Can CVS Health make a comeback from a near failed venture?
Chapter 2
Vanity Racine Fields
Stephanie McPherson
Jose R. Velasquez Lopez

Palm Beach State College



Literature Search

CVS is recognized because of its retail stores, which formed 23 percent of its overall
profits, it also has an increasing segment in a different industry, the health industry, which brings
77 percent of its profits, this exploded when CVS acquired Aetna, an insurance provider. The
merger between CVS and Aetna is one of the largest, on the history of mergers, the goal of such
merger is to change the plane field of how the insurance industry is viewed. A merger between
two companies in the same industry is by nature either vertical or horizontal, however, the
merger of CVS and AETNA was both vertical and horizontal, “Vertical mergers enable myriad
channels that can actually heighten competition although there is still a risk that completion be
lessened at some point on the value chain”. (Shimizu, 2022) In vertical mergers, two companies
or entities that operate in the same industry, have different levels of production, these entities
provide and produce similar products and or services, the purpose of vertical mergers is to create
efficiency in certain parts of operations in the company, to ensure tighter quality control, to
reduce the cost of operations, to better control the flow of information throughout the supply
chain, to increase profits while expanding the business revenues streams. For example, “On
December 19, 2017, US health insurer Humana Inc. and two private equity firms—TPG Capital
and Welsh, Carson, Anderson & Stowe—agreed to buy Kindred Healthcare for a total cost of
approximately $4 billion, which was finalized in July 2018, (Parikh, 2019). One of the
advantages this merger is increasing efficiency and decreasing overhead costs by integrating
Humana health care facilities with insurance programs. By uniting Humana and Kindred Health
care, these companies extended their reach on customers. By having a bigger client access which
results in a bigger client base for the merged company, one of the biggest road blocks that

currently exist for vertical mergers is the possibility of monopolizing the power of an entity in an



industry, since the merger of two different competitors might result in a greater bargaining power
against other competitors in the industry. “Vertical mergers raise concerns that one or both firms
may be the other’s most likely potential horizontal rival. After all, two vertically related
companies know much about each other’s businesses and may well represent the most likely
entrant into each other’s domain” (Economides, 2020). For example, the recent merger of AT&T
and Time Warner, in this instance the combination of these AT&T would monopolize the media
content of Time Warner by using AT&T existing distribution media systems, which in return
would increase prices and deny competitors access to Warner’s media content. The drawbacks of
vertical integration are, increased risk when markets are uncertain, concentration of resources on
one approach, high cost of coordination strategy and risk of additional debt. Although creating
models of how markets interact under uncertainty, it is necessary to present a theory of how a
market operates under uncertainty and how the equilibrium price is determined, In markets,
“prices do not adjust at each instant of the day to keep supply and demand in balance, firms
never feel they can sell all they want at the going price and production cannot occur instantly”
(Carlton, 1979).Therefore, companies have to know the demand of a product or service,
however, due to high fluctuations in the markets the companies can run the risk of either
overproducing or underproducing it products. For example, in 2019, Covid 19 uncertainty levels
in the market were high and although companies prepared for the fluctuations in the markets the
high demand of products which created shortage in supply of products, in the health care
industry. “In recent years changes in concentration have increasingly been used to argue that the
intensity of competition is falling, that the growth of large firms with high market shares is
driving up profits, damaging innovation and productivity, and increasing inequality.” (OECD

2022), concentration of resources goal is to acquire as much of the existing market to sell the



existing products, generally this goal is done through marketing campaigns. “Coordination is the
unification, integration, synchronization of the efforts of group members so as to provide unity of
action in the pursuit of common goals”. (MSG 2022), the culture, the environment and the
strategic goal of both merging companies is different, when a merger occurs a new strategy and a
new culture needs to be developed to ensure the merger will succeed. When two companies
merge all the current assets as well as the current liabilities are passed down to the new company,
some of the liabilities include existing contract obligations, account payables, bank loans,
property financing debts and employment contracts as well as any undisclosed or unforeseen
liability, for this reason the companies have to do their due diligences before merging, since the
companies have acquired and resolve any liability either company had previous to the merger.
Horizontal integration is a strategy used by companies to strengthen their position in an
industry, companies that use this type of strategy generally acquire or mergers with another
company that is in the same production stage. Although CVS is already one of the top three
pharmaceutical in the industry, one of the reasons it merged with Aetna is to increase its
consumer base. According to the American Medical Association, “In horizontal mergers, two
competitors combine, and CVS-Aetna are significant competitors in numerous Medicare Part D
geographic markets and also with respect to pharmaceutical benefit management (PBM) services
(AMA. 2022)”. The goal of this strategy is to increase product differentiation, achieve economies
of scale, reduce competition, access new markets, and grow a company. Some examples of
horizontal integration are Marriot and Starwood Hotels, Marriott acquired Starwood in 2016, this
merger created the largest hotel company in the world, the reason these two hotel companies
merged was because they wanted to diversify its portfolio of properties. Before the merger

Marriot had already been established in the resort, convention, and luxury segments, and



Starwood had a strong international presence in those segments. The merger allowed consumers
to have greater choices nationally and internationally, as well as opportunities for employees,
after the merger was completed, the companies had a combined total of 1.1 million rooms and
5,500 hotels worldwide. Another example is Walt Disney and 21% century fox. This merger goal
was to increase Disney entertainment options and its content as well as to expand internationally
while growing the direct-to-consumer offering, including Disney plus, ESPN plus.

Some drawbacks of horizontal integration are; reduced flexibility for the new company,
high levels of scrutiny from the government, creation of a monopoly. “Business sizes are
becoming more complex and more challenging to manage. It makes companies less flexible in
introducing new products to the market or dealing with competition and market demand
dynamics”. (Nasrudin 2022). Once merger occurs the goal, culture, vision, mission, and the
management style of the company changes, with the added complexity of the new size of the
company making it challenging to manage. Horizontal mergers are widely scrutinized by The
Department of Justice (DOJ), which enforces the law to prevent companies from monopolizing
the industries by merging. For example, the integration of Facebook, Instagram, WhatsApp, and
messenger, all this companies were independent social media platforms, over the years all these
platforms were integrated and now are part of Facebook Inc, according to the Federal Trade
Commission, “explained that Facebook not only possesses monopoly power, but that it has
willfully maintained that power through anticompetitive conduct. “(McLaughlin, 2022). Which
has resulted in a monopolistic powerhouse for the social media platform, which is in violation of
the Sherman Anti-trust Law. Another example is Google, the Department of Justice and the
along with 11 State Attorneys General, filled a lawsuit to stop Google in the District of

Columbia, from maintaining monopolies in its advertising market strategies in which Google



monopolizes exclusionary practices in the search of information, the civil antitrust lawsuit was

filed in the U. S. District Court. Therefore, the Department of Justice (DOJ). Is always vigilant
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rigid compliance requirements related to patient privacy and manage the volume and velocity if
data growth by harmonizing various sources and categories of data. (Vogenberg FR, Santilli J.
Healthcare Trends for 2018. Am Health Drug Benefits. 2018 Feb;11(1):48-54. PMID: 29692880;

PMCID: PMC5902765.)

SECTION II. Comparative Company Analysis

CVS Health has evolved from being a company that caters to beauty and health products
into one that now offers a pharmacy and soon walk-in clinics. CVS Health has expanded even
more with its recent merger with Aetna. With this merger, CVS Health can find ways of
redefining its position in the healthcare industry and still remain profitable. The hopes are to
have CVS Health stores able to provide accessible healthcare.

In this section, an analysis of CVS Health’s competitors will be looked at. The
competitors being looked at are Walgreens, Cleveland Clinic, and Teladoc. Each competitor may
be different from the others but all are within the healthcare industry. The objective is to come
up with a plan CVS Health can use in the development of viable Health Hubs in different
locations. These hubs will be designed to attract new customers and entice current CVS Health
customers to their one-stop-shop-designed mini-clinics.

Walgreens

Walgreens, one of the nation’s largest pharmacy stores, was founded by Charles
Walgreen in 1901. The success of these stores is a result of Mr. Walgreens’ ability to
differentiate his pharmacy store from others in the market, allowing Walgreens to open multiple
stores across the United States. Over the years the national healthcare policies changed
pertaining to the pharmacy business, and these forced Walgreens to invest in technology and the
implementation of new initiatives to face their growing competition in the industry. Walgreens

increased its range of services to make consumers' goods more accessible and affordable while



providing health and wellness support. Walgreens sought to maintain its leadership in the
pharmaceutical industry by improving employee training and engagement and establishing a
superior leadership module (Bhatnagar, 2014).

Following the COVID-19 pandemic, many factors that drove consumers to visit drug
stores have faded. More consumers prefer to have prescriptions delivered to their homes, fewer
people visit the doctor, and there is less demand for over-the-counter drugs for colds and flu.
However, following the challenges presented by the pandemic, Walgreens has looked for
alternative ways to face competition and drive growth. Walgreens has decided to add more
healthcare services to its stores. The company has started administering vaccines at nursing
homes and other healthcare facilities. The company plans to offer vaccination at its stores, which
would increase their revenue and direct traffic towards their stores, which would lead to other
purchases. These visits will prove the company’s relevance and improve its growth potential
(Repko, 2021). Walgreens’ decision to drive traffic to its stores by offering vaccination is an
example of a strategy to convert traffic into sales which is vital to the company’s financial
health.

Cleveland Clinic

Cleveland Clinic, a nonprofit healthcare organization, is ranked among the best in the
United States several times in both adult and pediatric care. Cleveland Clinic has medical centers
in Ohio, Florida, and Nevada and international operations in United Arab Emirates, Canada, and
the United Kingdom are renowned worldwide for their quality of health care. Cleveland Clinic is
focused on traditional medical specialties to place patient needs first. When Cleveland Clinic

expanded its international footprint, it shifted its focus from traditional medical specialties to



placing patient needs first. This aimed to improve the value of its services for patients (Porter &
Teisberg, 2009) and to improve clinical care.
Teladoc

Teladoc is a company that provides virtual care by using the internet to connect patients
who live away from medical professionals, Teladoc is able to do this by partnering with a
network of healthcare providers around the globe to deliver telehealth services that help patients
manage their healthcare needs from anywhere in the world by phone or video chat. Teladoc
became the first company to receive a Medicare reimbursement code for online services. The
company has launched an expansion plan to enter new markets in Europe and Asia. Specializing
in providing specialty telephone services, Teladoc services are grouped into three unique service
areas: Tele-dentistry, Tele-pharma, and Tele-radiology. Tele-dentistry provides academy-trained
professionals who offer medication advice and align a patient's health plans with their needs.
Tele-pharma allows providers of telehealth services to patients certified to prescribe medication
at home. Tele-radiology is a telehealth service that allows doctors the ability to provide
radiologic services. Teladoc offers these services as virtual providers collaborating with a
primary care practice. Teladoc partners with more than 4,000 health care providers, including
physicians, physician groups, and hospitals.
Concentra

Concentra is a healthcare company that provides healthcare services, particularly health
improvement solutions, including physical therapy, urgent care, occupational medicine, tests,
and screening. The company has grown by acquiring healthcare provision facilities across the
country. The launch of its urgent care initiative in 2007 required the company to have a

consistent platform for providing cost-effective solutions and change its business model to adapt



to the changing healthcare industry (Healthcaredesign, 2008). This industry shift required a shift
in focus from occupational medicine to urgent care.
Concentra’s strategy to maintain its image as a provider of occupational medicine products and a
provider of urgent care products presented challenges to its brand image. The company needed to
shift from an industry-centered company to a consumer-centered one (Healthcaredesign, 2008).
The company needed a new growth strategy to create a warm and inviting consumer
environment. The company divided its facilities into two halves to address this issue. However,
there was always a discrepancy in one half, and there was a need to have a more comprehensive
approach. Therefore, the company adopted different approaches and environments in each half.

Concentra has been able to achieve growth through acquisition and organically.
However, the company needed a new strategy to align with its new clinical and professional
image. The company decided to adopt a new graphic identity through careful planning and
analysis to reinforce its new image. The new brand was reinforced through advertising and
publicity initiatives. After rolling out its new physical and digital identity, the company achieved
recognition for marketing excellence and consistent revenue growth.
Conclusion

This study aims to come up with a strategic plan to focus on moving forward with the
development of viable Health Hubs in affluent locations. Walgreens adopted a strategy to
provide vaccines at its facilities to direct traffic, leading to other purchases. Concentra adopted a
strategy to develop and promote a new brand through advertising and promotion. On the other
hand, Cleveland Clinic adopted a strategy to focus on patient needs rather than traditional
specialties. Teladoc adopted a strategy to allow doctors the ability to visit with patients without

the patients leaving their home. CVS Health may improve its chances of survival and ensure



growth by combining all three strategies. The organization may adopt a growth strategy that
seeks to meet patient needs related to the pandemic to direct traffic that would lead to further

purchases. It may also improve its image by changing its brand image to align with its new
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