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Executive Summary 

The Private Healthcare Market Inquiry (“PHMI”) released its Provisional Findings and 

Recommendations Report (“the PF”) on 5 July 2018.  The PF includes an analysis of the 

concentration of private healthcare facilities.  This report, prepared by RBB Economics LLP 

(“RBB”), provides an assessment of this analysis. 

The assessment of concentration plays two main roles within the broader set of analyses 

contained within the PF.   

 First, the findings of the PF in relation to the level of both national level and local market 

concentration inform the PF’s assessment of whether the major hospital groups are likely 

to possess market power.   

 Second, the PF’s assessment of local level concentration informs its analysis of local 

competition between hospitals and supplier induced demand (“SID”). 

However, it is important to appreciate from the outset that concentration measures should be 

interpreted with caution.  In particular, a finding of relatively high concentration should, at most, 

be taken only as an indication of the need to undertake a more detailed assessment whether 

competition is likely to be effective.  This is consistent with economic theory as well as the 

general consensus amongst competition authorities, which use concentration measures only 

as an initial filter. 

In this regard, while the PF cautions against drawing conclusions based on concentration 

measures alone, it is notable that the concentration analysis presented in the PF appears to 

play a central role in the PF’s conclusions and recommendations.  This issue is discussed in 

more detail in the RBB report responding to the PHMI’s provisional findings on the 

effectiveness of competition.1 

In terms of national concentration this is assessed using both market shares and the 

Herfindahl-Hirschman Index (“HHI”), based both on admissions and on bed capacity.  The PF 

finds that the national HHI is greater than 2,500, irrespective of whether it is calculated based 

on beds or admissions.  On this basis, the PFs conclude that the market is “highly 

concentrated”.   

In this regard, as indicated above and explained in more detail in Section 1 below, 

concentration in and of itself does not provide probative evidence of market power.  Moreover, 

whether concentration lies above or below a pre-defined threshold is of particularly limited 

probative value, since the absolute level of an HHI provides little evidence of the effectiveness 

of competition.  Indeed, HHIs are typically evaluated in a comparative setting, and in the 

context of market investigations can, at best, provide an indication of whether, all else equal, 

firms are more or less likely to be able to exercise market power. 

                                                                                                                                                
1  RBB, Response to the PHM’s Provisional Findings: Effectiveness of Competition, 15 October 2018. 
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Notwithstanding this, the PF’s national HHI calculations are incorrect.  In particular, when 

correctly calculated, the beds-based HHI for 2016 falls below PF’s threshold for high 

concentration, while the admissions-based HHI for the period 2010 to 2014 only marginally 

exceeds the threshold.  Therefore, even accepting the PF’s strict application of a concentration 

threshold, the PF’s findings on national concentration are ambiguous. 

In this regard, the PF places greater weight on the admissions-based HHI, due to data 

reliability issues.  However, the beds-based HHI, which notably does not meet the threshold 

of 2,500, is likely to be considerably more informative of the competitive constraints that 

hospitals impose on one another.  This is because capacity (as measured by bed numbers) 

reflects the ability of hospitals to compete with one another, while supply (as measured by 

admissions) reflects the outcomes of competition between hospitals.   

Furthermore, the beds-based HHI represents the more recent of the two concentration 

measures, and is therefore likely to be a better represent current market structure.  Indeed, 

the PF’s national concentration assessment understates the effect of entry and expansion by 

smaller hospital groups, both within the period considered by the PF and subsequently.  

Indeed, the available evidence suggests that, if national HHIs were computed as of 2018, 

neither measure would meet the PF’s high concentration threshold.  

Notably, as we show in the RBB report responding to the PHMI’s provisional findings on the 

effectiveness of competition, the PF seeks to rely on its finding that national concentration falls 

above the threshold it applies for “high concentration” as the basis for many of its 

recommended interventions.2  However, irrespective of the merits of this reliance, more recent 

data indicate that this justification would no longer exist.   

In terms of local concentration, this is assessed in the PFs using three separate concentration 

measures, namely fascia counts, admission-based HHIs, and the Logit Concentration Index 

(“LOCI”).  The PF’s main findings based on these measures are as follows. 

 Assessing fascia counts, the PF finds that 8% of local catchments are served by a solus 

hospital (i.e. a hospital that faces no local competition) and that 6% of local catchments 

are served by only two competitors (i.e. catchments in which hospitals face only one local 

competitor.   

 In relation to local market HHIs, the PF finds that, after adjusting for hospital network 

membership, 58% of local markets have admissions-based HHIs of greater than 2,500 

and therefore determined by the PF to be “highly concentrated”.   

 When considering LOCIs, the PF finds that 58% of hospitals were located in local 

catchments with a LOCI of less than 0.6, after adjusting for hospital network membership, 

and are therefore deemed to be located in “highly concentrated areas”.  

As far as the LOCI is concerned, we consider this a fundamentally flawed metric for assessing 

local market concentration, let alone the extent to which local markets are subject to effective 

                                                                                                                                                
2  RBB, Response to the PHM’s Provisional Findings: Effectiveness of Competition, 15 October 2018. 
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competition.  In particular, the LOCI presented in the in the PF are an arbitrary measure of 

concentration since the geographic sub-markets employed (i.e. residential suburbs defined for 

administrative purposes) have no economic meaning.  Moreover, the LOCI systematically 

overstates concentration because of the manner in which it weights sub-market shares.  The 

economic model of demand upon which the LOCI is based is also widely recognised to have 

a number of undesirable properties, and there is no a priori reason to expect that the underlying 

assumptions of this model hold in the case of private healthcare facilities.   

In contrast, we consider that fascia counts and local HHIs, can serve as an initial screening 

device for the PF’s assessment of local market competition.  However, any thresholds to be 

applied for screening purposes should be based on sound economic evidence that indicates 

that competitive outcomes in local markets materially deteriorate once a certain level of 

concentration is reached.   

On this score, the PF considers a fascia count of one or lower (i.e. hospitals that face one or 

no local competitor) to be indicative of a local concentration concern.  However, our analysis 

shows that a reduction in fascia count from two to one has no systematic impact on locally 

determined competitive outcomes.  In other words, there is no empirical evidence that locally 

determined competitive outcomes are poorer in areas with two or fewer hospitals than in areas 

with three competing hospitals.  This indicates that the fascia count threshold applied in the 

PF is inappropriate.  

By the same token, the PF considers a local market with an HHI of greater than 2,500 to be 

“highly concentrated”.  However, this is overly conservative in the context of local markets, 

where demand may be limited and thus restrict the number of hospitals that can efficiently 

operate in that area.  In particular, for a local market to fall below the PF’s HHI threshold there 

would need to be at least four hospital groups operating in that locality.  This implies that all 

four of the hospital groups with a national presence would need to operate in a local market 

for the PF to find that it is not “highly concentrated”.  Moreover, even if all four hospital groups 

do operate in a given local market, if one hospital were able to attract (even marginally) more 

patients than the other hospitals the PF would still find that local market to be “highly 

concentrated”.   

Accordingly, there are strong a priori reasons to expect that the PF’s local concentration 

thresholds to be overly conservative, even for screening purposes (and certainly if seeking to 

draw stronger inferences regarding localised market).   

In any case, the PF has not shown any systematic link between local concentration and market 

power and/or ineffective competition, at either the national or the local level.  Notably, we find, 

in the case of Life Healthcare (“LHC”), that hospitals in areas with fewer local rivals do not 

achieve systemically higher profit margins, higher prices for self-pay patients, nor offer lower 

quality of care.  This suggests that there is no link between local concentration and the exertion 

local market power. 

Similarly, while the PF’s stated concern in relation to local market concentration and national 

competition is that national-level negotiations may be adversely affected when hospital groups 
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have a relatively high proportion of hospitals that face no or limited local competition, this is 

simply not supported by the available evidence.  On the contrary, those hospitals that are, in 

principle, most likely to potentially carry “must have” status in negotiations, account for an 

insignificant proportion of admissions.   

As such, it is intuitively unlikely that these hospitals have a material impact on national 

bargaining.  Indeed, as shown in the RBB report responding to the PHMI’s provisional findings 

on bargaining power, there is no evidence to suggest that healthcare facilities are able to 

overcome the countervailing bargaining power of medical schemes in national-level 

negotiations, regardless of the presence of local concentration.3 

The remainder of this report is structured as follows: 

 in Section 1 we set out the relevance of concentration in the assessment of the 

effectiveness of competition; 

 in Section 2 we discuss the PF’s assessment of national concentration;  

 in Section 3 we discuss the PF’s assessment of  local concentration; and  

 in Section 4 we present an assessment of the link between local concentration and market 

power.  

                                                                                                                                                
3  RBB, Response to the PHM’s Provisional Findings: Bargaining Power, 15 October 2018. 
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1 The Relevance of Concentration in Assessing the 
Effectiveness of Competition 

In the PF, it is explained that while measures of concentration may form part of the broader 

assessment of whether competition is effective, they should not be regarded as definitive 

evidence of the extent to which competition if functioning effectively.4  Moreover, the PF notes 

that markets shares (as well as other concentration measures based on market shares) are 

only “an indirect indicator of market power, [and] should always be considered in the context 

of other, complementary evidence”.5  Indeed, the PF explicitly cautions against drawing strong 

conclusions from market shares and concentration measures:   

“It is however imperative to be very cautious about interpreting consistently high 

and growing market shares.  While these may be related to market power, they 

can also be the result of superior management of the company and of its ability 

to stay ahead of its rivals in terms of innovations and development of new 

products and services”.6 

This position is well grounded in economic theory.  In particular, the implied linkage between 

concentration measures and market power is grounded in the Structure-Conduct-Performance 

(“SCP”) paradigm, according to which the structure of a market (i.e. market concentration) 

determines the conduct of firms (i.e. whether or not firms behave competitively), which in turn 

determines those firms’ performance (i.e. firms’ profitability and efficiency).7  However, it is 

well accepted in contemporary economic theory that the SCP paradigm is fundamentally 

flawed, with a number of authors illustrating mechanisms through which causality may in fact 

run in the opposite direction, with the performance, or efficiency, of firms determining the 

structure of the market.   

For instance, in a market in which not all firms are equally efficient, the most efficient firms will 

expand and capture large market shares while inefficient firms shrink and potentially exit the 

market, giving rise to a market that appears concentrated.  Further, in such a situation, the 

profitability of the firms will have, on average, increased with the degree of concentration.  

However, this is not due to an increase in market power, but rather because only the most 

efficient firms remain in the market.  In other words, higher levels of profitability in more 

concentrated markets may not be due to the exercise of market power, but be a sign that 

competition has resulted in the efficient evolution of the market.8   

                                                                                                                                                
4  The PF, paragraph 182, page 198. 
5  The PF, paragraph 21, page 68. 
6  The PF, paragraph 24, page 68.  See also PF, paragraph 182, page 198: “high levels of concentration should however 

be interpreted with caution in the context of medical services markets specifically.  This is because there are other 

important factors that may influence market power in the context of medical services”. 
7  See, for example, Salinger, M., Caves, R. E., & Peltzman, S. (1990).  The concentration-margins relationship 

reconsidered.  Brookings Papers on Economic Activity.  Microeconomics, 1990; Demsetz, H. (1973).  Industry 
structure, market rivalry, and public policy.  The Journal of Law and Economics, 16(1). 

8  See, for example, Salinger, M., Caves, R. E., & Peltzman, S. (1990).  The concentration-margins relationship 
reconsidered.  Brookings Papers on Economic Activity.  Microeconomics, 1990; Demsetz, H. (1973).  Industry 

structure, market rivalry, and public policy.  The Journal of Law and Economics, 16(1); and Peltzman, S. (1977).  The 

gains and losses from industrial concentration.  The Journal of Law and Economics, 20(2). 
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Indeed, this is acknowledged in the UK Competition Commission’s (now Competition and 

Markets Authority (“CMA”)) guidelines on market investigations, which state that:  

 “A large market share does not always indicate that competition within the market 

is weak.  It may indicate that the firm(s) possessing it is capable and relatively 

efficient, having low costs, an attractive product, or both”.9 

In the context of private healthcare facilities in particular, it is far from clear that the SCP 

paradigm is likely to apply.  On the contrary, there are good reasons to expect that levels of 

efficiency will determine market concentration, not the other way around.  For instance, 

economies of scale in the provision of healthcare services mean that larger hospital groups 

are likely to be more efficient, as compared to smaller independent hospitals, enabling them 

to expand their market share and, in turn, leading to an increase in national-level 

concentration.   

Moreover, it is important to appreciate that the presence of particular market features (for 

example, the presence of large sunk costs and/or economies of scale) mean that some 

markets can naturally be expected to be more concentrated than others are, even if 

competition is still effective.  This further reduces the probative value of examining 

concentration measures in isolation (i.e. by simply comparing concentration levels with 

predefined thresholds).10 

In light of the above, it is therefore important that concentration measures be interpreted with 

caution, with a finding of relatively high concentration only taken as an indication that it is 

necessary to assess the market in more detail in order to determine whether there is any link 

between the concentration and market power or competitive outcomes.   

This is consistent with the general consensus amongst competition authorities.  For instance, 

guidance from the European Commission (”EC”) states that the HHI:  

“may be used as an initial indicator of the absence of competition concerns.  

However, they do not give rise to a presumption of either the existence or the 

absence of competition concerns”.11   

Similarly, UK guidance on the assessment of concentration in the context of market inquiries 

indicates that concentration should be used together with other evidence of the effectiveness 

of competition.  Specifically, the UK Competition Commission’s (now CMA) guidelines for 

market investigations state that, in respect of predefined thresholds for HHIs, it “will have 

                                                                                                                                                
9  UK Competition Commission, Guidelines for market investigations, April 2013, paragraph 190.  
10  See, for example, Glick, M. A., & Campbell, D. (2007).  Market definition and concentration: One size does not fit all.  

The Antitrust Bulletin, 52(2), 229-237. 
11  EC, Guidelines on the assessment of horizontal mergers under the Council Regulation on the control of concentrations 

between undertakings, paragraph 21. 
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regard to these threshold levels—if considered relevant—only as one factor in its wider 

assessment of competition”.12 

Notably, the PF appears to agree with the general consensus that concentration (at best) 

provides an indirect screen for the effectiveness of competition in a particular market, and that 

high concentration cannot, in and of itself, be indicative of the existence of market power or 

ineffective competition.13  However, their primary reliance on levels of national and local 

concentration to inform conclusions on the effectiveness of competition amongst facilities and 

the prevalence of SID is strongly at odds with this consensus.  The problems arising from this 

approach are discussed in more detail in separate RBB reports responding to the PHMI’s 

provisional findings on profitability, expenditure, bargaining power, SID, and the effectiveness 

of competition.14 

  

                                                                                                                                                
12  UK Competition Commission, Guidelines for market investigations, April 2013, Annex A, paragraph 7. 
13  The PF, paragraph 21, page 68. 
14  RBB, Response to the PHM’s Provisional Findings: Profitability Analysis, 15 October 2018; RBB, Response to the 

PHM’s Provisional Findings: Bargaining Power, 15 October 2018; RBB, Response to the PHM’s Provisional Findings: 
Supplier Induced Demand Analysis, 15 October 2018; RBB, Response to the PHM’s Provisional Findings: Expenditure 

Analysis, 15 October 2018; and RBB, Response to the PHM’s Provisional Findings: Effectiveness of Competition, 15 
October 2018. 
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2 National Concentration  

2.1 Overview 

In this sub-section, we discuss the PF’s assessment of national concentration of private 

healthcare facilities.  We start by briefly summarising the PF’s assessment of national 

concentration, before discussing the HHI thresholds that the PF has used and setting out 

certain errors that have been made in the calculation of national HHIs.  We then discuss the 

different HHI metrics that the PF presents, and comment on which of these are likely to be 

more insightful for the purposes of assessing competition.  

2.2 The PF’s assessment of national concentration  

The PF assesses the level of national concentration using both market shares and the HHI.  

These are calculated using each of the number of admissions (i.e. supply) and the number of 

beds (i.e. capacity), for the three large hospital groups (i.e. Life Healthcare, Mediclinic, and 

Netcare), the National Hospital Network, and other independent hospitals. 

The PF finds that the three hospital groups had a combined market share of 83% of the 

national South African private facilities market in terms of number of beds in 2016 and 90% in 

terms of total number of admissions over the period 2010 to 2014.15  The PF also computes 

national HHIs, which are found to be above 2,500, irrespective of whether constructed based 

on beds (2,521) or admissions (2,784).  

Based on these figures, the PF concludes that “these national markets must be characterized 

as ‘highly concentrated’ by all internationally accepted criteria”, with the HHI being “above the 

established highly-concentrated threshold”.16  The PF conclude further, “the market shares 

amongst the large incumbents are very high and have barely changed over time”.17 

While the PF’s decision to analyse market shares and HHIs is not problematic in principle, 

there are several deficiencies in the manner in which the PF interprets these concentration 

metrics.  In particular, while the PF notes that caution should be exercised in interpreting levels 

of concentration, we explain further below that there is an unduly large emphasis is placed on 

the fact that the HHI exceeds 2,500 and that the market is therefore “highly concentrated”.   

In other words, there is the implicit suggestion that the observed HHIs in some way provide 

definitive evidence in and of themselves, rather than simply serving as an indication that further 

investigation is required.  For the reasons set out in section 1 above, and discussed in more 

detail in sub-section 2.3  below, this is not appropriate.  

                                                                                                                                                
15  We understand that the PF only used 2016 bed data because there were certain issues relating to the historical bed 

data (whereby beds data for certain hospitals was missing, unreported or recorded inconsistently over time) and it was 
only possible to verify the latest bed data for the three large hospital groups (PF, page 184, paragraphs 114 and 115). 

16  The PF, paragraph 45, page 11 and paragraph 120, page 185. 
17  The PF, paragraph 120, page 185. 
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2.3 HHI thresholds  

The PF considers an HHI of above 2,500 to indicate that a market is “highly concentrated” and 

notes that this is consistent with “internationally accepted criteria”.18  In support of the use of 

the threshold of 2,500 to identify “highly concentrated” markets, the PF refers to the following 

two sources. 

 The 2006 International Competition Network (“ICN”) Merger Guidelines Workbook, which 

note that an authority is unlikely to identify competition concerns if, inter alia, the post-

merge HHI is above 1800-2000 and the delta (or change in HHI) is below 50-150.19 20 

 The US Department of Justice and Federal Trade Commission’s 2010 Horizontal Merger 

Guidelines, which classify a market as highly concentrated if the HHI is above 2,500.21 

The PF then elects to use the 2,500 threshold set out in the US Horizontal Merger Guidelines 

on the basis that this threshold is “more conservative”.22    

As a starting point, we note that the HHI thresholds set out by the ICN are referred to as 

providing “‘safe harbours’ for merger review”, i.e. HHI levels below which competition concerns 

are unlikely to arise.23  Therefore, unlike the US Horizontal Merger Guidelines thresholds, the 

ICN does not refer to the use of HHI thresholds to identify whether a market should be 

considered “highly concentrated”.  Consequently, it is not correct to say that the HHI threshold 

proposed by US Horizontal Merger Guidelines is the more conservative threshold for finding 

that a market concentrated.  

Moreover, the US Horizontal Merger Guidelines, much like the EU Guidelines on Horizontal 

Mergers, note that the purpose of the HHI thresholds is only to serve as an initial indicator to 

identify mergers that are unlikely to give rise to any concerns and those that warrant further 

examination, not as dispositive evidence of market power.  For instance, the US Horizontal 

Merger Guidelines note that the purpose of the HHI thresholds is “to identify some mergers 

unlikely to raise competitive concerns and some others for which it is particularly important to 

examine whether other competitive factors confirm, reinforce, or counteract the potentially 

harmful effects of increased concentration”.24 25 

This approach to the interpretation of HHIs is consistent with economic theory, which, as noted 

above in Section 1, suggests that there is little probative value in examining concentration 

measures in isolation.  Indeed, the US Horizontal Merger Guidelines note that the HHI 

threshold of 2,500 is not grounded in economic theory, but simply based on the experience of 

agencies.26 

                                                                                                                                                
18  The PF, paragraph 45, page 11. 
19  The PF, paragraph 105, page 182. 
20  While not referred to in the PF, this threshold is also set out in paragraph 20 of the EU Guidelines on the Assessment 

of Horizontal Mergers. 
21  The PF, paragraph 106, page 183. 
22  The PF, paragraph 107, page 183. 
23  2006 ICN Merger Guidelines Workbook, paragraph B.22. 
24  Federal Trade Commission, Horizontal Merger Guidelines, Section 5, page 19. 
25  See the EU Guidelines on the Assessment of Horizontal Mergers, paragraph 20, which notes that the HHI thresholds 

“in combination with the relevant deltas, may be used as an initial indicator of the absence of competition concerns.  

However, they do not give rise to a presumption of either the existence or the absence of such concerns”. 
26  Federal Trade Commission, Horizontal Merger Guidelines, Section 5, page 19. 
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As such, it is not appropriate to interpret an HHI of above 2,500 as problematic, or indicative 

of ineffective competition, in and of itself.  Indeed, the absolute level of an HHI has limited 

probative value, and HHIs are typically evaluated in a comparative setting (e.g. as an initial 

screen for whether a once off change in market structure is likely to result in more, or less, 

effective competition).   

This is usefully illustrated in the context of merger assessment in which the level of  HHIs are 

typically only considered in conjunction with the change in HHI that would be brought about 

by the merger (and even then are typically used to define “safe harbours”).  This is evident 

from the fact that the US Horizontal Merger Guidelines state that the “higher the post-merger 

HHI and the increase in the HHI, the greater are the Agencies’ potential competitive concerns 

and the greater is the likelihood that the Agencies will request additional information to conduct 

their analysis”.27 

This is particularly relevant since market investigations, unlike merger assessments, do not 

involve a forward-looking analysis of whether a merger is likely to reduce competition in a 

market significantly.  Rather, market investigations seek to determine whether competition is 

currently effective, and are therefore limited to assessing the absolute level of the HHI.  

Therefore, within the context of a market investigation, concentration metrics only indicate 

whether, all else equal, there are certain firms, or groups of firms, that are comparatively more 

or less likely to be able exercise market power than others, and cannot be used to determine 

whether or not competition in that market is effective overall. 

Consequently, before any conclusions regarding the effectiveness of competition can be 

reached in a market investigation, it is necessary to conduct a full and proper assessment of 

whether such firms are indeed able to exercise market power, considering all relevant factors.  

The results of the PF’s analysis of national concentration, when viewed in isolation, therefore 

do not provide any basis to draw conclusions regarding the effectiveness of competition in the 

provision of private healthcare services in South Africa. 

2.4 HHI calculation error 

An HHI for a relevant market is calculated by squaring the market share of each firm that 

competes in the market and then summing the resulting figures across all of the firms.  

However, the PF does not follow this approach. 

Specifically, in calculating its national HHI for facilities (using each of the admissions and beds 

data) that are presented in the PF the PHMI has accordingly calculated market shares and 

then squared these for each of the three large hospital groups, the NHN and the independent 

hospitals.  Hence, rather than squaring the market share of each independent hospital / 

hospital group (outside of the NHN), the PF calculates a single market share across all 

independent hospitals. 

This is clearly incorrect.  Indeed, while it is appropriate to aggregate the market shares for 

hospitals that form part of the NHN, since they engage in collective negotiations with funders, 

                                                                                                                                                
27  Federal Trade Commission, Horizontal Merger Guidelines, Section 5, page 19. 
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it is clearly incorrect to aggregate the market shares of other independent hospitals that 

negotiate with funders on an individual basis.  

In this regard, Table 1 below shows RBB’s and the PF’s national market share estimates for 

each of the competing hospitals, or hospital groups, based on beds.  In calculating the HHIs 

presented in the PF using beds (2,521), the PF has used the aggregated market share across 

all of the independents (3.2%).  If this error is corrected for, with the individual market shares 

of the five independents being included separately in the HHI calculation, then the beds HHI 

drops to 2,495.28  Notably, the correctly calculated beds-based HHI of 2,495 falls below the 

2,500 threshold applied by the PF for a “highly concentrated market”. 

Moreover, we note that an updated beds-based HHI calculation conducted by Econex, which 

seeks to account properly for hospital openings since 2014, indicates that the HHI has declined 

further in the intervening period to a current level of 2,183.29  This suggests that there has 

been significant new entry since 2016, and that the hospital market is now materially less 

concentrated.  

Table 4 presented in Annex A illustrates a similar situation in respect of the PF’s admissions-

based HHI.  The PF has used the aggregated market share for all independent hospitals 

(2.2%), yielding an HHI of 2,784.  However, if this error is corrected for, with the individual 

market shares of the independent hospitals used to calculate the national HHI, the admissions-

based HHI falls to 2,555.30  As such, the correctly calculated admissions-based HHI is only 

marginally above the threshold applied in the PF. 

In addition, it should be noted that the PF’s methodology for calculating the admissions-based 

HHI materially understates the effect of entry and expansion of the NHN over the period 

considered on national concentration.  In particular, based on our calculations, the NHN grew 

its share of national admissions by approximately [CONFIDENTIAL] between 2010 and 2014.  

However, since the PF aggregates admissions across this five year period when calculating 

the admissions-based HHI it underweights the effect of this expansion.  Indeed, we note that 

an HHI calculated by Econex indicates that the national admissions-based HHI fell to 2,210 in 

2014.31  

Therefore, while we consider that concentration thresholds should not be strictly applied, or 

more generally used to make any inferences regarding the existence of market power (see 

Section 1), on the basis PF’s own criteria the correctly calculated beds-based HHI does not 

support the finding that the market is highly concentrated either as of 2016, or currently.  In 

                                                                                                                                                
28  Since we were not provided with access to underlying calculations used to calculate the market shares presented in 

the PF, we have not been able to precisely replicate these market shares in our own calculations.  However, the bed-
based market shares fall within 1 percentage point of those presented in the PF. 

29  Econex, Evidence based policy making: Health Market Inquiry Provisional Report, presented at the HASA 2018 

Conference, 2 October 2018.  Slide 16. 
30  We were not provided with access to underlying calculations or details on the methodology used to calculate the 

market shares presented in the PF, we have not been able to precisely replicate these market shares in our own 
calculations.  However, the admissions-based market shares fall within approximately 2 percentage points of those 

presented in the PF, with the exception of the NHN’s estimated market share which we estimate to be 4.3 percentage 
points higher than that presented in the PF. 

31  Econex, Evidence based policy making: Health Market Inquiry Provisional Report, presented at the HASA 2018 

Conference, 2 October 2018.  Slide 17. 
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addition, the correctly calculated admissions-based HHI only marginally exceeded this 

threshold over the period 2010 to 2014, and is unlikely to do so currently.  

Table 1: National market shares and HHI based registered beds, 2016 

Hospital group RBB estimates PHMI estimates 

Life Healthcare [CONFIDENTIAL] 26.8% 

Mediclinic [CONFIDENTIAL] 25.3% 

Netcare [CONFIDENTIAL] 31.1% 

NHN [CONFIDENTIAL] 13.6% 

Independents [CONFIDENTIAL] 3.2% 

Clinix Health group [CONFIDENTIAL] - 

Joint Medical Holdings [CONFIDENTIAL] - 

Medical Forum Theatre [CONFIDENTIAL] - 

Lakeview Hospital [CONFIDENTIAL] - 

Wisani Medical Centre [CONFIDENTIAL] - 

HHI 2,495 2,521 

Source: RBB calculations. 

2.5 Concentration on the basis of capacity and supply   

As noted in sub-section 2.2 above, the PF calculates market shares and HHIs using each of 

admissions data over the period 2010 to 2014 and beds data from 2016.  Notably, both the 

combined market share of the three large groups and the HHI is higher based on admissions 

than based on beds.   

The PF attributes these differences to problems associated with the underlying beds data, 

which it notes may be compounded by the differences in the periods under consideration (i.e. 

2010 to 2014 as compared to 2016).  This leads the PF to place greater weight on the market 

shares and HHI calculated based on admissions. 

However, there are at least two reasons why concentration measures calculated based on the 

number of beds are likely to be more informative than figures based on admissions. 

First, concentration measures derived from the number of beds are based on data that are 

more recent and are therefore likely to be better representations of current market structure.  

Specifically, the number of beds is based on 2016 data whereas the number of admissions is 

based on data over the period 2010 to 2014. 

While we appreciate that there may be certain issues regarding the reliability of the beds data, 

we understand from the PF that these concerns relate primarily to older historical data and 
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that the PHMI was able to verify the latest beds data with the three large hospital groups.32  

Moreover, we note that beds data over the period 2010 to 2014 has been used in the analysis 

of SID in the PF, suggesting that these issues are not material.33  Indeed, the PF states in the 

context of the SID analysis that the PHMI was able “to generate a consistent database taking 

into account all available data” by comparing the beds data across years and adjusting the 

data to ensure consistency of the data.34 

Second, concentration measures based on capacity (as measured by number of beds) are 

likely to be more appropriate than measures based on supply (as measured by admissions).  

This is because supply represents the outcome of competition, while capacity reflects the 

ability to compete and is therefore likely to be more insightful regarding the competitive 

constraints imposed by different firms upon one another. 

In particular, market shares and related concentration measures can, at best, be used as an 

indirect measure of the competitive constraints acting on firms that prevent those firms from 

raising prices above competitive levels.  Thus, market shares should be based on a metric 

that accurately reflects the extent of such constraints.  However, calculating market shares 

based on admissions may not provide a true reflection of the competitive constraint imposed 

by different firms because admissions represent the allocation of patients based on current 

prices, or tariffs.  This could differ significantly from a situation in which a given firm sought to 

raise prices by more than 5% above competitive levels, with funders/patients potentially 

switching to competing facilities that have sufficient capacity.   

This is particularly relevant given that: 

 there are facilities that have been built, or opened, over the period 2010 to 2014, and may 

thus have still been in the process of establishing themselves and growing their levels of 

admissions over the period (and subsequently); and 

 funders are able to channel patients to specific facilities via network arrangements, where 

the ability of a funder to channel patients to alternative facilities would be determined, at 

least in part, by the relative number of beds of the alternative facilities and whether these 

facilities are able to cater for the funders’ beneficiaries. 

  

                                                                                                                                                
32  The PF, paragraphs 114-115, page 184. 
33  The PF, paragraph 20, page 383. 
34  The PF, page 433. 
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3 Measurement of Local Concentration  

3.1 Overview 

In this sub-section, we discuss the PF’s assessment of local market concentration of private 

healthcare facilities.  We start by briefly summarising the PF’s assessment of local 

concentration.  We then discuss the fascia count and HHI thresholds that the PF has 

employed, before explaining the fundamental flaws of using the LOCI for assessing local 

concentration and why the PF’s responses to the previously raised critiques of the LOCI are 

insufficient. 

3.2 The PF’s assessment of local concentration 

The PF undertakes an analysis of market concentration at the local-level in order to provide 

an initial indication of the potential for localised market power.  The starting point for the PF’s 

local concentration analysis is the definition of patient catchment areas based on the Lavielle 

algorithm.  These catchment areas are further refined to include the catchment areas of 

surrounding hospitals whenever there is a 10% overlap between the two catchment areas 

(“cluster overlap catchments”).  The PF also defines catchment areas using the radial 

approach with an 80% cut-off (i.e. a catchment area is defined as the area covering the closest 

80% of patients) as a robustness check on the catchments defined using the Lavielle 

algorithm. 

The PHMI notes that its “preferred approach in deriving local markets is the clustered-overlap 

catchment areas based on the Lavielle algorithm”.35  While, in our view, the radial approach is 

preferable to the use of the Lavielle algorithm (for reasons set out in RBB’s submission titled 

“Comments on the Commission’s proposed methodology for assessing market power of health 

facilities”), the PF’s approach does not give rise to any significant concerns in practice.  This 

is because the PF’s use of cluster overlap catchments addresses the main potential 

shortcoming of the Lavielle algorithm (namely, that it may define unduly narrow catchment 

areas when a particular hospital draws significant patient volumes from multiple geographies). 

Based on the catchment areas derived from the Lavielle algorithm, the PF presents two 

alternate measures of local market concentration for each local market:  the fascia count and 

the HHI.  Additionally, the PF presents the LOCI for each hospital using residential suburbs to 

define local catchments.  Each of these three concentration measures is presented on both 

an individual hospital and hospital group/network basis.  We discuss the fascia counts, HHIs 

and LOCI figures in more detail below, though the PF’s main findings are as follows. 

 Assessing fascia counts, the PF finds that 8% of local catchments are served by a solus 

hospital (i.e. a hospital that faces no local competition) and that 6% of local catchments 

are served by only two competitors (i.e. catchments in which hospitals face only one local 

competitor.   

                                                                                                                                                
35  The PF, paragraph 133, page 187. 
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 In relation to local market HHIs, the PF finds that, after adjusting for hospital network 

membership, 58% of local markets have admissions-based HHIs of greater than 2,500 

and therefore determined by the PF to be “highly concentrated”.   

 When considering LOCIs, the PF finds that 58% of hospitals were located in local 

catchments with a LOCI of less than 0.6, after adjusting for hospital network membership, 

and are therefore deemed to be located in “highly concentrated” areas.36  

However, is should be noted that, in light of the entry that has occurred since 2016, were the 

same analysis conducted today there would logically be fewer “highly concentrated” areas 

identified.  

3.3 Fascia counts  

As noted above, the PF calculates network-adjusted fascia counts as a local concentration 

indicator for private healthcare facilities.  The PF considers a fascia count of one or lower (i.e. 

hospitals that face one or no local competitors) as indicative of “a possible local concentration 

concern”.37  In particular, the PF finds that in 14% of local markets hospitals face one or fewer 

competitors, and therefore find that 14% of local markets are concentrated.   

We consider that the use of a competing fascia count is an appropriate screening device for 

the PF’s local concentration analysis.  However, we disagree with the threshold applied in the 

PF to identify areas with potentially concerning levels of concentration, as well as conclusions 

drawn by the PF from the fascia count analysis.  

In our view, it is overly conservative to identify a hospital facing less than one local competing 

fascia as being a potential competitive concern without an empirically grounded rationale.  

Indeed, in some markets the presence of only two competing firms is sufficient for competition 

to be effective.38 

Accordingly, we believe that the PF should have first investigated the relationship between 

local competition and local competitive outcomes, before reaching a view as to whether a 

hospital facing one competing fascia should be characterised as potentially problematic.   

In this regard, as we discuss in further detail in sub-section 4.4 below, a reduction in the 

number of local fascia from three to two does not appear to have any systematic impact on 

locally determined competitive outcomes.  In other words, there is no empirical evidence that 

locally determined competitive outcomes are poorer in areas with two competing hospitals 

than in areas with three competing hospitals.  This indicates that the threshold applied in the 

PF is inappropriate.  

Indeed, as discussed in more detail in the RBB report responding to the PHMI’s provisional 

findings on bargaining power, the significant countervailing bargaining power exerted by 

                                                                                                                                                
36  The PF, page 189-194. 
37  The PF, paragraph 103, page 182. 
38  See, for example, Fullerton, H. S. (1998).  Duopoly and competition: The case of American cellular 

telephone.  Telecommunications Policy, 22(7), 593-607 and Nero, G. (1996).  A structural model of intra-European 
Union duopoly airline competition.  Journal of Transport Economics and Policy, 137-155. 
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medical schemes implies that even hospitals that face no local competition are unlikely to be 

able to exert local market power.39  This is borne out by the fact that there does not appear to 

be any systematic relationship between the number of local competitors faced by a private 

healthcare facility and locally determined competitive outcomes (see sub-section 4.4 below).    

3.4 HHI 

As discussed above, in sub-section 3.1, the PF presents HHIs as local-market concentration 

measures.  Based on this analysis, the PF finds that, after adjusting for hospital network 

membership, 58% of local markets are “highly concentrated”.   

In principle, we have no objection to use of HHIs as a measure of concentration in local 

markets.  However, for the reasons discussed below, we consider that the local HHI analysis 

presented in the PF are subject to a significant shortcoming.  

As with the national HHI presented in the PF, a threshold of 2,500 is applied for finding that a 

local market is “highly concentrated”.  As discussed above in sub-section 2.3, it is not 

appropriate to interpret an HHI of above 2,500 as problematic, or indicative of ineffective 

competition, in and of itself.  Indeed, this is particularly likely to be the case in respect of local 

markets were demand is likely to be limited and, as a result, the number of competing hospitals 

that are able to operate efficiently in that area will be more limited than at the national level.  

This can be understood intuitively through the following illustrative example.   

For a local market to fall below the PF’s threshold of high concentration there would need to 

be at least four hospital networks operating hospitals in that area (see proof provided in Annex 

B.1).   

Given that there are effectively four large hospital networks with a national presence in South 

Africa (i.e. LHC, Netcare, Mediclinic, and the NHN) this implies that all four national players 

would need to operate in a local market if it is to fall below the PF’s local concentration 

threshold.40  If, for example, local demand for private healthcare facilities in a particular area 

can only support three hospitals, which nonetheless compete effectively with one another, that 

local market would still be defined as “highly concentrated” in the PF.  This means that areas 

in which demand for private healthcare facilities is insufficient to sustain four different 

competing hospitals (e.g. non-metropolitan and/or less-affluent areas) will be deemed to be 

concentrated irrespective of whether competition is effective in these areas.  

Moreover, even in the case of four competing local hospitals, in order for the local HHI to fall 

below the PF’s threshold for high concentration all four hospitals must have an equal share of 

total private healthcare admissions in that area.  If, for example, one hospital is able to attract 

(even marginally) more patients than the others due to it being a more effective competitor (for 

instance, by offering better quality services or by being more successful in entering into 

network arrangements with medical schemes), then the local HHI will exceed 2,500 (see proof 

provided in Annex B.2).   

                                                                                                                                                
39  RBB, Response to the PHM’s Provisional Findings: Bargaining Power, 15 October 2018. 
40  Or alternatively three of the four national players and one additional local independent. 
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Therefore, under the PF’s HHI threshold a local market in which four equally sized hospital 

networks compete with one another but one hospital ends up with more admissions than the 

others (either through chance or through being a more effective competitor) would be found to 

be highly concentrated.  In contrast, the same local market in which each hospital network 

wins an equal share of admissions would not be found to be highly concentrated.  This 

provides a strong a priori reason to expect that the PF’s strictly applied local HHI threshold is 

likely to understate the extent of local markets that are subject to effective competition. 

Consequently, in our view, the PF should have first investigated the relationship between local 

competition and local competitive outcomes, before reaching a view as to whether a hospital 

in a local market with an HHI of greater than 2,500 should be characterised as potentially 

problematic.  

3.5 LOCI 

As noted above in sub-section 3.1, in addition to fascia counts and HHIs, the PF presents 

LOCIs as measures of local concentration.  Based on the LOCI analysis, the PF finds that, 

58% of local markets are “highly concentrated”, after adjusting for hospital network 

membership.   

However, in our view this result is of no probative value, since the LOCI is a fundamentally 

flawed metric for assessing market concentration.  Indeed, the LOCI is likely to give rise to 

misleading results, for at least two reasons. 

First, the LOCI is an arbitrary measure of concentration unless the geographic sub-markets 

adopted have economic meaning.  However, this is not the case here; since the geographic 

sub-markets employed by the PF are residential suburbs, the PF’s LOCIs are not meaningful.  

In particular, as explained in RBB’s submission titled “Comments on the Commission’s 

proposed methodology for assessing market power of health facilities”, residential suburbs are 

defined for administrative purposes rather than on the basis of the supply of healthcare 

facilities in an area.   

We note that the PF responds to this criticism, stating that since it would be possible to select 

non-meaningful catchment areas for other concentration measures (such as fascia counts or 

HHIs) that would also result in nonsensical results, this criticism is not specific to the LOCI.  

As a result, the PF finds that “the fact that it is possible to construct arbitrary examples that 

result in nonsensical conclusions is not compelling”.41   

However, this response fundamentally fails to address the issue at hand.  Indeed, seemingly 

the very reason why the PHMI calculates local catchment areas using patient flow data and 

the Lavielle algorithm is so that the derived local markets have economic meaning and yield 

concentration measures with probative value.  As such, rather than explaining why the LOCI 

remains valid if calculated on the basis of geographic markets with no economic meaning, the 

PF’s response serves to highlight the importance of adopting economically meaningful 

                                                                                                                                                
41  The PF, paragraph 75, page 178. 
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geographic markets whenever any local concentration measure is calculated, including the 

LOCI. 

Second, as explained in RBB’s submission titled “Comments on the Commission’s proposed 

methodology for assessing market power of health facilities”, the LOCI systematically 

overstates concentration as a consequence of the manner in which sub-market shares are 

weighted.  This is because, rather than weighting each sub-market share by the size of that 

sub-market, the LOCI instead weights each sub-market share by the percentage of a hospital’s 

patients that it draws from that sub-market. 

We note that the PF responds to this criticism by stating that “[t]his weighting of shares flows 

directly from the Bertrand differentiated product oligopoly model with Logit demand.  It 

therefore derives from a coherent economic model, heavily used for modelling differentiated 

product oligopoly”.42  In effect, the PF’s response is therefore that the LOCI is based on an 

economic model and, therefore, the weightings employed by the LOCI are necessarily valid.  

However, it is not correct that a model of competition can be used to examine competition 

accurately in any given market without first assessing whether the underlying assumptions of 

that model reflect the competitive features of the market.  In this regard, the Logit model of 

demand, upon which the LOCI is based, is widely recognised to have a number of undesirable 

properties.43   

Most notably, the Logit demand model assumes that a firm (i.e. hospital) with a high market 

share will face low price sensitivity of demand and hence will impose a high mark-up.  

However, there is no a priori reason to suggest that the assumption that hospitals with a higher 

share of admissions face lower price sensitivity is correct.   

If, in contrast, patients are able to switch easily between hospitals in the event of a price 

increase (i.e. if there are a large number of contestable consumers) regardless of a hospital’s 

market share, then the assumptions of the Logit demand model will not hold.  In other words, 

the LOCI constrains patients’ substitution patterns between hospitals to be entirely dependent 

on a hospitals’ market share and the LOCI will be invalid if that assumption does not hold. 

Therefore, while the PF is correct in stating that the LOCI is based on a particular model of 

demand, is has not considered whether that specific model bears any reasonable relation to 

hospital competition.  Hence, the fact that the LOCI has some basis in economic theory does 

not, in and of itself, justify the use of LOCI in the context of private healthcare facilities. 

Moreover, notwithstanding the above limitations of the LOCI, the upper-bound threshold of a 

LOCI of 0.6 (for finding that a local market is highly-concentrated) is, much like the PF’s fascia 

count and HHI thresholds, not grounded in either empirical evidence or economic theory.  This 

serves to limit further the probative value of the PF’s conclusions regarding the extent of local 

markets with ineffective competition based on its LOCI analysis. 

                                                                                                                                                
42  The PF, paragraph 74, page 178. 
43  See, for example, Davis, P., & Garcés, E. (2009). Quantitative techniques for competition and antitrust analysis.  

Princeton University Press, page 477-478 in which the authors note that the Logit model “imposes severe limitations on 

own- and cross-price elasticities”. 
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4 Assessment of Local Concentration and Market 
Power  

4.1 Overview 

In this sub-section, we discuss the link between local concentration and potential market power 

of private healthcare facilities.  We start by briefly summarising the PF’s approach to the 

assessment of local concentration and market power.  We then assess the link between local 

market concentration and the exercise of market power in national-level negotiations between 

healthcare facilities and medical schemes, before summarising the results from previous 

submissions by RBB that assess the link between local concentration and potential indicators 

of local competitive outcomes at LHC hospitals. 

4.2 The PF’s assessment of local concentration and market power  

The PF notes that, in relation to the effects of the high levels of local concentration, it finds in 

respect of the majority of local markets, “it is too simple to point to the absence of influence of 

local market concentration and market power on nationally defined price and profitability at the 

group level”.44   

In particular, the PF finds that “[c]ompetition at the local level enters the competitive 

assessment framework from a different perspective”, such as through competition for inclusion 

in DSP networks in localities and by competing to attract the most successful admitting 

practitioners.45  The PF therefore states that the relevant question when assessing the link 

between concentration and market power at the local level should be:  

“is there an effect of local competition / local concentration on competition for 

practitioners and patients, how this works, and what pro- and anti-competitive 

outcomes are related to differences in local concentration levels”.46 

In this regard, as shown in the RBB reports responding to the PHMI’s provisional findings on 

bargaining power, expenditure, and SID, the PF has failed to show conclusively any systematic 

link between local market concentration of private healthcare facilities and market power 

and/or ineffective competition.47   

In contrast, in previous submissions, (namely, the RBB submissions titled “Private Healthcare 

Market Inquiry: Local Market Assessment” and “Economic Assessment of Bargaining Power 

As Between Medical Administrators/Schemes and Private Hospital Operators”) we have 

presented analyses of the link between concentration and competitive outcomes associated 

                                                                                                                                                
44  The PF, paragraph 180, page 198. 
45  The PF, paragraph 180, page 198. 
46  The PF, paragraph 181, page 198. 
47  RBB, Response to the PHM’s Provisional Findings: Bargaining Power, 15 October 2018; RBB, Response to the PHM’s 

Provisional Findings: Expenditure Analysis, 15 October 2018; and RBB, Response to the PHM’s Provisional Findings: 
Supplier Induced Demand, 15 October 2018.  
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with the exercise of conventional market power (for example, higher priced or lower quality 

services).  We summarise these below.  

4.3 National level market power  

The PF’s concern in relation to national-level competition between facilities is that high-levels 

of local market concentration may give rise to increased bargaining power for facilities in 

national-level negotiations with medical schemes.  In particular, the PF state:  

“Where hospitals have local market power due to a lack of competition, it will 

negatively affect funders’ ability to negotiate competitive network prices.  These 

‘must have’ hospitals represent instances where funders have no outside 

options”.48 

“For example, in an area where members only have one choice of hospital, their 

medical scheme has no option but to contract with that hospital, potentially giving 

the hospital bargaining power against the scheme at a national level”.49 

Therefore, the PF’s concern appears to be that national-level negotiations may be adversely 

affected when hospital groups have a relatively high proportion of hospitals that face no or 

limited local competition.  However, while we agree with the PHMI that, in principle, the 

absence of local competition may bestow upon hospitals greater bargaining power at the 

national level, this is fundamentally an empirical/evidential question.  As shown in the RBB 

report responding to the PHMI’s provisional findings on bargaining power, there is no evidence 

to suggest that healthcare facilities are able to overcome the countervailing bargaining power 

of medical schemes in national-level negotiations, regardless of the presence of local 

concentration.50  

Moreover, solus hospitals (i.e. hospitals which face no local competitors), which are those 

hospitals that are, in principle, most likely to have “must have” status in negotiations, account 

for a relatively small proportion of admissions.  This is illustrated in Table 2 below, which 

presents the proportion of hospitals, for each hospital group, that the PF finds to be solus 

facilities together with the proportion of admissions accounted for by these facilities over the 

period 2010 to 2014.   

Notably, while across all hospital groups 9% of hospitals are solus hospitals, these facilities 

account for only [CONFIDENTIAL] of admissions.  Similarly, solus hospitals account for no 

more than [CONFIDENTIAL] of total admissions for any individual hospital group.  As such, 

based on the proportion of admissions accounted for by solus hospitals, it does not appear 

likely that these hospitals can have a material impact on national bargaining. 

                                                                                                                                                
48  The PF, paragraph 293, page 221. 
49  The PF, paragraph 76, page 179. 
50  RBB, Response to the PHM’s Provisional Findings: Bargaining Power, 15 October 2018. 
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Table 2: Proportion of admissions at solus hospitals, 2010 to 2014 

Hospital network Proportion of admissions Proportion of hospitals 

Life Healthcare [CONFIDENTIAL] [CONFIDENTIAL] 

Mediclinic [CONFIDENTIAL] [CONFIDENTIAL] 

Netcare [CONFIDENTIAL] [CONFIDENTIAL] 

National Hospital Network [CONFIDENTIAL] [CONFIDENTIAL] 

Overall  [CONFIDENTIAL] [CONFIDENTIAL] 

Source: RBB analysis of PHMI data.  

Likewise, hospitals facing a local fascia count of zero or one, also account for only a relatively 

small proportion of admissions.  In this regard, Table 3 below shows the proportion of each of 

the three main hospital groups’ admissions that are accounted for by hospitals with a local 

fascia count of one or less over the period 2010 to 2014.  As Table 3 illustrates, across all 

hospital networks, hospitals that face one or fewer local competitors, account for 

[CONFIDENTIAL] of facilities but only [CONFIDENTIAL] of total admissions.  Therefore, since 

these hospitals account for only a small proportion of admissions, it is not likely that the 

hospitals facing one or fewer local competitors have a material effect on national bargaining. 

Table 3: Proportion of admissions at hospitals with a fascia count of one or lower, 2010 to 2014 

Hospital network Proportion of admissions Proportion of hospitals 

Life Healthcare [CONFIDENTIAL] [CONFIDENTIAL] 

Mediclinic [CONFIDENTIAL] [CONFIDENTIAL] 

Netcare [CONFIDENTIAL] [CONFIDENTIAL] 

National Hospital Network [CONFIDENTIAL] [CONFIDENTIAL] 

Overall  [CONFIDENTIAL] [CONFIDENTIAL] 

Source: RBB analysis of PHMI data.  

4.4 Local market power  

We have investigated the link between local concentration and potential indicators of local 

competitive outcomes at LHC hospitals, the results of which were presented in the RBB 

submission titled “Private Healthcare Market Inquiry: Local Market Assessment”.51   

In particular, in this submission we considered the relationship between local market 

concentration and hospital-level: 

 prices charged to self-pay patients;  

                                                                                                                                                
51  While the analysis contained in this submission made use of alternate catchment areas to those employed by the PF, 

these gave rise to almost identical concentration measures, with the PF noting that “the HMI’s and LHC’s findings are 
broadly similar in terms of those facilities identified as being located in relatively concentrated areas” (paragraph 164, 

page 196).  We therefore consider that the results from these analyses continue to have probative value in light of the 
PF’s findings on local-market concentration. 
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 quality of care; and 

 profit margins.  

The intuition underlying these analyses is that, if LHC hospitals are in a position to exert any 

appreciable degree of market power in those areas in which they face limited local competition, 

this would manifest itself in an ability to charge higher prices to self-pay patients, earn higher 

profit margins, and/or offer lower quality of care at those hospitals.  The main conclusions that 

can be drawn from these analyses are as follows:  

 In respect of self-pay patients, we found that there is no systematic relationship between 

pricing and local market concentration.  Specifically, we found that, [CONFIDENTIAL].  

This suggests that LHC hospitals are not able to exert unilateral pricing power in regions 

in which they face limited local competition.  

 In relation to quality of care, we found that there was no systematic relationship to the 

level of concentration in local markets for LHC hospitals.  This is consistent with LHC 

hospitals not being able to exert market power in respect of non-price dimensions of local 

competition in markets in which LHC hospitals face more limited competition. 

 Considering hospital-level profit margins, we found no systematic relationship between 

concentration levels and hospital-level profit margins.  This is consistent with LHC 

hospitals not being able to exert market power in respect of both price and non-price 

dimensions in local markets in which competition is more limited. 

In short, we find that LHC does not achieve systemically higher profit margins, higher prices 

for self-pay patients, nor offers lower quality of care in those areas where it faces fewer rivals.  

This suggests that there is no link between local concentration and the exertion local market 

power.  In contrast, it would appear likely that:  

 those hospitals that have been identified as facing limited local competition are 

constrained by additional private healthcare facilities located outside of their defined 

catchment areas; and/or 

 the competitive constraints and countervailing power on the part of medical 

schemes/administrators that hospitals face at a national level also constrains any potential 

market power at the local level.   
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Annexes 

A National HHI Calculations  

Table 4: National market shares and HHI based on admissions, 2010 to 2014  

Hospital group RBB estimates   PHMI estimates 

Life Healthcare [CONFIDENTIAL] 28.6% 

Mediclinic [CONFIDENTIAL] 28.5% 

Netcare [CONFIDENTIAL] 33.0% 

NHN [CONFIDENTIAL] 7.7% 

Independents [CONFIDENTIAL] 2.2% 

Clinix Health group [CONFIDENTIAL] - 

Joint Medical Holdings [CONFIDENTIAL] - 

Medical Forum Theatre [CONFIDENTIAL] - 

Lakeview Hospital [CONFIDENTIAL] - 

Wisani Medical Centre [CONFIDENTIAL] - 

HHI 2,555 2,784 

Source: RBB calculations. 

B HHI Threshold  

B.1 The case of symmetric firms 

In this section, we show a market with fewer than 4 firms with equal market shares (i.e. 4 

symmetric firms) will necessarily yield an HHI of greater than 2,500.  

First, consider the formula for calculating the HHI in the case of 𝑁 firms, each with a market 

share of 𝑆𝑖:  

𝐻𝐻𝐼 =  ∑ 𝑆𝑖
2

𝑁

𝑖=1

 

If we assume 4 firms, each with a market share of 25% this yields an HHI of 2,500: 

𝐻𝐻𝐼 = (25)2 +  (25)2 + (25)2 + (25)2  = 2,500 

In contrast, if we consider the HHI for a market with three symmetric firms we find that the HHI 

exceeds 2,500: 
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𝐻𝐻𝐼 = (33)2 +  (33)2 + (33)2 = 3,267 

Therefore, in a market with fewer than 4 symmetric firms the HHI will exceed the PF’s threshold 

of 2,500. 

B.2 The case of asymmetric firms 

In this section, we show that a market with 4 asymmetric firms will yield an HHI in excess of 

2,500.  

As we have illustrated above, if all 4 firms have equal market shares, this yields an HHI of 

2,500.  Now consider the case in which there are 4 firms, with the firms holding a market share 

of 24%, 26%, 25% and 25%, respectively.  In this situation, the HHI will again exceed 2,500:   

𝐻𝐻𝐼 = (24)2 +  (26)2 + (25)2 + (25)2  = 2,502 

Thus, in a market with 4 firms, if one firm has a marginally higher market share than the rest 

the HHI will exceed the PF’s threshold of 2,500. 


