10%= 0 - 5% = >10%= <0%

2021-2025 growth rates Distribution of projected healthcare EBITDA across healthcare segments1, 
2025, $B



McKinsey & Company 9

Healthcare services & technology should continue to grow, 
particularly in data/analytics and software/platforms

 Source: McKinsey Profit Pools Model

 Broker services

1. Clinical decision support

 Distribution of projected healthcare EBITDA across HST segments, 
2025, 100% = $67.1B = 5 - 10%= 0 - 5% = >10%= <0%

2021-2025 growth rates
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We see three emerging 
strategic archetypes

 Diversified players 
focused on services 
and technology to 
deliver capabilities 
and margin back to 
the mission

Organic growers
focused on acute 
care excellence 
(supported by further 
investments in key 
capabilities, e.g., 
digital and analytics)

Scale seekers who 
see value in the 
capabilities and 
growth vectors it 
unlocks (e.g., 
enabling success 
with population-
based payments)

 Each archetype can be successful –
and will require superior execution
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M&A deal volume has continued to grow during the 
pandemic, along with institutional funds flows

M&A deal volume
number of deals, 201621YTD1

 Annual PE deal growth
CAGR %, 201420
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 Source: McKinsey Healthcare M&A Database

1. As of September 2021
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15%

31%

 Other1  Programmatic2

 2x

Share of respondents who strongly agree with a given statement, %

1. Less than 2 or more deals closed per year, in the past five years (n = 584).
2. More than 2 or more deals closed per year, in the past five years (n = 134).

35%
48%

 Other1  Programmatic2

 1.4x

Company regularly reallocates 
capital to potential M&A 
opportunities that align most closely 
with its overall strategy

Company is aligned on the industry 
and/or market trends they want to 
pursue via M&A

Company has a clear understanding 
of sources of competitive advantage in 
the markets where it is pursuing M&A

40%

61%

 Programmatic2 Other1

 1.5x

 Source: McKinsey M&A Capabilities Survey 2021

Most organizations do not have a clear M&A strategy



McKinsey & Company 13

Programmatic strategies generate highest total 
shareholders returns (TSR) with lowest risk

2.1

-0.2

-0.8

 0

Program type

Excess TSR
standard 
deviation

 Source: CPA; Capital IQ; Deal Patterns 2019

1. Companies that were among the top 2000 companies by market cap at December 31st, 2009 (>$2.0bn) and were still trading as of Dec 31st, 2019; Excludes companies headquartered in Latin America and Africa

Median excess 
TSR Percent

Global 20001 median excess TSR by program type
Jan 2010 to Dec 2019 

7.5%Programmatic: >2 small/mid-sized deals/year, with 
meaningful total market cap acquired (median of 
19%)

10.0%
Selective: ≤2 deals/year, where cumulative value of 
deals is >2% of acquirer market cap (and not organic)

10.3%Large deal: ≥1 deal where target market cap was 
≥30% of acquirer market cap

10.8%Organic: ≤1 deals every 3 years, where cumulative 
value of deals is <2% of acquirer market cap
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Health systems remain 
fragmented compared 
to payers and PBMs…

 Source: AHA Survey 2019; Interstudy; Literature Review

Top 20 
healthcare 

payers
% share of total 
US enrollees, 

millions

Top 3 PBMs
% share of total 

US adjusted 
scripts

Top 20 health 
systems

% share of total 
US admissions, 

millions

 21%

 74%

 1994

 2019

 54%

 74%

 2003

 2019

 18%

 33%

 1993

 2019

 If the top 20 health systems 
had the same share as the top 20 payers, 
each would average 1.3M admissions 
and $35B NPSR annually
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…and payers’ strategic themes also increasingly 
mirror providers’ priorities

 Inorganic growth 
used to build and 
expand capabilities 
into new areas: 
Strategically deploying 
capital to drive growth 
expected to continue

Continued 
expansion of 
value-based care: 
Expanding especially 
within government 
programs that favor 
increased risk (e.g., 
Direct Contracting), 
including new 
enabling capabilities

 Heightened focus on 
integration of medical 
care and specialty 
services: Continuing 
expansion of specialty 
services offerings (e.g., 
pharmacy, care 
coordination) and 
integration with medical 
care and offerings, 
particularly for those with 
chronic conditions

 Medicare as a 
continued driver of 
growth: Focus on 
member acquisition, 
improving Stars rating 
performance, and 
expanding value-
based care 
arrangements

 Digital offerings 
and services: 
Accelerating offerings 
in virtual care, remote 
monitoring, digital 
biometrics, and 
automation (e.g., 
claims processing)

 Source: Investor day presentations, annual reports, annual conference books 

 Theme

 Payor(s) 
placing greatest 
emphasis on 
theme
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National payors are building on their scale to create 
“mega entities” of healthcare services
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 Source: Dealogic, Irving Levin Associates, press search 

Major payors’ acquiring behavior
2012-2020, $B value of transactions1

Selected examples of major 
transactions

Deal count
# of deals2

42

17

14

17

12

16

1. Not exhaustive – deal value is not publicly disclosed for several transactions; includes major investments in total deal count and dollar value
2. Deal count includes all deals, even those without publicly disclosed transaction values
3. Does not include CVS / Aetna deal

 Business / Medical Support  Health IT  PBM and pharmacy Health plans  Hospital  Other  Non-acute care delivery assets
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AcquisitionMerger of equals Joint venture or investment

Meanwhile, health systems are increasingly 
engaging in a wider range of partnerships as means 
to access scale

Strategic alliance

 Equity involvement  No equity involvement 

 Several contemplated not-for-profit horizontal M&A deals have run into challenges given: 

 Lack of alignment on Board governance and management control

 Resistance among physician community and cultural misalignment 

 Federal and state regulatory review

 Several players have focused on expanding along the continuum and on diversification, including via JVs and partnerships with
PE/VC, to invest in at-scale platforms, access capabilities, and pursue diversified financial returns

 Particularly sensitive to governance questions
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We focus on four lessons for 
organizations developing approaches 
to scale and partnerships

 1  Clearly define your strategic intent for the partnership
and therefore understand the type of organization with
which to partner  do not “seek shelter in scale”

 2  Clearly articulate value levers, double down on synergy 
estimation, and use that to anchor the fundamentals of the 
deal (from initial structure to integration management)

 3  Calculate the resourcing need and double it – the amount 
of leadership bandwidth required to manage integration and 
realize full synergies is meaningful

 4  Never underestimate the impact of culture – it is routinely 
cited as one of the most important factors in realizing the full 
aspiration of the strategy and synergy potential

 Aligning with Boards on 
“red-line” issues 
upfront is essential and 
often under-emphasized

 While partnerships are 
easier for Boards to 
understand and approve, 
multi-lateral deals often 
add disproportionate 
time and complexity
with each additional party



McKinsey & Company 19

Discussion 
Questions

 How clearly defined is your organization’s growth 
agenda?  How does inorganic growth fit into the overall 
approach, and how strong is your capability to develop your 
strategy and support deal execution and integration? 

 Have you decided on the archetype of where and how 
you want to play across inorganic opportunities?
Where are you focused on deploying resources and 
attention today? 

 What is the appetite for you and among your 
leadership team and Board to pursue inorganic 
growth? Are there a limited range of deals you can pursue 
as a result, and how does this map to what you believe is 
needed to succeed in 2030 and beyond? 
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Workforce Deep-Dive



McKinsey & Company 21

 Critical challenges 
impacting the 
healthcare workforce 

 Structural workforce shortages 
 COVID-19 accelerated existing labor shortages in the 
demand for clinical talent and the educational pipeline is 
constrained by limited classroom spots and an aging 
educational workforce 

 Evolving skill needs
 Shifts to new care models require a different mix of skills: 
team-based, socio-emotional, technological 

 Mental health needs and provider burnout
 The physical and psychological pressures of the past year 
have enhanced an existing need to provide mental health 
support to frontline healthcare workers 

 Attrition and churn 
In a February 2021 survey, 22% of frontline nurses 
indicated they were likely to leave direct patient care roles 
in the next year, up from an industry average of ~15-17%. 
Many are leaving for roles outside healthcare 
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Demand for talent is rising

 30%
 total sector job growth

 1.4M
 net new jobs created

 600k
 workers may need 
new occupations

Source: McKinsey Global Institute analysis
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Healthcare has constraints on its potential for 
automation  

 36%
 of activities have potential 
for automation, even
with pre-pandemic 
technologies

 Care giving and technology 
roles may rise, while admin 
roles may decline

Source: US Bureau of Labor Statistics; McKinsey Global Institute analysis
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 Current as of October 20, 2021

Health systems are using several tactics to maintain 
their nursing staff, with wage and recruitment 
increases being most common 

 Wage increase

 Recruitment increase

 Additional use of agency hours

 One-time bonuses

 48%

 Cross-skilling / Up-skilling support staff

 Flexible schedule implementation

 Cross-skilling / Up-skilling nurses

 Non-monetary incentives

 More formalized retention plan/strategy

 Additional benefits (e.g., PTO, childcare)

 81%

 Other

 80%

 42%

 56%

 50%

 42%

 39%

 37%

 26%

 0%

Tactics your hospital has deployed over last 3 months to maintain a strong nursing workforce, % of respondents1

 Source: McKinsey survey of 100 large US hospitals

1.q29: What tactics has your hospital deployed over the last 3 months to maintain a strong nursing workforce? 2. q30: What was the turnover rate for your nursing workforce in the past 12 months (e.g., 15%)?
3.q31: By what percentage has your nursing turnover rate changed in Q3 2021? 4. q32: What is your current nurse vacancy rate (e.g., 10%)?
1.q33: By what percentage has your nursing vacancy rate changed in Q3 2021?

 Nursing turnover rate 
in past 12 months2 17.6%

 Percentage change in 
Q3 20213 +6.0 p.p.

 Nursing vacancy rate 
in past 12 months4 15.3%

 Percentage change in 
Q3 20215 +5.9 p.p.
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 How can health systems, academia, and government 
respond?
 Levers to retain and excite the healthcare workforce

 Enhance leadership support
 Clear communication from leadership providing recognition, support for breaks, and introduction of 
new assets to improve on-the-job support (e.g., technology) 

 Provide mental health support
 Addressing the demonstrated need for mental health or well-being support for frontline healthcare 
workers impacted by COVID-19 

 Leverage digital 
Utilizing digital tools and innovations to streamline processes and improve quality of care 

 Deliver increased flexibility
 Retaining flexibility in scheduling and staffing introduced by the pandemic and identify ways to 
continue delivering flexibility going forward

 Build out talent pipelines 
Recruiting, training and hiring hard-to-fill clinical positions and building community support for 
nursing as a profession to ensure a stable workforce 
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Employers do not fully understand why employees 
are leaving

Employee views Employer views

1. Includes client, customers, patients, and students
Note: Standardized scores are reported for both employee and employer perspectives. Employees were asked to respond to the following question: To what 
extent did the following factors impact your decision to leave your last job? (Not at all, slightly, moderately, very much, extremely); employers were asked to 
respond to the following question: Why do you think employees are choosing to leave your organization now? (select all that apply)

More important to employees than employers appreciate As important to employees as employers think

 Source: McKinsey artcile

 Factors that are important to employees versus what employers think is important

 -2.5  -1.5 -2.0  -1.0  0.5

 0.5

 -0.5

 1.5

 0

 1.0

 1.0  1.5

 2.0

 2.0

 0

 2.5

 -2.0

 -2.5

 2.5

 -1.5

 -1.0

 -0.5
 Poached by another company Doing meaningful  work

 Looking for a 
better job

 Poor health
 Feel engaged 
by work

 Having caring and 
trusting teammates

 Living in a desirable location
 Starting a business

 Valued by manager

 Inadequate 
compensation

 Access to technology

 Negative interactions1

 Ability to work 
autonomously

 Valued by organization

 Safe environment

 Flexible work schedule

 Ability to 
work remotely

 Potential for 
advancement

 Development opportunities

 Work-life balance

 Unmanageable 
workload

 Care for family

 Sense of belonging

 Employers seem to overlook the relational elements that are key drivers for why employees are leaving, such as lack of belonging or feeling valued at work

 Employees

 Most 
important

 Somewhat 
important

 Less 
important

 Employers

 Less important  Somewhat important  Most important
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Elements of workforce management reimagined for 
the future

A broader and more 
diverse set of talent 
is more rapidly 
identified, assessed, 
and prepared to 
assume critical roles

1

2

4

3

Recruiting and on-
boarding

Tech-enabled 
care delivery

Technology is further 
embedded in care 
model through 
COVID-19 accelerated 
innovations, 
supporting patient 
outcomes and 
improving patient and 
staff experience 

Learning infrastructure evolves 
to support both near and long 
term development. Skills are 
built through geographic, site of 
care, and topical opportunities 
and curriculums evolve to 
address socio-emotional and 
technological skills.

Professional development 
and skill building Engagement and 

retention

Employee experience 
and well-being is 
measured and acted 
on more proactively, 
with increased 
personalization.

Reduce your 
time to fill 
by 50%?

Move 25% of your 
clinical workforce 
to virtual?

Reskill 30% of 
your workforce 
in next 3 years? 

Achieve 10% 
nursing 
turnover?

 What if your organization could …




