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=
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9 £ M e = 42uaE AYAZen, Shaffer(1993), #921(1997)
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2(1— T
UC — n (N p)U‘U
Lyo-ny 14

A(14)9 UM, U9, U 22319 HA £4
22y Fe s9oz 247 U H9(bias)¥l
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NS Z2e Hye ¥ER BAE F e
o] Augs Yehle Xl;io}t} o] gko] A
AR gE A Zo] AetA HMELA Y o FEe
o WEE Holx] g AT Heer RYE
Fjok gt UCe HagoRFH HAXe} HF
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Berger, Hanweck and Humphrey(1987)%5
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Y O EAHH] B (uy ) 9 e 9.

AHgd 4(10)9) EddAga v484E LIMDEP
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A Az 333 A Asd FH3
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Y 0.9680 (9.890***) T 0.0304 (1.310)
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Prediction of M&A Effect in Healthcare Organization

Jai Myung Kim* - U Sang Ham**

Abstract

Domestic health and medical industry has enforced Nationwide Medical Insurance System
since its first introduction in 1989. And all domestic industries including medical services
underwent Korean foreign exchange crisis over 2 years after 1997. From late 1999, the
Purchasing Price Reimbursement System for Insurance Drugs has been enforced in Korea,
while Pharmacy and Clinic Separation System, one of radical changes in our health and
medical industry, has been enforced since July 2000. In this challenging management
environment inside and outside, hospital bankruptcy rate increased as high as 2.7 times
just in 4 years(from 3.8% in 1998 to 10.3% in 2002), and borrowed capital dependency of
medical institutions amounted to 63.5% in 2002, which is higher than that of listed
companies(58%) in same year. Therefore, in order to overcome financial difficulties in
hospital management, it will be necessary that our hospitals now recognize the pursuit of
rational management based on maximization of value as does in common profit-making
business in the aspect of critical challenge for their survival. In addition, as many hospitals
have been much larger in size since mid 1980 in parallel with ever-increasing number of
private hospitals, our medical market faces ever-accelerated competitions due to medical
demand exceeding supply after 1990s. In this context, it is required to take powerful
solutions for the benefit of rational management. Thus, it is necessary for our hospitals to
seek strategic M&A to create synergy effects including higher profit, cost reduction, tax
reduction and diversified risks.

However, since our healthcare organizations don't issue any stock and don't have any

M&A case, it is impossible to conduct ex post study by measuring cumulative abnormal return

* Professor, College of Business Administration, Kangwon National University.
** T ecturer, College of Business Administration, Kangwon National University. (Corresponding author)
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(CAR). So it is required to conduct ex ante study through pseudo-mergers in order to
overcome the limitations of hospitals. To meet the goal, this study sought to conduct virtual
hospital M&As with econometric approaches based on a study(Shaffer, 1993) and thereby
estimate cost-efficiency and forecast/analyze M&A effects, so that it could suggest feasible
grounds and effects of hospital M&A. To this end, a pseudo-mergers combination was
established for the following simulations: First, this study addressed possibility of hospital
M&A and resulting cost-efficiency by determining possible cost variations based on
expansion path subadditivity(EPSUB), if two hospitals go to M&A. Second, this study
sought to determine possible effects of risk diversification through M&A.

At first, in terms of possible cost-saving effects using EPSUB, it was found that about
54% of total 1035 merged combinations created operation synergy of mean cost reduction as
many as -0.67% through M&A. Even though hospital M&As resulted in relatively low cost
reduction rate on the average, it was found that our hospital industry had very high
marketability in M&A: All healthcare organizations do not take part in M&A, nor are
considered targets of M&A, but merged medical combinations that show cost reduction at
least may be good targets of M&A. So about 54% merged combinations can be targets of
M&A, because they show cost reduced via M&A. According to each type of pseudo-mergers,
it was found that 27% of merged combinations of large hospitals showed 10% or higher cost
reduction effects, so that they could be attractive merged associations as they seek to
expand on the group level or acquire proprietary standings in market. Merged combinations
of mid-sized hospitals with 150~300 beds showed highest cost reduction effects as much as
-6.40% on the average. It indicates that the creation of a large-scale hospital with 300 or
more beds through M&A may have significant operation synergy of cost reduction. According
to comparison cost reduction effects based on capital structure, it was noted that merged
combinations of low liability hospitals showed the highest rate of cost reduction of all. It is
expected that these merged combinations will create financial synergy owing to higher
cost-saving effects and higher liability-bearing capacity or debt capacity.

Next, about 33% hospitals of total merged medical combinations realized risk reduction
through M&A. Based on the number of beds, it is found that merged combinations of two
mid-sized hospitals showed highest cost reduction rate of all and relatively high risk
reduction. And based on capital structure, it was found that merged combinations of two low
liability hospitals showed highest cost reduction rate and highest risk reduction rate of all.
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Since it is most favorable that both cost and risk are reduced after M&A, the merged
combinations of two mid-sized hospitals or two low liability hospitals are most advisable
merger cases in terms of cost and risk reduction effects. These merged medical combinations
are most likely to have cost reduction synergy effects through variations of merger size and

output mix, and also have coinsurance synergy effects through diversified risks.

Key words: Hospital, Expansion path subadditivity, M&A, Synergy
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