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Vertical mergers have been stealing some 
of the thunder from horizontal deals of 
late. As horizontal targets become harder 
to come by, some acquirers are focusing 
on companies up or down the supply 
chain from them—presenting both new 
opportunities for expansion and a new 
set of challenges.

Some of the most significant vertical 
integrations penned recently also have 
the power to transform whole industries. 
Take the US$69bn tie-up between 
pharmacy operator CVS Health and 
insurance giant Aetna, announced 
in December 2017. By creating a 

As horizontal deals become more challenging due to consolidation, dealmakers 
increasingly consider opportunities to go vertical.

conglomerate with a network of retail 
locations, it could result in health 
insurance and other medical services at 
lower prices to consumers.

Before these combinations can be 
consummated, however, they must be 
approved by antitrust authorities. Vertical 
mergers have recently drawn greater 
scrutiny by the government, causing 
would-be acquirers to second-guess 
their intentions as court actions play out. 
M&A advisors may also be hamstrung in 
their ability to counsel clients regarding 
the types of cases the U.S. Justice 
Department elects to challenge.

Will the trend of vertical transactions 
continue in the coming months and 
years despite these headwinds? In which 
types of situations are vertical deals most 
appealing, and when do they not make 
sense? In order to answer these and 
other pressing questions on the subject, 
we spoke with four leading experts.

Contents

The upside of verticality 2   
 
Seeking approval 6

Linking up: 
Vertical integration 
makes a comeback
 
Transactions up and down the 
supply chain become more 
appealing to acquirers



2   I   Linking up: Vertical integration makes a comeback

The upside of verticality

 Several high-profile vertical integration deals 
have been done recently in sectors such as 
healthcare and media. What have been the 
main drivers of this trend, and do you expect 
it to continue?

 As for main drivers, there are many industries and 
sectors that are clogged from a consolidation 
standpoint. Whether it's grocery chains, consumer 
packaged goods companies, airlines, banks, or 
others, they have all seen a significant amount of 
consolidation over the last twenty years or so. As a 
result, the ability to achieve regulatory clearance in 
horizontal deal has become increasingly difficult in 
concentrated markets. Put another way, when there 
is a four-firm market, and the deal would decrease 
the four players to three, the government will be 
hard-pressed to give a quick clearance. 
 
In response, firms have started looking outside 
the box, and vertical integrations have been one 
opportunity they are now considering in greater 
numbers. In the last 18 to 24 months, there has been 
a significant upswing in interest for many American 
businesses in exploring vertical alliances. One 
example is Boeing's recent acquisition of a major 
parts supplier—a deal likely prompted as much by 
the company needing to grow but having no one to 
acquire as the need to compete on the global stage. 
After all, there are a lot of efficiencies to be gained 
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many of them look to change the typical 
healthcare delivery and reimbursement 
model. Of the attention-grabbing 
transactions announced over the last 
12 to 18 months, the buyers have been 
a very small group of extremely large, 
well-capitalized providers and players in 
the retail space. In the case of a CVS or 
Wal-Mart, those companies were looking 
to leverage their retail footprint and 
presence, while Optum/UnitedHealthcare 
and Humana were already very large 
and well-capitalized companies in the 
healthcare space. There just aren't many 
firms of that size and scale out there 
with the capabilities to pursue large 
vertical transactions, although when 
they do happen, they are by definition 
transformative and headline-grabbing.

 My focus is the retailing industry, which has 
seen vertical integration only in very specific 
instances. I’ll point out some examples 
from recent years. The first area that has 
seen activity is in luxury branded goods, in 
which companies use acquisitions to shore 
up portions of their supply chain. This is 
driven by a scarcity of raw materials and a 
high importance placed on quality. In the 
handbag market, brands such as Hermes 
and LVMH have purchased foreign firms 
dealing in alligator and crocodile leather, 
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by becoming more vertically integrated, 
as well as the chance to control one’s 
destiny by integrating major suppliers 
into production chains. To the best of 
my knowledge, the government has 
not challenged that Boeing acquisition, 
which is just one example of many deals 
of a vertical nature that are either in the 
hopper or will be announced.

 In healthcare, we have seen a tremendous 
amount of horizontal consolidation 
across the payer-provider continuum, 
and several of the vertical transactions 
involving payers happened after they 
tried a horizontal transaction. If you 
will recall, there are five big payers: 
UnitedHealthcare, Cigna, Aetna, Anthem 
and Humana. Similar to what Mark said, 
four of the five tried to merge, which 
would have resulted in just three players, 
but the Justice Department stepped in, 
blocking the deals on antitrust grounds. 
That's what drove Aetna, Humana and 
others to look for a different strategy. 
 
From the payer’s perspective, the 
underlying premise of these vertical 
transactions is the belief that they must 
either get bigger or become directly 
involved in the provision of care in 
order to effect change in the healthcare 
industry. Healthcare is clearly on 
everyone's mind, as the percentage of 
GDP consumed by it continues to grow. 
Moreover, people who look at the data 
say we're just not getting the return on 
investment in healthcare expenditures in 
terms of life expectancy. 
 
A lot of the vertical deals in healthcare 
have been headline-grabbing, not only 
because of their size, but due to how 

Jeff Swearingen, 
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"In healthcare, several of the 
vertical transactions involving 
payers happened after they tried 
a horizontal transaction."

Jeff Swearingen, Edgemont Capital
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for instance. While not multi-billion-dollar 
transactions (and typically less than $100 
million), these are very specific to the 
companies’ supply chains.

 The second example involves major 
Western brands that expanded 
internationally to China, Japan, or other 
mega markets outside their home market. 
In a lot of instances, they did so through 
joint venture or distribution agreements 
with local partners. Over the past 10 years, 
many of these brands have bought back 
their partnership arrangements to control 
activities, particularly in major markets 
and key product categories. This unifies 
the brand and gives brand owners more 

control, as well as the opportunity for 
greater consistency and messaging.

 A third example has to do with the 
large brands investing in manufacturing 
that is closer to home. Brands have 
historically outsourced the majority of their 
manufacturing to Asia and other parts of 
the world to access lower labor costs. The 
assumption was that brands, particularly 
within apparel, would no longer own 
manufacturing. However, we’ve seen this 
trend begin to reverse in recent years as a 
result of the growth of fast fashion, in which 
speed-to-market and the frequency of 
delivery to stores and the consumer have 
become critical.

 We’ve also been seeing situations in which 
large retailers prefer to own particular 
capabilities and can amortize purchases 
across a large sales base. Home Depot, 
which is one of the biggest retailers in the 
Western hemisphere, acquired US Home 
Systems, which had been a provider of its 
kitchen and bath products. Similarly, it made 
an investment in The Company Store, giving 
it direct sourcing capabilities in home textiles 
that it previously did not have.

 Finally, as Amazon has accustomed 
consumers to same- and next-day delivery 
through its increasingly verticalized logistics 
platform, many retailers are beginning to 
use M&A transactions as a tool to catch up. 
Target recently acquired grocery-delivery 
startup Shipt, which will allow customers to 
order groceries and other goods online and 
have them delivered directly to their homes 
from nearby Target stores. This followed 
their earlier acquisition of a company called 
Grand Junction, which also manages local 
and same-day deliveries.
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 In addition to the vertical mega-
deals, are you seeing interest in 
vertical integration transactions 
lower in the market?

 There is interest in the healthcare space, 
but to a much more limited extent. What 
we typically see from a middle-market 
perspective is continued horizontal 
consolidation at the level of hospital 
facilities, physician groups and other 
provider organizations. That, in turn, leads 
to vertical consolidation opportunities, 
because you're building scale locally and 
regionally, and then nationally. 
 
In certain geographies, we do occasionally 
see a vertical transaction—it typically 
involves a very strong hospital system 
acquiring local physician practices, which 
are generally multi-specialty or primary care 
practices. At the same time, the hospital 
system enters the payer market in terms 
of offering their own insurance product 
locally. The vertical transactions tend to 
be in geographies in which one or two 
hospital systems are very strong, and the 
geography tends to be very well-defined. 
For example, Reno, Nevada, is an area in 
which you have one strong hospital system 
and a fairly consolidated commercial payer 
market, in the sense of having 10-15 very 
large employers which the hospital can go 
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to directly, negotiate with and effectively 
offer their own insurance product.

  I would say that for smaller firms in less-
concentrated markets, it might be more 
challenging to start looking at vertical 
deals. If I'm not a market leader with a 
lot of intellectual capital and resources, 
I might be a little leery about doing a 
vertical deal. At the same time, I might 
also be leery about doing a horizontal 
deal, as I may not have the in-house 
capability and resources to effectively 
manage the transaction and make it work.

 Could vertical transactions be an 
effective strategy for, say, private 
equity-owned platform companies?

 I think private equity is simply looking 
for good opportunities right now. If the 
chance presents itself with respect to a 
portfolio company either above or below 
in the chain, I think they’d seize upon it. 
However, they're going into these deals 
with a little bit of a different mindset than a 
strategic buyer. They’re asking themselves: 
Can they underpay? Can they strengthen 
the business, and then flip it? To that 
extent, it doesn't matter if it's a horizontal 
or a vertical deal—the question is simply 
whether the proposed transaction is a 
good opportunity.

 It could be a good strategy for a portfolio 
company. One example I can cite for private 
equity acquisition sourcing is a deal done by 
Sycamore Partners, which acquired MGF 
Sourcing as one of its first deals after being 
formed. The MFG acquisition gave Sycamore 
sourcing capability and a point of view on 
how to optimize cost, which has helped them 
become one of the most active investors in 
retail and apparel.
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"If the chance [for a vertical 
deal] presents itself with respect 
to a portfolio company, I think 
they'd seize upon it."

Mark McCareins, Kellogg School
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Seeking approval

 Dealmakers were heartened by the approval 
of the AT&T-Time Warner merger, but now 
face a potential reversal of the decision after 
the US Department of Justice’s (DOJ) appeal. 
How is this situation currently affecting 
sentiment toward vertical integration deals 
and the possibility of antitrust enforcement 
against them? 

  I think the majority view is that DOJ will not prevail 
on its appeal, and so that mitigates the uncertainty 
to an extent. However, I was talking recently to a 
client who is considering several vertical transactions, 
and the fact that DOJ has appealed AT&T-Time 
Warner has created uncertainty about what the 
boundaries really are for these types of mergers, as 
well as getting antitrust clearance for them. 
 
In terms of specific aspects of a vertical transaction 
that might raise red flags with authorities, the size 
of the deal is often a factor, but it certainly is not 
dispositive. There are large transactions that receive 
quick antitrust clearance despite potential vertical 
issues, because they are easily evaluated and 
disposed of. On the other hand, DOJ has challenged 
deals on antitrust grounds that are not huge 
compared to the biggest ones in the world, because 
they raised material vertical issues. 
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Usually, the key issue in any interest 
review of a vertical transaction is whether 
the transaction enables the combined 
company to foreclose competitors at one 
or the other level of competition in which 
the merging parties currently operate.

 So for example, if there are lots of 
widget manufacturers who compete 
with each other, and they all need the 
same specialized battery to put into their 
widgets, and there's only one company in 
the world that makes that battery, if one 
of the widget manufacturers acquires that 
battery company, all of a sudden they 
would have the ability to literally foreclose 
competition because they could stop the 
battery company from selling to any other 
widget manufacturer. That's the classic 
antitrust concern in a vertical transaction. 
 
DOJ's articulated concern in the AT&T-
Time Warner case was more nuanced 
than a complete foreclosure argument, 
but it was still predicated on that same 
underlying principle. The argument was 
that AT&T could use the Time Warner 
content to disadvantage the multichannel 
television rivals of DirecTV, as AT&T could 
either withhold the content, in which case 
subscribers would switch away from 
the rival to DirecTV, or alternatively, it 
could raise the price of the Time Warner 
content enough to make those other 
rivals less price competitive with DirecTV.

 So it wasn't literal foreclosure that DOJ 
was alleging, but rather that the Time 
Warner content was so valuable and 

"must-have" that DirecTV would have an 
undue competitive advantage over its 
rivals if AT&T owned it.



8   I   Linking up: Vertical integration makes a comeback

 As Logan said, the current problem for folks 
in the M&A space is the uncertainty with 
which the government could attack vertical 
deals. For years, the published guidelines 
that the government has relied on have 
related primarily to horizontal deals, which 
everybody in the business—including M&A 
and private equity deal-makers, investment 
bankers, and antitrust lawyers—understand 
the fundamentals of. When a horizontal deal 
is being analyzed, you can more or less 
predict the outcome of the investigation at 
various stages.

 The problem in the vertical area is that there 
aren't really any sound principles, let alone 
ones adopted by a court to guide those 
in the business-development, strategic-
planning space. The number of total non-
litigated challenges was about 20 in the last 
20 years. As such, when the government 
drew the line in the sand on AT&T-Time 
Warner, people were a bit surprised. The 
main questions that arose were, “What are 
the grounds on which you are challenging 
this deal?” followed by, “Isn’t it a little unfair 
that the grounds you picked are something 
of a moving target, because we don't have 
published industry guidelines on how these 
deals should be evaluated?”

 
 As the court noted in AT&T-Time Warner, 

the last challenge to a vertical merger by 
a federal agency took place over 40 years 
ago. In my own humble estimation, the 
judge was 110% correct in his findings 
based on the facts presented, and the 
deal should not have been stopped. The 
DOJ did appeal and I am sure AT&T will 
file the appropriate response at the end 
of September, and we'll probably have an 
argument and hearing in front of the D.C. 
Circuit Court of Appeals, at which point 
we will see what the panel decides. But in 

Mark McCareins, 
Kellogg School 
of Management

the meantime, there is a real problem in 
trying to advise on vertical deals when it is 
almost impossible to predict whether the 
government will challenge them, and if so, 
on what grounds, and finally whether the 
client would win against such a challenge.

 To your knowledge, how difficult 
is the due diligence process for a 
buyer in a vertical integration deal 
as compared to a more traditional 
horizontal deal? Do buyers struggle 
at all with understanding the 
nuances of an adjacent business? 
What about the integration process?

  Whereas in a horizontal transaction, a 
lot of detailed information about the 
parties' activities and their finances is 
usually competitively sensitive, in a vertical 
transaction there's much less sensitivity 
because the companies aren't competing 
with each other—that is, they aren't 
bidding for the same upcoming projects 
or pricing their products in relation to 
each other's. On that basis, it is easier 
to conduct due diligence in a vertical 
transaction than a horizontal one. 
 
However, in a number of vertical 
deals that I've worked on, I have seen 
firsthand how much more difficult it can 
be for a company that's not involved 
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"In a vertical transaction, 
there's much less sensitivity 
[in due diligence], because the 
companies aren't competing."

Logan Breed, Hogan Lovells
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in the target's business to evaluate 
it—for example, figuring out what the 
target's financial data actually means—
because they're not as familiar with 
it. I've also worked on a number of 
vertical technology deals in which the 
acquirer made the acquisition precisely 
because they didn't have the technical 
expertise to do what the target does. 
But consequently, they also had no one 
in-house who understood at a deep level 
the technology of the target. That can be 
difficult in a due diligence process as well. 
 
Another angle on the due diligence 
process is that in a horizontal transaction, 
one way parties do share competitively 
sensitive information is through clean 
teams, which either means having a third 
party look at the information, or having 
people at the company who don't work 
day-to-day in the overlapping business 
perform the due diligence analysis.

 As a result, in a horizontal transaction, 
the very best people to do the due 
diligence work and assess the potential 
value of the target are sometimes walled 
off from the information they need, which 
doesn't happen as frequently in a  
vertical transaction.

  What’s important to remember is that 
the people involved in due diligence are 
very smart people. They've done a lot 
of deals. Although I agree with Logan 
that it's probably easier if they're in the 
widget business and they're acquiring 
another widget business, their skills are 
still transferable if they’re buying, say, a 
gadget company. A lot of due diligence 
relates to generic topics such as tax issues, 
benefits, real estate, and environmental 
risks, and whether you're acquiring a direct 

Mark McCareins, 
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competitor or not, those types of issues 
are more or less always the same.

 On the issue of integrating different 
business units from a human resources 
or a human capital management point of 
view, that definitely presents some issues. 
But again, let's say you're fairly competent 
at sales and marketing—the fact that you 
haven't explicitly sold or marketed gadgets 
before, but you've been a premier widget 
seller and marketer, probably shouldn't 
preclude you from either doing that deal or 
performing the due diligence effectively.

  In retail, buyers struggle with due diligence 
in vertical deals because it’s not core 
to their business and not what they do. 

Cathy Leonhardt, 
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Brands have all sorts of social compliance 
and other issues they monitor that relate 
to their manufacturing partners—whether 
that’s employee health and safety, 
sustainable sourcing or product quality and 
compliance—but acquiring a manufacturer 
requires an entirely different level of scrutiny.

 As far as integration goes, when you're 
buying a brand or a branded business, 
you’re focusing on the customer, the 
marketing, the brand, the product—you 
really have to do your homework. As 
part of your due diligence on vertical 
integrations, the diligence is focused on 
the supply side—you really are thinking 
concurrently about the integration of that 
capability into your business.

 Not everyone thinks vertical integration 
deals are effective or worthwhile 
transactions. What are some of the 
potential pitfalls of such deals?

  One risk is that conditions and processes 
will change and you no longer need the 
capability that you acquired. Another 
is that you bring capability in-house, 
but you don't do a better job than the 
previous owner. If you are not operating 
at or above the level of the previous 
owner, you’re not really increasing the 
value of that acquisition.

 Sometimes a capability just isn’t in your 
company’s core competency. That’s why 
many brands and retailers outsource 
manufacturing to a party that has that 
expertise, and one that has the team and 
talent with proven skill related to it.

Mergermarket
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  The pitfalls are the same that you would 
have in a horizontal deal: You've not 
properly valued the opportunity, or you 
have unreasonable expectations about 
integrating the opportunity into your 
current operations, or you've basically 
overpaid. If you paid 10x and should have 
paid 8x, it doesn't matter whether it's a 
horizontal or a vertical deal—the less than 
desirable consequences are the same.

  In the healthcare space specifically, 
beyond the typical integration challenges 
and pitfalls relevant to any large merger, 
the physician or provider culture needs 
to be taken into account. There tend to 
be different perspectives and motivations 
among healthcare providers who are laying 
hands on patients when compared to 
those who are more on the business side. 
That’s why I think what's really needed to 
be successful is a mutual respect between 
the two sides, as well as an appreciation 
for what each side—business and provider 
alike—brings to the combined efforts. As 
long as that mutual respect is there, a real 
chance for success exists. If it's not there, 
there is very likely to be a culture clash. 
 
There are a lot of organizations that have for 
many years been in the business of providing 
care by employing large groups of physicians. 
Often they have a management structure 
in which they pair two people of different 
backgrounds, one of whom approaches 
matters from a physician or provider 
perspective, and the other from a business 
point of view. That tends to work well, so 
long as they make a consistent, conscious 
effort to hear the other side.
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About Toppan Vintage

WHO WE ARE
________________________________________
Toppan Vintage is a leading international financial printing, communications  
and technology company dedicated to delivering a hassle-free experience with the 
highest quality accuracy, reliability and value for your organization’s financial printing 
and communications needs. Toppan Vintage is part of the Toppan Printing Group, the 
world’s largest printing group, headquartered in Tokyo with approximately US$13 
billion in annual sales.

WHAT WE DO AND WHY WE'RE DIFFERENT
________________________________________
Toppan Vintage provides software and services to handle mission-critical content that 
enables our clients to communicate more effectively and efficiently. We provide these 
services for capital markets transactions, financial reporting and regulatory compliance 
filings, investment companies and insurance providers.
 
The Toppan Vintage difference is simple – we are uniquely focused on the development 
and implementation of exceptional technology solutions, such  
as our Hive® suite of proprietary services, providing our clients with a competitive 
advantage when it comes to their financial communications needs. Despite our  
vast global reach, we’re proud to offer boutique-like services allowing our team  
of experts to work hand-in-hand with our clients.
 
www.toppanvintage.com

For More Information 
Sarah Reilly 
Marketing Manager 
Toppan Vintage 
201-562-1798 | sarahreilly@toppanvintage.com



14   I   Linking up: Vertical integration makes a comeback
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