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Executive Summary  

This report, prepared by RBB Economics LLP (“RBB”), provides an assessment of the findings 

that are made in relation to the relative levels of bargaining power between funders (i.e. 

medical scheme administrators or self-administered medical schemes) and private hospital 

groups in the Private Healthcare Market Inquiry’s (“PHMI”) Provisional Findings and 

Recommendations Report  (“the PF”), released on 5 July 2018.  As set out in Section 2, the 

PF reaches the following main findings in relation to the relative bargaining power of funders 

and private hospital groups: 

 while Discovery and GEMS are, by virtue of their size, able to exert some degree of 

bargaining power during negotiations with private hospital groups, other funders are 

unable to do so; 

 network arrangements (i.e. where schemes appoint Designated Service Providers 

(“DSPs”)) are an important source of countervailing power against hospital groups and 

have resulted in lower prices, but this is tempered by instances where hospitals have local 

market power and hence their hospitals possess a “must have” status; and  

 the market is still predominantly characterised by FFS tariffs, which the PF views as being 

indicative of a lack of countervailing power on the part of funders on the basis that, in its 

view, funders should favour ARMs over FFS tariffs.  

On the basis of the above findings, the PF concludes that, overall, the countervailing power 

exerted by funders on private hospital groups is limited and, by implication, that the private 

hospital groups are able to exert market power during negotiations with funders.  These 

findings therefore help the PHMI to motivate for the various recommendations contained with 

the PF that are aimed at reducing national and local concentration.  They also appear to be 

the primary basis for the recommendation that the negotiations of FFS tariffs be regulated.   

However, as we discuss in Section 3 and Section 4, these findings are not supported by the 

available evidence.  In fact, the available evidence suggests that even small funders/schemes 

have an appreciable level of countervailing power. 

Starting with the finding that funders other than Discovery and GEMS do not possess 

countervailing power during negotiations with private hospital groups, this appears to have 

been based on the finding that these two funders account for more than 50% of beneficiaries 

between them and that these two funders obtain tariffs that are lower than most other funders.  

However, as explained in sub-section 3.2, this does not constitute evidence that other funders 

are unable to exercise countervailing power during negotiations with funders for the following 

reasons: 

 the assessment ignores the fact that funders have inherent bargaining power because, 

from the perspective of a private hospital group, funders are not substitutes (unlike hospital 

groups from the perspective of funders), and hence a failure to enter into an agreement 

with a funder will give rise to a loss in patient volumes; 
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 [CONFIDENTIAL]; 

 that Discovery and GEMS obtain tariffs that are lower than other funders does not mean 

that the tariffs charged to other funders are above competitive levels.  On the contrary, 

volume discounts are commonplace in competitive markets, and the fact that some firms 

do not receive (the same level of) discounts does not mean that these firms are being 

charged uncompetitive prices.  More generally, the fact that the PF finds that the profits 

earned by the three private hospital groups are not excessive is also inconsistent with 

private hospital groups charging excessive tariffs to other funders; and 

 factors other than size appear to play a far more significant role in shaping the outcomes 

of negotiations, with schemes being able to leverage better terms through the credible 

threat of channelling patients away from certain hospitals.   

By the same token, while the PF is correct to acknowledge that, in principle, the existence of 

“must have” hospitals could affect DSP negotiations, it has not undertaken any analysis to 

show that this is the case in reality.  On the contrary, as discussed in sub-section 3.3, the 

available evidence suggests that there is unlikely to be any material tempering in the 

bargaining power of funders as a consequence of instances of high local market concentration 

since: 

 [CONFIDENTIAL]; 

 funders have been able to remove [CONFIDENTIAL] from their network plans, which is 

inconsistent with instances of solus facilities carrying a “must have” status during network 

negotiations; 

 funders can (and in reality do) break up their networks across different areas (i.e. make 

different private hospital groups the DSP in different areas), which means that, even if a 

given facility carried a “must have” status in its relevant local market, the hospital group 

will not be able to leverage this into national negotiations, or into negotiations for network 

arrangements that cover other areas; 

 the PHMI’s own analysis shows that smaller schemes are able to negotiate low network 

tariffs, which is inconsistent with a finding that funders are unable to exert countervailing 

power as a consequence of instances of high local market concentration; and 

 [CONFIDENTIAL]. 

Finally, in relation to the PF’s concern that the uptake of ARMs has been limited, we note that, 

as explained in sub-section 3.4.1, the analysis performed by Willis Towers Watson (“WTW”) 

which the PF uses relies upon, is likely to understate the use of ARMs, with WTW specifically 

acknowledging the limitations of its analysis.  Moreover, both LHC and Netcare have submitted 

evidence that the use of ARMs is far more widespread than is indicated by the WTW analysis. 

Notwithstanding this, as explained in sub-section 3.4.2, there are a number of reasons why 

FFS tariffs may in any case be preferable to ARMs from the perspective of funders.  This 
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means that the PF’s presumption that the ongoing use of FFS tariffs reflects a lack of 

countervailing power on the part of funders that continue to use them is simply incorrect. 

[CONFIDENTIAL].   

Indeed, more generally, the fact that some funders have moved to ARMs while others have 

either remained on FFS or moved back to FFS having previously been using ARMs not only 

indicates that there pros and cons to ARMs over FFS, but that funders are able, irrespective 

of their size, to exert countervailing power and enter into the types of tariffs that they consider 

to be most beneficial. 

The analysis of bargaining power in the PF therefore provides no basis to conclude that 

funders are not able to exert effective countervailing power during negotiations with private 

hospital groups.  On the contrary, the available evidence indicates that funders can and do 

exert such countervailing power. 

This means, in turn, that the analysis presented in the PF does not provide a sound basis to 

intervene in the current tariff determination process.  For such an intervention to be justified, 

there would have to be clear evidence that there is an imbalance in bargaining power and that 

the outcomes of these negotiations are not competitive.  This in confirmed by the PF, which 

notes within the context of recommendations that “the remedy must be measured against the 

harm it wishes to address, the effect on the stakeholders involved, and the purpose it wishes 

to achieve”.1  However, the PF’s assessment of bargaining power does not provide any reliable 

evidence of such an imbalance. 

The remainder of this report is structured as follows: 

 Section 1 explains the economic principles that are relevant to an assessment of 

bargaining power; 

 Section 2 provides an overview of the PF’s findings in relation to the relative bargaining 

power of funders and private hospital groups and offers some initial observations; 

 Section 3 evaluates the PF’s assessment of bargaining power, focusing on the evidence 

that it relies upon and the bases for the findings that are presented; and 

 Section 4 presents additional evidence on the countervailing power of funders, consisting 

of a series of analyses from the RBB Bargaining Power Report that are updated so as to 

include the period 2015 to 2017. 

 

  

                                                                                                                                                
1  The PF, paragraph 11, page 455. 
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1 Economics of Bargaining  

Bargaining occurs when two or more parties have a common interest to cooperate, but have 

divergent interests concerning the precise manner and terms of that cooperation.  In the case 

of a sales transaction, a buyer and a seller may have a broad common interest in the 

transaction being successful, but divergent interests concerning the terms of the transaction.2 

The principal mechanism through which one party can seek to obtain more favourable terms 

is by threatening to forego the transaction altogether, or by otherwise threatening to engage 

in other forms of conduct that would impose a significant cost on the other negotiating party.  

However, as the PF correctly sets out, the persuasive power of such threats will clearly depend 

on the alternatives to the transaction (i.e. the outside options) that each party possesses.3 4   

The relative levels of bargaining power enjoyed by two parties to a potential transaction will 

therefore depend on the relative strength of each party’s outside option as compared to the 

benefits that it will receive if agreement is reached and the transaction takes place according 

to a particular set of terms. 

Notably, when it comes to the size of the parties in the transaction, this is often cited as a 

factor that may affect bargaining power.  However, it is not the size of each party, in and of 

itself, that is relevant, but rather the implications of each party’s size for the other party’s 

outside options.5 

For example, even a small scheme may have an appreciable degree of bargaining power over 

a hospital group if this scheme has credible outside options, and especially if the loss of the 

scheme will have a material adverse effect on the hospital group.  In contrast, even a large 

scheme may not possess strong bargaining power if the loss of the hospital group will result 

in a loss of a significant portion of its members.6  

It is also important to appreciate that even if a buyer (in this case a funder) were, hypothetically, 

to possess extremely limited bargaining power, this does necessarily mean that the bargaining 

process will be ineffective or be incapable of yielding efficient outcomes.  For example, if 

competition amongst sellers is effective, the terms offered by sellers will still be competitive.  

In addition, even in the absence of effective competition to supply a particular buyer, sellers 

may nevertheless be disincentivised from offering uncompetitive terms if such terms are likely 

to place the buyer at a material disadvantage in the market in which it competes (since this 

would ultimately be self-defeating). 

Indeed, it is in the long term interests of private hospitals for the competition amongst both 

administrators and schemes to be as effective as possible, since this will, all else equal, 

                                                                                                                                                
2  The RBB Bargaining Power Report, Section 3, page 8. 
3  Notably, where there is imperfect information available as regards either party’s alternatives, the extent of such 

imperfections may also play a role in shaping outcomes. For instance, where a buyer perceives that a seller has a 
better outside option than it actually has, the seller may be able to exploit this information asymmetry to obtain more 

favourable terms than would have been possible absent this information asymmetry. 
4  The PF, paragraph 281, page 220. 
5  The RBB Bargaining Power Report, Section 3, page 8. 
6  The RBB Bargaining Power Report, Section 3, page 8. 



 

RBB Economics 6 
 

maximise demand for private hospital services.  As a consequence, it is in the interests of 

hospitals to have access to a larger number of schemes and to support the viability of smaller 

schemes.  If smaller schemes receive worse terms from private hospital groups then they will 

be unable to compete effectively, which will potentially strengthen the bargaining power of the 

larger schemes. 
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2 Overview of the PF’s Findings 

2.1 Overview 

In this section we provide an overview of the PF’s findings on bargaining power.  We then offer 

some initial comments on these findings. 

2.2 The PF’s findings 

The PF considers the bargaining power between private hospital groups and funders within 

the context of the tariff determination process.  As is explained in both the PF and the RBB 

Bargaining Power Report, these are bilateral negotiations that take place between a private 

hospital group and a funder, where the latter will either be a medical scheme administrator or, 

in the case of a self-administered scheme, the scheme itself.7 

The negotiations take place annually, where the hospital group and funder will negotiate 

annual tariff increases for the following year for each of the schemes, or plans, that the funder 

represents.8  Depending on the funder, this can include FFS tariffs and/or ARMs such as per 

diem and fixed fee tariffs.9  

With the exception of any DSP network arrangements, these tariffs will apply at all of the 

hospital group’s facilities.  In such a setting, the hospital group, as a profit maximising firm, 

has an incentive to negotiate a higher annual increase, while the funder has an incentive to 

negotiate a lower annual increase.10 

In the case of DSP network agreements, the hospital group will offer the funder a lower tariff 

on specific network plans/options in exchange for beneficiaries on that plan/option being 

incentivised to make sole use of the hospital group’s facilities.11  In effect, the private hospital 

group thus provides lower tariffs in exchange for increased volumes.  In this context, there is 

therefore competition between private hospital groups to be made the network partner, which 

occurs by offering discounts off the standard tariffs for the scheme. 

The PF seeks to assess whether there are any factors that may result in the outcomes of these 

bilateral tariff negotiations being inefficient.  In particular, the PF considers the following 

factors: 

 the size of private hospital groups and funders;  

 the ability of funders to channel patients and the use of networks; and  

 the prevalence and uptake of ARMs.12 

                                                                                                                                                
7  The PF, paragraph 441, page 153 and The RBB Bargaining Power Report, section 2, page 6. 
8  The PF, paragraph 442, page 153 and The RBB Bargaining Power Report, section 2, page 6. 
9  The FFS model is for payment where services are unbundled and paid for separately.  Per diem is a payment model 

where services are provided on a per day pricing basis.  Fixed fee is an extension of the per diem payment model 

where the pricing is provided to cover the entire patient case.  
10  The PF, paragraph 443, page153. 
11  The RBB Bargaining Power Report, sub-section 4.4, page 16. 
12  The PF, paragraph 282, page 220.  
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Based on its assessment of the above factors, the PF makes the following findings: 

 large funders are generally able to exert some degree of countervailing power in 

negotiations with private hospital groups, but that size plays an important role in this 

regard, with Discovery and GEMS enjoying more bargaining power than smaller 

schemes;13  

 network arrangements (i.e. DSPs) are an important source of countervailing power against 

hospital groups and have resulted in lower prices, but this is tempered by instances where 

hospitals have local market power and hence their hospitals possess a “must have” status; 

and14  

 the market is still predominantly characterised by FFS tariffs, which the PF views as 

evidence of a lack of countervailing power on the part of funders given the assumption 

that funders would prefer ARMs over FFS tariffs.15 

On the basis of the above findings, the PF concludes that, overall, the countervailing power 

exerted by funders on private hospital groups is limited and, by implication, that the private 

hospital groups have market power and are able to exert this during negotiations with 

funders.16  These findings therefore help to inform the various recommendations contained 

with the PF that are aimed at reducing national and local concentration.  They also appear to 

be the primary basis for the recommendation that the negotiations of FFS tariffs be regulated.   

2.3 Initial observations 

In order for intervention in the current tariff determination process to be justified, there would 

have to be clear evidence that there is an imbalance in bargaining power and that the 

outcomes of these negotiations are not competitive.  This in confirmed by the PF, which notes 

within the context of recommendations that “the remedy must be measured against the harm 

it wishes to address, the effect on the stakeholders involved, and the purpose it wishes to 

achieve”.17   

However, in this regard, we note that many of the PF’s findings in relation to the relative level 

of bargaining power of funders and private hospital groups are often either unsupported by 

any reliable evidence or are internally contradictory. 

First, the PF notes, on the one hand, that hospital groups cannot afford to risk a breakdown in 

negotiations with Discovery and GEMS, with these larger funders generally being able to exert 

a degree of countervailing power that is not matched by small and medium sized negotiators.18  

In addition, the PF finds that successful implementation of networks are an important source 

of countervailing power against hospital groups and have resulted in lower prices (even for 

smaller schemes).19  However, as noted above, the PF still ultimately concludes that “the 

                                                                                                                                                
13  The PF, paragraph 290, page 221. 
14  The PF, paragraph 307.2, page 223. 
15  The PF, paragraph 307.3, page 223. 
16  The PF, paragraph 307.3, page 223. 
17  The PF, paragraph 11, page 455. 
18  The PF, paragraph 307.1, page 223. 
19  The PF, paragraph 307.2, page 223. 
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countervailing power exerted by funders on facilities is limited and likely due to a combination 

of facility market power, administrator complacency”.20   

This conclusion is notably at odds with the finding that Discovery and GEMS possess 

countervailing power, particularly given that these funders account for more than 50% of total 

beneficiaries.21  Moreover, the only apparent bases for this conclusion are the high national 

market shares of Netcare, Mediclinic and LHC, and the finding that ARMs and network plans 

have not been implemented more broadly.  However, as we set out in more detail below, 

neither of these findings provide a good reason to conclude that the bargaining power of 

funders more generally is not effective. 

Second, while the PF appears to accept that tariff increases to funders have generally not 

outstripped CPI, it expresses concern that there has been “no thought of aiming for tariff 

reductions in real terms”.22  However, the PF provides no reason why, given increasing input 

costs, one would expect a competitive market outcome to deliver materially lower prices year 

on year in real terms.23 24 

In the remainder of this report we first discuss, in Section 3, the evidence and analyses that 

the PHMI has relied upon in reaching the above findings.  In Section 4 we then present further 

evidence that demonstrates that there is no basis to conclude that the current bilateral tariff 

negotiations are functioning ineffectively or are resulting in uncompetitive/inefficient outcomes 

that require regulatory intervention. 

  

                                                                                                                                                
20  The PF, paragraph 309, page 223. 
21  The PF, paragraph 448, page 154. 
22  The PF, paragraphs 305 and 308, page 223.  
23  In this regard, we note that the PF acknowledges the submissions made by facilities regarding their increasing input 

costs (see The PF, pages 225 and 226). In particular, it acknowledges the submissions that nursing salary inflation has 
been above CPI, but notes that “[w]hile it is expected that nursing staff is a key component of the hospitals wage bill, 

the actual increases in nurses’ salaries over time, and how they have impacted on expenditure, has not been tested”. 
24  As an aside, we note that the suggestion in paragraph 308 on page 223 of the PF that tariff increases have been “at, or 

above, inflation” is inconsistent with the other findings in the PF where it is noted that tariff increases have been “within” 
CPI increases (see The PF, paragraph 364, page 235 and The PF, paragraph 396, page 240). 
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3 Evaluation of the PF’s Assessment 

3.1 Overview 

In this section we discuss the factors considered in the PF’s assessment of the bargaining 

power of private hospital groups, and upon which it bases its conclusions, namely negotiator 

size, the ability to channel patients via DSPs and the use of ARMs.  In the case of each of 

these factors, we discuss the evidence and analyses that underpin the PF’s findings, as well 

as additional pieces of evidence that are relevant to the consideration of these factors. 

3.2 Size of negotiators  

As discussed in Section 2 above, the PF finds that size plays an important role in the bilateral 

negotiations between private hospital groups and funders, with only the large funders, namely, 

Discovery and GEMS, being able to exert some degree of countervailing power in negotiations 

with private hospital groups.25 26  By implication, the PF finds that, other than these two funders, 

schemes are not able to exert countervailing power during negotiations with private hospital 

groups. 

It appears that the primary basis for this finding is that Discovery and GEMS are the two largest 

funders in terms of the number of beneficiaries represented during negotiations with private 

hospital groups (together accounting for more than 50% of beneficiaries combined) and have 

been able to negotiate lower tariffs with private hospital groups, as compared to most 

funders.27 28  In addition, the PF refers to the submissions of private hospital groups that note 

that Discovery and GEMS have a strong bargaining position by virtue of the volumes that they 

can leverage this during tariff negotiations.29 

However, as we explain in more detail in sub-section 3.2.2 below, even if Discovery and GEMS 

were found to be facing lower tariffs than other schemes, this does not mean that the tariffs 

that these other schemes face are above competitive levels.  On the contrary, the existence 

of volume discounts can be both efficient and procompetitive. 

Moreover, the PF’s finding that funders other than Discovery and GEMS do not possess 

effective bargaining power by virtue of being smaller ignores the fact that, as discussed in 

Section 1 above, it is not the size of each negotiating party, in and of itself, that determines its 

relative bargaining power, but rather the implications of each party’s size for the other party’s 

outside options.30  In particular, even a small scheme may have an appreciable degree of 

                                                                                                                                                
25  The PF, paragraph 290, page 221. 
26  As an aside, we note that the PF contends that Discovery’s countervailing power may be tempered, precisely as a 

result of its size, because of an inability e to divert all of its beneficiaries to alternative hospitals, which is said to 
weaken its bargaining position relative to any one hospital group (see The PF, paragraph 287, page 220).  However, 
no analysis is presented in the PF in support of this conclusion, and indeed the conclusion is directly contradicted by 
the PF’s own finding that it is not necessary to divert all volumes away from a particular hospital group in order to 
significantly and negatively impact that group’s revenue, and thus discipline it in negotiations (see The PF, paragraph 
287, page 220). 

27  The PF, paragraph 448, page 154 and The PF, paragraph 290, page 221. 
28  In this regard, the PF also notes that “that smaller players from either side of the market, seem to get worse deals and 

are generally pricetakers” (see The PF, paragraph 289, page 221). 
29  The PF, paragraphs 287 and 289, page 220 and 221. 
30  The RBB Bargaining Power Report, Section 3, page 8. 
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bargaining power over a hospital group if this scheme has credible outside options, and 

especially if the loss of the scheme will have a material adverse effect on the hospital group. 

In this regard, it is important to appreciate from the outset that, from the perspective of funders, 

private hospital groups are substitutes, while from the perspective of private hospital groups 

funders are complements.  This is because an individual beneficiary can only be a member of 

one medical scheme at any given point in time, which means that the only way in which a 

private hospital can attract the members of a particular scheme is by entering into an 

agreement with that scheme.  In contrast, a funder can provide its beneficiaries with access to 

private hospital services by entering into an agreement with any private hospital group 

(assuming the private hospital group has a facility in the area in which the beneficiary resides).  

This means that funders can substitute one private hospital (group) for another in order to 

provide their beneficiaries with access to a private hospital group. 

This has important implications for the relative bargaining power because it means that if a 

private hospital group fails to enter into an agreement with the relevant funder it will lose those 

patient volumes.  In contrast, provided it is still able to provide its members with access to a 

private hospital (by entering into agreements with other private hospital groups) a funder is 

unlikely to experience a significant decline in membership stemming from a failure to reach 

agreement with a particular private hospital group.31  It follows from this that, irrespective of 

their size, funders can be expected to exert countervailing power during negotiations with 

private hospital groups because a failure to enter into an agreement with a funder will translate 

into a loss in patient volumes, which any private hospital group would want to avoid. 

In the remainder of this sub-section we assess the evidence that the PF’s use to support the 

finding that funders other than Discovery and GEMS are unable to exert countervailing power 

during negotiations with private hospital groups.  In particular, we discuss how there is no clear 

relationship between the size of the funder and the outcomes of negotiations, that there is no 

evidence that the tariffs obtained by funders other than Discovery and GEMS are not 

competitive and how there are factors other than size that play a more significant role in 

negotiations with hospital groups that provide smaller schemes with countervailing power. 

3.2.1 No clear relationship between size and outcomes of negotiations 

Even on the basis of the PHMI’s own analysis, there is no clear relationship between the size 

of the funder and the tariffs that it is able to negotiate with private hospital groups.  While the 

PF refers to “results” which are claimed to show a strong negative relationship between 

negotiator size and the tariff charged, further inspection of the results in the PHMI’s Technical 

Bargaining Annexure shows no such relationship.32  

[CONFIDENTIAL] 

[CONFIDENTIAL]   

                                                                                                                                                
31  The RBB Bargaining Power Report, sub-section 4.3.1.2. 
32  The PF, paragraph 290. 
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[CONFIDENTIAL]  

[CONFIDENTIAL] 

[CONFIDENTIAL]   

[CONFIDENTIAL] 

[CONFIDENTIAL] 

That there is no clear relationship between funder size and the outcomes of tariff negotiations 

is not surprising given that, as discussed above, funders are not substitutes from the 

perspective of private hospital groups.  This means that failure to enter into an agreement with 

any funder will have an adverse impact on hospital admissions and revenues, which a private 

hospital group will seek to avoid, thus likely bestowing on funders an appreciable degree of 

bargaining power.  

3.2.2 No evidence that the tariffs obtained by funders other than Discovery and 
GEMS are excessive 

As discussed in sub-section 3.2.1 above, the PF’s finding that smaller funders are unable to 

exert countervailing power during negotiations with private hospital groups, and thus obtain 

poorer terms are not consistent with the broader body of available empirical (and non-

anecdotal) evidence.33  The only exception to this would be if the PF was to be suggesting that 

any funder other than Discovery and GEMS is “small” and that any tariff above those obtained 

by Discovery and GEMS is not competitive. 

However, the fact that Discovery and GEMS are able to obtain comparatively lower tariffs does 

not mean that the tariffs negotiated by other funders are uncompetitive (or excessive).  On the 

contrary, it would seem perfectly efficient that, by virtue of their volumes, Discovery and GEMS 

are able to negotiate lower tariffs and tariff increases.  In this regard, it is commonly accepted 

that volume based discounts can be procompetitive, while the absence of volume based 

discounts does not imply that firms not achieving such discounts are receiving anticompetitive 

prices.34 

In the case of GEMS, it is also important to appreciate that when it was introduced it had the 

effect of expanding the overall number of beneficiaries by bringing new beneficiaries into the 

private healthcare market.  As the PF notes, “GEMS members receive large government 

subsidies which they would forfeit should they switch to an alternative scheme”. 35 There was 

therefore a strong incentive for private hospital groups to offer low tariffs in order to ensure 

that they were able to benefit from these additional beneficiaries that would be particularly 

unlikely to make use of an alternative funder were they not part of GEMS. 

                                                                                                                                                
33  The PF, paragraph 289, page 222. 
34  See for example, International Competition Network, “Report on the Analysis of Loyalty Discounts and Rebates Under 

Unilateral Conduct Laws”, June 2009, page 5. 
35  The PF, paragraph 288, page 221. 
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Notably, neither the PF nor the PHMI’s Technical Bargaining Annexure present any analysis 

that indicates that the tariffs obtained by funders other than Discovery and GEMS are 

excessive.  On the contrary, the fact that private hospital groups are not earning excessive 

profits, as is discussed in the RBB report responding to the PHMI’s provisional findings on 

profitability, indicates that the tariffs that are being charged by private hospital groups must be 

competitive, not only for Discovery and GEMS, but overall.36 

Relatedly, there is no reason to believe that the lower tariffs charged to Discovery and GEMS 

would result in higher tariffs for smaller schemes (a “water bed” effect).  This is because if 

hospital groups were able to profitably raise prices to smaller schemes they can be expected 

to have already done so irrespective of the outcome of negotiations with larger schemes.  

Indeed, as explained in Section 1 above, it is in the long term interests of private hospitals for 

the competition amongst both administrators and schemes to be as effective as possible.  It is 

therefore not in the private hospital groups’ long term interests to subject smaller schemes to 

higher tariffs.37 38 

3.2.3 The importance of factors other than size 

As is discussed in more detail in sub-section 3.3 below, smaller schemes are able to exercise 

countervailing power through the use of network options, where funders channel beneficiaries 

to specific hospitals (through the imposition of co-payments for beneficiaries if other hospitals 

are used) in exchange for discounted tariffs.  Notably, the PF finds that the “successful 

implementation of networks by funders is an important source of countervailing power against 

hospital groups and has been clearly seen to result in lower prices”.39 

In addition, funders can also logically be expected to be able to leverage better terms more 

generally during standard tariff negotiations through the threat of removing a private hospital 

group’s facilities from its network.  This is consistent with [CONFIDENTIAL].40 

However, there are also other mechanisms that funders have at their disposal to leverage 

better terms during negotiations with private hospital groups.  These include the following. 

1. The ability of funders to make certain direct communications to patients or specialists that 

have the effect of channelling specialists and/or patients away from certain hospital 

groups.  Specialists, for example, can be encouraged to move their practices to other 

hospital groups, while members can be urged to avoid particular hospital groups.41  This 

method of channelling patients is acknowledged in the PF.42 

2. The ability of funders to adjust payment terms so as to increase the costs incurred by 

private hospital groups.  For instance, when schemes make payments these can either be 

made directly to the private hospital or alternatively to the member.  By choosing to refund 

                                                                                                                                                
36  RBB, Response to the PHM’s Provisional Findings: Profitability Analysis, 15 October 2018. 
37  The RBB Bargaining Power Report, subsection 5.2, page 23 to 29. 
38  The RBB Bargaining Power Report, subsection 4.6, page 21. 
39  The PF, paragraph 307.2, page 223. 
40  The PF, paragraph 297, page 222.  See also PHMI, Technical Bargaining Annexure, paragraph 35. 
41  Life Healthcare Group submission, paragraphs 8.2.4.3 and 8.2.4.4.   
42  The PF, paragraph 453.3, page 155. 
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patients instead of making payments directly to hospitals, hospitals are required to incur 

additional costs associated with the collection of payments.43  Funders may also 

implement delays in the processing of payments or introduce specific managed care 

protocols as a means of increasing hospitals’ financing and administration costs, 

respectively.44 45 46 

3. The ability of funders to ‘soft channel’ patients away from a specific group’s hospitals.  For 

instance, a patient may be informed during the authorisation process that the scheme 

encourages the utilisation of a specific hospital or a particular hospital group due to 

affordability.47  This method of channelling patients is also acknowledged in the PF.48 

As such, there are several mechanisms available to funders that allow them to leverage better 

terms during negotiations with private hospital groups.  [CONFIDENTIAL].49  Indeed, the PF 

itself acknowledges that the results of the PHMI’s analysis (which excludes tariffs for network 

options) “shows a wide range and dispersion of tariffs achieved across small and medium 

sized schemes, which illustrates that factors other than size are important in tariff 

determination”. 50   [CONFIDENTIAL]. 

3.3 Ability to channel patients  

The PF finds that that the introduction of networks (in which hospitals are added into the 

network as DSPs) is an important source of countervailing power for funders and has resulted 

in lower tariffs.51 52  The PF notes that this arises as a consequence of the negative volume 

(and hence revenue) impact on a hospital group that results from its exclusion from a DSP 

network.  Notably though, the potential for lost patient volumes is not limited to only patients 

that are on network plans/options. 

In this regard, while beneficiaries on network plans would be expected to switch away from 

the private hospital group in order to avoid co-payments, other beneficiaries may also switch 

away as a consequence of the impact of losing DSP status on the behaviour of practitioners.  

This arises because there is naturally a clear incentive for practitioners to move their primary 

practices away from their current facility (that has just lost its network status) to its replacement 

on the network in order be able to treat network patients.  However, doing so can also be 

expected to result in at least some of those non-network beneficiaries that they currently treat 

also moving to that facility. 

                                                                                                                                                
43  Life Healthcare Group submission, paragraph 8.2.4.5.   
44  Life Healthcare Group submission, paragraph 8.2.4.7.   
45  Life Healthcare Group submission, paragraph 8.2.4.8.   
46  According to paragraph 431 of the first Discovery Health submission, managed care includes the management of 

claims risk, clinical policy and protocols, disease management programmes and the evaluation of new medicines and 
medical technologies.  It therefore follows that a funder could impose additional requirements on the part of private 
hospitals, in terms of the data or information required, which would involve higher administration costs. 

47  Life Healthcare Group submission, paragraph 8.7.2.   
48  The PF, paragraph 453.2, page 155. 
49  The PF, paragraph 291, page 221. 
50  The PF, paragraph 291, page 221. 
51  The PF, paragraph 307.2, page 223. 
52  A DSP is a medical facility or healthcare provider which is a medical schemes first choice when its member needs 

diagnosis/treatment.  If the member chooses not to use the DSP, the member may pay a portion of the total payment 
as a co-payment.  
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Nevertheless, the PF concludes that this positive effect of DSP networks will be limited by 

instances of local market power on the part of private hospitals.  Specifically, the PF finds that 

“[w]here hospitals have local market power due to a lack of competition, it will negatively affect 

funders’ ability to negotiate competitive network prices” and that “[t]hese ‘must have’ hospitals 

represent instances where funders have no outside options”.53 

Notably, the PF does not present any analysis to demonstrate that areas of high local market 

concentration amongst private hospital groups are leveraged in network negotiations in order 

to limit discounts (and thus result in higher tariffs for network options than would otherwise 

arise).  On the contrary, the only analysis that is referred to in this regard is the PHMI’s local 

concentration analysis that showed that, based on the HHI, 88 local markets were deemed 

highly concentrated, and that, based on the LOCI measure, 114 local markets were deemed 

highly concentrated.54 

This evidently does not provide a reliable basis to conclude that instances of high local market 

concentration have had a significant adverse impact on ability of funders to obtain lower tariffs 

through the use of network arrangements.  In particular, it does not consider the importance 

of solus hospitals (i.e. hospitals in local areas in which there are no alternatives) that could 

potentially carry “must have” status and is inconsistent with other evidence regarding the 

uptake of network options and their effectiveness in enabling funders to negotiate lower tariffs.  

Each of these is discussed, in turn, below. 

3.3.1 The importance of solus facilities 

As explained in Section 1 above, the bargaining power enjoyed by two parties to a potential 

transaction will depend on the relative strength of each party’s outside option.  In this regard, 

that a local market is found to be “highly concentrated” on the basis of either the HHI measure 

of the LOCI measure thus evidently does not indicate that a funder would not have a credible 

outside option available to it in the relevant local market.  Rather, it is only in the case of solus 

facilities (where there are no other private hospitals in the defined catchment area and 

therefore no outside options) that the hospital could potentially carry “must have” status for a 

funder’s network.   

In this regard and as is set out in the RBB report responding to the PHMI’s provisional findings 

on facilities concentration, across all private hospital groups solus facilities account for only 

[CONFIDENTIAL] of admissions.55  As such, and contrary to the analysis presented in the PF, 

instances in which funders may not have alternative private hospitals (i.e. credible outside 

options) account for only a small proportion of admissions.   

Accordingly, even if, hypothetically, a failure to conclude an agreement with a private hospital 

group resulted in patients residing in those areas in which there are no local alternatives to 

that group’s hospital switching away from a particular scheme, it is highly unlikely that the loss 

of these members would have a material adverse effect on that scheme (or its administrator).  

                                                                                                                                                
53  The PF, paragraph 307.2, page 223. 
54  The PF, paragraph 293, page 221. 
55  RBB, Response to the PHM’s Provisional Findings: Facilities Concentration Analysis, 15 October 2018, page 21 and 

Table 2. 
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It would therefore be highly counterintuitive to expect these solus facilities to convey material 

bargaining power to private hospital groups in their national level network negotiations with 

funders. 

Notably, there are instances in which funders have terminated their network agreements with 

a specific private hospital group.  [CONFIDENTIAL].56  That these schemes were able to 

remove [CONFIDENTIAL] from the network plans is inconsistent with instances of solus 

facilities carrying a “must have” status during national network negotiations, or that funders 

are unable to exert countervailing power during network negotiations. 

Moreover, funders can (and in reality do) break up their networks across different areas (i.e. 

make different private hospital groups the DSP in different areas).57  This means that, even if 

a given facility carried a “must have” status in its relevant local market, the hospital group will 

not be able to leverage this into national negotiations, or into negotiations for network 

arrangements that cover other areas.  Indeed, to the extent that there were a risk that a 

particular hospital group could seek to leverage the existence of local solus facilities into 

network negotiations, one would reasonably expect funders to seek to segment their network 

arrangements by area to avoid this possibility. 

3.3.2 Evidence on the effectiveness network arrangements 

While the PF concludes that instances of high local market concentration amongst private 

hospitals negatively affects funders’ ability to negotiate competitive network discounts/tariffs, 

there is no evidence that indicates that any such effect has been material or had a significant 

impact on the uptake of network arrangements.  On the contrary, for the reasons discussed in 

sub-section 3.3.1 above, the existence of solus facilities is unlikely to have a material impact 

on the countervailing power of funders. 

[CONFIDENTIAL]. 

[CONFIDENTIAL].58  

[CONFIDENTIAL]. 

The results presented in the PHMI’s Technical Bargaining Annexure are therefore inconsistent 

with a finding that funders are unable to exert countervailing power, or more specifically 

negotiate lower network tariffs, as a consequence of instances of high local market 

concentration. 

[CONFIDENTIAL]. 

In short therefore, the available evidence therefore indicates that solus facilities are unlikely to 

materially limit the countervailing power of funders during negotiations for network 

arrangements, since these facilities account for a small proportion of admissions and funders 

                                                                                                                                                
56  Life Healthcare Group, Response to Stakeholder Submissions, annexure 3 and PHMI, Technical Bargaining Annexure, 

paragraph 28. 
57  [CONFIDENTIAL]. 
58  PHMI, Technical Bargaining Annexure, paragraph 26. 
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are able to break up there networks across different private hospital groups.  

[CONFIDENTIAL].  

In addition, the PHMI’s own analysis demonstrates that network plans have enabled smaller 

schemes to negotiate low network tariffs and our analysis shows that network admissions have 

been growing in importance.  Both of these are inconsistent with solus facilities having had a 

significant or material adverse impact on funders’ countervailing power during negotiations 

with private hospital groups for network arrangements. 

3.4 The use of ARMs 

The PF seeks to use the limited uptake of ARMs as an indicator of the absence of 

countervailing power of funders.  In particular, the PF notes that ARMs have a number of 

advantages over FFS tariffs, “for funders, as it provides a level of certainty in costs, and 

facilities, since the funder would have to compensate for the risk transfer”.59 60  

Given that ARMs are found to have these advantages for funders, the PF notes that “it is 

concerning that these have not been implemented by all funders” and that this may be due to 

an inability on the part of funders to “effectively bargain with the hospital groups”.61  While not 

expanded upon by the PF, the implicit hypothesis that flows from this is that, if funders had 

sufficient countervailing power they would have expanded the use of ARMs, given their 

perceived advantages to funders as compared to FFS tariffs. 

In addition, the PF notes that, where ARMs have been implemented these have largely been 

initiated by the private hospital groups and there are “concerns regarding the effectiveness of 

these ARMs given the substantial carve-outs included in the contracts and the subsequent 

implication for actual risk transfer to the hospitals”.62  This is found by the PF to serve as further 

evidence that funders may not possess countervailing power.63 

The PF’s conclusion on ARMs therefore relies on the finding that the uptake of ARMs has 

been limited and that, if they had countervailing power, funders would have increased the 

usage of ARMs, with ARMs also containing fewer carve-outs.  We therefore discuss each of 

these findings, in turn, below. 

3.4.1 The uptake of ARMs 

The primary basis for the PF’s finding that the uptake of ARMs has been limited appears to be 

an analysis performed by WTW in the PHMI report titled “Report on Analysis of Medical 

Schemes Claims Data – A Focus on Facilities”, dated 15 December 2017 (“the WTW 

analysis”).  

                                                                                                                                                
59  The PF, paragraph 299, page 222.  
60  In addition, ARMs are found by the PF to incentivise hospitals to be sensitive to costs, since unlike FFS tariffs, 

revenues do not necessarily increase with additional services rendered (see The PF, paragraph 299, page 222.). 
61  The PF, paragraphs 302 and 308, pages 222 and 223.  
62  The PF, paragraphs 300 and 301, page 222.  
63  The PF, paragraph 301, page 222.  
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In this regard, the PHMI’s Technical Bargaining Annexure refers to the findings of the WTW 

analysis that only between 4% and 7% of admissions in 2014 involved an ARM component 

and that, of those admissions that involved an ARM component, ARMs comprised less than 

50% of the total claims cost for Mediclinic and Netcare.64  The same analysis found this figure 

was less than 20% for LHC, although we note that the analysis to which the Technical 

Bargaining Annexure refers has subsequently been updated, and in this update the figure for 

LHC was found to be just under 50%.65 66 

However, WTW itself acknowledges that the analysis is limited as a consequence of the data 

that was available to it, and that the results of these analyses should therefore be interpreted 

in light of these limitations.67  Specifically WTW states that “[the sample it has used] is a small 

proportion of total admissions from which to attempt to draw conclusions, and all of the 

subsequent analyses in this section should be interpreted in that light.”68 

Moreover, the WTW analysis is very likely to understate the proportion of admissions that are 

on ARMs.  For instance, WTW states that “only ARM arrangements which are identifiable from 

the data through a specific tariff code are included here – and specifically any capitation 

arrangements where a premium is exchanged for the payment of certain claims, as well as 

any arrangements where claims are paid as fee for service claims and rebalanced to the 

agreed fixed fees at the end of a financial cycle, will by definition be excluded.”69  In other 

words, there are certain ARMs that WTW was unable to identify and have therefore not been 

treated as ARMs in its analysis.  This means that the figures in the WTW analysis will 

necessarily understate the uptake of ARMs. 

In addition, the WTW analysis refers specifically to the fixed fee ARM, but no mention is made 

of per diem ARMs.  The use of ARMs is therefore likely to be understated by the WTW analysis 

to the extent that per diem ARMs were excluded from it. 

Therefore, the WTW analysis does not provide a reliable basis to conclude that the uptake of 

ARMs has been limited.  Indeed, other available evidence indicates that the uptake of ARMs 

has not been as limited as is suggested by the WTW analysis. 

[CONFIDENTIAL].70 

                                                                                                                                                
64  PHMI, Technical Bargaining Annexure, paragraph 41. 
65  Competition Commission Health Market Inquiry: Expenditure Analysis Report 4: Facility Analyses, July 2018, page 44. 
66  The reasons for the updated figures are twofold.  First, ARMs were defined as “any admission where one or more of 

the identified ARM codes were found was labelled as an ARM admission” in the analysis released in December 2017, 
while this definition was then updated to “any admission where one or more of the identified ARM codes made up more 

than 10% of the total expenditure for the admission was labelled as an ARM admission” in the analysis released in July 

2018 (see PHMI, Report on Analysis of Medical Schemes Claims Data – A Focus on Facilities, 15 December 2017, 
paragraph 76; and Competition Commission Health Market Inquiry: Expenditure Analysis Report 4: Facility Analyses, 
July 2018, page 43.). Second and in relation to LHC specifically, WTW investigated significant claims in respect of 
ward and theatre fees found in admissions labelled as ARM (where these would be expected to be included in the 
ARM arrangements, but had not been under the original methodology).  The methodology was therefore updated and 
a revised set of figures published (see PHMI Summary of Responses to Issues Raised in Submissions on Expenditure 
Analysis Reports, September 2018, paragraph 126). 

67  PHMI Summary of Responses to Issues Raised in Submissions on Expenditure Analysis Reports, September 2018, 

paragraph 125. 
68  Competition Commission Health Market Inquiry: Expenditure Analysis Report 4: Facility Analyses, page 43. 
69  Competition Commission Health Market Inquiry: Expenditure Analysis Report 4: Facility Analyses, page 43. 
70  [CONFIDENTIAL]. 



 

RBB Economics 19 
 

In addition, and as is noted in the PF, Discovery has indicated that the uptake of ARMs is 

increasing, “but the reimbursement of GPs and specialists remains predominantly FFS”.71  

This would suggest that, contrary to the findings of the PF, the uptake of ARMs has been 

increasing within the context of tariffs negotiated between funders and private hospital groups. 

3.4.2 Funder preferences for ARMs 

As discussed above, the PF’s assumption that funders should have a strong incentive to switch 

from FFS to ARMs is premised on ARMs being unambiguously preferable to FFS from a 

funder’s perspective.  However, there is an inherent inconsistency in the PF’s findings on this 

score.   

On the one hand, the PF finds that ARMs are beneficial to funders and their limited uptake 

indicates a lack of countervailing power on the part of funders.  However, on the other hand, 

the PF notes that those ARMs that are present have largely been initiated by private hospital 

groups and that most funders are averse to ARMs.  That the uptake of ARMs has not been 

more significant is therefore just as consistent with funders exerting countervailing power and 

electing to choose the type of tariffs that they prefer. 

[CONFIDENTIAL].  This evidence is therefore entirely inconsistent with the PF’s assumption 

that the only reason why the uptake of ARMs has not been greater is due to a lack of 

countervailing power on the part of funders.  

Moreover, it is important to appreciate that as soon as a particular hospital group’s ARM tariffs 

begin to gain traction (i.e. account for a material proportion of the group’s business) this 

creates an increased incentive to reduce costs across the business as a whole.  This is 

because most costs are incurred across the business as a whole and the hospital does not 

use different inputs to serve patients that are being billed on an ARM tariff from those used to 

serve patients being billed on a FFS tariff.   

This means, in turn, that the incentive for other funders to seek to enter into ARMs (i.e. those 

not already using ARMs) is reduced since these funders already benefit from costs reductions 

even when continuing to be billed on an FFS basis.  [CONFIDENTIAL].72  Indeed, this conduct 

is consistent with funders being able, irrespective of their size, to exert countervailing power 

and enter into the types of tariffs that they consider to be most beneficial. 

In addition, there are also a number of other reasons why funders may prefer to contract on a 

FFS basis, which would explain why FFS tariffs continue to exist for reasons other than an 

absence of countervailing power on the part of funders.  These include the following. 

 First, ARM agreements are more complex than FFS agreements, and therefore 

negotiations may be more efficient and less costly when centred on FFS contracting, 

particularly for smaller funders. 

                                                                                                                                                
71  The PF, paragraph 102, page 52. 
72  LHC Response to the PF, dated 15 October 2018, paragraph 4.5.1.2.3. 
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 Second, ARMs involve significant ongoing data exchange between schemes and private 

hospitals, on potential health and co-morbidities of patients, so that patients can be 

properly classified in accordance with the ARM agreement.  It follows that using ARMs 

may impose additional ongoing costs on funders. 

 Third, the data that a scheme receives after the treatment of a patient is far less granular 

under ARMs than FFS tariffs, since the scheme is not charged on the basis of each 

individual service.  This means that under ARMs, schemes can have less data available 

to them, which may reduce their ability to monitor trends in treatments or relative levels of 

efficiency between individual facilities.   

 Fourth, there is risk associated with contracting on the basis of ARMs (for both funders 

and facilities), since both parties are locked into specific terms for the duration of the 

agreement, that may be either more or less favourable than an FFS tariff in the future.  

From the perspective of a funder, there is the potential risk that the fee may overstate that 

average length of stay or level of care for a given type of patient (or that there may be 

improvements in efficiencies or treatments that could reduce the typical length of stay), 

with the effect that the fixed fee may be higher than the cost under an FFS model would 

have been.  Hence, the decision to use FFS tariffs may simply reflect funders’ preferences 

with regard to risk.73 

 Fifth, in the current regulatory environment, where practitioners are not employed by 

facilities, the benefits of ARMs over FFS are unlikely to be as pronounced as in other 

countries where practitioners are employed by facilities and the facility is therefore able to 

exercise greater control over the treatment received by the patient.  This is because the 

effectiveness of ARMs, in reducing costs, is materially affected by facilities being able to 

manage the services that are rendered, or treatment provided, during an admission.  

However, where practitioners (who make the treatment decisions) are not employed by 

facilities, the facility’s ability to manage costs during an admission will logically be more 

limited. 

It is therefore clear from the above that ARMs are not unambiguously preferable to FFS tariffs 

from the perspective of funders.  Accordingly, even if, hypothetically, ARMs had not been 

widely implemented, this could not be relied upon as evidence that schemes are not able to 

exert any countervailing bargaining power on hospital groups or, in turn, that negotiations are 

not operating effectively and warrant regulatory intervention. 

3.4.3 The effectiveness of current ARMs 

As discussed above, the PF finds that there are “concerns regarding the effectiveness of these 

ARMs given the substantial carve-outs included in the contracts and the subsequent 

implication for actual risk transfer to the hospitals” and suggest that this may be due to a lack 

of countervailing power on the part of funders.74  However, the PF does not present any 

analysis to demonstrate that the current ARMs do not give rise to significant risk transfer, nor 

                                                                                                                                                
73  [CONFIDENTIAL]. 
74  The PF, paragraphs 300 and 301, page 222.  
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do they provide any specific details of the alleged concerns that have been raised regarding 

the effectiveness of the current ARMs.   

The only empirical analysis that appears to have been conducted by the PHMI into the 

effectiveness of ARMs is contained in the Technical Bargaining Annexure.75  

[CONFIDENTIAL].76   

However, while not expanded on by the PHMI, the PHMI itself notes that these results are not 

robust.77  Accordingly, the PF itself provides no basis to conclude the current ARMs do not 

give rise to significant risk transfer from funders to private hospital groups.  On the contrary, it 

is intuitively very unlikely that a large funder, such as Discovery (which the PF finds to have 

countervailing power) would enter into ARMs that are less advantageous to it than FFS tariffs.  

                                                                                                                                                
75  While the PF also refers to the WTW analysis discussed in sub-section 3.4.1 above within the context of reducing 

scheme costs (see paragraph 303 on page 222), this analysis focuses on the prevalence of ARM tariffs.  While not 
articulated in the PF, these results are therefore relevant within the context of the overall effectiveness of ARMs in 

lowering funder costs, rather than the extent to which current ARMs give rise to significant risk transfer and allow for 
funders to save costs, relative to FFS tariffs. 

76  PHMI, Technical Bargaining Annexure, paragraph 37. 
77  PHMI, Technical Bargaining Annexure, paragraph 37. 
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4 Additional Evidence on Countervailing Power 

4.1 Overview 

In this section we present additional evidence that indicates that funders are likely to possess 

material countervailing power in negotiations with private hospital groups.  Much of this 

evidence is included in the RBB Bargaining Power Report.  However, since this report only 

contained an analysis of data covering the period 2010 to 2014, in this report we have sought 

to extend the analysis using more recent data to include the period 2015 to 2017.  

In particular, we have focussed on two issues, namely the extent of any relationship between 

scheme size and tariff increases, and how the relative significance of ARMs has changed over 

time.  For brevity, in the sub-sections below, we summarise the results of our analysis, 

although a full set of results pertaining to these analyses is contained in Annex A.2 to Annex 

A.4. 

4.2 Bargaining power of smaller schemes 

As mentioned above, the PF claims that smaller funders obtain poorer terms than larger 

funders, by virtue of their smaller scale.  As set out in sub-section 3.2 , this claim is unfounded.  

However, in this sub-section we present our own analysis, which we have undertaken in order 

to assess this issue in more detail.  This analysis constitutes an update to the analysis that 

was provided in sub-section 5.2 of the RBB Bargaining Power Report. 

4.2.1 Scatter plot analysis 

As a starting point, we have plotted the LHC FFS tariff increases applicable to each funder 

against the LHC visit revenues associated with that funder, for different years, on a number of 

scatter charts.  Figure 1 below is an example of such a chart, which shows the relationship 

between size and FFS tariff increases for medical schemes in 2017, while Figure 2 presents 

the same information, albeit aggregated to the administrator level.  Similar figures for 2015 

and 2016 are provided in Annex A.2.1 and Annex A.2.2.   

 

Figure 1: Scatter plot of FFS tariff increases and LHC visit revenues by medical scheme, 2017 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data. 

Notes:       [CONFIDENTIAL]. 

 

Figure 2: Scatter plot of FFS tariff increases and LHC visit revenues by administrator, 2017 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data. 

Notes:       [CONFIDENTIAL]. 
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[CONFIDENTIAL].  

[CONFIDENTIAL]. 

4.2.2 Quartile analysis 

In order to examine this issue further, we divided medical schemes into quartiles based on 

LHC visit revenues for each given year (i.e. such that the first quartile comprises the top 25% 

of schemes by revenue).  The tariff increases obtained by each scheme, grouped by quartile, 

per year, are set out in Figure 3 below.   

[CONFIDENTIAL]. 

Figure 3: FFS tariff increases applicable to medical schemes, by quartile of annual visit revenue, 2006 – 
2017 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL]. 

4.2.3 Line of best fit analysis 

In order to verify the visual analysis above, we have investigated the size and significance of 

any relationship between the revenues attributable to each medical scheme and the applicable 

tariff increases.  This has been accomplished using the regression statistics obtained from 

constructing lines of best fit for the scheme-level scatter plots discussed in sub-section 4.2.1.78   

Specifically, we have focussed on the slopes coefficients of these lines, which indicate by how 

many percentage points annual tariff increases change for a given percentage change in 

scheme revenue, according to the best fit line.  We have also examined the statistical 

significance (as different from zero) of these coefficients in order to determine whether any 

relationship that is identified can be robustly differentiated from there being no relationship.   

However, it should be noted from the outset that the lines of best fit that have been constructed 

should not be interpreted as an attempt to construct an economic model to explain all the 

relevant factors that explain tariff increases, and we have not attempted to control for all 

potential explanatory factors.  Rather the statistics obtained are aimed at simply providing 

more statistical information about the relationship between scheme/administrator size and 

tariff increases that would be available from visual representations alone. 

The results of this analysis are presented in Table 1 below, which shows, by year, the number 

of observations (i.e. schemes for which data are available) and the percentage increase in 

visit revenues associated with a one percentage point reduction in tariff increase (as indicated 

by the slope coefficient).   

The table also includes the P-value associated with the slope coefficient.  This reflects the 

probability that the null hypothesis that of no relationship between tariff increases and 

                                                                                                                                                
78  We have used the natural logarithm of revenues in order to state our results in percentage changes in revenues as 

opposed to absolute changes. 
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revenues cannot be rejected.  The smaller the P-value, the smaller the probability of incorrectly 

rejecting this hypothesis, i.e. the smaller the probability of incorrectly concluding there is a 

statistical relationship between revenue and tariff increases.79   

Table 1: Increase in visit revenue per scheme associated with a one percentage point smaller tariff 

increase, 2006 – 2017 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

Source: RBB analysis of LHC data.  
Notes:       This figure excludes medical schemes with plans on which an LHC hospital was assigned DSP status.  The percentage 

increases in revenue displayed in the table were obtained using a simple level-log regression of schemes’ revenue 
weighted average tariff increases on the log of visit revenues.  The asterisks on the increase in revenue denote at what 

level the result is significant.  Specifically, * indicates that P < 10%, ** indicates P < 5% and *** indicates P < 1%.  The 

figures above differ from the figures provided in the RBB Bargaining Power Report due to a minor reclassification of DSP 

plans.   

[CONFIDENTIAL]. 

[CONFIDENTIAL]. 

In addition, it is important to appreciate that simply because a statistical relationship exists 

does not mean that a causal relationship exists between medical scheme size and tariff 

increases.  In other words, it does not follow that schemes that are relatively large in revenue 

terms were able to obtain lower tariff increases because of their relative revenue positions.  

This is due, in particular, to the fact that the analysis presented above does not take into 

account other factors that may affect both tariff increases and revenues from scheme to 

scheme, such as differences in membership composition (e.g. by age or wealth).80  

                                                                                                                                                
79  If the P-value is equal to or smaller than a specified significance level (usually, 1%, 5% or 10%), this indicates that the 

null hypothesis can be rejected with a level of statistical certainty (99% in the case of a 1% significance level, 95% in 
the case of a 5% significance level and 90% in the case of a 10% significance level), and therefore that there is a 

statistically significant relationship between revenue and tariff increases. 
80  [CONFIDENTIAL].   
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4.2.4 Difference from the mean and cumulative tariff analysis 

Finally, we have undertaken two further analyses to assess the relationship between the size 

of medical administrators/schemes (in terms of LHC revenues attributable to those funders) 

and the tariff increases faced by these funders.  The first of these is to use the deviation of 

each scheme’s tariff increase from the mean tariff increase, and examine the relationship 

between this variable with scheme size (rather than the relationship between scheme size and 

the tariff increase itself). 

In effect, this approach seeks to establish whether larger (smaller) schemes obtain 

systematically lower (higher) increases than the average scheme.  Similar to the analysis 

presented above, we examine the correlation between this deviation from the mean tariff 

increase and scheme revenues (for non-DSP schemes/administrators).   

[CONFIDENTIAL]. 

For the second additional analysis we consider the effective total tariff increase experienced 

by each scheme over the entire period of 2006 to 2017, and its relationship with the total 

revenues derived from the scheme by LHC over the same period.  We also consider the 

relationship between the effective total tariff increase and the average percentage of LHC 

hospitals on the scheme/administrator’s DSP network over the period.  Further, in order to 

control for these factors simultaneously, we regress the total tariff increase on total revenues 

and the average percentage of LHC hospitals included on a scheme/administrator’s network 

(though again it is important to appreciate that this is not an attempt to construct an economic 

model that includes all relevant explanatory factors – only to provide more statistical 

information than would be available from scatter plots and pairwise correlation coefficients 

alone). 

[CONFIDENTIAL].   

[CONFIDENTIAL]. 

[CONFIDENTIAL].     

[CONFIDENTIAL]. 

4.2.5 Summary 

In summary, the above analyses indicate that there does not appear to be a systematic and 

economically significant relationship between the size of medical administrators/schemes (in 

terms of LHC revenues attributable to those funders) and the tariff increases faced by these 

funders.  These results therefore add further support to the notion that larger medical schemes 

are unlikely to be able to negotiate significantly or systematically lower tariff increases with 

LHC than smaller schemes, and are therefore unlikely to enjoy appreciably greater bargaining 

power. 
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4.3 Growth of DSP plans 

In addition to the above assessment of the relationship between scheme size and tariff 

increases, we have sought to assess the proportion of LHC’s revenues that are generated 

from DSP plans, in order to determine whether or not DSP plans have increased in importance 

over time.  In this regard, the analysis presented below constitutes an extension of the analysis 

presented in sub-section 4.4 the RBB Bargaining Power Report, which covered the period 

2006 to 2014. 

Specifically, we have identified DSP revenues as those generated from patients on DSP plans 

(as identified by LHC), only where the patient in question visited a hospital listed on their 

relevant DSP network.  In this regard, Figure 4 below presents LHC’s total revenue derived 

from such “DSP visits”, as well as the percentage of LHC’s total revenue represented by these 

visits, in each year over the period 2006 to 2017. 

[CONFIDENTIAL]. 

Figure 4: Annual LHC revenues and proportion of total annual LHC revenues from DSP visits, 2006-2017 

[CONFIDENTIAL] 

Source: Visits and DSP data supplied by LHC for the period 2006 to 2017. 

Notes:       [CONFIDENTIAL].   
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Annexures 

A.1 [CONFIDENTIAL] 
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A.2 Tariff increases and size of administrators/schemes 

A.2.1 By medical scheme 

Figure 5: Scatter plot of FFS tariff increases and LHC visit revenues by medical scheme, 2015 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL]. 

 

Figure 6: Scatter plot of FFS tariff increases and LHC visit revenues by medical scheme, 2016 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL]. 

A.2.2 By administrator 

Figure 7: Scatter plot of FFS tariff increases and LHC visit revenues by administrator, 2015 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL]. 

 

Figure 8: Scatter plot of FFS tariff increases and LHC visit revenues by administrator, 2016 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL]. 
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A.3 Alternative analysis of tariff increases: deviation from the mean 

This approach involves calculating the mean tariff increase for each year, and then subtracting 

this mean from the actual tariff increase of each scheme/administrator.  A negative deviation 

thus indicates a tariff increase lower than the mean tariff increase, while a positive deviation 

indicates an above average tariff increase.  We then investigate the relationship between this 

deviation from the mean tariff increase and the size of medical scheme/administrator, as well 

as the proportion of LHC’s hospitals listed as a DSP by schemes/administrators. 

The figures below present the deviation from the mean FFS tariff increase plotted against 

revenues, by scheme (Figure 9) and administrator (Figure 10) in 2017.  [CONFIDENTIAL]. 

[CONFIDENTIAL]. 

Figure 9: Scatter plot of deviation from mean FFS tariff increase and LHC visit revenues by scheme, 
2017 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL]. 

 

Figure 10: Scatter plot of deviation from mean FFS tariff increase and LHC visit revenues by 
administrator, 2017 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL]. 

As was undertaken in sub-sections 4.2.1 and 4.2.2 above, we have also investigated the size 

and statistical significance of any relationship between the revenues attributable to each 

medical scheme, and the applicable deviations from the mean tariff increases, using the line 

of best fit obtained for the scheme-level scatter plots (of revenues and FFS tariff increases) 

for each year.81  However, it should be noted that these regressions do not attempt to control 

for all potential explanatory factors, but are rather aimed at simply attempting provide more 

informative statistical information about the relationship between scheme/administrator size 

and tariff increases. 

The results of these regressions are shown in Table 5 below.  [CONFIDENTIAL]. 

                                                                                                                                                
81  We have used the natural logarithm of revenues in order to state our results in percentage changes in revenues as 

opposed to absolute changes. 
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Table 5: Increase in visit revenue per scheme associated with a one percentage point decrease in tariff 
increase relative to the mean tariff increase, 2006 – 2017 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 
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Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL].   
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A.4 Alternative analysis of tariff increases: cumulative tariff increases 

Under this approach we investigate the relationship between cumulative tariff increases and 

total revenue between 2006 and 2017, where the cumulative tariff increase is calculated by 

compounding the annual tariff increases from 2006 to 2010.  However, it should be noted that 

this approach allows us to analyse only medical schemes/administrators for which we have 

tariff data for the full period under consideration.  [CONFIDENTIAL].  

Figure 11 below presents a scatter plot of cumulative tariff increases over the period 2006 to 

2017 against total revenues.  [CONFIDENTIAL].  

Figure 11: Scatter plot of cumulative FFS tariff increase and total LHC visit revenues by scheme, 2006-
2017 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data.  

Notes:       [CONFIDENTIAL]. 

In addition, we have also compared the cumulative tariff increase to the average percentage 

of LHC hospitals listed as a DSP on the relevant medical scheme network.  [CONFIDENTIAL]. 

Figure 12: Scatter plot of cumulative FFS tariff increase and average percentage of LHC hospitals on DSP 
network by medical scheme, 2010-2017 

[CONFIDENTIAL] 

Source: RBB analysis of LHC data 

We have sought to test the above result further by calculating the relevant correlation 

coefficients for schemes and administrators, respectively, which is shown in Table 6 below.  A 

negative (positive) correlation coefficient implies that an increase in the average percentage 

of LHC hospitals on a scheme’s DSP network correlates to reduction (increase) in the total 

tariff increase.  The closer the coefficient is to -1 (negative) or 1 (positive), the stronger the 

correlation. 

[CONFIDENTIAL]. 

However, as noted above, while correlation coefficients can give us an indication of whether 

the two variables are related, without further analysis we cannot infer a causal relationship 

from these results (or provide a reliable estimate of the magnitude of the effect of DSP 

networks on tariff increases).  Nevertheless, the results do appear to be consistent with the 

contention that the use of DSP plans has enhanced the bargaining power of medical funders 

over the period under analysis. 
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Table 6: Correlation between total FFS tariff increase and average percentage of LHC hospitals on DSP 
network, 2006-2017 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

[CONFIDENTIAL] [CONFIDENTIAL] [CONFIDENTIAL] 

Source: RBB analysis of LHC data 

Notes:       The asterisks on the correlation coefficients denote at what level the result is significant.  Specifically, * indicates that P < 

10%, ** indicates P < 5% and *** indicates P < 1%. 

In order to investigate this relationship further we have also regressed the cumulative tariff 

increases on total revenues and average percentage of LHC’s hospitals with DSP status, both 

at a scheme and administrator level.  This approach allows us to control for both of these 

potential explanatory variables simultaneously.  However, it should be noted from the outset 

that this regression still does not attempt to control for all potential explanatory factors, and is 

rather aimed at simply attempting to provide more informative statistical information about the 

relationship between scheme/administrator size and tariff increases by at least controlling for 

the two factors that are readily available to us in the LHC data. 

These regression results are presented in Table 7 below.  [CONFIDENTIAL].   

[CONFIDENTIAL]. 

[CONFIDENTIAL].   

[CONFIDENTIAL]. 

Table 7: Regression analysis results, 2006-2017, p-values in brackets 
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Source: RBB analysis of LHC data 


