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Key Messages

e Large group dental practices, measured in terms of employee size, grew from 1992 to
2012. In 2012, large group dental practices accounted for 3.9 percent of dental practice
employees, while very small dental practices accounted for 80.7 percent of dental
practice employees.

e Large group medical practices, measured in terms of employee size, also grew from
1992 to 2012. In 2012, large group medical practices accounted for 29.6 percent of
medical practice employees, while very small medical practices accounted for 33.6
percent of medical practice employees.

e The drivers of consolidation of dental and medical practices are very different; medical
practice is not a good model for dental practice.

Introduction

Open competition in relatively free markets has been the basic philosophy behind the
organization of the United States economy; in fact, one of the prime responsibilities of the
Antitrust Division of the Justice Department and the Federal Trade Commission is to assure
that such a condition is maintained in American markets.! That market environment provides
consumers products and services of the greatest value and fosters incentives for innovation

and adequate and efficient production while minimizing prices.

Generally, businesses attempt to increase profits and/or stay in business by various means.
Consolidation, through acquisitions and mergers, is one of the means utilized throughout the
economy. The growing enterprise in consolidations aims to increase the market power of
businesses by absorbing competitors and increasing the potential for future profits through
enhanced internal efficiencies. Economies of scale may enable more efficient production,

marketing, financial operations, and overall management.*
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The laissez-faire regulatory business environment of
the early 20th century allowed for unfettered
consolidations within the general business world to the
point where actual monopolies were constructed that
harmed the public, most famously by the so-called
“robber barons.” As a result of these excesses, a
series of antitrust regulations were enacted to prohibit
economically damaging monopolies. However,
consolidations that do not harm the competitiveness of
markets are allowed.!

The practice of dentistry has most commonly been
referred to as a “cottage industry,” a term originally
used to describe pre-Industrial Revolution craft-like
manufacturing done in workers’ homes (cottages).?
Today, this term refers to any small-scale, loosely
organized industry with relatively few employees
and/or a limited customer base operating in
comparatively small work sites using highly skilled
labor.® Some use this term in a derogatory manner,
implying that the cottage industry has not developed to
the level of most other industries, which have evolved
from the cottage model to the factory model of
production.? However, several studies have
documented increasing practice size and consolidation

within the dental sector.*®

This study compares recent consolidation within the
dental profession to that experienced within the
general economy and within medicine. This analysis
also considers the likelihood of further consolidation in

the dental sector of the economy.

Results

In 2012, large business enterprises (all sectors)
employed 51.6 percent of all business employees,
large physician offices employed 29.6 percent of all
physician office employees, and large dental offices
employed 3.9 percent of all dental office employees.

Very small business enterprises (all sectors) employed

17.6 percent of all business employees, very small
physician offices employed 33.7 percent of all
physician office employees, and very small dental
enterprises employed 80.7 percent of all dental office
employees (Figure 1).

Figure 2 shows that the percentage of all physician
office employees employed by large physician offices
increased from 15.7 percent in 1992 to 29.6 percent in
2012, while the percentage employed by very small
physician offices fell from 52.0 percent in 1992 to 33.6
percent in 2012.

Figure 3 shows that the percentage of all dental office
employees employed by large dental offices increased
from 0.5 percent in 1992 to 3.9 percent in 2012, while
the percentage employed by very small dental offices
decreased from 89.3 percent in 1992 to 80.7 percent in
2012.

Discussion

Consolidation in the general economy is occurring
more often. Increased competition, especially in the
wake of economic globalization, has spurred on
consolidations to ensure profitability and, in many
cases, the survival of businesses. Lately, the economy
has experienced a wave of consolidations in the
banking industry, in retail sales organizations, and in
the automobile manufacturing and airlines industries.
Approximately 50 percent of all workers in the U.S. are

employed in companies with 500 or more employees.®

Recently, the health care industry has undergone a
series of consolidations, both horizontally (i.e., within a
sector such as health plans combining with other
health plans) and vertically (i.e., across related sectors
such as hospitals combining with various providers of
care). The basic motivation for these consolidations is
to respond to public demands for increased value for

health care expenditures, which entails improvement in
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the quality of care delivered and the outcomes of that
care. Fostering integration and control of the entire
continuum of care is the strategy for achieving that
goal. Recent consolidations have resulted in increased
market power in dealing with the other sectors of the
system with which each must do business.”
Consolidations have also attempted to generate or
maintain a sufficient customer base to ensure survival

as health care rapidly changes.

There have been two phases of attempts at physician
consolidation. The first phase began in the 1990s and
was characterized by the development of management
service organizations (MSOs). MSOs were a response
to an increased emphasis on the integration of
treatment, increased cooperation among physicians,
the consolidation of providers, and the stated aim of
payers to shift reimbursement from the traditional fee-
for-service basis to capitation.2 MSOs contracted with
physicians — solo practitioners and/or groups — to
provide “facilities, equipment, staffing, contract
negotiations, administration and marketing,” freeing

up physicians to provide care exclusively.

Physicians believed that contracting with an MSO
provided increased security that allowed them to retain
professional autonomy?® since the physicians still
“owned” their practice (patients) and MSOs were
prohibited from interfering with professional judgment.
Employed physicians had experienced a loss of control
over their professional lives, however, as a tradeoff for
the increased security they gained through
employment. It should be noted that today, dental
support organizations (DSOs) in dentistry are very
similar in structure and function to the MSOs

developed in medicine in the 1990s.

Many MSOs disappeared in the early 2000s, citing the
following reasons for failure: paying physicians too
much for their practices, inability to achieve economies

of scale in operations, inability to coordinate care for

the chronically ill, and inadequate information systems
to manage risk-bearing contracts. MSOs essentially
failed to live up to the expectations of physicians.©

Following the failure of the MSOs, a second phase of
physician consolidation began and continues today.
This phase is characterized by the large-scale direct
employment of physicians by hospitals and other
institutions — a strategy which had been tried
previously and was abandoned, resulting in physician
consolidation through vertical integration within
hospitals. This second phase of consolidation has
been spurred on by the current unsettled health care
marketplace and particularly by some of the provisions
of the Affordable Care Act (ACA). For example, with
the introduction of accountable care organizations
(ACOs), hospitals are seeking ways to ensure their
survival. According to this model, hospital employment
of physicians will encourage primary care physicians to
admit patients to that hospital and/or refer patients to
specialists that use that hospital, remove employed
physicians as potential competitors in other systems,
and increase the hospital’s market power and ability to
adjust to market changes, including entering into risk-

bearing contracts.'!

Employment, as opposed to practice ownership, is an
attractive alternative for an increasing number of
physicians. Some of the reasons cited for this growing
popularity are income security in light of decreasing
reimbursements and increased practice operational
costs; potential for a less stressful work environment
(81 percent of physicians who owned their own
practices reported that they were “over extended” or
working at “full capacity”?); better “work-life balance”;
less administrative responsibilities; ability to overcome
erosion of their referral stream occurring in private
practice; and the need to belong to an organization
with increased market power that enjoys significant

economies of scale.’®'* These advantages outweigh
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the reduction in autonomy experienced with

employment for some practitioners.

Though it is also increasing, the movement toward
consolidation in dental practice compared to medical
practice has been much less intense. For one thing,
the increased concentration in medicine has been
hospital-driven while dental care is not centered on
hospitals as is medicine.® Also, because of the
relatively small proportion of money that dentistry
commands within health care — about 3.8 percent in
2013 — its impact on the overall system is not
threatening, though it is of vital concern to those
establishments within the dental care system itself. The
ACA pays relatively little attention to dentistry.

The results presented above show modest growth in
the size of dental practices during the past 20 years
and that the dental sector continues to be dominated
by very small business enterprises. The dispersal of
dental facilities and the lack of concentration in
dentistry may be partly attributable to the fact that the
location of small dental offices coincide with where
dental patients are located. The dispersal actually
enables dentists to establish and maintain strong

personal relationships with long-standing patients.

Consolidation is predicted to continue in health
care.}”® Because of the differences in the factors
driving dentistry towards consolidation compared to
those driving medicine (i.e., a low level of vertical
integration of dentistry within large health care
institutions, significant unused dental system
capacity,” and a reduction in the prevalence of dental
disease), in our view, dental care will most likely not
follow the same pattern or extent of consolidation as
medical care has.

Despite the fact that the survival of hospital-like
institutions does not depend on alliances with dentists

and dentists are not overworked (between 1/3 and 1/2

of surveyed dentists are not fully busy),'® some level of
consolidation will continue in dentistry. For decades,
new dentists entered the profession as employees of
large group practices, particularly governmental
agencies, for the same reasons that new dentists do
today: to gain clinical experience and immediate
earnings, to repay educational debts, and to overcome
lack of resources to establish a private practice. That

will continue.

Increase in the size of the dental market will also
occur, primarily through the inclusion of children’s
dental benefits in basic care defined in the ACA, the
expansion of Medicaid in some states to include poor
adults, and the increased utilization of dental care by
seniors.?? That expansion will mostly occur among the
lower socio-economic populations eligible for
government assistance where reimbursement has
historically been well below market levels and dentist
participation has been low. Most likely, downward
pressure on reimbursement levels will continue.
However, the dental market is shrinking for working-

age patients who pay privately for dental care.

The regulatory environment is not favorable to the
increased involvement of non-dentists in the ownership
and/or operation of dental practices. Efforts are
underway to make the legal and regulatory
environment for non-dentist involvement more
hospitable. Antitrust concerns have arisen in the
medical care world because of consolidations in
hospitals and health insurance organizations. That is

not currently the case in dental care.

Large group practices offer advantages that are
appealing to some practitioners, especially new and
young dentists. Such an appeal is likely to continue.
We believe that the most critical factors that will
determine the degree of dental market penetration will
be the ability of large groups to significantly improve

the efficiency of dental practice beyond that which can
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be employed by small practices. In addition, the unchanged. Although consolidation will continue in
formation of networks of dentists that can be leased to dentistry, because of the lack of a powerful

dental benefits organizations or local group dental organizational incentives like that in medicine, it is
benefits purchasers may also increase market unlikely that large group practices or private networks
penetration if employed. of dental practices will dominate the entire dental care

delivery system to the degree seen in medicine.

Even with the strong motivations for consolidation I .
However, a greater extent of consolidations will be

within the medical-hospital community, Deloitte . .
seen in some segments of the system more than in

predicts!’ that, after all is said and done, about one
others.

half of the practice structure will remain relatively

Figure 1: Percentage of Total Employment by Enterprise Employment Size --Dental, Medicine & All
Sectors, 2012
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Figure 2: Percentage of Total Employment by Enterprise Employment Size — Offices of Physicians
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Figure 3: Percentage of Total Employment by Enterprise Employment Size — Offices of Dentists
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Data & Methods

In this study, we used data from the Statistics of U.S.
Businesses (SUSB).?* The SUSB provides annual data
on the number of firms, the number of establishments,
employment and annual payroll for most U.S. business
establishments. The SUSB consists of a compilation of
data extracted from the Business Register (BR), which
contains the U.S. Census Bureau's most complete,
current and consistent data for U.S. business
establishments. The BR is updated continuously and
incorporates data from the U.S. Census Bureau's
economic censuses and current business surveys,
quarterly and annual federal tax records, and other
departmental and federal statistics.

The SUSB includes business establishments with paid
employees.?> Employment consists of full and part-time
employees, including salaried officers and executives
of corporations. A business establishment is defined as
a single physical location where business is conducted.
An enterprise is a business organization consisting of
one or more domestic establishments under common
ownership or control. Enterprise size in the SUSB is
determined by summed employment of all associated
establishments. In this report, we use the following
employment size categories: very small (less than 20
employees), small (20 to 99 employees), medium (100
to 499 employees), and large (500 employees or
more).

Business establishments in the Economic Census are
grouped and identified with codes based on the North
American Industry Classification System (NAICS). In
the SUSB, offices of dentists are identified as NAICS
code 621210. According to NAICS, “This industry
comprises establishments of health practitioners
having the degree of D.M.D. (Doctor of Dental
Medicine), D.D.S. (Doctor of Dental Surgery), or
D.D.Sc. (Doctor of Dental Science) primarily engaged
in the independent practice of general or specialized
dentistry or dental surgery. These practitioners operate
private or group practices in their own offices (e.g.,
centers, clinics) or in the facilities of others, such as
hospitals or HMO medical centers. They can provide
either comprehensive preventive, cosmetic, or
emergency care, or specialize in a single field of
dentistry.”

The offices of physicians are identified as NAICS code
621111. According to NAICS, “This U.S. industry
comprises establishments of health practitioners
having the degree of M.D. (Doctor of Medicine) or D.O.
(Doctor of Osteopathy) primarily engaged in the
independent practice of general or specialized
medicine (except psychiatry or psychoanalysis) or
surgery. These practitioners operate private or group
practices in their own offices (e.g., centers, clinics) or
in the facilities of others, such as hospitals or HMO
medical centers.”
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