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EXECUTIVE SUMMARY AND RECOMMENDATIONS 

E 1. The Irish private health insurance market is community rated.  The 
community rating system is supported by regulations concerning 
lifetime cover, open enrolment, minimum benefit and risk 
equalisation.  These regulations are necessary for the maintenance of 
a community rated market.  While these regulations also impact on 
competition, the impact is fair and proportionate and the regulations 
facilitate competition between insurers.  Nevertheless, the Irish 
market is highly concentrated and there are a number of measures 
recommended in this report that should be taken in order to benefit 
consumers by encouraging greater competition in the market. 

 
E 2. The Minister for Health and Children requested the Health Insurance 

Authority (the Authority) and the Competition Authority to report 
jointly on further measures to encourage competition in the private 
health insurance (PHI) market. Terms of Reference were agreed in 
March 2006 and a public consultation process was conducted in April. 
Work on the joint study was in its final stages when the Competition 
Authority notified the Health Insurance Authority on 18th December 
2006 that it did not propose to submit a report jointly with the Health 
Insurance Authority but instead intended to submit a separate report 
to the Minister. As a result the Authority has completed a report on its 
own based on the Terms of Reference drafted in accordance with the 
Minister’s request.  The recommendations of the Authority are set out 
below. 

 
Market Description and Definition 

 
E 3. Chapter 2 describes the Irish private health insurance market.  The 

take-up of private health insurance (PHI) has grown steadily over the 
years and the coverage of PHI has now reached 51% of the 
population (48% for the three open enrolment insurers). By 
international standards, this is a high proportion for voluntary health 
insurance.   Economic research has shown that the important 
determinants of demand for private health insurance in Ireland are 
the existence of waiting lists for elective treatment in the public 
hospital system and perceptions among the public of better care being 
available for private patients, the long established nature of voluntary 
health insurance in Ireland, and the community rated nature of the 
market.   Growth in real incomes may also have been a significant 
driver of demand. This factor is additional to the rapid growth in the 
labour force and the population in the last ten years, which has 
resulted in corresponding growth in the demand for health insurance.   

 
E 4. In the absence of risk equalisation payments, insurers with younger 

age profiles have a significant regulatory advantage over insurers with 
older age profiles.  This advantage has facilitated BUPA Ireland and 
VIVAS Health in charging significantly lower premiums than Vhi 
Healthcare.  Since competition was first introduced in 1997, the 
market share of Vhi Healthcare has declined steadily and as at 
September, 2006 was 75%.  (BUPA Ireland had 22% and VIVAS 
Health 3%).  Vhi Healthcare’s market share has declined at a rate of 
around 2.5 percentage points per annum. 
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E 5. In Chapter 3, the relevant market is defined as the private health 
insurance market with open enrolment.   Only reimbursement 
insurance that is regulated by the Health Insurance Authority is 
included in the market definition.  Insurance schemes that restrict 
membership to certain work or occupational categories are not 
included.  Non-indemnity type insurance, such as “cash plan” 
insurance and critical illness insurance, are not included either. There 
are currently three private health insurance providers, Vhi Healthcare, 
BUPA Ireland and VIVAS Health, and the majority of claims relate to 
private in-patient hospital stays. 

 
Regulation 

 
E 6. Chapter 4 describes the regulation of the market and considers what 

changes could be made in order to assist the development of greater 
competition.  Vhi Healthcare (officially the Voluntary Health Insurance 
Board) was founded under the VHI Act of 1957.   Vhi Healthcare is a 
state owned body and was the sole provider of health insurance in 
Ireland until January 1997.   BUPA Ireland commenced health 
insurance operations in January 1997 and VIVAS Health in October 
2004.  On the 14th December 2006, BUPA Ireland announced that it 
was commencing its withdrawal from the market.  It explained its 
decision thus; “..this decision has been forced on it due to the scale of 
the payments required under the Risk Equalisation Scheme…”. 

 
E 7. The three insurance companies operate subject to the requirements of 

the 1994 Health Insurance Act (as amended in 2001 and 2003) and 
associated regulations, the main provisions of which are set out in 
Chapter 4.  The primary regulatory principle is community rating, 
which means that insurers must, subject to certain limited exceptions, 
charge the same premium for an insurance product to all customers.  
In particular, insurers may not vary premiums on the basis of age or 
health status of the customer. 

 
E 8. The regulatory framework, established by the Health Insurance Acts 

and associated regulations, is designed to support community rating 
and includes regulations pertaining to, open enrolment, lifetime cover, 
minimum benefits and risk equalisation.  The Minimum Benefit 
Regulations oblige insurers to provide cover in their hospital insurance 
products for all public hospitals and for treatment for almost all 
illnesses as well as maternity care.  The Health Insurance Authority 
was established in 2001 and took over regulatory functions relating to 
this framework, which had hitherto been carried out by the Minister 
for Health and Children. 

 
E 9. Except for Vhi Healthcare, health insurance companies are subject to 

prudential regulation by the Financial Regulator in Ireland or an 
equivalent regulator in another EU member state.  VIVAS Health is 
regulated by the Financial Regulator and BUPA by the Financial 
Services Authority in the United Kingdom.  Both are also subject to 
the Financial Regulator’s Consumer Protection Code. 

 
E 10. The health insurance legislation applies equally to all insurers.   

However, under the VHI Acts, Vhi Healthcare is governed by a 
different statutory and regulatory regime to other insurers. It has an 
exemption from EU and member state insurance regulation by virtue 
of derogations in the First and Third EU Non-Life Insurance Directives.   
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As a result it does not have to satisfy prudential financial solvency 
requirements as an insurance company, although the Minister for 
Health and Children has announced that she intends to introduce 
legislation in the near future, which would require Vhi Healthcare to 
satisfy these requirements by 2012.  A primary objective of this 
report’s recommendations is to bring about the situation as soon as 
possible that all health insurers operate under the same regulatory 
framework.  In practice this would only be feasible when risk 
equalisation payments are being made. 

 
Recommendation 1 Action By 

Vhi Healthcare should be obliged to operate in the 
provision of non-insurance services in the same 
manner as if it was regulated as an authorised non-life 
insurance company. The Minister for Health and 
Children should bring forward legislation to amend the 
Voluntary Health Insurance Acts including a 
requirement that Vhi Healthcare be allowed and 
obliged to establish associated companies (or 
subsidiaries) to carry out non-insurance activities. 

Minister for 
Health and 

Children 
 
 

 

Recommendation 2 Action By 

In the context of the commencement of risk 
equalisation payments, Vhi Healthcare should be 
required to satisfy the relevant prudential solvency 
requirements as soon as is feasible.  The proposed 
six-year timeframe allowed for Vhi Healthcare to 
attain the necessary level of reserves should be 
reviewed with a view to shortening it. Consideration 
should be given to methods of raising capital other 
than through the accumulation of surplus.  

 
Minister for 
Health and 

Children 
 
  

 

Recommendation 3 Action By 

Vhi Healthcare should be subject to prudential 
regulation in its capacity as a PHI undertaking by the 
Financial Regulator. Vhi Healthcare’s exemptions from 
the First and Third EU Non-Life Insurance Directives 
should be abolished. The Minister for Health and 
Children should seek the removal of these exemptions 
by the institutions of the EU once Vhi Healthcare is in 
a position to receive authorisation as an insurer.   

Minister for 
Health and 

Children  
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Recommendation 4 Action By 

The requirement for Ministerial approval for Vhi 
Healthcare premium increases under S.3 of the 
Voluntary Health Insurance (Amendment) Act, 1996 
should be removed, once Vhi Healthcare’s exemptions 
from the Non-Life Insurance Directives are removed. 
At that stage, consideration should be given to 
whether it is appropriate to continue price regulation 
by an independent regulatory body. 

Minister for 
Health and 

Children  
 

 
 
E 11. The terms of reference included a brief to “identify duties that could 

be assigned under existing legislative provisions and additional 
functions that might possibly be assigned to the Health Insurance 
Authority” Research by the Authority indicates that difficulties that 
consumers have in understanding and comparing health insurance 
products and lack of consumer awareness of their rights may impact 
negatively on competition in the market.  Effective legislation requires 
that the regulator should have proportionate powers to direct 
compliance with the legislation. Therefore, the Authority makes the 
following recommendations:  

 
Recommendation 5 Action By 

The Minister for Health and Children should bring 
forward legislation to amend the Health Insurance 
Acts to provide that the Health Insurance Authority 
has the power to direct that a health insurance 
undertaking alter its practices or its products to 
comply with the provisions of the Acts or regulations 
thereunder.    

Minister for 
Health and 

Children 
 
 
 

 
Recommendation 6 Action By 

The Minister for Health and Children should bring 
forward legislation to amend the Health Insurance 
Acts to assign to the Health Insurance Authority the 
function of taking such action as it considers 
appropriate to increase awareness among members of 
the public of their rights as health insurance 
consumers and of available health services. 

Minister for 
Health and 

Children 
 
 
 

 
 
E 12. There is a risk to the stability of a community rated market if it fails to 

attract sufficient younger consumers on an ongoing basis. The 1999 
White Paper proposed the introduction of unfunded lifetime 
community rating and the Health Insurance (Amendment) Act 2001 
provided for its introduction. It would reduce the adverse selection 
risk posed by the current system and thereby contribute to greater 
stability in the market.  This would also facilitate competition on a 
level playing field in an insurance market with community rating.  
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Recommendation 7 Action By 

The Minister for Health and Children should introduce 
unfunded lifetime community rating as provided for in 
the Health Insurance Act 1994 (as amended). 

Minister for 
Health and 

Children 
 
 

 
 

Risk Equalisation 
 

E 13. The effect of risk equalisation on competition in the health insurance 
market has been the subject of much discussion and analysis in 
Ireland since before the introduction of the Health Insurance Act 
1994.   This analysis has consistently agreed with the Health 
Insurance Authority’s views in relation to the appropriateness of risk 
equalisation in a community rated market.  The Harvey independent 
advisory group in 1998 concluded that a risk equalisation scheme is a 
necessary feature of the Irish private health insurance market. 

 
E 14. Judge McKechnie, in his November 2006 judgement in the High Court, 

concluded that “within the statutory framework of the Irish system, 
this market is potentially unstable without risk equalisation. The 
scheme is therefore absolutely necessary given our system. Moreover 
it is fair, reasonable and proportionate.”  The European Commission 
State Aid verdict at paragraph 52 concluded that the Risk Equalisation 
Scheme “is necessary to underpin the principles enforced by the Irish 
authorities … it ensures that risks are shared appropriately  across the 
market and allows for a level playing field in respect of the particular 
constraints of the Irish system. If, as an alternative, the Irish PMI 
market were risk rated, the Risk Equalisation Scheme would not be 
necessary.” It concluded that the Scheme passed both the necessity 
and the proportionality test. 

 
E 15. The Authority considered the impact of risk equalisation in depth as 

part of its deliberations in relation to its recommendations on whether 
or not risk equalisation payments should be commenced.  Having 
considered the submissions received as part of this study, the 
Authority maintains the views that were set out in its October 2005 
report to the Minister, which recommended the commencement of risk 
equalisation payments. These views are outlined in Chapter 4.  

 
 

Barriers to Entry 
 
E 16. In Chapter 5 the barriers to entry to the market are reviewed. 

Interviews with possible new entrants (which were undertaken in a 
previous Authority study) identified a number of factors that would 
deter entry into the market. Vhi Healthcare’s high market share is a 
significant deterrent to market entry.  Other factors, such as a 
perceived low level of profit or a high level of efficiency in the market, 
may deter new entrants but also benefit consumers, e.g. a market 
with inefficient incumbents making super-normal profits would not be 
benefiting consumers but would attract new entrants.  However, there 
was also a perception that Vhi Healthcare benefits from some aspects 
of first mover advantage, for instance its brand and its strong buyer 
position with private hospitals. 
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E 17. A number of interviewees identified risk equalisation as a deterrent to 

entry.  Uncertainty concerning the future regulation of Vhi Healthcare 
and the future of the Risk Equalisation Scheme were also cited as 
deterrents to entry.  However, a number of features of the Risk 
Equalisation Scheme, including an initial three year exemption from 
payments, are intended as incentives for market entry.  The absence 
of risk equalisation payments in a community rated market gives a 
regulatory advantage to insurers with lower risk profiles.  The Risk 
Equalisation Scheme is designed to reduce but not eliminate this 
regulatory advantage and insurers with lower risk profiles will 
continue to have a significant advantage, even with risk equalisation 
payments. 

 
E 18. In view of the very high market share of Vhi Healthcare and in order 

to encourage competition by providing regulatory incentives for 
market entry, there is scope to lengthen the phase-in period for full 
risk equalisation payments for new market entrants, while maintaining 
the essential features of the scheme and the intended long-term 
effect on the market.  In the current Risk Equalisation Scheme, a new 
undertaking does not have to make risk equalisation payments for 
three years and there are fifty per cent payments in the fourth year 
with full payments thereafter. If the time period from nil to full 
payments was lengthened, there would be an increased incentive to 
enter the market.  Therefore, the Authority recommends the 
following; 

 

Recommendation 8 Action By 

The Minister for Health and Children should consider 
amending the Risk Equalisation Scheme by extending 
the phase-in period for new entrants, for example, as 
follows;  
- no payments for the first three years 
- payments in the fourth year at 25% of the full 
amount, rising to 50% and 75% in subsequent years 
and reaching 100% in the seventh year. 

Minister for 
Health and 

Children 
 
 
 

 
 

Barriers to Rivalry 
 
E 19. Chapter 6 discusses barriers to rivalry. Given the number of insurers 

in the marketplace, it is vital that they compete vigorously with each 
other if consumers are to benefit from competition.  Although the 
actual process of switching insurers is simple and straightforward and 
there are no penalties involved, there are low levels of switching in 
the PHI market. Search costs and switching costs inhibit switching, 
while the psychological costs of switching promote inertia and cause 
people to remain with their incumbent insurer even where competitors 
offer better value products. 

 
E 20. To promote competitive PHI markets, consumers need to be aware 

that it is easy to switch. They also need the necessary information on 
competing products. In the Irish PHI market, transaction costs of 
switching are relatively low.  However, the Authority’s research 



 
 
 

 
 
 

12   

indicates that consumers of PHI have a propensity to succumb to the 
psychological costs of switching. Search and switching costs need to 
be lowered further. For switchers, premium reductions were by far the 
most commonly cited reason for switching. 

 
E 21. PHI firms require their customers to serve waiting periods upon 

commencement of their first health insurance policies. It is important 
for consumer information and awareness of switching that consumers 
are not under the impression that they are in any way restricted from 
switching due to the need to serve extra waiting periods. In order to 
reduce search costs, information on consumer rights and products 
should be provided to consumers at point of sale and at renewal.  
Accordingly, the Authority recommends as follows; 

 

Recommendation 9 Action By 

Pending the implementation of Recommendation 10, 
PHI companies should send out renewal notices to 
insured persons one calendar month prior to the 
renewal date.  At a minimum, these renewal notices 
should give details of current PHI cover and cost of 
renewal of cover for a further year, at what age the 
insured can avail of reduced premiums, and 
information on waiting periods.  

PHI 
companies 

 
 

 

Recommendation 10 Action By 

Following consultation with the PHI industry, a 
statutory requirement should be introduced requiring 
insurers to provide certain information at point of sale 
and with renewal notices.  The information to be 
provided would include information on consumer 
rights concerning health insurance, switching and 
waiting periods. 
 
In addition, in order to facilitate the comparison and 
understanding of products, each insurer would be 
required to illustrate the main details of an insurance 
policy and its price in a prescribed format. 
 

 
Minister for 
Health and 

Children 
 
 
 

 

E 22. It is recommended that a Switching Code be introduced as a means of 
further reducing transaction and psychological switching costs.  
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Recommendation 11 Action By 

The insurance companies should work with the 
Authority to draft a Switching Code for PHI which 
would, in a brief, clear and definitive manner, detail 
the rights and duties of consumers, outgoing health 
insurers and incoming health insurers during the 
switching process. 

HIA  & PHI 
companies 

 
  

 
 
 
E 23. Vhi Healthcare’s offer of Vhi-brand MultiTrip Travel Insurance provides 

it with an advantageous position relative to its competitors and has 
the effect of creating barriers to switching for PHI consumers. Vhi 
Healthcare travel insurance is only available to members of Vhi 
Healthcare. Vhi Healthcare should be obliged to ensure that its travel 
insurance policy is not contingent on its PHI policy.  If Vhi Healthcare 
were an entity regulated by the Financial Regulator, it would appear 
to be the case that the conditions of sale of its travel insurance 
policies would be in breach of the Financial Regulator’s Consumer 
Protection Code.  

 

Recommendation 12 
Action By 

Vhi Healthcare should comply with the Financial 
Regulator’s Consumer Protection Code as if Vhi 
Healthcare was a regulated entity of the Financial 
Regulator. 
 
Ministerial approval for products for sale by Vhi 
Healthcare should only be given where it would not 
lead to a breach of the Financial Regulator’s Consumer 
Protection Code. 

Vhi 
Healthcare 

and 
Minister for 
Health and 

Children  
 
 

 

  

E 24. In view of the complexity of PHI products, Minimum Benefit 
Regulations are necessary to protect consumers from the risk of being 
sold products with insufficient cover.  The Regulations are also 
necessary to support community rating.  However, the Regulations 
limit innovation and restrict competition by forcing PHI firms to cover 
certain procedures and hospitals. The report makes a number of 
recommendations concerning the Minimum Benefit Regulations that 
are designed to improve both the effectiveness of consumer 
protection and the opportunities for product innovation, while 
reducing the negative effects on competition. 
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Recommendation 13 
Action By 

The Minister for Health and Children should amend the 
Health Insurance Act, 1994 (Minimum Benefit) 
Regulations, 1996 in order to accomplish the following 
goals:  

• Simplify the system of minimum benefits 
• Remove restrictions on the PHI products which 

health insurers can offer, while maintaining an 
obligation to provide a certain minimum level 
of healthcare cover to any individual covered 
by a health insurance contract 

• Remove the fixed minimum monetary values  
• Specify benefits to be covered in non-monetary 

terms, if possible. 

Minister for 
Health and 

Children 
 
 

 
 
Buyer Power 
 
E 25. Chapter 7 contains an assessment of buyer power in the PHI market, 

especially with reference to Vhi Healthcare.   Statements were made 
in a number of submissions by (or on behalf of) private hospitals and 
developers of private hospitals that Vhi Healthcare was discouraging 
the development of new private hospitals.    Vhi Healthcare deny this,   
although they accept that they have not concluded purchasing 
agreements with planned new hospitals in one or two instances until a 
few months before they were opened.  They also deny that they 
currently operate claims ceilings, which was alleged in two 
submissions.  Overall, there is some evidence of buyer power on the 
part of Vhi Healthcare. In the short term, health insurance customers 
appear to be benefiting in their premium rates from Vhi Healthcare’s 
strong bargaining position.  However, there is an argument that 
investment in the private hospital market will be discouraged and that 
consumers might lose out in the long run.  Nevertheless, two new 
private hospitals or clinics have opened recently and more are 
expected to open in 2007. 

 
E 26. Vhi Healthcare states that it does not have “buyer power”, although it 

may have “payer power”.   Vhi Healthcare’s distinction relies on a 
central feature of healthcare services that doctors must, and do, make 
the decisions concerning treatment of patients.  The public health 
service or insurance companies typically then pay the bills. Insurance 
companies also have some incentives to limit private hospital 
capacity, for instance to avoid possible supplier induced demand (if it 
exists) and to keep down average costs in private hospitals by 
ensuring high capacity utilisation rates. However, insurance 
companies in a voluntary health insurance market have a strong 
commercial incentive to ensure that there is adequate private bed 
capacity for their customers because prompt access to private hospital 
treatment is the dominant product characteristic that generates 
demand for voluntary health insurance in the first instance. 

 
Market Power 
 
E 27. Chapter 8 of the Report contains an assessment of market power in 

the context of competition policy analysis with particular reference to 
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the situation of Vhi Healthcare.  In general, market power is more 
likely to exist when a firm has a persistently high market share. The 
key issue in the Irish PHI market is whether Vhi Healthcare is able to 
maintain its prices above competitive levels.    

 
E 28. Vhi Healthcare does not explicitly attribute competition factors to its 

decision-making process on prices and, instead, it usually refers to the 
aggregate cost of claims and the rate of medical inflation. There is 
evidence from the 2002 to 2004 period that when Vhi Healthcare 
increased prices by an unusually high amount the rate of decline in its 
market share accelerated and that it responded to this by applying 
relatively low price increases in the subsequent two years.  Although it 
did not acknowledge this competitive motivation at the time of the 
price increases. Vhi Healthcare itself is subject to price control by the 
Minister for Health and Children and Vhi Healthcare has not applied 
price increases that have led to a trend of relatively high and rising 
profits. Neither is there any evidence that Vhi Healthcare is a 
relatively inefficient organisation and utilises pricing power to recover 
sufficient revenues to remunerate a relatively high cost base. 

 
E 29. Vhi Healthcare’s statutory situation further complicates an analysis of 

its market power.   Vhi Healthcare is currently limited by the VHI Acts 
in the level of financial surplus that it can make. Even if there was no 
price control power available to the Minister, it would not be lawful for 
Vhi Healthcare (as it is currently constituted) to attempt to maximise 
its financial surplus.    

 
E 30. The evidence from an analysis of the market prior to the 

commencement of risk equalisation payments, and before BUPA 
Ireland announced that it was commencing its withdrawal from the 
market, indicates that Vhi Healthcare did not have substantial market 
power.  However, both the commencement of full risk equalisation 
payments (which significantly reduces the regulatory advantage held 
by insurers with lower risk profiles) and the withdrawal of BUPA 
Ireland from the market will weaken the competitive constraints on 
Vhi Healthcare, although this effect would be offset by any further 
new entry into the market. 

 
Market Structure 
 
E 31. The recommendations in the report are intended to increase 

competition in the PHI marketplace.  Nevertheless, consumer choice 
will remain relatively limited in the absence of new market entrants.  
In view of these market circumstances, the question arises as to 
whether the radical step of splitting Vhi Healthcare into two or more 
entities should be considered.  This would increase competition and 
consumer choice (it would not, of itself, affect the scale of risk 
equalisation transfers).  While the precise dynamic benefits that would 
flow from the resulting increased competition are difficult to predict, 
they are likely to be significant and wide ranging, affecting areas 
including pricing and product innovation.    It would also greatly 
reduce or eliminate any existing buyer power of Vhi Healthcare.   
However, there would be obvious difficulties, costs and risks involved, 
for instance; loss of economies of scale, extinguishing the brand, 
possible financial weakness of the new companies, and regulatory and 
logistical issues.  Furthermore, Vhi Healthcare’s members have chosen 
their insurer and their views should be considered. In this context, it 
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is quite unclear, so far as the Authority is concerned, whether the 
economic benefits of splitting Vhi Healthcare in terms of enhanced 
competition feeding through to better value for consumers would 
outweigh the costs and risks involved. Furthermore, detailed 
implementation plans would have to be considered, including the 
transitional economic and financial costs of implementation. In the 
Authority’s view, the main determining factor in this matter should be 
consumer benefit.  It is recommended that the Minister for Health and 
Children should commission a study on the issue of splitting Vhi 
Healthcare into two or more successor entities. 

 
 

Recommendation 14 Action By 

The Minister for Health and Children should 
commission a comprehensive independent study into 
the feasibility of splitting up Vhi Healthcare into two or 
more smaller entities, considering in particular the 
relative costs and benefits of such a move. 

Minister for  
Health and 

Children 
 
 

 
 
E 32. A particular model of a PHI market has evolved in Ireland with a small 

number of competitors as a result of the history of Irish policy 
decisions and EU insurance legislation. In this Report, the different 
policy and legal principles of competition, insurance regulation, Irish 
healthcare and health insurance are considered together in a single 
consistent manner.  The overall objective of the Report’s 
recommendations is to encourage competition in the Irish PHI market 
in order to best serve society and health insurance consumers. 
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1. INTRODUCTION 

Terms of Reference 

1.1 The Minister for Health and Children requested the Competition 
Authority and The Health Insurance Authority to report on “further 
measures to encourage competition in the health insurance market and 
the strategy or strategies which might be adopted in order to create 
greater balance in the share of the market held by competing 
insurers”. These recommendations will inform the drafting of a Bill to 
amend the Voluntary Health Insurance Acts. 

1.2 Following discussions between the Health Insurance Authority and the 
Competition Authority and noting that the Government’s Health 
Strategy envisages community-rated private health insurance 
continuing to play a major role in the overall resourcing of Irish 
healthcare, the following Terms of Reference were agreed for the 
project: 

• Examine market structure in relation to private health insurance, and 
identify relevant sub-markets, if they exist. These markets will be 
analysed from the perspective of restrictions on the degree of 
rivalry, barriers to entry and barriers to switching private health 
insurers. 

• Identify and analyse industry practices, legislation and/or 
administrative practices in private health insurance in the State that 
limit the degree of rivalry in the marketplace to the detriment of 
consumers. 

• Identify barriers to switching private health insurers, analyse their 
origin, and, where appropriate, make recommendations to have 
unnecessary barriers to switching removed.  

• Identify duties that could be assigned to the Health Insurance 
Authority under existing legislative provisions and additional 
functions that might possibly be assigned to the Health Insurance 
Authority. 

• Identify and analyse any implications for competition of existing 
primary and secondary legislation affecting private health insurance. 

• On the basis of the analysis and conclusions of the joint report of the 
health insurance market –  

o Make recommendations for change to any enactment or 
administrative practice that is limiting competition in private 
health insurance in the State to the detriment of consumers.  

 
o Make any other recommendations deemed appropriate.  

1.3 In April, 2006 the Competition Authority and the Health Insurance 
Authority undertook a joint public consultation process. The Health 
Insurance Authority expresses its gratitude to the various individuals, 
firms, and other bodies who took the time to make submissions to the 
Authorities during the consultation period, or who otherwise assisted 
the Authority during the drafting of this Report. It is hardly necessary 
to point out that this Report could not have been completed without 
the input of these parties.  
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1.4 For the next number of months the two Authorities worked closely 
together in preparing a report in accordance with the agreed terms of 
reference.  During this time the Competition Authority contributed 
significantly to the analysis in this document.  Work on the joint study 
was in its final stages when the Competition Authority notified the 
Health Insurance Authority on 18th December 2006 that it did not 
propose to submit a report jointly with the Health Insurance Authority 
but instead intended to submit a separate report to the Minister. As a 
result the Authority has completed this Report on its own based on the 
Terms of Reference drafted in accordance with the Minister’s request. 

Background 

1.5 The Health Insurance Authority was established on 1 February, 2001 in 
accordance with the terms of the Health Insurance Act, 1994. The 
Authority is the regulatory body for private health insurance in Ireland.  

1.6 The vision of the Authority is:  

"to benefit the common good by facilitating a competitive health 
insurance market whilst preserving community rating, open enrolment 
and lifetime cover". 

1.7 Two of the Health Insurance Authority’s statutory functions under the 
Health Insurance Act 1994 (as amended)  are relevant to the project –  

• Section 21(1)(d): “to advise the Minister (of Health and Children) 
either at his or her request or on its own initiative on matters 
relating to the functions of the Minister under this Act, the functions 
of the Authority and health insurance generally, and”; 

• Section 21(1)(e):  “to monitor the operation of this Act and the 
carrying on of health insurance business and developments in 
relation to health insurance generally.” 

Structure of the Report 

1.8 The structure of the Report is as follows: 

• Chapter 2 discusses PHI in Ireland.  

• Chapter 3 defines the relevant market for analysis.  

• Chapter 4 discusses regulation of the PHI market. 

• Chapter 5 analyses the barriers to entry which exist in the market.  

• Chapter 6 analyses the barriers to rivalry which exist in the market. 

• Chapter 7 discusses buyer power. 

• Chapter 8 examines market concentration and market power. 

• Chapter 9 considers the structure of the PHI market.    

1.9 For detailed statistical, methodological, economic and technical health 
insurance data, readers are referred to the Appendices at the end of 
this Report. 
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Implications of the Withdrawal of BUPA Ireland  

1.10 On the 14th December last BUPA Ireland announced that it was 
commencing its withdrawal from the Irish market.  BUPA Ireland 
ceased to sell new policies and announced that it will not renew 
contracts from February, 2007.  In a statement issued on 10 January, 
2007 BUPA stated that “it wishes to retain the flexibility to re-enter the 
Irish market should the situation change.” 

1.11 In January, 2007, it was announced that AXA are in discussions with 
the Government concerning its possible entry into the Irish market.  
AXA approached BUPA Ireland in order to discuss the purchase of the 
BUPA business but BUPA declined to enter into talks with AXA.  The 
Minister also stated that another company had contacted her and said 
that it would be interested in purchasing the BUPA Ireland business. 

1.12 The withdrawal of BUPA Ireland from the market, the entry of AXA or 
another new entrant into the market or the purchase by AXA or 
another body of the BUPA Ireland business could each significantly 
affect market dynamics and there is a significant amount of uncertainty 
in relation to  these issues.   

1.13 The detailed analysis in this Report was prepared prior to BUPA 
Ireland’s announced departure. The impact of its departure on this 
analysis has been assessed at a high level throughout the document. 

1.14 If BUPA Ireland does not  sell its business as a going concern or a new 
entrant does not enter the market, BUPA Ireland’s health insurance 
business will be taken up by the remaining two open enrolment health 
insurers, Vhi Healthcare and VIVAS Health, to the extent that it does 
not lapse.  

1.15 In this scenario Vhi Healthcare is likely to increase its market share.  
Furthermore, the competitive pressure on Vhi Healthcare would 
reduce.  Vhi Healthcare will no longer receive risk equalisation 
payments in the order of €35m per annum.   For the next few years, 
risk equalisation payments from VIVAS Health are likely to be a 
fraction of the previously projected risk equalisation payments from 
BUPA Ireland. However, Vhi Healthcare will increase its customer base 
and improve the risk profile of its business. Vhi Healthcare may review 
its pricing in the light of these factors. 

1.16 The withdrawal of BUPA Ireland is likely to have a dramatic effect on 
VIVAS Health’s market share and may well lead it to reviewing its 
marketing and pricing strategy.   VIVAS Health will experience a 
substantial benefit in terms of economies of scale.   It is quite possible 
that it will also experience a major change in its mix of customers by 
age, sex and health status, which would have an effect on its 
profitability. VIVAS Health will make its first risk equalisation payment 
in the second half of 2007 and make full payments in the second half 
of 2008.  Its risk equalisation payments are likely to increase 
significantly as a result of BUPA Ireland’s departure. 

1.17 If a new entrant purchases BUPA Ireland’s business then competition 
may not be significantly affected by its withdrawal. Also, the effect of 
the withdrawal of BUPA Ireland from the market would be mitigated if 
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other insurers were to enter the market, even if they do not purchase 
the BUPA Ireland business. 
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2. THE PRIVATE HEALTH INSURANCE MARKET 

Summary  

2.1 Voluntary private health insurance (PHI) has a relatively high market 
penetration in Ireland – approximately 51% of the population. Since 
the establishment of the state-controlled Voluntary Health Insurance 
Board (now “Vhi Healthcare”) in 1957 with a near monopoly, demand 
has grown steadily. The market is dominated by products that provide 
re-imbursement for private care in public and almost all private 
hospitals.  

2.2 Economic research indicates that the main reasons for the high 
penetration of PHI are the waiting times for elective treatment, the 
long establishment of Vhi Healthcare and the relatively low (and 
community rated) cost of health insurance over the years.1 Demand for 
PHI is also correlated with economic and population growth, which has 
been relatively high from 1994 to the present. Most PHI subscribers 
have policies as part of a group scheme, the majority of which are 
work-based. 

2.3 Market liberalisation and regulation were introduced simultaneously in 
1994. The Health Insurance Act 1994 (as amended) and its associated 
regulations established a separate regulatory framework for the 
market.  Prior to this, Vhi Healthcare was the sole operator in the 
market except for some licensed restricted schemes. BUPA Ireland 
began operations in January 1997 and VIVAS Health entered the 
market in October 2004. At present, Vhi Healthcare has a 75% market 
share, which is declining. BUPA Ireland has a 22% share, which has 
risen steadily and VIVAS Health has 3%, which is increasing. While 
there are differences in both the range of products and in precise 
product configurations between insurers, they all offer products that 
include reimbursement cover for private treatment in hospital. All PHI 
products that provide cover for hospital in-patient treatment must 
provide for a basic level of benefits as laid down in regulations.  

2.4 Mainly due to the high rate of medical inflation, the price of health 
insurance has risen by approximately three times that of consumer 
price inflation in recent years, but demand for PHI continues to grow. 
At present, Vhi Healthcare prices are higher than BUPA Ireland, while 
VIVAS Health prices are less than BUPA Ireland’s for plans with similar 
levels of cover.  

What is Private Health Insurance in Ireland? 

2.5 PHI in Ireland generally refers to indemnity insurance for secondary 
medical care in hospitals.  Health insurance is defined by the Health 
Insurance Act, 1994, as amended by the Health Insurance 
(Amendment) Acts, 2001 and 2003. 

                                                
1 Over the years, there have been improvements in the coverage of the public hospital system and 
since 1991, public hospital care is available to all citizens for payment of a daily charge. 
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2.6 Private health insurance (PHI) provides for the reimbursement by 
health insurers of all or part of the fees arising from a hospital in-
patient stay and ancillary healthcare services that are medically 
necessary. Generally, fees include all hospital charges and consultants’ 
fees.  

2.7 Private health insurance products offer semi-private2 and private 
accommodation in three different categories of hospitals:    

• Public hospitals (i.e. hospitals that are operated by the State); 

• Privately owned and operated hospitals (other than the Blackrock 
Clinic and Mater Private Hospital); and 

• The Blackrock Clinic and Mater Private Hospital (which charge 
higher fees than other private hospitals). 

The Role of Private Health Insurance in Ireland 

2.8 The entire population can avail of public care in public hospitals for a 
daily charge of €60 up to an annual maximum charge of €600. Slightly 
less than thirty percent of the population qualify for a medical card and 
are exempt from the €60 charge.3 Ireland’s public hospitals have a 
substantial proportion of private (pay) beds, where patients also pay 
for consultant treatment/care. There are also twenty-eight private 
hospitals.  (More new hospitals are due to open in the near future.)  
They vary considerably in size and in the range of medical and surgical 
treatment offered.  

2.9 For public patients, there are substantial waiting periods for many 
elective hospital admissions for adults and children, although the 
waiting periods vary considerably between medical and surgical 
conditions and between adults and children. 

2.10 Prospective patients for elective treatments who are willing to pay for 
private care (or more likely have private health insurance) can gain 
access to private beds in most of the public hospitals relatively quickly 
(as well as having access to private hospitals) and be treated privately 
by the appropriate consultant attending the public hospital.  Private 
secondary medical care is provided mainly by hospital consultants who 
are paid either directly by the patient or on their behalf by insurers. 
Private patients usually, but not always, occupy separate sections in 
public hospitals. 

Statutory Background to Private Health Insurance in Ireland 

2.11 Prior to 1 July, 1994, the provision of private health insurance in 
Ireland was subject to the terms of the Voluntary Health Insurance 
Act, 1957. This Act established the Voluntary Health Insurance Board 
(VHI Healthcare) and required other bodies engaged in the business of 
health insurance to be licensed by the Minister for Health. Under this 
system, VHI Healthcare developed as a virtual monopoly because 

                                                
2 A room which contains not more than 5 beds. 
3 Universal entitlement to public health care in Ireland is mainly a feature of secondary care. Public 
health care provision is much more restricted in primary and tertiary care and only those who satisfy 
the medical card means test are entitled to free primary GP care. 
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membership of the other schemes that were granted licenses was 
confined to people of a common vocational or occupational group and 
their dependants. These schemes are referred to as restricted 
membership undertakings, the largest of which are the St. Paul's 
Garda Medical Aid Society, the Prison Officers' Medical Aid Society and 
the ESB Medical Provident Fund.  Over 90,000 people are currently 
insured with these schemes. 

2.12 The Government has an obligation to regulate health insurance 
business in the State in conformity with EU law generally, and with the 
Non-Life Insurance Directives in particular. These Directives promote a 
single market by providing for freedom of establishment in the EU and 
setting minimum standards of regulations and standards for solvency 
requirements. Vhi Healthcare, along with numerous other European 
health and sickness insurers, is exempted from requirements of these 
Directives.  

2.13 The Third Non-Life Insurance Directive was enacted in 1992. It 
provides that any non-life insurance company, which is authorised to 
transact business in an EU Member State, must be allowed transact the 
same classes of business in any other Member State. The Directive also 
recognises that an EU Member State may adopt and maintain specific 
legal provisions to protect the general good as part of its regulatory 
framework.     

Irish Health Insurance Legislation 

2.14 In 1994, in response to the Third Non-Life Insurance Directive, the 
Health Insurance Act 1994 was enacted.  This was later amended by 
the Health Insurance (Amendment) Act 2001 and Health Insurance 
(Amendment) Act 2003.  The three Acts are collectively referred to as 
the Health Insurance Acts.4 The Health Insurance Acts opened the Irish 
health insurance market to competition and provide for the regulation 
of the industry.   

2.15 The Irish private health insurance regulatory system is based on the 
key principles of community rating, open enrolment, lifetime cover and 
minimum benefit and aims to ensure that private health insurance 
does not cost more for those who need it most. The system is 
unfunded, which means that there is no fund built up over the lifetime 
of an insured person to cover their expected claims cost. Instead, the 
money contributed by insured people is pooled by each insurer and the 
cost of claims in any given year taken from the pools. 

2.16 It is in this context that the concept of community rating must be 
understood. This means that the level of risk that a particular 
consumer poses to an insurer does not affect the premium paid. In 
other words, everybody is charged the same premium for a particular 
plan, irrespective of age, gender and the current or likely future state 
of their health, subject to exceptions in respect of children under 18 
years of age, students in full time education and members of group 
schemes. 

                                                
4 A full list of Statutory Instruments that have been made pursuant to the Health Insurance Acts are 
available on the HIA’s website, www.hia.ie 
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2.17 Open enrolment and lifetime cover mean that, except in very limited 
circumstances specified in legislation, health insurers must accept all 
applicants for health insurance and all consumers are guaranteed the 
right to renew their policies regardless of their age or health status. 

2.18 Under the Minimum Benefit Regulations all insurance products that 
provide cover for inpatient hospital treatment must provide a certain 
minimum level of benefits. 

2.19 Risk equalisation is a process that aims to neutralise in an equitable 
manner differences in insurers’ costs that arise due to variations in the 
health status of their members. Risk equalisation involves transfer 
payments between health insurers to spread some of the claims costs 
of high-risk members amongst all the private health insurers in the 
market in proportion to their market share. Risk equalisation is a 
common mechanism in countries with community rated health 
insurance systems.  

2.20 In 2005 the Authority recommended that risk equalisation payments 
be commenced and the Minister for Health and Children decided that 
they should be commenced, with a commencement date of 1 January, 
2006.  BUPA Ireland has brought three separate court cases against 
the Minister, the State, the Authority and the European Commission in 
relation to the Scheme and legislation, the Authority’s recommendation 
and the Minister’s Decision and the Commission’s Decision not to 
object to the Scheme.  Court cases are currently ongoing.   However, 
BUPA Ireland’s case against the State in relation to the legality of the 
Risk Equalisation Scheme was unsuccessful in the High Court in 
November 2006.   BUPA have applied to appeal the Court’s decision. 

The Health Insurance Authority  

2.21 Given the regulatory system that underpins the provision of PHI, the 
Government established a separate regulatory authority, the Health 
Insurance Authority, on 1 February 2001. Prior to the establishment of 
the Authority, the Department of Health and Children carried out the 
health insurance regulatory functions that had been created by the 
Health Insurance Act 1994. Under the terms of its founding statute, 
the Authority is independent in the exercise of its functions. 

2.22 The principal functions of the Authority as provided for in the Health 
Insurance Acts are: 

• To evaluate and analyse returns made to it under the Risk 
Equalisation Scheme 20035 and to prepare and furnish a report to 
the Minister for Health and Children in relation to this evaluation 
and analysis. 

• To carry out its role in relation to the Minister's decision whether or 
not risk equalisation should be commenced. If risk equalisation is 
commenced, to manage and administer the process and establish 
and maintain the risk equalisation fund. 

• To maintain the Register of Health Benefits Undertakings. 

                                                
5 S.I. 261 of 2003 
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• To advise the Minister either at his or her request or on its own 
initiative on matters relating to the functions of the Minister under 
this Act, the functions of the Authority and health insurance 
generally, and 

• To monitor the operation of this Act and the carrying on of health 
insurance business and developments in relation to health 
insurance. 

2.23 Insurance companies that offer PHI must be registered with the Health 
Insurance Authority and comply with the provisions of the Health 
Insurance Acts, including associated Regulations made thereunder. 

 

Chronology of PHI in Ireland 

• 1957: VHI established. Its primary purpose was to provide 
insurance cover for the 15% of the population with the highest 
incomes who were not entitled to free treatment in public hospitals 
and who were obliged to pay for both a “private” bed and for 
hospital consultant fees in a public hospital. 

• 1970: Medical cards were introduced giving free entitlement to GP 
visits and prescription drugs on the basis of a means test. Currently 
just over 30% of the population is entitled to a medical card. 

• 1979: Universal entitlement to public hospital care was introduced 
but the 15% of the population with the highest incomes still had to 
pay fees to consultants. 

• 1984 and 1986: The 100-bed Blackrock Clinic and 159-bed Mater 
Private Hospital opened with high levels of medical care and 
comprehensive consultant cover. Substantially higher costs than 
the existing private hospitals led Vhi Healthcare to introduce two 
new higher-cost hospital plans (Plans D and E). 

• 1987: Statutory charges were introduced for public hospital usage 
(in-patient, day-care, out-patient and A&E). Holders of medical 
cards are exempt from these charges. These charges were 
introduced at the same time as other health sector cutbacks, 
including hospital and ward closures. 

• 1991: The entire population became entitled to free consultant 
treatment as public patients. 

• 1992 and 1994: Enactment of the Third EU Non-Life Insurance 
Directive and Health Insurance Act 1994, which resulted, inter alia, 
in market liberalisation and a new regulatory framework for the 
Irish PHI market. 

• 1995: Income tax relief on health insurance premia was reduced to 
the standard tax rate, which is now 20%. Tax relief at source was 
introduced in 2002. 

• 1997: BUPA Ireland entered the health insurance market. 
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• 2001: The Health Insurance Authority was established and took 
over the sectoral regulatory role for health insurance from the 
Department of Health and Children. Amendments to the 1994 
Health Insurance Act were enacted. 

• 2001:  Medical cards were made available to everyone over the age 
of 70. 

• 2003: A new Risk Equalisation Scheme was introduced by Statutory 
Instrument. 

• 2004: VIVAS Health entered the health insurance market. 

• 2005: Decision to commence risk equalisation payments.6 

• 2006: BUPA loses legal challenge in the High Court on risk 
equalisation and announces that it is commencing its withdrawal 
from the Irish market. 

Demand for Private Health Insurance  

2.24 Given the existence of universal access to public secondary health 
care, (albeit with a €60 per day charge), the 50% of the population 
holding PHI appears high by international standards. The general 
literature on PHI and the specific research on Ireland broadly explains 
the high penetration of PHI as follows;7 

• Ireland has a long-standing practice of private provision of 
secondary health care and PHI has been available since 1957. 

• Elective admission to public hospitals has been subject to varying 
waiting periods, some of which have been quite lengthy in the 
past.8  

• The majority of Irish consumers appear to be satisfied with the 
value for money of their private health insurance.9 However, the 
rate of increase in premiums continues to significantly exceed 
consumer price inflation.  

2.25 The high 50% penetration rate has also been positively influenced by 
the rapid rate of economic growth since the mid 1990s.  

2.26 The proportion of the population with private health insurance has 
continued to rise in the current decade and has now reached 50.9% of 
the total population10.  (This percentage includes the restricted 
schemes. It is 48.6% excluding those schemes.)  With the labour force 
and population growing rapidly, the number of health insurance 

                                                
6 Payments were suspended (but are accruing) due to a court challenge by BUPA Ireland against the 
State to the legal validity of the risk equalisation scheme. 
7 These conclusions are taken from a synthesis of Nolan and Wiley (2000), the OECD Ireland case 
study (2004) and the two consumer surveys commissioned by the HIA (2003 & 2005). 
8 In the last two years, waiting lists have been reduced significantly by the operation of the National 
Treatment Purchase Fund (NTPF). 
9 The HIA’s market review of September 05 indicated that 88% of consumers are satisfied or very 
satisfied with the value for money of their private health insurance while 6% claimed to be 
dissatisfied. 
10 September 2006 data. 
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subscribers has grown by approximately 3% per annum in recent 
years. The average age of all insured is rising. At the beginning of the 
1980s, the proportion of the population with health insurance was 
30%.11 

2.27 The proportion of the population with health insurance has risen 
significantly from 1997 to 2005.  BUPA Ireland’s entry into the 
marketplace in January 1997 caused a significant increase in total 
marketing effort by health insurers and this may explain some of the 
growth. The economy grew rapidly from 1998 to 2001, with 
accompanying growth in the population and labour force and fall in 
unemployment and this was probably also a cause of the growth in 
demand for health insurance.  Furthermore, the consumer research on 
health insurance shows that there was a continued perception among 
the public that the public health services were inadequate and that 
waiting lists for admission to a public hospital for a public patient were 
long.12 

 

Figure 1: Long-term PHI open-enrolment trend 
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Source: Vhi Healthcare membership and HIA levy returns13 

                                                
11 Source: Vhi Healthcare. 
12 Amarach survey, 2003, and Insight Survey, 2005; both commissioned by the HIA. 
13 Data are for end-February each year. Estimates were made for BUPA membership for the end of 
February 1997 to 2000. 
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Figure 2: Annual Change in PHI membership, 1973-2006  
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NB: The large increase in demand in 1988 was mostly accounted for by the 
new VHI “Plan P”, which only provides cover for the €60 daily public bed in-
patient charge.  

Determinants of Demand for PHI in Ireland 

2.28 A view has been expressed recently within the industry that the 
proportion of insured is unlikely to continue to rise in a similar fashion 
to the recent past or indeed compared to the long-term trend. 
However, other industry leaders have disputed this view. Other views 
have emphasised the probability of a high rate of growth in the total 
value of premium income. 

2.29 Economic research indicates that the main determinants of demand for 
PHI in Ireland in terms of a time trend would appear to be;14 

• Waiting lists in the public system and perceptions of the quality of 
public system care. 

• Employment growth, 

• Real incomes,  

• Price of PHI 

The long established nature of and the availability under open 
enrolment  of PHI appear to be a positive influence on the relatively 
high level of penetration of PHI in the population.  

2.30 Occupational group and marital status are also significant influences, 
according to economic research and survey research by the Authority. 
Members of the professional occupational class tend to have a high 
probability of having PHI. Individuals who are in a clerical occupation 
or are married also have a higher probability of having PHI. 

2.31 In economic terms, the trend in employment and the trend in real 
incomes can be combined into a single trend of real GNP. The trend in 

                                                
14 Nolan and Wiley (2000), “Private Practice in Irish Public Hospitals”. ESRI General Research Series 
175.. 
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real incomes is also highly correlated in the medium and long term 
with the proportion of the labour force working in the services sector 
as well as the proportion working in the professional occupation class. 
Statistical evidence shows that there is a clear correlation between 
growth in demand for health insurance and GNP growth.15 

2.32 It is recognised that, where the main system for hospital care is a 
public health system, then access to and the quality of that public 
health system are determinants of PHI demand. There is also general 
agreement that “perceptions of the quality of the public system” have 
an influence on the demand for health insurance in Ireland.16 

2.33 It is clear from various research works on the demand for health 
insurance and the results of consumer surveys commissioned by the 
Authority that both the public healthcare system and the price of PHI 
are substantial determinants of demand for PHI in Ireland.17 

2.34 In the time series for private health insurance, two distinct periods can 
be distinguished; 1982 to 1993 and 1994 to date. In the first, 
economic growth was weak and population growth was non-existent or 
quite low. In the second period, economic growth has been either 
strong or exceptional compared to both Irish historical and 
international comparisons and similarly for population growth. 

2.35 One noticeable feature of the series is the growth in numbers insured 
in the 1980 to 1983 period and again in the two year period 1988 and 
1989. The latter period was one of falling population but rising PHI 
demand.  In 1987, statutory charges were introduced for both 
outpatient and inpatient treatment in all public hospitals, except for 
medical card holders. At the request of the Government, Vhi 
Healthcare introduced a new low cost Plan to cover these charges18, 
which accounted for most of the increase in PHI demand in 1988. 

2.36 The trend of demand for PHI in the last five years is distinctly upwards 
even though the economic growth rate, although still high, has been 
below the rate experienced in the late 1990s and the price trend for 
PHI has continued to rise at three times the rate of general consumer 
price inflation. 

2.37 A possible future negative effect on the demand for PHI is the recent 
reduction19 in waiting lists for elective treatment in the public hospital 
system that has been brought about by the introduction and operation 
of the National Treatment Purchase Fund.20     

2.38 The current main trends affecting the total cost of insurance claims 
appear likely to continue. On the increasing side, there is the high rate 

                                                
15 Nolan and Wiley (2000). 
16 See, for instance, Watson, D and Williams, J (2001) “Perceptions of the Quality of Health Care in the 
public and private sectors in Ireland”, ESRI and the Amarach (2003) and Insight (2005) health 
insurance consumer surveys conducted on behalf of the Authority. 
17 Nolan and Wiley (2000), Health Insurance Authority consumer surveys, 2003, 2005. 
18 Plan P offered insurance cover for the cost of a public bed in a public hospital. 
19 For instance, a survey of waiting times in the public and private systems shows that the difference 
has narrowed and in some cases has been eliminated (Sunday Business Post 30 July 2006). 
20 The NTPF was established in April 2002. The NTPF was set up initially to deal with adults waiting a 
year or longer for an operation and children waiting six months or more for an operation. Data that 
was released by the NTPF in June 2006 showed that waiting times for most common procedures had 
been reduced for adults and children to two to five months on average.  
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of medical inflation and the higher incidence of claims from the insured 
population. The shift to more day-care treatment has diminished the 
rate of increase in the total cost of health insurance claims compared 
to what it would otherwise have been.  

New Private Hospitals 

2.39 A major factor in the private health insurance market in Ireland will be 
new private hospital capacity. Two new private hospitals opened in the 
Dublin area and Waterford areas in 2006 and more are expected to 
open in 2007. Existing private hospitals are planning to increase bed 
capacity. Vhi Healthcare has stated publicly that this new capacity may 
lead to supplier induced demand for private healthcare, which would 
cause their claims costs to escalate more rapidly with a consequent 
effect on the rate of increase of their insurance premiums. 

2.40 In addition, the Minister for Health and Children has announced that 
1,000 private hospital beds in eleven new private hospitals will be co-
located with public hospitals. Associated with this development will be 
the redesignation of 1,000 private beds in public hospitals as public 
beds. It is expected that this plan will take a number of years to come 
to fruition. The net effect of a significant increase in public hospital 
beds may lead to a further shortening of public hospital waiting lists 
and some consequent negative effect on the demand for PHI, although 
account must be taken of the implications for public hospital capacity 
of the recent growth in population. On the other hand, some health 
insurance industry sources believe that better and more varied private 
hospital facilities will stimulate demand for private hospital care and 
consequently for PHI.  

Conclusions on Future Trends in the Demand for PHI 

2.41 Two factors are likely to be positive for a continuation in the growth in 
the numbers availing of health insurance and the possible continuation 
of the increasing trend in the proportion of the population with 
insurance.  

• The dominant factor is a continuation of a relatively high economic 
growth rate (around 5%) with the implied growth in the workforce 
and the population that that entails.  

• The second factor is the entry of VIVAS Health into the market with 
a price competitive strategy, which has also resulted in an overall 
increase in total advertising and marketing effort of health 
insurance. A competitive pricing strategy by new entrants is likely 
to be facilitated by the three year exemption from the Risk 
Equalisation Scheme and the subsequent one-year phase in period.   

2.42 A number of other factors are negative for future growth, especially for 
a continued increase in the proportion of the population with health 
insurance. 

• Access to treatment in the public hospital service is improving with 
the operation of the National Treatment Purchase Fund. 

• Medical inflation is continuing to drive up the cost of claims and 
premiums at a multiple of consumer price inflation.  This effect is 
accentuated by the continuation of the policy of significant 
increases in the cost of private bed nights in public hospitals. 
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• Recent immigrants have a low propensity to take out health 
insurance.21 

2.43 On its own, the withdrawal of BUPA Ireland from the market in 2007 
would be a negative factor for the growth trend in demand for PHI.  
One would expect that some BUPA Ireland customers would not renew 
their cover with another insurer and the positive demand effect of 
BUPA Ireland marketing would be lost to the market.  However, it may 
be the case that there will be at least one new operator coming into 
the market, whether to take over BUPA Ireland’s business or simply to 
start as a new entrant.  The fact of a new market participant may lead 
to a cancelling out of most (and possibly all) of the negative effect on 
demand growth for PHI of the BUPA Ireland withdrawal. 

Supply of Private Health Insurance 

2.44 Until December 2006, three companies were operating in the Irish PHI 
market, Vhi Healthcare, VIVAS Health and BUPA Ireland.  

• Vhi Healthcare, the state health insurance company, had a 
monopoly before the PHI market was opened to competition in the 
mid-1990s. 

• BUPA Insurance Ltd was the first new entrant into the PHI market in 
January 199722.  Its policies are sold through its tied agency  
intermediary, BUPA Ireland. It announced on 14th December 2006 
that it was withdrawing from the Irish market. 

• VIVAS Health is the newest entrant having commenced operations 
in October 2004. 

• Axa Insurance have stated that they are considering entering the 
health insurance market and that they have had discussions with 
the Minister for Health and Children concerning their possible entry. 

2.45 Between 1957 and 1996, when Vhi Healthcare had a statutory 
monopoly, it grew in size to well over one million members, with an 
average annual increase of over 35,800 over this period. Growth in Vhi 
Healthcare’s total membership slowed considerably after its monopoly 
ended and its total membership has remained static at around 1.5 
million over the last five years. 

2.46 Since its market entry in January 1997, BUPA Ireland has built up its 
membership numbers very rapidly. In five years to the end of 2001, its 
market share reached approximately 12.5%.  Membership and market 
share have continued to grow since and its market share was 22.2% in 
September 2006, representing 459,000 members. 

2.47 Vhi Healthcare and BUPA Ireland were the only two market players for 
a period of nearly 8 years as there was no further entry until late 2004 
when VIVAS Health commenced operations. The market share of 

                                                
21 Source: VHI submission 
22 A UK regulated insurance subsidiary of the British United Provident Association Ltd, a UK provident 
association. 
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VIVAS Health is rising steadily.  In September 2006, it was 2.8%, 
which represented 57,000 members.  

2.48 The graph below shows changes in membership levels for the three 
health insurers over time. 

Figure 3: PHI Membership, 1973-2006 
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Source: White Paper 1999, HIA market data from levy returns, Competition Authority/HIA 
Research, HIA estimates for BUPA data for 1997 to 2000.   The data is for end-Feb in each year 
except the last data entry, which is September 2006. 

2.49 With the entry of BUPA Ireland, and later VIVAS Health, Vhi 
Healthcare’s 100% market share fell to 87% by the end of 2001, and 
to 75% by September 2006, as shown in the graph below.   
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Figure 4: PHI Market Share, 1996-2006 
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Source: White Paper 1999, HIA market data from levy returns, Competition Authority/HIA 
Research, HIA estimates for BUPA data for 1997 to 2000.   The data is for end-Feb in each year 
except the last data entry, which is September 2006. 

2.50 Aggregate membership data conceals two-way flows of members who 
are joining, leaving or switching between the three insurers.  

• In the case of Vhi Healthcare, although its total membership is 
static, hovering around 1.5 million over the last five years, there is 
a significant two-way membership flow in terms of new members 
joining and members leaving. It has lost significant numbers of 
members who switched to BUPA Ireland and VIVAS Health and is 
also losing other members through death and cessation of PHI. 
However, these losses are being counterbalanced at present by a 
significant level of new sales. It is succeeding in recruiting a 
substantial proportion of newly insured consumers.  In addition, a 
large number of newly born children become dependent subscribers 
each year with Vhi Healthcare. 

• BUPA Ireland has also experienced some lapses of policies but new 
members exceeded the number of lost members by a significant 
degree. As a result, BUPA Ireland’s total membership has grown 
strongly. For example, in the twelve months to the end of June 
2005, BUPA Ireland gained approximately 70,000 new members23 
but appears to have lost approximately 34,000 to result in a net 
gain of 36,518 members.  

• VIVAS Health’s membership is also growing strongly. Its total 
membership grew by 19,000 in 2005 and by a further 37,000 in the 
nine months to September 2006. 

                                                
23 Source:Report of the HIA to the Minister pursuant to Article 10 of the Risk Equalisation Scheme, 
October 2005. 
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• Table 1 below shows the annual change in membership numbers by 
insurer between 2002 and 2005 and for the nine months to 
September 2006. It is noteworthy that the incremental growth in 
the total market is almost entirely accounted for by growth in BUPA 
Ireland and VIVAS Health’s membership.  

 
Table 1: Annual Change in Membership Numbers by Insurer and 
in the Total Market between 2002 and 2005 and for the 9 
month period to Sept 2006 

 
Vhi 

Healthcare 
BUPA 

Ireland 
VIVAS 
Health 

Total Market 

Dec-02 23,611 47,603 - 71,214 
Dec-03 -7,628 64,719 - 57,091 
Dec-04     837 53,742 1,019 55,598 
Dec-05  1,047 40,845 19,073 60,965 
Sep-06 -6,065 16,857 37,638 48,430* 

Source: Calculated from HIA Data 
* NB: nine-month data  

2.51 The preceding analysis looked at market shares on the basis of total 
membership numbers. It is also interesting to consider other measures 
of market shares.  

• New Sales: All three insurers are successfully attracting new 
members. New sales of PHI in the twelve months to June 2005 
amounted to approximately 191,000 members, with Vhi Healthcare 
gaining about 115,000 (60%), BUPA Ireland about 70,000 (37%) 
and VIVAS Health about 6,000 (3%).  

• Age Groups: If the PHI market is considered on the basis of 
different age categories of members, Vhi Healthcare’s market share 
increases in the older, less profitable age cohorts.24 In the 0-17 age 
group Vhi Healthcare has 72% of the market while BUPA Ireland 
has over 26% and VIVAS Health has almost 2%. Vhi Healthcare’s 
lowest market share is in the 30-39 age group at around 69% 
compared to 30% for BUPA Ireland and 2% for VIVAS Health. Vhi 
Healthcare’s market share increases significantly for people over 60 
and in the 80+ age group it is 98%.  

                                                
24 Of benefits that are subject to risk equalisation, benefits per person paid for those over the age of 
70 are more than five times the benefits per person paid for those under the age of 70.  Source: 
Report of the HIA to the Minister pursuant to Article 10 of the Risk Equalisation Scheme, October 
2005. 
 



 
 
 

 
 
 

35   

Figure 5: Market Share by Age Groups 
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Note: This graph compares April 2006 figures for BUPA Ireland,  Vhi Healthcare and  VIVAS 
Health.  The data are from RE returns and are the latest available.  Therefore, the base data 
is slightly different from the data used for the total market share graph above.   

Private Health Insurance Products  

2.52 There is a wide variety of PHI policies available, offering various 
degrees of insurance cover at different prices.25 PHI policies are 
differentiated by, amongst other things; 

• The freedom of choice with regard to hospital usage (whether the 
policy-holder’s choice of hospital is unrestricted, or alternatively 
limited to specific hospitals);  

• The standard of hospital accommodation offered (whether the 
policyholder is entitled to a private or semi-private room); and 

• Whether or not there are cost excesses (some policies offer 
reduced rates if the subscriber accepts an excess on the amount 
payable by the PHI provider). 

                                                
25 Appendix 7 contains a comparison table of the various plans which the HIA publishes on its website. 
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Figure 6: PHI Products 

 

2.53 PHI policies range from very low levels of cover to extensive cover 
which is reflected in the price, as illustrated in Figure 6. There is a wide 
range of different PHI plans currently on the market which can be 
broadly grouped into three levels of cover:   

• Each of the insurers offers what can be described as a ‘basic’ plan. 
The most basic, and lowest priced PHI policies (e.g. BUPA Ireland 
Essential, VIVAS Health Me Level 1, Vhi Healthcare Plan A), which 
offer cover for semi-private accommodation in public hospitals only 
with re-imbursement of all consultants’ fees and other normal 
hospital charges while an in-patient or a day patient. 

• The next level of policy and by far the most popular is the range 
that includes BUPA Ireland Essential Plus, VIVAS Health Me Plan 
Level 2 and Vhi Healthcare Plan B. These plans provide full cover 
for treatment in a private room in a public hospital and in a semi-
private room in all private hospitals, except the Blackrock Clinic and 
the Mater Private Hospital, as well as all other normal hospital 
charges and consultants’ fees. The most popular PHI plans are 
shown in the table below. A large majority of all PHI consumers are 
covered by one of these plans. 

Basic Cover 

More Cover and 
Better Hospital 
Accommodation 
 

BUPA Ireland  
Essential  

 
Vhi 

Healthcare  
Plan A 

 
Vivas Health 

Me Plan  
(Level 1) 

BUPA Ireland 
Healthmanager 

Gold 
 

Vhi Healthcare  
Plan E 

 
Vivas Health  

 I Plan  
(Level 5) 

Low Price High Price 

BUPA Ireland  
Essential Plus  

 
Vhi 

Healthcare  
Plan B 

 
Vivas Health  

I Plan  
(Level 2) 
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Table 2: Most Popular PHI Plans and Premiums 

Insurer Plan 

Monthly 
Adult 
Premium 

VIVAS Health Me Plan Level 2 €38.83 
VIVAS Health I & We Plans Level 2 €41.92 
BUPA Ireland Essential Plus (excess) €39.60 
BUPA Ireland Essential Plus (no excess) €43.74 
Vhi Healthcare Plan B Excess €45.13 
Vhi Healthcare Plan B €50.29 
Vhi Healthcare Plan B Option €55.35 

Note: These prices include the 10% group rate discount and incorporate VHI price 
increases that took effect on 1 September 2006 and VIVAS’ price increases which took 
effect in October 2006.     

• The most expensive policies provide full cover for private rooms in 
private hospitals as well as cover in the high technology private 
hospitals including the Blackrock Clinic and the Mater Private 
Hospital.  

2.54 Historically Vhi Healthcare had five core plans – Plan A, Plan B, Plan C, 
Plan D and Plan E. Plan D and Plan E were introduced after two new 
private hospitals opened in Dublin in the late 1980s – the Blackrock 
Clinic and the Mater Private Hospital. 

2.55 PHI products have developed over time, particularly in the last ten 
years since the market has been opened to competition. There has 
been a gradual tendency to offer greater product variation, mainly in 
the area of primary care. Other benefits available with some private 
health insurance contracts in Ireland include cover overseas, cover for 
scans, cover with UK hospitals, cover for convalescence and discounts 
for students in full time education. All health insurance contracts come 
with varying levels of outpatient benefits.  

2.56 On entering the market, BUPA Ireland introduced products that were 
broadly comparable to Vhi Healthcare’s plans at that time. BUPA 
Ireland has introduced some product variations over the years, 
including claim excesses.  Later, Vhi Healthcare also introduced 
“excess” products. 

 

Group Schemes  

• Group schemes are a widespread feature of the PHI market. 
Research indicates that a substantial majority of PHI subscribers 
are members of group schemes.  Most group schemes are work-
based, while others are vocational (e.g. teachers) or locally based 
(e.g. credit unions). Members of group schemes pay their 
premiums through a variety of methods such as through a salary 
deduction mechanism in a work-based scheme, or via direct debit. 
Some companies offer subsidised or free health insurance to their 
employees as part of their benefit package. 



 
 
 

 
 
 

38   

• Work-based group schemes where employers deduct health 
insurance premia for employees directly from their salaries are a 
major feature of private health insurance in Ireland. Vhi Healthcare 
traditionally gave a discount for members who joined as part of a 
group scheme and this discount was 10% when the Health 
Insurance Act was passed in 1994. This 10% group scheme 
discount was incorporated into the legislation as the maximum 
discount that could be offered on an adult health insurance 
premium.   

• Of those PHI subscribers who avail of their health insurance 
through work based group schemes, approximately one-quarter 
benefit from the employer paying all or part of the health insurance 
policy premium. 

• In recent years, almost all new PHI subscribers get the 10% group 
scheme discount. For instance all three insurers offer the 10% 
discount to members who join on-line through their website. As 
such, the group scheme price has effectively become the market 
price.  

Private Health Insurance Prices 

2.57 When BUPA Ireland entered the market, it priced its policies about 
10% lower than comparable Vhi Healthcare prices. Since entering the 
market, BUPA Ireland’s cumulative price increases have been very 
close to Vhi Healthcare’s, thereby maintaining this 10% price 
differential.  The price differential has tended to widen to more than 
20% for six months of the year because Vhi Healthcare usually 
increases its prices in September whereas BUPA Ireland usually does 
so in March. 

2.58 Between September 1997 and March 2002 annual price increases were 
around 9% per annum with the exception of the premium increase of 
6.5% in 2000/2001. BUPA Ireland’s increases were similar in 
magnitude to those of Vhi Healthcare. 
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 Table 3: Vhi Healthcare, BUPA Ireland and VIVAS Health Annual 
Price Increases 

Year 
Vhi 

Healthcare 
BUPA 

Ireland 
VIVAS 
Health  

Sep-90 4.00%    
Sep-91 5.10%    
Sep-92 4.10%    
Sep-93 6.00%    
Sep-94 8.50%    
Sep-95 6.00%    
Sep-96 6.00%    
Sep-97 9.00%     
Mar-98   9.00%   
Sep-98 9.00%     
Mar-99   9.00%   
Sep-99 9.40%     
Mar-00   9.40%   

Sep-0026 6.50%     
Mar-01   6.25%   
Sep-01 9.00%     
Mar-02   9.40%   
Sep-02 18.00%     
Mar-03   14.40%   
Sep-03 8.00%     
Mar-04   8.25%   
Sep-04 3.00%     
Mar-05   6.00%   
Sep-05 12.50%     
Oct-05     7.50% 
Mar-06   9.50%   
Sep-06 12.00%     
Oct-06     6.70% 

 

2.59 In 2002/2003, Vhi Healthcare applied an 18% price increase to its 
plans while BUPA Ireland applied a 14.4% price increase. Price 
increases were much lower in 2004/2005 when Vhi Healthcare applied 
a 3% price increase and BUPA Ireland increased prices by 6%. 

2.60 VIVAS Health entered the market in late 2004 and introduced a range 
of products similar to those of Vhi Healthcare and BUPA Ireland. While 
price differentials change frequently, these products were originally 
priced more than 10% below the comparable BUPA Ireland product and 
even more so below the comparable Vhi Healthcare product. For 
example, the VIVAS “level 2” product for the “We” policy was priced at 
€35.10 per month compared to €37.56 for BUPA’s Essential Plus 
(without excess).   In March 2005, the Essential plus price was 
increased to €39.81.27  VIVAS Health also introduced some tailored 
products that were  marketed at certain occupational groups (e.g. 
nurses and teachers). (It should be noted that price differentials vary 

                                                
26 Vhi Healthcare’s initial request for a 10% increase in September 2000 was denied, and a 6.5% 
increase was later granted in February 2001. 
27 Essential Plus with an €80 excess was €34.01 in October 2004 and was increased to €36.05 in 
March 2005. 
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from year to year and also during the year because price increases are 
implemented by the different insurers at different times of the year.)    

2.61 Since entering the market, VIVAS Health has announced two price 
increases. However, VIVAS Health has maintained a significant 
favourable price differential between its products and those of Vhi 
Healthcare and BUPA Ireland.28  

Explanation of pricing decisions  

2.62 In 2004, Vhi Healthcare announced a pricing policy which would mean 
“charg[ing] a true community rated premium to members on the basis 
that members were entitled to such a rate in a community rated 
market”. Vhi Healthcare stated that “this decision reduced the rate of 
increase in premiums in September ’04 by a once-off 4 percentage 
points.” (The average increase in September 2004 was 3%.) The Board 
expected that this would result in a drop in profitability (which it did) 
and that if there was no “access to transfers from a Risk Equalisation 
Fund…..This trading pattern could be financed out of reserves for a 
limited lifespan but in a relatively short period the business would 
cease to be viable”.29 

2.63 In September 2005, Vhi Healthcare continued this pricing policy and 
increased its premiums by an average of 12.5%.  In a press release in 
July 2005, Vhi Healthcare stated that if they passed on “the full cost of 
maintaining community rating” an “additional 5.5% increase” would 
have been required. 

2.64 In September, 2006, Vhi Healthcare again increased its prices by an 
average of 12.5%.  In a press release on 23 June 2006, Vhi Healthcare 
made the following statement in relation to this increase  

“The cost associated with an ageing population, the development of 
effective but increasingly expensive drugs, accelerated technology 
innovation and increasing affluence are key cost drivers. Someone 
who is ill in 2006 wants access to the best available technologies 
and drugs available in 2006 and Vhi Healthcare is committed to 
providing the best medical care for its members”. 

2.65 BUPA Ireland’s latest price increase took effect on 1 March 2006. In a 
press release issued in January 2006 BUPA Ireland stated:  

“Despite a 10% increase in the cost of private beds in public 
hospitals imposed this month, the average increase to apply to 
policies renewing on or after March 1st is 9.5%. However, BUPA 
Ireland’s lowest cost ‘Essential’ scheme will see a moderate rise of 
only 6% to keep health insurance affordable for as many 
consumers as possible.”  

2.66 In a press release in  March 2006, BUPA Ireland stated:  

“The fall in operating surplus (in 2005) (down 19%) was influenced 
by a number of factors, including: a reduction in the numbers of 
our members serving waiting periods on their policies, resulting in a 

                                                
28 See Appendix 7 for latest price comparisons. 
29 Vhi Healthcare 2005 Annual Report.  
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higher claims frequency, increased medical costs including a 25% 
increase in the cost of private beds in public hospitals which was 
imposed from 1st January 2005 and the costs of contesting the risk 
equalisation levy”.30   

2.67 In the most recent BUPA annual report,31 the following comment was 
made in relation to BUPA Ireland’s operations;  

“In Ireland, we succeeded in growing our membership by 10% to 
440,000. This is a strong endorsement of the value offered by the 
business to its customers.  However, profits fell in 2005, due to 
lower price increases, higher claims frequency and higher medical 
costs (including a 25% increase in public hospital charges, levied 
by the Irish Government)”. 

2.68 With risk equalisation payments commencing, BUPA Ireland has 
announced that it is commencing its withdrawal from the market. It 
states that the Risk Equalisation Scheme makes its business unviable. 
In its pricing decisions, Vhi Healthcare has already taken into account 
an expected receipt of risk equalisation payments as was outlined 
above. The first risk equalisation payments that VIVAS Health will be 
required to make will be in respect of the second half of 2007.  Full risk 
equalisation payments will be required from VIVAS Health in respect of 
the second half of 2008 and later periods. 

Conclusion 

2.69 Vhi Healthcare had a near statutory monopoly of the PHI market until 
the mid-1990s when the market was opened up to competition, as a 
result of the transposition into Irish law of the EU Third Non-Life 
Insurance Directive.  

2.70 There are currently three players in the market - BUPA Ireland entered 
the market almost ten years ago and VIVAS Health commenced 
operations more recently, in late 2004. BUPA has announced that it is 
commencing its withdrawal from the market as a result of risk 
equalisation. 

2.71 Demand for health insurance continues to grow, with the total number 
of people insured increasing by approximately 3% p.a., despite the fact 
that average economic growth rates are substantially below those of 
the late 1990s and a rate of average increase in PHI prices, which has 
been approximately three times the rate of inflation in recent years.   

2.72 The provision of private health insurance in Ireland is subject to a 
particular set of regulations. Prior to the establishment of the HIA in 
2001, the Department of Health and Children was responsible for 
regulating the health insurance market. This role has now been taken 
over by the Health Insurance Authority. 

                                                
30 Press Release 16 March 2006. BUPA Insurance Ltd is the underwriter of BUPA Ireland’s health 
insurance policies and it does not publish full accounts for the operations of its Irish branch or a 
separate annual report. 
31 The British United Provident Association Ltd Group Annual Report and Accounts 2005 
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3. DEFINING THE PRIVATE HEALTH INSURANCE MARKET 

Summary 

3.1 Defining a relevant market is a process undertaken to identify the 
product or group of products that are close substitutes for each other 
and the geographical area in which the relevant market exists.  

3.2 For the purpose of this Report, the relevant market is open enrolment 
PHI policies that offer indemnity for in-patient hospital services with 
varying levels of hospital accommodation in Ireland. This will be 
referred to as ‘the market for PHI’ in this Report.  

3.3 This chapter considers the market for PHI. Defining the relevant 
market is typically the starting point in a competition report. Relevant 
markets have both product and geographic components. The analysis 
in this chapter seeks to determine to what extent buyers can substitute 
between PHI products, or between PHI and other products.  

The Relevant Product Market for Private Health Insurance  

3.4 The relevant product market defined for the purpose of this Report is 
open enrolment PHI policies that offer indemnity for in-patient hospital 
services with varying levels of hospital accommodation.     

3.5 The relevant product market is the set of products or services that 
buyers consider to be close substitutes for each other in terms of the 
ability and willingness of customers to switch among products in 
response to changes in relative prices. 

3.6 A number of narrower niche markets comprised of groups of buyers 
which share common characteristics may exist within the relevant 
product market for PHI. These niche markets may be distinguished by 
the characteristics of buyers such as age, gender, claims history, life 
stage, social class, whether they are members of group schemes or 
not, and if so, the type of group scheme they are part of.  

3.7 It is not necessary for the purposes of this Report to precisely define 
narrower niche markets as it would not impact the analysis of rivalry or 
barriers to entry in subsequent chapters, nor would it impact the 
recommendations that follow. This Report generally refers to the PHI 
product market. However, on occasion, it discusses narrower niche 
markets.  

Demand-side Substitution 

3.8 PHI is a clearly identifiable insurance product designed to cover specific 
risks, primarily the risk of having to incur the costs of a private in-
patient stay in hospital. Although the terms and conditions of PHI 
products and the level of cover they offer vary, PHI plans have a 
number of common features which means that there is a high degree 
of substitutability on the demand side between different PHI policies. 
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These common features include Minimum Benefits, Open Enrolment 
and Community Rating.  

3.9 Some other key features of the Irish health insurance market are; 

• It was stated in the consultation phase that some private sector 
employer based schemes are quite profitable because of the age-
profile of the employees. 

• Most switchers are young people and thus quite profitable 
customers to have 

• The proportion of Vhi Healthcare’s customers over 70 is much 
higher than for BUPA Ireland or VIVAS Health 

• The average hospital treatment days for 70 to 80 year old 
subscribers is four to five times that of 30 to 40 year old 
subscribers 

• Vhi Healthcare’s proportion of new sales is varying between 50% 
and 60% of total new sales in recent years. 

• Vhi Healthcare’s surplus has fallen in recent years and it recorded a 
deficit in its most recent financial year 

• BUPA Ireland has achieved consistently high profits as a percentage 
of earned premiums between 2002 and 2005, the years for which 
the Health Insurance Authority has this type of data for BUPA 
Ireland.  

Are Health Related Insurance Products Substitutes for PHI? 

3.10 There are a number of insurance products available to consumers 
which relate to at least some elements of private acute healthcare, and 
might therefore be considered as substitutes for PHI. These related 
products are:  

• Health cash plans;  

• Serious illness insurance; and 

• Income protection insurance. 

3.11 However, none of these three products are effective substitutes for PHI 
from a demand-side perspective. A buyer who wishes to manage the 
risk associated with getting sick or being in an accident and requiring 
treatment in a private hospital cannot substitute a health cash plan, 
critical illness insurance or income protection insurance for a PHI plan 
should the price of a PHI policy increase. Consumer surveys have 
found that many people hold multiple health insurance-related 
products. Thus, from a demand perspective, PHI and the 
aforementioned related healthcare products are not substitutes. 
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Figure 7: Key features of Related Health Insurance Products  

 
 
Product Type 

 
 
Key features 

Proportion of 
PHI holders 

with this 
product32 

Health Cash Plans Daily cash payments for in-
patient hospital stays and 
perhaps payments towards 
primary care medical costs.  
 

21% 

Serious/Critical 
Illness insurance 

Lump-sum cash payment if 
subscriber is diagnosed with a 
specific illness or disability 
covered by the policy (e.g. 
cancer or stroke) for which the 
long-term incapacitating effects 
are not normally covered by PHI. 
 

33% 

Income 
Protection 
Insurance/ 
Permanent Health 
Insurance 
 

Provides a regular income if a 
subscriber becomes unable to 
work as a result of physical or 
mental ill-health. 
 

31% 

Are Policies Offered by Restricted Membership Undertakings 
Substitutes for PHI? 

3.12 In addition to the three main open enrolment PHI providers, PHI is also 
provided by ‘restricted’ membership undertakings, so-called because 
their membership is restricted to employees of particular organisations 
and their family members. The main restricted schemes are the ESB 
Staff Medical Provident Fund, the Prison Officers Medical Aid Society, 
and St Paul’s Garda Medical Aid Society.  

3.13 The PHI plans offered by restricted undertakings are only available to 
very specific groups of people (e.g. ESB staff, prison officers or 
members of the Gardai respectively and their family members). They 
are not available to the general public. The policies offered through the 
largest restricted schemes are similar to the most popular policies 
offered by the open enrolment providers. It is highly likely that a large 
majority of the members of these schemes would subscribe to an 
open-enrolment health insurer if their particular restricted scheme was 
not available to them. Therefore, there is asymmetric substitutability.33 
Nevertheless, these schemes do not exert any competitive discipline on 
the three main insurers as they are not available to the general public. 
For this reason, the restricted membership schemes are not considered 
to be in direct competition with open enrolment PHI plans and as such 
are excluded from the relevant product market.   

 

                                                
32 Source: The Private Health Insurance Market in Ireland – A Market Review, September 2005 (HIA) 
33 Those people who are eligible to take out insurance under the restricted schemes have the option of 
taking out a policy with any of the three main open enrolment insurers so for these people, the 
products would be substitutable. 
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Is the Public Healthcare System a Substitute for PHI? 

3.14 All consumers have a choice as to whether or not to purchase PHI. PHI 
is voluntary unlike some other types of insurance which are 
compulsory, for instance third-party motor insurance.  

3.15 A possible alternative to taking out PHI is to: 

• Rely solely on public healthcare services, or  

• Utilise public healthcare services where appropriate and available, 
and pay for private healthcare services directly as the need arises.  

3.16 Half of the population does not currently hold PHI.34 The main reasons 
why people chose not to take out PHI are: 

• It is too expensive;  

• It is considered unnecessary as the person has a medical card 
which entitles them to a wide range of healthcare services free of 
charge;35 or 

• It is considered unnecessary given the person’s personal 
characteristics (e.g. young and healthy), or 

• The consumer considers the public healthcare service to be 
adequate to their needs. 

3.17 From the results of the HIA’s 2005 consumer survey, 90% of PHI 
consumers and 51% of non-PHI consumers do not believe that the 
public healthcare service offers an adequate service and so PHI is 
considered necessary to gain access to private healthcare services.  

• Only 12% agree/strongly agree that there is no need for PHI, and 
that the public services are adequate.36   

• Only 13% of those who have PHI say that if the public services 
were improved they would discontinue PHI cover.  

 Therefore, most people do not see the public healthcare system as an 
alternative to PHI. They see PHI as a necessity, not a luxury, which 
brings peace of mind.37  

3.18 For the purpose of this Report, the public healthcare service is not 
regarded as a substitute for PHI. While it might be conceivable that a 
certain percentage of the population might decide to forgo PHI and rely 
solely on the public healthcare services (or pay privately if they so 
wished) in response to a permanent small price increase in PHI 
premiums, this is unlikely to be on a sufficient scale to render that 

                                                
34 Source: HIA Insight Survey 2005 
35 Just under 30% of the population holds a medical card. Medical card holders are entitled to the 
following services free of charge: General Practitioner (GP) services; prescribed drugs and medicines; 
public hospital services (both inpatient and outpatient); dental services; optical services; aural 
services; maternity and infant care services; a maternity cash grant on the birth of each child; a 
range of community care and personal social services. Department of Health and Children, Health 
Statistics 2002. Section D: Community Health and Welfare Services, 2005. 
36 Source: HIA Insight Survey 2005 
37 Ibid. 69% agree/strongly agree that PHI is a necessity not a luxury. 65% agree/strongly agree that 
having PHI means always getting a better level of healthcare service. 79% agree/strongly agree that 
PHI provides peace of mind. 
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price increase unprofitable by a hypothetical monopolist, given the 
responses from consumer surveys and the experience in the market 
following previous significant price increases.  

Conclusion 

3.19 Market definition is based upon substitution possibilities. For the 
purposes of this Report, the relevant market is open enrolment PHI 
policies that offer indemnity for in-patient hospital services with 
varying levels of hospital accommodation.  The geographic extent of 
competition for PHI is the State.  

3.20 PHI is a distinct product market with different risk and market 
characteristics and a unique regulatory framework. In terms of the 
product market, demand-side substitution is possible across different 
types of PHI policies. PHI products are not generally substitutable with 
other related health insurance products in response to relative price 
changes and the public healthcare system is not a substitute for PHI. 
Supply is readily substitutable between different PHI products but not 
between PHI and other related health insurance products as suppliers 
cannot quickly move from one to the other. This leads to the definition 
of a relatively broad relevant product market. It is not necessary for 
the purposes of this Report to detail more precise narrower product 
niche markets which may exist as it would not alter the analyses or 
recommendations that follow.  

3.21 The geographic scope of the market is national as the regulations in 
place make it impossible for a supplier in another area to seamlessly 
and immediately supply the Irish market in response to small and 
permanent changes in prices.  
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4. REGULATION OF THE IRISH PHI MARKET 

Summary 

4.1 The main legislative sources of regulation of PHI in Ireland are the EU 
Non-Life Insurance Directives, as transposed into Irish law, the 
Voluntary Health Insurance Acts, the Insurance Acts, the Central Bank 
and Financial Services Authority of Ireland Acts, the Health Insurance 
Acts.   The bodies responsible for overseeing the regulation of PHI in 
Ireland are the HIA and the Financial Regulator. 

4.2 This chapter examines the various ways in which PHI firms active in 
the Irish market are regulated. Due largely to varying approaches 
within both Irish and EU legislation, different regulatory regimes are 
applied to each PHI firm, and this has consequences for competition in 
the market. The chapter begins by examining the legislation which 
underpins PHI and the regulation of PHI in Ireland. It demonstrates 
how the various European and Irish laws have resulted in the three 
insurers being regulated differently with consequent effects on market 
behaviour. The chapter then examines specifically how each of the 
three open enrolment insurers is regulated, examines the role of the 
Health Insurance Authority in regulating the market and concludes with 
an examination of risk equalisation. 

4.3 The three open enrolment health insurers operate under three different 
prudential insurance regulatory regimes.  

• BUPA Insurance Limited is an insurance undertaking authorised in 
the UK by the Financial Services Authority (FSA);   

• VIVAS Insurance Limited is regulated as an insurance undertaking 
by the Financial Regulator; and  

• Vhi Healthcare is not regulated as an insurance undertaking by 
virtue of the VHI Act 1957, as amended, and its exemption from 
regulation under EU and Irish insurance legislation.  It is regulated 
in accordance with the provisions of the VHI Acts and the Health 
Insurance Acts.  

4.4 Although regulated differently under prudential insurance regulations, 
the open enrolment health insurers are regulated in exactly the same 
manner under health insurance legislation, notably the Health 
Insurance Acts, 1994-2003. Various restricted membership schemes 
are also regulated under the health insurance legislation.  

4.5 Similarly, Vhi Healthcare and BUPA Ireland, in their capacities as 
intermediaries, and VIVAS Health are all subject to the Financial 
Regulator’s Consumer Protection Code,38 which became effective in 
August 2006. The purpose of this Code is to ensure that personal and 
business consumers of financial products and services are treated 
honestly, fairly and professionally by financial institutions. The Code 
outlines a range of general principles which apply to all financial 
institutions, as well as more specific principles and rules which apply 
only to insurance undertakings, or insurance intermediaries. 

                                                
38 Available online at http://www.financialregulator.ie/data/pub_files/Code_Doc%20with%20links.pdf  
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4.6 Aspects of the exemption from insurance regulation offer Vhi 
Healthcare a competitive advantage but aspects of the VHI Acts restrict 
its room for commercial innovation. The main substantial advantage 
that the different regulatory regime offers is the exemption from EU 
solvency requirements.  

4.7 The varied prudential regulatory regimes to which the PHI firms are 
subject create an uneven playing field. In order for competition to work 
well, the playing field needs to be levelled by the least intrusive means 
possible in the shortest timeframe possible. Competition in the PHI 
market will be improved by ensuring that all players in the market fall 
under the same prudential regulatory regime, subject to the 
requirements of EU legislation.39 Differences in regulatory coverage 
and oversight should be addressed. The remainder of this chapter 
details ways in which this goal should be accomplished.    

EU Non-Life Insurance Directives 

4.8 The EU has adopted three Directives governing the provision and 
authorisation of Non-Life Insurance, including private health insurance. 
These non-life Directives were adopted in 1973, 1988 and 1992.  

4.9 Inter alia, Vhi Healthcare is exempted from the following requirements 
of the First Non-Life Insurance Directive (as amended): 

• Receiving official authorisation from the competent authorities prior 
to commencement of operations (Art. 6); 

• Taking the form of an incorporated company limited by shares or 
by guarantee or unlimited (Art. 8); 

• Limiting its operations to the business of insurance, excluding all 
other commercial business (Art. 8(1)(b)); 

• Possessing a minimum guarantee fund (Art. 8(1)(d)) or 
establishing and retaining a minimum guarantee fund (Art. 17b); 

• Providing a scheme of operations and proof of solvency margin to 
the competent authorities when seeking authorisation to extend 
business to other classes of insurance (Art. 8(2)); 

• Submitting to financial supervision (Arts. 13, 19 and 22); and 

• Retaining a solvency margin at least equal to that provided for in 
the Directive (Art. 16). 

4.10 Vhi Healthcare also is exempted from the following requirements of the 
Third Non-Life Insurance Directive: 

• Informing competent authorities of any proposals to take a 
qualifying holding in an insurance undertaking (Art. 15) 

• That equalisation reserves be denominated in assets of specified 
forms (Art. 21) 

                                                
39 Whereby PHI firms may be authorised as insurance undertakings in their home member state and 
operate in other member states 
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4.11 Neither BUPA Ireland nor VIVAS Health are exempted from the 
requirements of the First Non Life Insurance Directive or the Third Non 
Life Insurance Directive. 

Regulation of BUPA Ireland 

4.12 The BUPA Ireland Group has two companies that are currently 
operating in Ireland in the health insurance market, although it has 
announced that it is commencing its withdrawal from the market.  

• BUPA Insurance Ltd. is a UK health insurance undertaking 
authorised and supervised by the UK Financial Services Authority 
(FSA). By virtue of the Third Non-Life Insurance Directive, it 
operates in Ireland on a freedom of services basis, subject to 
meeting the FSA’s capital and solvency requirements. BUPA 
Insurance’s Irish branch is regulated by the FSA, but it must submit 
annual statistical returns to the Irish Financial Regulator, and it is 
covered by the Financial Regulator’s conduct of business rules.  

• BUPA Ireland Ltd., an Irish-incorporated subsidiary of BUPA 
Insurance Ltd., operates the Irish branch of BUPA Insurance. BUPA 
Ireland is also authorised by the Financial Regulator as a multi-
agency intermediary, but is a de facto tied agent of BUPA 
Insurance. The Financial Regulator’s conduct of business and 
solvency rules apply to BUPA Ireland and it is also covered by the 
Financial Services Ombudsman scheme. Since it is not authorised 
as an insurance undertaking by the Financial Regulator, it cannot 
underwrite insurance. However, as an intermediary authorised by 
the Financial Regulator, it could, without the need for amendments 
to its authorisation, intermediate in insurance other than PHI. BUPA 
Ireland also sells non-insurance products, in particular, 
occupational health services and Employee Assistance Programmes. 
A related company of BUPA Insurance owned a share in the 
Blackrock Clinic until April 2006. Related companies of BUPA own 
and operate private hospitals in the UK. 

• Unlike Vhi Healthcare or VIVAS Health, both of which are single 
entities, seven companies sharing the BUPA name are registered 
with the Companies Registration Office.40 

• At the time of last editing of this report, BUPA Ireland had ceased 
to sell new health insurance contracts and had stated that it would 
not renew existing ones after January 2007.  

Regulation of VIVAS Health 

4.13 VIVAS Insurance Ltd., trading as VIVAS Health, is authorised as an 
insurance undertaking by the Financial Regulator, and is subject to its 
capital and solvency regime and its conduct of business rules. VIVAS 
Health is also subject to the Financial Services Ombudsman Scheme.  
VIVAS Health is required to submit annual returns, audited accounts 

                                                
40 These are BUPA Ireland Ltd., BUPA Healthcare Ireland Ltd., BUPA Ireland Health Services Ltd., BUPA 
Insurance Ltd., BUPA Insurance Services Ltd., BUPA Leasing (Dublin) Ltd. and BUPA Ireland Services 
Ltd. Available online at www.cro.ie   
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and quarterly management accounts to the Financial Regulator. The 
terms of its authorisation require VIVAS Health to underwrite only Non-
Life Insurance Classes 1 and 2 (accident and sickness insurance).41 
VIVAS Health would require an amendment to its authorisation as an 
insurance undertaking to allow it to underwrite other forms of 
insurance.  

4.14 VIVAS Health does not engage in insurance intermediation. However, 
as an insurance undertaking, VIVAS Health falls outside the scope of 
the Investment Intermediaries Act, 1995. Accordingly, VIVAS Health 
can engage in insurance intermediation provided it has informed the 
Financial Regulator.42  

4.15 There is no legislative provision obliging an insurance undertaking to 
establish subsidiaries to engage in non-PHI insurance activities. Under 
the European Communities (Non-Life Insurance) Framework 
Regulations, 1994, VIVAS Health cannot sell non-insurance products to 
consumers. Art. 7 of those Regulations states that: 

“7. (2) The undertaking shall also comply with the following provisions: 

( a ) It shall limit its operations to the business of insurance and 
to operations directly arising therefrom, to the exclusion of all 
other commercial business………………..” 

As a result, should an insurance undertaking wish to engage in non-
insurance related activities, it must be part of a structure whereby 
associated companies or subsidiaries carry on this business.   

4.16 Unlike Vhi Healthcare, which offers, for instance, occupational health 
and employee assistance programmes. VIVAS Health is, in its current 
form, legally prevented from offering these services, or acting as a 
referral agent for such services. However, the shareholders of VIVAS 
Health could rearrange the ownership structure of VIVAS Health so that 
related companies with the same holding company could sell non-
insurance products to consumers. An example is the sale by BUPA 
Ireland of its non-PHI products such as occupational health and 
Employee Assistance Programmes, which are, in fact, the products of 
sister companies.  

4.17 VIVAS Health is the only PHI firm which is regulated, in its entirety, by 
both the Financial Regulator and the Health Insurance Authority. 
Because it is a relatively new entrant to the market, VIVAS Health is 
required by the Financial Regulator to have solvency cover equivalent 
to 200% of the required minimum solvency margin. This requirement 
may decline after 3 years.  

Statutory Regulation of Vhi Healthcare 

4.18 The EU Non-Life Insurance Directives, the Voluntary Health Insurance 
Act 1957 and the Voluntary Health Insurance (Amendment) Acts, 1996 
and 1998, govern the regulation and operations of Vhi Healthcare. Due 

                                                
41 Annex A to the First Non-Life Directive lists 18 classes of non-life insurance. Class 10, for example, 
refers to motor vehicle liability. 
42 Communication from the Financial Regulator, September 6th, 2006  
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to its exemption under Art. 4(c) from the 1973 EU First Non-Life 
Insurance Directive, Vhi Healthcare is exempt from regulation by the 
Financial Regulator as an insurance undertaking. This allows it to act 
on the market in ways that are unavailable to its competitors as 
regards its corporate governance, structure and prudential obligations. 

4.19 Vhi Healthcare is authorised by the Financial Regulator as a multi-
agency intermediary, and may intermediate in insurance other than 
PHI underwritten by other firms. It has broker arrangements in place 
with DeCare Dental and Europ Assistance for the provision of dental 
insurance and international health plans respectively. Vhi Healthcare 
may also sell non-insurance products. For example, Vhi Healthcare’s 
online shop sells products as diverse as foot spas and rugby jerseys.43 
The only solvency requirements which apply to it are those which apply 
to it by virtue of its capacity as an insurance intermediary.  However, 
its financial affairs are regulated in important respects by the VHI Acts. 

4.20 Vhi Healthcare’s health insurance and intermediary businesses fall 
within the remit of  the Financial Services Ombudsman. 

4.21 As a statutory body, Vhi Healthcare can only operate in a manner 
permitted by its governing legislation44. For instance,  

• It is not allowed to establish subsidiary or sister companies,  

• It is statutorily restricted as regards its financing, 

• It is only allowed to underwrite health insurance contracts, 

• Legislation permits Vhi Healthcare only to engage in other health 
related insurance activities on an agency basis. and  

• It must notify the Minister of price increases in its health insurance 
products and the Minister has the power to reject a price increase. 

4546 

4.22 Under the Voluntary Health Insurance Act 1957, Vhi Healthcare is 
restricted in terms of the categories of business which it is allowed 
provide.47 The Voluntary Health Insurance (Amendment) Act 1996 
extended the types of health insurance scheme that Vhi Healthcare 
could offer. The Voluntary Health Insurance (Amendment) Act 1998 
permitted Vhi Healthcare to act as an agent for an international health 
plan. This allowed it to add medical cover while abroad as an additional 
benefit to its core PHI product. The Health Insurance (Amendment) Act 
2001 allowed Vhi Healthcare to provide health related services, but 
only with the consent of the Minister. 

4.23 The following table, taken from the Financial Regulator’s submission, 
indicates the variations in regulation of PHI firms: 

                                                
43 Since Vhi Healthcare is exempted from the EU Non-Life Directives, it is thereby also exempted from 
the relevant Irish enabling legislation, Art.7(2)(a) of the European Communities (Non-Life Insurance) 
Framework Regulations, 1994 
44 Sources: VHI Act 1957 and Vhi Healthcare  documentation. 
45 S.2(2) of the Voluntary Health Insurance (Amendment) Act, 1996  
46 Since 1996, the Minister has exercised this power once. 
47 Section 4 of the Act provides for the provision of “schemes of voluntary health insurance subject to 
the consent of the Minister in regard to the scope and extent of the benefits”. 
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Table 4:  Regulation of PHI Firms48   

 Vhi Healthcare BUPA Ireland VIVAS 
Health49 

 PHI 
Business 

Insurance 
Intermediary 
Business 

BUPA 
Insurance 
Ltd  
(PHI) 

BUPA Ireland 
intermediary 

Health 
Insurance 
Business 

Do the Financial 
Regulator’s Conduct 
of Business Rules 
apply to the 
company? 

No Yes Yes Yes Yes 

Is the firm required 
to meet EU insurance 
capital and solvency 
requirements? 

No N/A Yes50 N/A Yes 

Is the firm required 
to meet the Financial 
Regulator’s 
intermediary 
solvency 
requirements? 

No Yes No Yes N/A 

Does the firm require 
the Financial 
Regulator’s approval 
to appoint directors 
and managers? 

No Yes No Yes Yes 
 

Benefits to Vhi Healthcare of Directive exemptions 

4.24 Vhi Healthcare need not divert capital into lower revenue earning areas 
such as retaining solvency margins or a minimum guarantee fund. 
Indeed, it can engage in commercial strategies which are not open to 
other insurers, such as running down reserves in order to keep 
premium increases at the lowest possible level.51 According to its 2006 
Annual Report, Vhi Healthcare held reserves of €220m, and had a 
solvency margin level of 23.2%. It aims for a target solvency margin 
level of 40%. 

Establishment of associated companies  

4.25 The ability to purchase multiple products from a single supplier may be 
much valued by consumers for a variety of reasons.52 Vhi Healthcare is 
not obliged to establish subsidiaries or associated companies for non-
insurance activities. Were other PHI firms to provide non-insurance 

                                                
48 There are separate columns for PHI firms’ insurance undertaking businesses and their intermediary 
businesses. 
49 VIVAS Health  does not have a separate insurance intermediary business. 
50 The UK Financial Services Authority establishes the capital and solvency standards that BUPA 
Insurance is required to meet. 
51 In its 2005 Annual Report, Vhi Healthcare states at p.9 that it finances the cost of community rating 
out of its reserves.   
52 For example, brand loyalty, perceived lowering of transaction costs, or the ability to use a “one-stop 
shop” facility. 
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products, they would face a more rigorous regulatory regime, as well 
as the extra expense of setting up associated companies. 

4.26 Vhi Healthcare has launched the following non-insurance products and 
services since 2004: 

• Vhi Get Fit, an online interactive fitness programme, in partnership 
with eDiets Europe, a subsidiary of eDiets.com 

• Vhi Swiftcare Clinics, with medical expertise provided by The Well, 
a multidisciplinary medical partnership which provides a range of 
medical, healthcare and lifestyle services to individual and 
corporate clients 

• An online shop selling a wide range of healthcare, personal well-
being and fitness products 

• A Renewal and Billing IT system which it developed in-house and is 
now selling to other insurance firms. 

4.27 Vhi Healthcare has stated to the Authorities that it wishes to be in a 
position to establish subsidiaries, associated companies or joint 
ventures, as it considers this to be a more efficient way of organising 
its business. 

4.28 According to the Financial Regulator, an entity authorised as an 
insurance undertaking would be empowered to transact intermediary 
services. A subsidiary or associated company set up to engage in 
intermediation would be required to be separately regulated as an 
intermediary. However, there is no legislative provision to oblige firms 
to establish subsidiaries for the purpose of engaging in non-insurance 
activities, although it is the Financial Regulator’s view that an 
insurance undertaking must establish subsidiaries or associated 
companies to carry on non-insurance related activities. An insurance 
undertaking wishing to expand its insurance operations beyond the 
scope of its authorisation may apply to the Financial Regulator to seek 
an extension of the classes of insurance it is permitted to underwrite. 

4.29 PHI firms competing in the provision of non-insurance services should 
be regulated according to the same principles. As mentioned above, 
this requires ending Vhi Healthcare’s exemption from the requirements 
of the First and Third Non-Life Insurance Directive. It also means both 
allowing and obliging Vhi Healthcare to establish appropriate corporate 
structures for non-insurance products and services which it wishes to 
offer.  

Solvency margins 

4.30 In a press release dated December 23rd 2005, the Minister for Health 
and Children announced that the Government had approved the 
drafting of a Bill to amend the existing Voluntary Health Insurance 
Acts. This Bill would, among other things, oblige Vhi Healthcare “to 
attain the level of reserves necessary to achieve authorisation as an 
insurer within six years.” In other words, Vhi Healthcare would be 
given until 2012 to meet the solvency standards which other PHI firms 
are currently required to meet.  
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4.31 This is a positive step.  Just as risk equalisation is necessary to level 
the playing field with regard to risk, so potential and current market 
participants should be regulated consistently with regard to reserving 
and solvency requirements, so that consumers can be confident that 
PHI firms are in compliance with high standards of prudential 
regulation. Otherwise, some firms will have higher costs of compliance 
than others, which prevent them from competing equally in the market 
by raising their costs. Requiring Vhi Healthcare to meet appropriate 
reserve levels will remove this distortion of competition in the market 
over a period of time, as all PHI firms will face a similar regulatory 
burden.  In its submission, Vhi Healthcare “supports the view that 
there should be a level playing field for all insurers in the market and it 
accepts the need for it to meet normal commercial solvency 
requirements in the same way as other insurers.”53 

4.32 Presuming the implementation of risk equalisation, the six-year 
timeframe within which Vhi Healthcare must attain the necessary level 
of reserves seems generous. Accordingly, in the interests of 
transparency and accountability, the length of this timeframe should be 
reviewed and shortened, if appropriate. Consideration should also be 
given to other suitable methods of meeting the solvency requirements 
(e.g. reinsurance or subordinated debt) which could be completed over 
shorter time periods.  The Authority is aware of the argument that 
adopting these other methods could result in increased costs for Vhi 
Healthcare.  However, any other company in the same financial 
position as Vhi Healthcare would be obliged to consider these methods 
in order to meet the statutory requirements.  In this context it should 
be considered whether it is appropriate that Vhi Healthcare should be 
permitted to avoid recourse to (possibly more costly) alternative 
methods of meeting solvency requirements for a further six years.  

Other benefits enjoyed by Vhi Healthcare  

4.33 Vhi Healthcare is not subject to the Financial Regulator’s conduct of 
business rules, except where it is acting as an insurance intermediary, 
nor does it pay an insurance undertaking levy to the Financial 
Regulator.54 These levies are laid out annually by means of statutory 
instrument. The levies required of non-life insurance companies, which 
are determined according to gross premium income, far exceed the 
levies required of intermediaries. Intermediaries may be charged a 
maximum levy of €18,000 per annum.55  

 

Recommendations 

4.34 In order for a fully competitive market to emerge, Vhi Healthcare’s 
exemptions from the First and Third EU Non-Life Insurance Directives 
should be removed. The exemptions serve as a barrier to rivalry with 

                                                
53 Vhi Healthcare submission at p.32  
54 It pays other levies in its capacity as a multi-agency intermediary to the Financial Regulator, as well 
as levies to the Financial Services Ombudsman.   
55 The levy calculation structure is detailed in the Financial Regulator’s 2006 Guide to Industry 
Funding, available online at  
http://www.ifsra.ie/data/pub_files/2006%20Guide%20to%20Industry%20Funding.pdf#search=%22
%22insurance%20undertaking%22%20levy%22    
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other market participants, and also as a barrier to entry. The Authority 
is aware of two potential entrants who decided not to enter the Irish 
PHI market, citing as one of their reasons the commercial status of Vhi 
Healthcare. Therefore, it is desirable to remove these exemptions in 
the best interests of competition. There may be a short-term correction 
on Vhi Healthcare premiums, which is worthy of consideration when 
addressing the manner and timing of the ending of the Non-Life 
Insurance Directive exemptions for Vhi Healthcare.  It should also be 
noted that, since Vhi Healthcare’s exemption is enshrined in EU 
legislation, it must be removed at EU level. 

4.35 Vhi Healthcare would be unlikely to receive authorisation as an 
insurance company from the Financial Regulator if it were to 
immediately become subject to regulation in its current form. Vhi 
Healthcare must alter its structure and financing by establishing 
subsidiaries or associated companies and meeting appropriate solvency 
margins before its exemptions are removed. Provision must also be 
made for its regulation as an insurance undertaking by the Financial 
Regulator.  Furthermore, Vhi Healthcare should be granted certain 
commercial freedoms to enable it to compete on equal terms in the 
market once its exemptions are removed.  The implementation of risk 
equalisation is also important in this context. 

Asymmetric Regulation in the PHI Market 

The regulatory structure laid down under the Non-Life Insurance Directives is 
an unusual example of perverse asymmetric regulation. Asymmetric 
regulation adjusts the amount of regulation according to the influence a firm 
holds in a particular market. Such regulation is intended to promote 
competition and reduce red tape by regulating small firms and new entrants in 
a light-handed manner and concentrating regulatory resources on larger 
firms, incumbents and former monopolies. Properly implemented, asymmetric 
regulation allows smaller firms to develop unencumbered by needless 
regulation, while minimising the danger of larger firms abusing any market 
power they have accrued. The regulatory regime of community rating has the 
effect in the Irish PHI market of favouring new entrants, with risk equalisation 
offsetting some, but not all, benefits to new entrants. This is because new 
entrants tend to disproportionately win custom from first-time purchasers of 
PHI and switchers. Both of these categories tend to be younger, healthier, and 
therefore, more profitable, customers. 

The three-year exemption from risk equalisation payments (and one year 
phase-in period) for new entrants constitutes a form of asymmetric regulation 
in the Irish PHI market, as new entrants are spared the burden of making RE 
payments.56 However, the exemptions which Vhi Healthcare enjoys perversely 
spare the largest player from the burden of regulatory compliance which other 
firms must face. Instead of favouring new entrants with a lesser regulatory 
burden, the exemptions have the effect of allowing the biggest player in the 
market to avoid the rigours of full regulatory compliance.  

Removal of Ministerial Approval for Premium Increases 

4.36 Although Vhi Healthcare enjoys a number of benefits, in particular 
those referred to earlier, it is also constrained in certain aspects of its 
behaviour. The Voluntary Health Insurance (Amendment) Act 1996 

                                                
56 New entrants are more likely to be net contributors, rather than net recipients, to any RE scheme. 
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obliges Vhi Healthcare to seek approval from the Minister for any price 
increase.57 The Minister for Health and Children has announced that 
the forthcoming Bill to amend the Voluntary Health Insurance Acts will 
“give commercial freedom on products and pricing to Vhi Healthcare”. 
This is understood to mean that the Minister for Health and Children 
would no longer be responsible for approving Vhi Healthcare price 
increases.  

4.37 Ministerial approval for Vhi Healthcare  price increases could also act as 
a deterrent to entry.  As the largest insurer in the market, Vhi 
Healthcare’s premiums represent a competitive constraint on other 
premiums charged. Potential new entrants may, therefore, consider 
that a Ministerial veto on Vhi Healthcare price increases may indirectly 
act as a constraint on the prices that they may charge.  However, the 
requirement for ministerial approval for Vhi Healthcare  price increases 
should not be removed before Vhi Healthcare’s exemptions from the 
Non-Life Directives are removed. 

4.38 This requires that Vhi Healthcare be obliged to establish appropriate 
corporate structures for non-insurance activities, and required to meet 
appropriate solvency and reserve requirements, in advance of the 
Minister’s veto on premium increases being abolished. There should a 
seamless transfer from price regulation of Vhi Healthcare by the 
Minister for Health and Children to prudential regulation of Vhi 
Healthcare by the Financial Regulator.  Prior to removing the 
requirement for ministerial approval of Vhi Healthcare’s price 
increases, consideration should be given to continuing price regulation 
by an independent regulatory body.   Such consideration should have 
regard to the competitive environment then applying. 

 
Recommendation 1 Action By 

Vhi Healthcare should be obliged to operate in the 
provision of non-insurance services in the same 
manner as if it was regulated as an authorised non-life 
insurance company. The Minister for Health and 
Children should bring forward legislation to amend the 
Voluntary Health Insurance Acts including a 
requirement that Vhi Healthcare be allowed and 
obliged to establish associated companies (or 
subsidiaries) to carry out non-insurance activities. 

Minister for 
Health and 

Children 
 
 

 

                                                
57 S.(3)(1) of the Voluntary Health Insurance (Amendment) Act, 1996  
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Recommendation 2 Action By 

In the context of the commencement of risk 
equalisation payments, Vhi Healthcare should be 
required to satisfy the relevant prudential solvency 
requirements as soon as is feasible.  The proposed 
six-year timeframe allowed for Vhi Healthcare to 
attain the necessary level of reserves should be 
reviewed with a view to shortening it. Consideration 
should be given to methods of raising capital other 
than through the accumulation of surplus.  

 
Minister for 
Health and 

Children 
 
  

 

Recommendation 3 Action By 

Vhi Healthcare should be subject to prudential 
regulation in its capacity as a PHI undertaking by the 
Financial Regulator. Vhi Healthcare’s exemptions from 
the First and Third EU Non-Life Insurance Directives 
should be abolished. The Minister for Health and 
Children should seek the removal of these exemptions 
by the institutions of the EU once Vhi Healthcare is in 
a position to receive authorisation as an insurer.   

Minister for 
Health and 

Children  
 

 

Recommendation 4 Action By 

The requirement for Ministerial approval for Vhi 
Healthcare premium increases under S.3 of the 
Voluntary Health Insurance (Amendment) Act, 1996 
should be removed, once Vhi Healthcare’s exemptions 
from the Non-Life Insurance Directives are removed. 
At that stage, consideration should be given to 
whether it is appropriate to continue price regulation 
by an independent regulatory body. 

Minister for 
Health and 

Children  
 

The Health Insurance Acts 

4.39 The Health Insurance Acts (1994 to 2003) and associated regulations 
legislate for community rating, open enrolment, lifetime cover, 
minimum benefit and risk equalisation, all of which were described in 
Chapter 2. They also specify the requirements and process for 
registration of private health insurance firms and set out the functions 
of The Health Insurance Authority.   

Registration of Private Health Insurance Firms  

4.40 The registration process for a health insurer is quite straightforward. 
Any insurance company that is authorised by the Financial Regulator or 
a counterpart regulator in another EU member state to provide health 
insurance is entitled to be entered on the register of health insurers. A 
registered health insurer is obliged to ensure that its insurance 
products and processes comply with health insurance legislation. This 
obligation applies equally to all registered health insurers whatever 
their EU home state for insurance regulation purposes. 
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4.41 In the regulatory approval process, the main substantive issue is that 
an amount of time and effort may be required to ensure that the 
proposed products and processes of a new entrant conform to the 
health insurance legislation.  In accordance with its functions, The 
Health Insurance Authority monitors the operation of the Acts in this 
regard and maintains the Register of private health insurers. 

4.42 All insurers are treated equally under the health insurance legislation. 
Vhi Healthcare and BUPA Ireland’s participation in the market pre-
dated the establishment of the Authority. However, their products were 
reviewed by the Authority after it was established for compliance with 
the legislation.  

Role of the Health Insurance Authority 

4.43 As part of the joint consultation process, submissions were invited on 
“duties that could be assigned to the Health Insurance Authority under 
existing legislative provisions and additional functions that might 
possibly be assigned to The Health Insurance Authority.” A number of 
respondents made suggestions as to the role and structure of the 
Health Insurance Authority. 

4.44 Four respondents suggested either that the Authority should be 
abolished and its functions taken over by the Financial Regulator, or 
that the Authority be subsumed into the Financial Regulator. Two main 
justifications for this course of action were proposed: 

• Reduce the regulatory burden on PHI firms 

• End the Minister for Health and Children’s dual role as the 
responsible Minister for both Vhi Healthcare  and the Authority. 

Reduce the regulatory burden on PHI firms 

4.45 A number of submissions stated that the existence of two regulators 
(the Health Insurance Authority and the Financial Regulator) in the PHI 
industry was needlessly onerous and led to increased costs of 
compliance. It was argued that a single regulator for PHI would reduce 
compliance costs and facilitate market entry.  

4.46 The regulatory burden on insurers should be no greater than is 
necessary.  PHI firms (apart from Vhi Healthcare) are subject to 
regulation by the Financial Regulator in relation to corporate 
governance, prudential and solvency requirements, and customer care. 
PHI firms are also required to comply with the Health Insurance Acts 
and associated Regulations.  Compliance with these Acts and 
Regulations is monitored by the Health Insurance Authority.   

4.47 A single regulator would imply a single regulatory authorisation process 
and ongoing regulation by just one entity. However, the evidence 
would not suggest that there are extra costs being incurred by 
registered entities by virtue of the existence of two regulators in this 
sector. In particular, the process of registering a health insurance 
undertaking is a very simple and straightforward one and insurers 
would be required to comply with the requirements of both the health 
insurance and other insurance legislation regardless of whether there 
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are one or two regulators.  Furthermore, the Health Insurance 
Authority and the Financial Regulator work with each other, where 
appropriate, to avoid duplication in their dealings with insurers and a 
Memorandum of Understanding has been agreed between the two 
regulators in order to assist efficient cooperation.   

4.48 There are advantages to maintaining a separate small health insurance 
regulator.  

• The special regulatory circumstances of health insurance, legislated 
for in the Health Insurance Acts (1994 to 2003), combined with its 
significance in delivering secondary healthcare in the economy 
require a dedicated expert regulatory body to supervise the 
subsector.  

• The Minister for Health and Children is responsible for health 
insurance legislation and the Health Insurance Authority has 
functions pertaining to advising the Minister for Health and 
Children.  In this context, it is logical and consistent with normal 
practice that the Minister for Health and Children is the responsible 
Minister for the Health Insurance Authority. 

• The Health Insurance Authority has a crucial advisory and decision 
making role in relation to risk equalisation and this work benefits 
from being carried out by a dedicated, specialist, expert body.  This 
point was recognised in the recent High Court Judgment in relation 
to risk equalisation, which stated that “the establishment of the HIA 
and its role in this continuous process is crucial given not only its 
independence but also its expertise.”  

• It might be difficult (or at least cumbersome and expensive) for the 
Financial Regulator to recreate the functions of the Health 
Insurance Authority within its organisation.  

Other Examples of Dual Regulation 

In Ireland, dual regulation exists in a number of sectors, for instance 
waste management,58 air transport,59 pensions and life assurance.60  

Australia, like Ireland, has a mix of public and private secondary health 
care.  Health insurance in Australia also has a separate regulator (the 
Private Health Insurance Administrative Council). 

4.49 Costs of regulation for PHI firms can be expected to be passed onto 
consumers. PHI firms need to be regulated as regards both prudential 
soundness and adherence to the principles upholding the Irish PHI 
market. Accordingly, PHI firms will be required to engage in a dual 
regulatory process regardless of who is responsible for regulating 
private health insurance. While the Authority has no objection in 
principle to amalgamating the Authority and the Financial Regulator, it 
remains to be shown that this would lead to significant efficiency gains 
or that the quality of regulation in the market would be improved. 

                                                
58 The Department of the Environment, the Environmental Protection Agency, and local authorities 
59 The Commission for Aviation Regulation and the Irish Aviation Authority  
60 The Financial Regulator and the Pensions Board 
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4.50 However, the Authority is clearly an interested party in this matter, 
which is basically one for decision by the Government / Minister for 
Health and Children. 

Ministerial Responsibilities in Relation to Vhi Healthcare and The 
Health Insurance Authority 

4.51 A number of submissions to the Authorities expressed concern about 
the dual role of the Minister for Health and Children as the responsible 
Minister for both Vhi Healthcare and the Authority. The Minister is 
responsible, inter alia, for appointing members of the Board of Vhi 
Healthcare, as well as approving proposed Vhi Healthcare premium 
increases. The Minister also has a role to play with respect to the 
Authority. The Minister appoints the Members of the Authority. The 
Authority is statutorily obliged to report annually to the Minister, and 
two of its core functions are to advise the Minister in relation to specific 
functions of the Minister, the functions of the Authority and health 
insurance generally; and to report to and make recommendations to 
the Minister in relation to risk equalisation. Accordingly, the Minister for 
Health and Children is potentially subject to conflicting policy 
imperatives in her multiple roles in the health insurance market. This 
may lead to the perception that there is a lack of independence and 
transparency with respect to the relationship between Vhi Healthcare, 
the Department of Health and Children and the Authority. Such 
perceptions may have deleterious effects, as they may create barriers 
to entry if potential entrants consider that they would be entering a 
market biased towards one firm. 

4.52 The Health Insurance Authority is independent in the performance of 
its functions.  This is a requirement of the legislation under which it is 
established.  Furthermore the independence of the Authority was 
recognised by the High Court in its recent judgment in relation to risk 
equalisation. 

4.53 In any event, the Minister’s functions in the health insurance market 
are far wider than responsibilities in relation to Vhi Healthcare and the 
Health Insurance Authority.  The Minister is responsible for the making 
of regulations under the Health Insurance Acts and for proposing 
amendments to the primary legislation.  The Minister also has other 
responsibilities under the health insurance legislation and is a provider 
of medical services to insurers via public health service. 

4.54  Where sectoral regulators are concerned, it is standard practice in 
Ireland, as in other countries, for the regulator to be appointed by the 
Minister who is responsible for that sector of the economy.  Indeed, as 
The Health Insurance Authority advises on the regulation of the health 
insurance market, it makes sense that it should advise the Minister / 
Department responsible for the regulation of that sector.  

Functions of the Health Insurance Authority 

Enforcement 

4.55 The Authority is responsible for monitoring the operation of health 
insurance legislation, including associated regulations. However, its 
powers of enforcement are limited. Effectively, the Authority’s only 
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power of enforcement against an insurance undertaking is to direct the 
removal of that undertaking from the register of health insurers. The 
final decision is then for the High Court to confirm or deny such 
directed removal. This would be a draconian step for the Authority to 
take. Effective regulation requires that the Authority should also have 
the lesser power to direct an insurance undertaking to comply with the 
legislation where certain events have occurred and where certain 
conditions are satisfied.  

4.56 Various possible models of sectoral regulation and enforcement are 
available. What is envisaged is a limited and proportionate power of 
enforcement for the Authority against a body corporate such that the 
limited power would be likely to achieve effective enforcement of the 
Health Insurance Acts in most situations without having to consider the 
draconian power to direct the removal of a health insurance 
undertaking from the register of undertakings. 

 
Recommendation 5 Action By 

The Minister for Health and Children should bring 
forward legislation to amend the Health Insurance 
Acts to provide that the Health Insurance Authority 
has the power to direct that a health insurance 
undertaking alter its practices or its products to 
comply with the provisions of the Acts or regulations 
thereunder.    

Minister for 
Health and 

Children 
 
 
 

  

 Promoting Consumer Interests 

4.57 The Authority provides information to consumers in relation to 
consumer rights and in relation to products available in the market.  
This Report recommends that the Authority widen its work in this area.  
However, the Health Insurance Acts do not include an explicit function 
for the Authority in relation to the provision of this type of information 
to consumers and in the past one insurer has complained to the 
Authority on this basis.  At the time, the Authority sought legal advice 
and was informed that it was operating within its functions in making 
the information available to members of the public.  Given the 
Minister’s request that the Authority carry out work in relation to the 
provision of information to consumers, in view of the benefit that such 
information has for consumers and for competition and in view of the 
analysis and recommendations in this Report concerning the provision 
of information, the Authority recommends as follows. 

Recommendation 6 Action By 

The Minister for Health and Children should bring 
forward legislation to amend the Health Insurance 
Acts to assign to the Health Insurance Authority the 
function of taking such action as it considers 
appropriate to increase awareness among members of 
the public of their rights as health insurance 
consumers and of available health services. 

Minister for 
Health and 

Children 
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Unfunded Lifetime Community Rating 

4.58 In the 1999 White Paper on Private Health Insurance the Government 
indicated its intention to allow insurers the discretion to move from the 
current single rate community rating system to a system of lifetime 
community rating. It was considered that such a move would underpin 
the future viability of community rating and would be inherently fairer 
than the present system. 

4.59 Section 6 of the Health Insurance (Amendment) Act, 2001 included 
provisions for the Minister to introduce regulations allowing for these 
late entry loadings in respect of persons aged 35 or over taking out 
health insurance for the first time– a key pillar of lifetime community 
rating. The Minister for Health & Children intends to introduce a 
regulation that will implement unfunded lifetime community rating.  

4.60 The Authority supports the introduction of unfunded lifetime 
community rating. It will reduce the adverse selection risk posed by 
the current system and thereby contribute to greater stability in the 
market.  It  would also facilitate competition on a level playing field in 
an insurance market with community rating 

4.61 Community rating has a potential instability which arises from the need 
to ensure a continuing flow of new young members. This reflects the 
unfunded liability represented by the expectation of current insurance 
policyholders that their future healthcare needs will be met in return 
for the current level of community rated premiums. The Harvey Report 
in 1998 estimated that this unfunded liability was €4.2 billion if medical 
inflation matched general price inflation while it would amount to €30 
billion if medical inflation exceeded general price inflation by 6% pa. 
This unfunded liability has undoubtedly grown over the intervening 
years. 

4.62 Accordingly, the Authority makes the following recommendation; 

Recommendation 7 Action By 

The Minister for Health and Children should introduce 
unfunded lifetime community rating as provided for in 
the Health Insurance Act 1994 (as amended). 
 

Minister for 
Health and 

Children 
 
 
 

Risk Equalisation 

4.63 The issue of risk equalisation and the principles and factors that should 
be applied in deciding whether to commence risk equalisation 
payments including the impact on competition in the market have been 
the subject of extensive analysis and debate for more than 10 years 
both before and after the establishment of the Authority. In a number 
of studies throughout this period the arguments of interested parties 
were considered and the conclusion that has been reached consistently 
is that risk equalisation may be necessary in order to maintain 
community rating and, notwithstanding potentially adverse effects on 
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competition, may be in the best overall interests of health insurance 
consumers.  

4.64 The Irish private health insurance regulatory system is based on the 
key principles of community rating, open enrolment, lifetime cover and 
minimum benefit and aims to ensure that private health insurance 
does not cost more for those who need it most. The system is 
unfunded meaning that there is no fund built up over the lifetime of an 
insured person to cover their expected claims cost. Instead, the money 
contributed by insured people is pooled and the cost of claims in any 
given year taken from the pool. The system, thus, relies significantly 
on inter-generational solidarity whereby younger, healthier people 
effectively subsidise older people, who have higher claims, the 
underlying premise being that these younger people will in turn be 
subsidised by future generations.  

4.65 It is in this context that the concept of community rating must be 
understood. This means that the level of risk that a particular 
consumer poses to an insurer does not affect the premium paid. In 
other words, everybody is charged the same premium for a particular 
plan, irrespective of age, gender and the current or likely future state 
of their health subject to exceptions in respect of children under 18, 
students in full time education and members of group schemes. 
Community rating is provided for expressly in section 7 of the Health 
Insurance Act 1994 (which, as amended by the Health Insurance 
(Amendment) Act 2001 and the Health Insurance (Amendment) Act 
2003 is referred to herein as the “Act”). 

4.66 Risk equalisation is a process that aims to neutralise, in an equitable 
manner, differences in insurers’ costs that arise due to variations in the 
health status of their members. Risk equalisation involves transfer 
payments between health insurers to spread some of the claims costs 
of high-risk members amongst all the private health insurers in the 
market in proportion to their market share. It should be noted that 
provision for risk equalisation is a common mechanism in countries 
with community rated health insurance systems. 

Historical Background to Risk Equalisation 

4.67 Provision for risk equalisation was first made in the 1994 Health 
Insurance Act, section 12 of which empowered the Minister to 
prescribe a scheme for risk equalisation. As discussed further below, 
that Act also made provision for the establishment of the Authority 
which had a number of functions in relation to, inter alia, the 
management and administration of any risk equalisation scheme.  

4.68 The power to make a risk equalisation scheme was exercised by the 
Minister who introduced the Health Insurance Act (Risk Equalisation 
Scheme) 1996 (the “1996 Scheme”). Under the 1996 Scheme, there 
was no discretion afforded to the Minister in relation to the 
commencement of risk equalisation payments; risk equalisation was 
triggered once the relevant threshold set down in the 1996 Scheme 
was met.  

4.69 On 25th June 1997, the Minister appointed an independent Advisory 
Group (the members of which were Gerard Harvey (former CEO of An 
Post and Chairman of the Advisory Group), William Hannan (former 
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President of the Society of Actuaries of Ireland) and James Golden 
(economist, Senior Treasury Manager, and Lecturer in Finance at 
University College Dublin)) to consider risk equalisation and the 1996 
Scheme. 

4.70 The Report of that Advisory Group (often referred to as “the Harvey 
Report” ) was issued on 8th April 1998. That Report contained a wide-
ranging analysis of the private health insurance market, the objectives 
of community rating and facilitating competition and the concept of 
and desirability of risk equalisation. The conclusions of the Advisory 
Group in relation to risk equalisation were set out at page 7 of the 
Harvey Report and included the following:  

“The Advisory Group concludes, based on its own deliberations and 
on the basis of the arguments made and evidence presented to it, 
that risk equalisation is essential to underpin community rating. 
The Advisory Group agrees, therefore, that a Risk Equalisation 
Scheme is a necessary feature of the private health insurance 
market. It has arrived at this conclusion because of the very high 
public policy priority given to preserving the stability of  community 
rating and the fact that the facilitation of competition is to be 
subject to the preservation of the stability of community rating.” 

4.71 The Minister then engaged in a consultation process on private health 
insurance and risk equalisation. A Technical Paper on a Proposed 
Amended Scheme was published by the Department of Health and 
Children in January 1999 A White Paper on Private Health Insurance 
was then published in September 1999. This set out the Government’s 
policy objectives and proposals regarding, inter alia, the role of private 
health insurance in the overall healthcare system. It was stated therein 
(page 40, paragraph 3) that: 

 
“The Government’s view, supported by a wide range of independent 
experts, is that risk equalisation is essential to underpin community 
rating. The key objective of risk equalisation is to protect the 
stability of community rating. Subject to this objective, it should 
facilitate and encourage competition. The Government have 
decided to make changes to the existing risk equalisation scheme 
to further encourage competition.” 

4.72 The 1996 Scheme was revoked in February 1999 by the Health 
Insurance Act, 1994 (Risk Equalisation) (Revocation) Regulations 
1999.  

4.73 The Authority was established on 1st February 2001 and its principal 
functions, as specified by section 21 of the Act, in relation to risk 
equalisation are:  

• to manage and administer any risk equalisation scheme prescribed 
under section 12 of the Act and to establish and maintain the risk 
equalisation fund referred to in Section 12,  

• to evaluate and analyse the returns made to the Authority by 
registered undertakings,  
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4.74 The Authority had a specific statutory role to advise the Minister in 
relation to the introduction of risk equalisation payments on foot of any 
risk equalisation scheme made by the Minister.  

4.75 As noted above, under the Act, the Authority has a specific 
responsibility with regard to risk equalisation and to advise the Minister 
on matters relating to the functions of the Minister or the Authority and 
health insurance generally. On 19th February 2002, the Authority 
published a Consultation Paper on Risk Equalisation in the Private 
Health Insurance Market in Ireland. There was a wide ranging 
consultation process conducted in order to seek representations on 
issues relating to risk equalisation from stakeholders and interested 
parties in the private health insurance market in Ireland and, in 
particular, to seek views as to how the Authority should exercise its 
powers and duties in relation to risk equalisation.  

4.76 Having considered the submissions made, the Authority published a 
Policy Paper on Risk Equalisation in the Private Health Insurance 
Market in Ireland in September 2002. In that Policy Paper, the 
Authority set out its preliminary views with regard to the 
appropriateness of commencing risk equalisation payments and 
identified a number of factors that it would consider when considering 
whether or not risk equalisation payments should be commenced in the 
best overall interests of health insurance consumers.  

4.77 The European Commission delivered its State Aid verdict in 2003 
concluding that “the Risk Equalisation Scheme is necessary to underpin 
the principles enforced by the Irish authorities.... it ensures that risks 
are  shared appropriately across the market and allows for a level 
playing field in respect of the particular constraints of the Irish system. 
If, as an alternative, the Irish PMI market was risk rated, the Risk 
Equalisation Scheme would not be necessary.” It concluded that the 
scheme passed both the necessity and the proportionality test.  

4.78 Most articles of the Risk Equalisation Scheme 2003 (the “Scheme”) 
came into operation on 1 July 2003 and in July 2003, the Authority 
published a Guide to the Scheme 2003. That document set out the 
regulatory structure of the Irish private health insurance market, the 
role of the Authority, its views as to why risk equalisation payments 
might be required and how risk equalisation calculations would operate 
in practice. 

4.79 In July 2003 the Authority commissioned York Health Economics 
Consortium (a firm of consultants specialising in the area of health 
economics) in conjunction with the Office of Health Economics in the 
UK (“York”) to undertake an independent review of the 
competitiveness of the private health insurance market in Ireland.  

4.80 In November 2003, York presented its report entitled “Assessment of 
Risk Equalisation and Competition in the Irish Health Insurance 
Market” to the Authority. The overall conclusions reached by York from 
its study of the private health insurance market and the competitive 
forces in that market were (as set out at page 97 of the report):  

 
− Risk equalisation is one of several factors which are deterring 

potential entrants to the Irish health insurance market;  
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− The main other deterrent at present is the non-commercial 

status of Vhi Healthcare and the uncertainty over its future 
status;  
 

− If uncertainty over the final implementation of risk 
equalisation (that is, the establishment of precedents for the 
calculation and actual transfer of risk equalisation payments) 
and over the status of Vhi Healthcare is resolved in the short 
term, the health insurance market in Ireland should still 
attract some new entrants, but fewer than if risk equalisation 
payments are not implemented;  
 

− There is no satisfactory case for the non-implementation of 
risk equalisation payments as long as there is a fundamental 
commitment to community rating;  
 

− Without risk equalisation payments, the benefits of new entry 
are limited in that lower prices and higher profits for insurers 
could be achieved for some but older people with health 
insurance, less inclined to move between insurers, would lose 
from the absence of full risk equalisation;  
 

− Losses to elderly people in higher premiums would exactly 
offset gains to younger people in lower premiums in an 
efficient market, without risk equalisation but with limited 
shifting between insurers. Alternatively, younger consumers 
might gain less and new entrant insurers gain more in higher 
profits, again at the expense of older members of established 
insurance schemes;  
 

− Only if premium differences encouraged wholesale movement 
between insurers at older stages would this be avoided. The 
market would achieve risk equalisation. In our view, this will 
in practice take a longer, rather than a shorter time, 
particularly if new entrant insurers use some of the gains from 
a lower risk membership to increase profits rather than 
compete aggressively on premiums charged;  
 

− We do not accept that community rating can be implemented 
by business regulation rules as we regard the recruitment of 
younger, lower risk members by new entrants as virtually 
inevitable;  
 

− The potential sale of Vhi Healthcare, in whole or in part, 
represents a significant opportunity for new entrants to the 
insurance market. Since existing insurers may face limits on 
their purchase of some or all of Vhi Healthcare, a policy of 
“wait and see” on Vhi Healthcare is potentially leading to 
deferral of entry by some interested in offering health 
insurance in Ireland, whether risk equalisation payments take 
place or not.  

4.81 It can be seen from the foregoing that the consultation process was 
the subject of extensive analysis over the last few years. Mr Justice 
William McKechnie summarised it as follows: “The consultation process 
engaged in by the Harvey group, by the Department of Health who 
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also as we know issued a technical paper in 1999, by the government 
after issuing the white paper, and by the HIA after it was established, 
was it can only be said breathtaking in its scope.  Every individual, 
entity and body, no matter how remotely connected with PMI, was 
either given an opportunity to or else was specifically asked to 
comment on, the various discussion papers then in existence.” 

The Recommendations of the Authority on the Commencement of RE 
Payments 

4.82 Most articles of the Risk Equalisation Scheme came into force on 1 July 
2003. Under the Scheme (as amended), health insurance undertakings 
were required to make specified returns to the Authority in accordance 
with section 12 of the Act for six month periods commencing on 1 July 
2003, i.e. the first returns were due for the period from 1 July 2003 to 
31 December 2003.  

4.83 Under section 12 of the Act and the provisions of the Scheme, the 
Authority was required to evaluate and analyse the returns made to it 
for the purpose of ascertaining the differences, if any, in the nature 
and distribution of insured risks among scheme undertakings. From 
that evaluation and analysis, the Authority was required to determine, 
in accordance with a formula set out in the Second Schedule to the 
Scheme, the market equalisation percentage (“MEP”). The MEP is 
approximately equal to the amount that would be transferred if risk 
equalisation payments were commenced, expressed as a percentage of 
the total benefits in the market that are subject to risk equalisation. 
The MEP measures the significance of any risk profile differences 
between insurers.  The Authority then prepared and furnished a written 
report to the Minister giving details of the evaluation and analysis 
carried out. The report was required to specify the market equalisation 
percentage determined and the health status weight adopted for the 
purpose of such determination and contains such other information and 
advice concerning the carrying on of health insurance business, and 
developments in relation to health insurance generally, as the 
Authority considered ought to be included as a result of its evaluation 
and analysis.   

4.84 The market equalisation percentage, in the first four sets of returns, 
was 3.7%, 3.5%, 4.7% and 4.2%.The Authority,  having evaluated 
and analysed the returns, recommended against the introduction of 
risk equalisation payments in the first two six month periods but 
recommended its introduction in the third period (July to December 
2004) and fourth periods (Jan to June 2005). The Minister agreed to 
commence payment with effect from 1st January 2006. 

4.85 The reasons for the recommendation of the Authority in the fourth 
period as taken from its report were as follows: 

• “The Authority is in agreement with many other independent 
experts, that risk equalisation payments are normally appropriate 
in a community rated market with open enrolment and lifetime 
cover. These independent experts include the following:  
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o The former members of the Advisory Group on the Risk 
Equalisation Scheme61 

o The Competition Authority62  
o Mercer Human Resource Consulting63 
o The Society of Actuaries in Ireland64  
o York Health Economics Consortium65 

 
• The absence of risk equalisation payments in a community rated 

market gives a regulatory advantage to insurers with lower risk 
profiles, such as BUPA Ireland. For the purposes of the Scheme and 
with a Health Status weight (HSW) of zero, the lower risk profile of 
BUPA Ireland arises from the different age and gender profiles of 
the insured populations of each of the insurers and the higher 
claims costs of older people, as reflected in the calculated values of 
the MEP and the MPEA. Risk equalisation aims to reduce this 
regulatory advantage considerably. It does not appear to the 
Authority that risk equalisation payments would constitute unfair 
payments to any one player.  

 
It may be argued that in the particular circumstances of the Irish 
private health insurance market it may be in the best overall 
interests of health insurance consumers to afford some form of 
advantage to new entrants in order to assist them in competing 
with Vhi Healthcare and to encourage the development of a multi-
player market (and it is in this context that previous reports of the 
Authority referred to the possibility that the commencement of risk 
equalisation payments could reduce competitive pressures in the 
market). However, the Authority must have regard to whether this 
regulatory advantage, currently held by BUPA Ireland, is harmful to 
the best overall interests of health insurance consumers by, for 
example, reducing the competitive pressure on BUPA Ireland or 
impacting negatively on the maintenance of community rating 
across the market. It is important to note that any super-normal 
profits or inefficiencies that are facilitated by the absence of risk 
equalisation are ultimately funded by health insurance consumers. 
Furthermore, the Authority considers that the only way in which a 
truly level playing field could be achieved, the benefits of 
competition maximised and the threat to community rating 
minimised in a market with open enrolment, lifetime cover and 
community rating, where significant risk profile differences exist 
between insurers, involves the commencement of risk equalisation 
payments.  
 
The extent to which differences in risk profiles in the Irish market 
restrain Vhi Healthcare in competing with BUPA Ireland, for 
example, is clear when it is considered that cell equalised benefits 
per person for those over the age of 70 for the market as a whole 
are more than 5 times the cell equalised benefits for those under 
the age of 70 and that Vhi Healthcare have 12.5 times the 
proportion of members in this age group that BUPA Ireland have. It 

                                                
61 Source: Submission to The Health Insurance Authority, 2 May 2002 
62 Source: Submission to The Health Insurance Authority, 8 April2002 
63 Source: Advice to the Minister for Health and Children, 27 June 2005 
64 Source: Report of the Risk Equalisation Working Party, May 2002 
65 Source:  Assessment of Risk Equalisation and Competition in the Irish Health Insurance Market, 
November, 2003 
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is the view of the Authority that this significant competitive 
advantage afforded to BUPA Ireland and arising from the lack of 
risk equalisation payments has facilitated it in making an operating 
surplus of c. 17.3% of earned premium in 2004. This compares to 
BUPA Insurance Limited’s profits of c. 5% of earned premium in the 
UK. These profits are ultimately being funded by health insurance 
consumers.  
 
The regulatory advantage afforded to insurers with significantly 
lower risk profiles could also facilitate inefficient insurers in 
competing with insurers with higher risk profiles. Such inefficiency 
being facilitated by the regulatory structure through reduced 
competitive pressures would be of as much a concern to the 
Authority as super-normal profits being facilitated in this way, 
because either would ultimately be funded by health insurance 
consumers.  
 
As noted earlier, the regulatory advantage currently being afforded 
to insurers with a lower risk profile (such as BUPA Ireland) may 
benefit the best overall interests of health insurance consumers by, 
for example, increasing the competitive pressure on Vhi Healthcare. 
The Authority has considered carefully the impact (including both 
costs and benefits) of this regulatory advantage on the best overall 
interests of health insurance consumers.  

 
• The MPEA changed little since the previous report (it has reduced 

from €16.7m to €16.5m). These figures are in respect of the 
transfers that would have arisen in respect of the two six-month 
periods July to December, 2004, and January to June 2005 
respectively if risk equalisation payments had been commenced 
and there was no phasing. The MEP has reduced from 4.7% to 
4.2% with the HSW = 0. In its April, 2005 report to the Minister for 
Health and Children the Authority stated that it considered that 0.7 
percentage points of the MEP (of 4.7% for the period July to 
December, 2004) could be attributed to the increase in costs for 
BUPA Ireland’s policyholders aged 80 or over and that this increase 
may have been significantly affected by random variation. 
Therefore, the MEP for the period January to June, 2005 is in line 
with the Authority’s view of an underlying trend of increase in the 
MEP. Indeed, if the effect of variation in the claims per member 
within age and gender cells is smoothed66 in order to remove any 
random effects in this variation then “the smoothed MEP” for the 
four periods to date would have been 3.7%, 4.0%, 4.2% and 4.4% 
with the HSW = 0. The Authority is also of the view that the factors 
in the April 2005 Report, already circulated, on which it based its 
view of the trend of increase in the MEP still apply.  

 
While there may be some seasonality and random variation in the 
data being included in returns received under the Scheme, the 
Authority is satisfied that the underlying trend in the MEP and in 
the MPEA is upward and is likely to so continue.  Furthermore, the 
Authority considers that the basis for this view would not be 

                                                
66 The effect of variation in claims per member was smoothed by replacing the claims per member 
within each age and gender cell in each return for each undertaking with the average claim per 
member for each age and gender cell for each undertaking over the four periods.   
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materially affected by any seasonality or random variation in the 
data.  
 
In the context of any possible seasonal variation affecting returns, 
it is appropriate to consider the change in the MPEA over the two 
12-month periods ending June 2004 and June 2005. Between these 
two periods the total MPEA increased from €23.4 to €33.2m.  
 
The Authority noted the alteration in the MEP as well as the small 
change in MPEA, which are both fully consistent with the Authority’s 
expectations at the time of its previous report.  

 
• As detailed in its Policy Paper (see, in particular, Section 3), the 

Authority is cognisant of the risk of instability arising in a 
community rated market, which would threaten the maintenance of 
community rating across the market, and that in certain 
circumstances the commencement of risk equalisation payments 
might be appropriate including in order to address this risk.  

 
In light of the Authority’s view that the risk of instability arising in a 
community rated market is greater in the absence of risk 
equalisation payments, as part of its deliberations the Authority 
considered analyses of certain trends in the market, including 
trends in the values of the MEP and MPEA, the levels of lapses and 
sales for different insurers, the growth in the memberships of 
different insurers, the total growth of the market, the risk profiles 
of insurers as well as other matters detailed in its Policy Paper (see, 
in particular, Section 3). In doing so it aimed, among other things, 
to consider afresh whether the risk of market instability arising, is 
such that it should be addressed at this stage by the immediate 
commencement of risk equalisation payments. 

 
Whether the risk of market instability arising in the Irish community 
rated market would warrant the immediate commencement of risk 
equalisation payments was also considered in the context of the 
financial positions of the insurers. In particular, in assessing 
whether such a threat to individual insurers exists, which could lead 
to instability in the private health insurance market as a whole, 
levels of profitability were considered relevant. In this context, the 
Authority considered both publicly available information (Annual 
Reports for Vhi Healthcare, returns to the UK Financial Services 
Authority by BUPA Insurance Limited) and other financial 
information provided to the Authority on a confidential basis by 
Scheme undertakings.  
 
In light of the Authority’s view of the underlying trend in the MEP 
and the MPEA and matters referred to above, the Authority is of the 
view, based on the data available to it, that the risk of market 
instability arising in the community rated market in the absence of 
risk equalisation is undiminished.  The Authority further considers 
that a risk of market instability, in itself is counter to the best 
overall interests of consumers and that the stability of the 
community rated market and the best overall interests of 
consumers would be best protected by acting to address it.  
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• The Authority notes that premium increases in the market since 
1997 have averaged c. 9% p.a.  In this context and in the context 
of the ratios between claims incurred and premiums earned, the 
Authority is concerned about the level of competitive pressure on 
insurers with memberships with favourable risk profiles.  

 
The Authority sees merit in arguments that the commencement of 
risk equalisation payments could potentially benefit competition in 
the market in some ways, for example, by increasing competition 
for older policyholders and increasing the competitive pressures on 
insurers with favourable risk profiles.  
 
It would appear from the growth in membership of the insurers and 
from other data provided by them that, while Vhi Healthcare’s sales 
appear to have increased, sales for BUPA Ireland and VIVAS Health 
appear to comprise a significant proportion of the total sales in the 
market. The Authority also notes the comments of the Minister for 
Health and Children that she intends to commence work on 
addressing certain perceived advantages accruing to Vhi Healthcare 
by virtue of its commercial status although the Authority, in 
rendering a view as to a proposed recommendation, has confined 
itself exclusively to the factors with which it is charged under the 
applicable legislation.  

 
• In the points above, the Authority has discussed the direct benefits 

that could flow from the introduction of risk equalisation payments, 
and the impact of risk equalisation payments on the maintenance 
of a community rated marked and on the facilitation of competition. 
The Authority recognises that these matters are interlinked. The 
Authority sees merit in the argument that circumstances in which a 
threat to the stability of a community rated market without risk 
equalisation might be avoided for a time are circumstances where 
price following exists. However, price following could lead to 
excessive inflation of health insurance premiums to the benefit of 
one or more insurers and to the detriment of consumers. In this 
context, the Authority notes the similar premium increases for Vhi 
Healthcare and BUPA Ireland since BUPA Ireland entered the 
market. Of course, the higher premium inflation that would result 
from an uncompetitive market in which price following exists (and 
which would be facilitated by the regulatory regime in the absence 
of risk equalisation) might also increase the possibility of a threat 
to the stability of the market. This threat might arise from any 
increasing difficulties that consumers might have in being able to 
afford higher health insurance premiums in future. For example, a 
threat may arise if younger people either choose not to purchase 
health insurance or allow their policies to lapse to a greater extent 
than older persons.  

 
Having regard to the best overall interests of consumers and in the 
context of the above, the Authority remains of the view that the 
benefits to health insurance consumers, which would accrue from the 
commencement of risk equalisation payments would outweigh any 
countervailing factors including any possible reduction in competitive 
pressures on Vhi Healthcare.  

 
The Authority’s recommendation is made in the context of the evidence 
available to it.  
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It may also be noted that the proposed commencement of risk equalisation payments 
will have the consequential effect of removing any uncertainty concerning when and if 
risk equalisation payments may commence, which might currently affect the market.” 

Judgment of the High Court in Relation to the Legality of the Risk 
Equalisation Scheme  

4.86 Mr Justice William McKechnie delivered his judgment on the legality of 
risk equalisation on 23rd November 2006 after a High Court hearing 
that lasted 35 days. The judgment comprises 236 pages. Some 
relevant conclusions of the Judge on the regulation of private health 
insurance are set out below.  

4.87 ”The reason why this type of framework had been chosen is not that 
difficult to understand.  The legislature in a post 1994 world remained 
worried about cherry picking and risk selection and yet remained 
committed to the establishment of a competitive market.  It could have 
but did not specify that health insurance providers would have to offer 
a statutory plan, containing identical benefits, at a pre-set charge or 
premium.  That type of regulation would be a return to the regime 
which existed prior to the Third Non-Life Insurance Directive.  In the 
process it would of course be far more restrictive than what is 
presently in existence.  Instead it was believed that a provider should 
be able to operate on a much more open basis, offering all types of 
plans or policies but subject to the conditions which I have mentioned.  
However it was felt that with such a system it was crucial to have 
available a corrective mechanism in the event of the open market 
creating a substantial imbalance between the risk profile of health 
insurance providers.  If such an unequal distribution never occurred 
then the mechanism would not be activated and an operator could 
lawfully conduct its business by rating within a plan only.  But if a 
liberalised regime displayed such characteristics then a scheme to 
correct that imbalance, so as to preserve the stability of the market, 
was crucial.  Hence the power given to the Minister to make such a 
scheme.   

4.88 It is therefore I believe a highly sophisticated system, offering, what 
the State believes, to be the minimum of regulatory control consistent 
with the maintenance of community rating supported by social 
solidarity, all with the purpose of maintaining market stability; whilst at 
the same time permitting or as the State would see it by encouraging, 
to the maximum possible extent the competitiveness of the market 
force.   

4.89 It is also worth noting that the Minister felt that the 1996 Scheme was 
not operating in a satisfactory manner, perhaps, inter alia, being too 
inflexible and competitively too restrictive, with the result that she and 
the Department, having established and obtained a report from the 
advisory group, then revoked that scheme pending the issue of a 
government white paper and presumably the enactment of any 
legislative changes which might follow.  The consultation process 
engaged in by this group, by the Department of Health who also as we 
know issued a technical paper in 1999, by the government after 
issuing the white paper, and by the HIA after it was established, was it 
can only be said breathtaking in its scope.  Every individual, entity and 
body, no matter how remotely connected with PMI, was either given an 
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opportunity to or else was specifically asked to comment on, the 
various discussion papers then in existence. 

4.90 In my opinion, notwithstanding this evidence of Dr. O’Toole and Dr. 
Walker, I believe that the applicants have established that this scheme 
involves some elements of anti-competitive behaviour in that the 
pricing structure of the market is interfered with and entry is less 
attractive.  Therefore competition is distorted.  However I do not agree 
with the characterisation of the transfer payments as expropriation.  
They are designed to compensate for a loss and are surrounded, but in 
principle and in practice with multiple safeguards. 

4.91 I am satisfied that community rating, open enrolment and lifetime 
cover could not operate in this country, in economically acceptable 
conditions, without the presence of a Risk Equalisation Scheme.  The 
entire purpose of the Scheme is to re-establish financial equilibrium 
which would not exist if there was no compensatory mechanism to 
neutralise the differences in risk profile.  As also appears later in this 
judgment, there is in my view sufficient evidence to demonstrate that 
without the Scheme there is a real possibility of the death spiral 
syndrome applying or price following being implemented, either of 
which could result in serious market instability and certainly either of 
which would be contrary to the best interest of consumers.  Moreover I 
do not accept that competition alone would correct this imbalance 
which is targeted by this Scheme.  At least not so for several years 
perhaps somewhere between 20 and 30 years.  Whilst it may be 
arguable that with an entirely different system of private medical 
insurance, there would be no necessity for the existence of such a 
Scheme, that submission in my view is not an answer to this issue.  
There is no obligation on the State to satisfy the court that the Irish 
system is the only conceivable way of providing medical insurance in 
this jurisdiction.  Rather the question is, given the established and 
preferred state method of providing private cover, are the resulting 
restrictions proportionate to the aims.  In my view they are.     

4.92 Risk equalisation is solely concerned with equalising differences in risk 
profile and uses age, gender and the utilisation of bed nights as 
proxies in this regard.  It does not in anyway reward failure or 
inefficiency and the size of transfers are not driven by this factor.  
Moreover the scheme as established will encourage the greatest 
possible competition in all areas other than risk profile.  There is no 
doubt according to the evidence of these economists that with the 
particular statutory framework of the Irish system, this market is 
potentially unstable without risk equalisation.  The scheme is therefore 
absolutely necessary given our system.  Moreover it is fair reasonable 
and proportionate.”  

Australian Risk Equalisation Scheme 

4.93 Risk Equalisation or cost reimbursement schemes are in operation in 
many countries. These schemes are in place to support community 
rating and open enrolment. The form of these schemes vary depending 
on their purpose. The Australian scheme has been referred to as a 
relevant comparison with the Irish Scheme since it is a risk 
equalisation scheme that applies to voluntary health insurance. 
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4.94 There are 37 health insurers in Australia compared to 3 open market 
insurers and 12 restricted undertakings in Ireland. However, in most 
Australian states, the top two insurers hold more than half the market 
between them. The proportion of the Australian population covered by 
private health insurance was 43% in 2005 compared to 51% in 
Ireland. Most Australian insurers are mutual non profit organizations. 
BUPA operates in the market and received risk equalisation payments 
of AUS$22.2m in the year to end June 2005. 

4.95 The principles of community rating, open enrolment and lifetime cover 
apply in Australia but the detail is different to Ireland. Changes in 
premium rates or product rules are subject to Government screening. 

4.96 The Australian risk equalisation system applies on a state by state 
basis. The scheme splits members between those under and over 65 
years rather than into the 16 age and sex groupings that applies in 
Ireland. In addition expenditure relating to hospital stays in excess of 
35 days are equalised. The claims equalised exclude all out of hospital 
care. A fixed ratio is assumed in relation to the average claims cost for 
those over and under aged 65. 

4.97 The Australian system of risk equalisation has been the subject of 
criticism within Australia. Among the main criticisms made of the 
Australian Scheme are the following: 

- The Scheme only has two age bands (over 65s and under 65s) and 
this does not accurately reflect the risk profiles of the various 
insurers. 

- All costs are equalised under the Australian Scheme instead of 
merely equalising age and gender profiles or hospital utilisation 
levels.  This can lead to some sharing of efficiencies. 

Both of these issues are already addressed in the Irish Scheme.   

4.98 There is an ongoing process taking place in Australia to amend the 
Scheme. 

4.99 Appendix 2 sets out a brief comparison of the Irish and Australian 
private health insurance systems that has been prepared by the United 
Kingdom Government Actuary’s Department at the Authority’s request. 
They also applied the Australian formula to the Irish risk equalisation 
data making approximations where the Irish data is not in the correct 
form to carry out the calculations precisely. Their conclusions were 
“that transfers under both systems are similar for the larger companies 
but vary more for the smaller companies. Although BUPA Ireland would 
have paid about 7.5% less in equalisation payments over the whole 
three year period if the Australian system had been used rather than 
the Irish one, there are individual periods when the Australian formula 
gives a higher transfer than the current Irish Scheme. 
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5. BARRIERS TO ENTRY 

Summary 

5.1 Barriers to entry matter because it is important to determine whether 
or not entry will alleviate or deter anticompetitive conduct. In its 
merger guidelines the Competition Authority considers barriers to entry 
to be any direct or indirect limits or restrictions on the ability of a 
potential firm to enter a particular market. There are two main types of 
barriers to entry: 

• Strategic barriers that may arise as a result of a strategic 
decision or commitment of the incumbent(s). 

• Structural barriers that may arise as a result of factors other 
than those controlled by incumbent(s). 

5.2 The first type refers in general to barriers created by the incumbents 
such as reputation or brand loyalty. The second category of barriers 
would include barriers such as regulatory or administrative restrictions, 
switching costs or transactions costs. It might also include high market 
penetration. Some barriers can be classified under either category. 

5.3 Submissions received by the Authorities argue that barriers to entry 
exist in the Irish market for private health insurance in a range of 
different areas.  Some of these arguments relate to the regulation of 
the market or barriers to rivalry and are considered in other chapters.  
In this chapter regulation of the market is also considered to some 
extent (i.e. risk equalisation and solvency requirements) but in the 
main we consider the extent to which barriers to entry have resulted 
from the structure of the market and first mover or incumbent 
advantages. 

5.4 The extent to which market penetration and set-up costs constitute a 
barrier to entry is also considered. Views differ significantly amongst 
market players in relation to the potential for future growth in the 
market. While relative to other markets the penetration level is high, 
the market continues to grow. It is also relevant to note that, in 
interviews with potential new entrants to the market conducted by the 
Authority, high market penetration was not cited as a major deterrent 
to entry. Likewise, consideration of investment and set up costs would 
not indicate that these constitute a major barrier to entry.  

5.5 In relation to incumbent advantages, the chapter concludes that Vhi 
Healthcare benefits from a number of first mover advantages, including 
a large market share, brand and product recognition, relationships with 
employers and relationships with healthcare providers. It is considered 
that these advantages constitute a significant barrier to entry.  It is 
noted that one way of addressing this barrier to entry would be to 
break up Vhi Healthcare. 
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Interviews with Possible New Entrants 

5.6 The Authority has previously conducted a number of interviews with 
possible new entrants in connection with a previous study on the 
health insurance market.67 The interviewees were senior executives 
from companies operating in other insurance sectors in Ireland. The 
object of the interviews was firstly to enquire as to their views on 
entering the health insurance market and their reasons for not 
entering; the interviews were also done specifically in the context of 
risk equalisation and competition in the health insurance market. 

5.7 Some of the interviewee companies had considered at greater length 
than others entering the Irish health insurance market. Most had 
concluded that the likely potential profits to be earned in the business 
did not justify entering the market, when various uncertainties were 
taken into account. A major issue for any commercial insurer is how it 
can gain the greatest financial return on its invested capital, whether 
by sector or by geographic location.  

5.8 The market power of Vhi Healthcare and its non-commercial/state-
owned status was mentioned frequently as a reason for not entering 
the market. One interviewee said that the market seemed to be well-
served at present (alluding to both Vhi Healthcare and BUPA Ireland) 
and that there did not seem very much potential to gain a substantial 
market share or a profitable market niche in such a market. Some 
interviewees were concerned that they would be competing against a 
State-owned entity that was not a plc with a clear commercial 
mandate.68 The implication was that it might be difficult to charge 
sufficiently high prices for insurance products in such a market to earn 
an adequate operating profit margin in addition to recovering costs. 
More than one interviewee referred to Vhi Healthcare’s favourable 
regulatory situation as giving it an additional competitive advantage. 
More than one interviewee also considered that Vhi Healthcare 
appeared to be an efficient company. The implication was that it would 
be more difficult to earn adequate profits competing against such an 
efficient company with such substantial market power and regulatory 
advantages. 

5.9 Interviewees were conscious that the Irish health insurance market 
was a special subsector of non-life insurance that would require specific 
head office systems, technical and administrative skills and a market 
distribution structure. Depending on the existing businesses of 
potential new entrants, (e.g. if they were not non-life insurance 
companies or if they had no related business to health insurance), 
acquiring some or all of these start-up assets would entail significant 
cost. 

5.10 Potential new entrants identified a number of major uncertainties in 
the health insurance market that tended to deter entry. The most 
frequently cited uncertainty concerned the future of eisk qualisation 
and its ultimate implementation. Another significant uncertainty 
concerned the future of Vhi Healthcare and the timing and precise 
details of its future legal form, its regulation and the possibility of its 

                                                
67 “Assessment of Risk Equalisation and Competition in the Irish Health Insurance Market” York Health 
Economics Consortium, 2003. 
68 Vhi Healthcare is a statutory health insurance body. 
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future privatisation. The possible privatisation of Vhi Healthcare creates 
various uncertainties for potential new entrants. For instance, rather 
than entering the market in the near future, should they wait and see 
whether they might be able to purchase part or all of Vhi Healthcare or 
see if some other commercial entity does the same. 

5.11 Interviewees were explicitly conscious of the high level of government 
intervention and/or regulation in the health insurance market. Some 
argued that, given the current situation, the potential to exercise 
bargaining power as a private health insurer would be limited. 
However, others argued that the impact of any change in government 
policy would be the same for all insurers and, therefore, had little 
influence over their decision to enter the Irish market. For instance, 
besides the health insurance legislation, including associated 
regulations, the Government determined the price of private beds in 
public hospitals. The Government also has a major influence over other 
important factors in the healthcare market that have a significant 
impact on the health insurance market, for instance, the status of 
hospital consultants and the supply of additional hospital beds, 
whether in public or private hospitals (e.g. tax incentives, co-location 
proposal). 

Risk Equalisation 

5.12 In considering the effect of commencing risk equalisation payments on 
the attractiveness of the Irish private health insurance market to new 
entrants, it is relevant to note that provision for risk equalisation has 
been included on the Irish Statute Book since the market first opened 
to competition. Therefore, prospective new entrants have always been 
in a position where they made allowance for risk equalisation when 
considering whether to enter the Irish market. However a number of 
submissions stated that Risk Equalisation constitutes a barrier to entry 
in the health insurance market. Various potential entrants have also 
stated that it is a barrier to entry. Due to a combination of the 
mechanisms of the scheme, the nature of the market place and the 
patterns of consumer behaviour, it is quite likely that a new entrant 
will be liable to make payments to a risk equalisation fund once the 
scheme is fully implemented and the new entrant three-year 
exemption and subsequent one year phase-in period for Risk 
Equalisation comes to an end. In contrast, Vhi Healthcare would be the 
main recipient of payments from the risk equalisation fund when it is 
fully implemented, again due to its risk profile (e.g. older average age) 
of its customer base. 

5.13 Risk equalisation payments are normally appropriate in a community 
rated market with open enrolment and lifetime cover. The absence of 
risk equalisation payments in a community rated market gives a 
regulatory advantage to insurers with lower risk profiles, for instance 
with a younger customer age profile. Risk equalisation aims to reduce 
this regulatory advantage considerably. Therefore, in a community-
rated insurance market, a risk equalisation scheme is necessary to 
ensure a fair competitive market. 

5.14 In the Irish PHI market, young policyholders are likely to constitute a 
greater proportion of the customer base of new entrant insurers 
compared to that of long-standing incumbents. Consumer surveys 
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have shown that new sales and switches of health insurer are more 
likely to be to people who are significantly younger than the average 
health insurance policy holder.  To the extent that a new entrant to the 
market might have to make risk equalisation payments, this would be 
no more than partly removing an exceptionally favourable commercial 
advantage that they have because of community rating. 

5.15 These advantages are the three year exemption from risk equalisation 
payments and the up to one year partial exemption; the fact that risk 
equalisation payments currently only aim to equalise differences in risk 
arising from differences in age and gender profiles of insurers’ 
memberships and that not all benefits provided under health insurance 
contracts are subject to risk equalisation. 

5.16 In the particular circumstances of the Irish private health insurance 
market, it may be in the best overall interests of health insurance 
consumers to afford some form of advantage to new entrants in order 
to assist them in competing with Vhi Healthcare and to encourage the 
development of a multi-player market. In this context it should be 
noted that there is a three year exemption and subsequent one year 
phase-in period from risk equalisation payments for new entrants to 
the Irish market. 

5.17 Due to the large impact and complexity of Risk Equalisation, it is 
important that this scheme would be kept under close review. The 
Health Insurance Authority makes three reports to the Minister 
annually in connection with the operation of the scheme. The Health 
Insurance Authority should carefully examine the effects of the scheme 
on an on-going basis and recommend any amendments that it 
considers appropriate. 

5.18 A number of companies that have considered entering the Irish market 
cited the possible introduction of risk equalisation as a factor which 
influenced their decision against entry. However, two companies 
perceived risk equalisation as essential in a community rated system. 
Taking account of the commercial attractions of a community rated 
market to new entrants, risk equalisation substantially diminishes 
those attractions.  

5.19 Changes to the risk equalisation scheme to make it even more 
attractive to new entrants, whilst not undermining the integrity of the 
scheme, could be considered.  

5.20 A new undertaking does not have to make risk equalisation payments 
for three years. There are proportional payments in the fourth year and 
full payments thereafter. The moratorium on payments helps a new 
entrant to overcome the set up costs and the lack of scale to become 
profitable quicker. The impact of the scale of the payments in years 4 
and 5 will normally have a major impact on the trend in the new 
entrants profitability. There are arguments in favour of lengthening the 
time period from nil to full payments so that the business plans of new 
entrants are not as materially affected by the commencement of 
payments. This could be implemented by having three years with  
increasing levels of risk equalisation payments reaching full risk 
equalisation payments in the seventh years after entry to the market.   
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Recommendation 8 Action By 

The Minister for Health and Children should consider 
amending the Risk Equalisation Scheme by extending 
the phase-in period for new entrants, for example, as 
follows;  
- no payments for the first three years 
- payments in the fourth year at 25% of the full 
amount, rising to 50% and 75% in subsequent years 
and reaching 100% in the seventh year. 

Minister for 
Health and 

Children 
 
 
 

5.21 This proposed change would probably assist competition in the market. 
A change of this nature can be carried out by means of Ministerial 
regulation. The impact of any change in phasing would be monitored 
by the Authority as part of its ongoing monitoring of the Scheme. 

5.22 If an existing insurer exits the market by transferring their existing 
portfolio to a new insurer, the new insurer may be able to benefit from 
the moratorium in respect of the transferred business. The scheme 
should be kept under regular review to ensure that such a situation is 
in the best overall interests of health insurance consumers including 
the need to maintain the application of community rating across the 
market and to facilitate competition. 

Solvency Margins for Health Insurance Companies69 

5.23 The issue has been raised that solvency requirements should not be 
excessive or go beyond that required for prudential purposes. This 
issue was discussed in the Competition Authority Study of the non-life 
insurance sector.70 In general, it was acknowledged that, in certain 
circumstances, the Financial Regulator imposes increased minimum 
solvency requirements on new entrants to the insurance market 
because there is a higher risk of failure in the start-up phase than 
when the insurer is more established. Irish insurance solvency 
standards are higher than the current minimum EU standards and this 
can create a market distortion given that insurance companies from 
other EU member states and regulated in those states are entitled to 
underwrite insurance business in Ireland, including health insurance. 
The Financial Regulator has stated that “most (insurance) companies 
maintain solvency levels well in excess of our requirements and we are 
not the only Member State to require companies to maintain solvency 
levels in excess of the required minimum”. 

5.24 The Competition Authority insurance study commented on the solvency 
standards for new entrants as follows; 

         “There may be a valid reason for imposing more stringent solvency 
standards on entrants than on existing suppliers. No standards 
imposed on new entrants, however, should be in excess of what 
is strictly required to compensate for increased risk of failure. 
Asymmetric solvency standards can place entrants at a disadvantage. 
Furthermore, requiring capital levels in excess of EU standards can 
also serve to deter entry, even if IFSRA's regulatory requirements are 

                                                
69 Solvency margins do not constitute a barrier to entry since they are not sunk costs of entry. 
Solvency margins are retained funds which revert to a firm if it decides to exit the PHI market. 
70 Available online at http://www.tca.ie/insurance.html  
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not binding on incumbents and no insurers have indicated that they 
have been deterred.  Capital levels in the industry may change in the 
future, and insurers may re-evaluate their entry prospects, especially 
in the light of the recommendations in this Study. As such, solvency 
requirements for entrants should be as stringent as required for 
prudential purposes, but no higher. This is also true of on-
going solvency requirements for incumbents.”71 

5.25 A review of EU regulatory standards, Solvency 2, is now under way.72 
It will focus on capital requirements, supervisory practices 
and transparency through improved reporting by companies. This will 
introduce a more risk-based approach to capital requirements. In other 
words, companies that can demonstrate that they are managing and 
providing for risks in a prudent manner will benefit from lower capital 
requirements.  Solvency 2, is, unlikely to be implemented for some 
considerable time. 

5.26 The issue has been raised as to whether Irish-domiciled health insurers 
should be allowed a lower level of minimum solvency provision than 
other Irish-based non-life insurers on the basis of the particular risk 
profile of health insurance. At present, the Financial Regulator requires 
consistent solvency reserve provisions for all non-life insurance 
companies regulated by it.73  This is a matter for the Financial 
Regulator. 

Investment and Set-up Costs 

5.27 Set-up costs are only barriers to entry to a market in so far as they are 
fixed costs which are sunk and cannot be recouped should the entrant 
subsequently decide to exit the market. In the Irish PHI market, the 
key sunk cost of entry is developing and establishing a brand. 
However, this sunk cost is only incurred where a firm establishes itself 
ab initio rather than relying on an already well-known brand. 
Successfully establishing a brand is of critical importance in the PHI 
market, especially given that Vhi Healthcare may carry with it a 
perception of a state guarantee.  

5.28 Other potential sunk costs could include the costs of regulatory 
authorisation, and the costs of investing in a complicated IT system. 
However, an IT system would only constitute a sunk cost if it could not 
be sold to another firm or used for billing or claims management 
purposes in another insurance market.  Furthermore, there is a well 
developed market for third party administration services in insurance 
so that a new insurer would not necessarily need to incur the full cost 
of developing IT administration systems.  With regard to the costs of 
gaining regulatory authorisation, these costs are unlikely to be 
significant enough to deter firms from entering the market. The issue 
of whether the Vhi brand constitutes a barrier to entry is discussed 
below in the context of the first mover advantage. 

                                                
71 Ibid., p.89 
72 For further information, please see 
http://ec.europa.eu/internal_market/insurance/solvency2/index_en.htm  
73 New non-life insurance companies are required to have a solvency margin twice that of the EU 
minimum for their first three years of operation. 
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Market Penetration 

5.29 Some aspects of the economic landscape of the Irish health insurance 
market that currently face new entrants have changed since BUPA 
Ireland entered the market in 1997. While economic growth is still 
higher than the European average, it is no longer at the exceptional 
levels of the late 1990s. The penetration of voluntary health insurance 
among the total population has now reached quite high levels relative 
to international comparisons. There are different views in the market 
as to whether the population penetration rate will rise substantially 
further in the medium term. Most economic forecasts suggest 
continued significant population growth in Ireland in the medium 
term.74 Therefore, the market for PHI may grow significantly even if 
there is no further increase in the population penetration rate.    

Market Concentration 

5.30 A number of submissions stated that the market position of Vhi 
Healthcare constitutes a barrier to entry. Vhi Healthcare has continued 
to lose market share in each year since its monopoly ended with the 
entry of BUPA Ireland into the health insurance market in 1997. 
However, Vhi Healthcare still has a market share of 75% of the 
relevant market (i.e. excluding the restricted schemes). Since the 
beginning of 2001, the rate of decline in its market share has ranged 
between 2% and 3% of the total market per annum. The issue of 
market concentration is discussed in more detail in Chapter 8. 

Changes to the Market Players 

5.31 BUPA Ireland have announced that it is withdrawing from the market.   
However Axa Insurance has announced that it is in discussions with the 
Minister for Health and Children with a view to entering the health 
insurance market.  The Minister has confirmed this and has requested 
BUPA Ireland to facilitate the taking over of BUPA  customers by Axa.  
Axa is a large French insurance company with a large non-life 
insurance market share in Ireland.  It has a subsidiary in the UK, PPP, 
that has the second largest market share in UK health insurance after 
BUPA. 

First Mover Advantages 

5.32 Vhi Healthcare has clear first mover advantages. As discussed in 
Section 5.5 above, first-mover advantage can constitute a strategic 
barrier to entry. Among the elements contributing to this barrier to 
entry are the following: 

• The Vhi brand 

• Product design 

• Procurement relationships with private hospitals 

                                                
74 For instance, the CSO’s May 2005 Regional Population Projections, 2006-2021, available online at 
http://www.cso.ie/releasespublications/documents/population/current/poppro.pdf  
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5.33 In this context Vhi Healthcare’s status as a former statutory monopoly 
is important. This position allowed it to develop a very strong brand 
that was synonymous with health insurance as well as developing 
market institutional structures that were specific to Vhi Healthcare. An 
example of the latter is the monopsony (single buyer) relationship with 
private hospitals,75 which was obtained when it was a statutory 
monopoly. 

5.34 BUPA Ireland’s market entry ended Vhi Healthcare’s monopoly and has 
slowly eroded Vhi Healthcare’s previous monopolisation of specific 
market institutional structures. However, Vhi Healthcare’s strong 
position as regards market institutional relationships remains and this 
has been referred to in various stakeholder submissions. 

5.35 It is likely that Vhi Healthcare’s first mover advantages have 
diminished somewhat over time. BUPA Ireland has established its 
brand in Ireland. There is considerable public awareness that 
alternatives to Vhi Healthcare products exist. However, it is still likely 
that many consumers consider Vhi Healthcare products as the market 
standard which other PHI firms must emulate. 

5.36 In interviews (see paragraph 5.6) a number of possible new entrants 
mentioned the level of investment required to create a brand given the 
existing strength of the Vhi Healthcare brand. However, this potentially 
large advertising spend would depend on the existing business of the 
new entrant. Interviewees commented on the successful establishment 
of the BUPA Ireland brand.76 

5.37 New entrants may be at a disadvantage if incumbents enjoy first 
mover advantages. Some issues related to first mover advantage have 
been raised in submissions in the public consultation phase. Some 
issues were also raised in Authority interviews with potential new 
entrants in 2003. 

5.38 There appear to be market constraints on new entrants pertaining to 
product design and content. This has two aspects.  

• Firstly, many consumers appear to have adopted the basic Vhi 
Healthcare products as standards and any alternative health 
insurance provider is expected by most consumers to provide at 
least the same level of cover as a comparable Vhi Healthcare 
product. BUPA Ireland and VIVAS Health do tend to price below Vhi 
Healthcare for broadly equivalent PHI plans.  

• Secondly, consumer demand appears to require that alternative 
health insurers provide at least the same coverage as regards 
private hospitals as Vhi Healthcare. The facts of product design and 
content appear to support the general thrust of the statements that 
Vhi Healthcare has a first mover advantage as regards products. 
There are strong similarities between the products of BUPA Ireland 
and VIVAS Health and Vhi Healthcare products. They cover almost 

                                                
75 The operations of the National Treatment Purchase Fund only began in 2002.  Before that the only 
other purchasers of private secondary healthcare were the restricted membership friendly societies 
and a relatively small number of individuals who despite not having health insurance chose to pay for 
their treatment in a private hospital. 
76 The latest new entrant, VIVAS Health, is in the process of establishing a new mass market brand in 
Ireland. 
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all of the private hospitals that Vhi Healthcare does. However, there 
are examples of product innovation by Vhi Healthcare’s 
competitors, e.g. BUPA’s Essential Plus with excess and Health 
Manager Starter products and VIVAS “Nurses” and “Teachers” 
plans.  It should also be noted that the Minimum Benefit 
Regulations constrain product design to a certain extent. 

5.39 Vhi Healthcare probably has first-mover brand advantages. Health 
insurance arguably has some “experience good” elements, even 
though the health insurance legislation should give consumers 
considerable comfort as regards each company’s insurance product. If 
a tried and trusted supplier of health insurance already exists, 
consumers will be less willing to experiment with a new brand. 
Uncertainty about a new insurer inclines them to stay with the old and 
satisfactory brand that they know. Vhi Healthcare and to a lesser 
extent, given its shorter time in the Irish market, BUPA Ireland, appear 
to be trusted suppliers of health insurance services in Ireland.  

5.40 This was evident in the qualitative assessment undertaken as part of 
the 2003 HIA Consumer Survey. In focus groups, BUPA Ireland was 
considered ‘innovative, young, vibrant, cheaper and efficient’, although 
the fact that it was perceived by respondents not to be an Irish 
company was mentioned as a negative aspect. The views of Vhi 
Healthcare related to ‘security, familiarity, reliability and Irish’, but 
some participants also viewed it as a ‘monopoly, rip-off, inefficient and 
old fashioned’.  

Salary Deduction Mechanisms  

5.41 Salary deduction schemes are one means of collecting premium 
revenue for health insurers. According to research undertaken by the 
Competition Authority and the Health Insurance Authority, a large 
majority of group scheme members and more than 50% of all PHI 
subscribers avail of their health insurance through the mechanism of 
employer based group schemes.  Of those PHI subscribers who avail of 
their health insurance through employer based group schemes, 
approximately one-quarter benefit from the employer paying all or part 
of the health insurance policy premium.  

5.42 In order to provide consumers with a convenient means of paying their 
premiums, new entrants to the market may wish to access company 
salary deduction mechanisms. Where health insurers are unable to 
access this functionality, a means of paying for health insurance 
premiums is, in effect, foreclosed to them. This acts as a barrier to 
entry and a barrier to switching.   

5.43 The market practice of obtaining health insurance through employer 
based group schemes offers an opportunity to new entrants to the 
health insurance market but also poses an institutional challenge. The 
opportunity is mainly where the employer pays all or most of the 
premiums on behalf of its employees. In this circumstance, the 
employer has a strong motivation to reduce its employment related 
costs and is likely to be more price sensitive than individual 
consumers.  
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5.44 As the former incumbent monopoly provider, Vhi Healthcare has built 
up a large legacy network of salary deduction mechanisms. In order to 
compete effectively in this sector of the market, other health insurers 
will also need to build up a network of salary deduction mechanisms. 
However, inertia on the part of companies makes this difficult for other 
health insurers. Vhi Healthcare therefore enjoys a continuing 
advantage over other health insurers in terms of their widespread 
salary deduction network.  

5.45 In order for a health insurer to effect a salary deduction mechanism, a 
participating company must add a deduction facility to its payroll 
system. However, companies may be unwilling to go to this trouble, 
particularly if this involves cumbersome payroll rearrangements. The 
institutional challenge is especially noticeable where the employer does 
not contribute to the cost of employees’ insurance premiums but is 
merely facilitating payment. New entrants have to persuade employers 
to add their insurance company to the employer’s salary deduction 
mechanism and be established as an alternative provider of health 
insurance for the employees of the company. The employer then has 
the additional administrative burden of a more complicated payroll 
system coupled with the responsibility of making aggregate premium 
payments to more than one health insurer as well as the task of 
administering its employees’ purchase of health insurance from a 
number of different health insurers.  

Essential Facilities Doctrine  

5.46 One respondent suggested that “Salary deductions mechanisms are a 
State infrastructure and as such should be open to all insurers. An 
independent body must be established to open all salary deduction 
mechanisms”. This line of reasoning suggests that salary deduction 
mechanisms should be covered by Essential Facilities Doctrine. 
Essential Facilities Doctrine is a body of economic thought which is 
concerned with facilitating access by competing firms to infrastructures 
owned by a dominant firm upstream. 

 

Technical Note: Essential Facilities Doctrine 

Where a firm does not grant access to an essential facility, it may be guilty of 
abuse of a dominant position, and liable to prosecution under Art.82 of the EC 
Treaty or S.5 of the Competition Act, 2002. Competition downstream can be 
restricted or even prevented if the owner of key infrastructure (the “essential 
facility”) prevents competing downstream firms from using it. In certain 
circumstances, this has been held to breach competition law. To take an example 
from EU law, ports can be considered to be upstream facilities. If a port owner, 
which may also be active in the market for shipping services, prevents a 
competing shipping company from using the port, or offers it such terms as to 
render the shipping company uncompetitive on the route, the port may be 
obliged under competition law to offer all downstream service providers access on 
fair and non-discriminatory conditions, so long as no other suitable facility is 
available.   

After an initial burst of enthusiasm on the part of the European Commission, the 
European Court of Justice started to take a much firmer line on Essential Facilities 
Doctrine from the late 1990s. In two seminal cases in 1998, European Night 
Services and Oscar Brönner, the ECJ found against a wide interpretation of 
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essential facilities. In particular, it stated in Oscar Brönner that a refusal to give 
access to an essential facility would only amount to abuse of a dominant position 
if: 

a. The refusal was likely to eliminate all competitors in the downstream 
market 

b. The refusal could not be objectively justified, and 

c. The facility to which access was denied was indispensable to the business 
of the undertaking seeking access “inasmuch as there is no actual or 
potential substitute in existence for that facility” 

5.47 It is unlikely that PHI salary deduction mechanisms in Ireland could be 
subject to Essential Facilities Doctrine. Salary deduction mechanisms 
do not constitute a unified mechanism owned and controlled by a 
single undertaking. They are controlled by the payroll departments of 
the thousands of individual companies which offer them. Therefore, 
since salary deduction mechanisms are not operated by a dominant 
firm, but by multitudes of small firms, abuse of dominance cannot, by 
definition, take place, and Essential Facilities Doctrine cannot be 
applied. This is not to deny, however, that Vhi Healthcare may be in 
the best position to take advantage of salary deduction schemes, due 
to its legacy position in the market.  

5.48 The salary deduction mechanism may constitute a barrier to entry into 
the health insurance market for PHI firms who intend to make use of 
this type of distribution channel. However, any recommendation should 
be proportionate to the degree to which the salary deduction 
mechanism constitutes a barrier to entry. Difficulties that new entrants 
have in persuading employers to switch group schemes or to offer the 
new entrant as an additional alternative can be also due to other 
factors. In particular, reasons associated with insurance as an 
“experience” good or brand strength are known to exist. For instance, 
consumers and employers want to see a track record of a new entrant 
in terms of dealing with claims. 

5.49 While recognising that this is an issue for new entrants, the Authority 
considers that the only effective means of addressing it would entail 
additional cost or administrative burdens on employers and this would 
not be appropriate.  

Conclusion  

5.50 It appears that there are barriers to entry in the Irish PHI market, viz; 

• Uncertainty concerning risk equalisation and the future ownership 
and regulation of Vhi Healthcare 

• Vhi Healthcare’s first mover advantage 

• Regulations 

• Market concentration and especially Vhi Healthcare’s high market 
share 

5.51 The first barrier, uncertainty concerning regulation, will be removed 
once the legal challenges to the risk equalisation scheme have 
concluded. 



 
 
 

 
 
 

86   

5.52 Vhi Healthcare’s first mover advantage is gradually diminishing over 
time. The high market share of Vhi Healthcare is declining.  However, 
the commencement of risk equalisation payments may have the effect 
in the market of slowing the decline of Vhi Healthcare’s market share.  
Furthermore, if BUPA Ireland withdraws from the market and does not 
sell its business, the market share of Vhi Healthcare is likely to 
increase significantly. 

5.53 Community rating has the effect in practice of offering a substantial 
commercial advantage to new entrants where there is no risk 
equalisation mechanism because new sales of health insurance are 
preponderantly to younger healthier people. The three year exemption 
for new entrants from the risk equalisation scheme is intended as a 
commercial incentive to enter the Irish PHI market. 

5.54 Nearly ten years after the ending of Vhi Healthcare’s monopoly, the 
Irish PHI market continues to have a very high level of concentration 
and the former State monopoly exhibits a number of incumbent 
advantages, including its brand, which was strongly established when it 
was a monopoly. One radical way to reduce the level of market 
concentration and diminish the barriers to entry caused by Vhi 
Healthcare’s incumbency and first mover advantages is to split Vhi 
Healthcare into a number of business entities.   This is discussed later 
in Chapter 9. 
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6. BARRIERS TO RIVALRY 

Summary 

6.1 Markets do not work well where consumers find it difficult to easily 
alter their preferences between competing firms. There are three firms 
active in the Irish PHI market, and it is vital that they are able to 
compete vigorously with each other if consumers are to benefit from 
competition. Although the actual process of switching insurers is simple 
and straightforward, there are low levels of switching in the PHI 
market and a range of barriers to switching and barriers to rivalry 
exist. Search costs and switching costs inhibit switching, while the 
psychological costs of switching promote inertia and cause people to 
remain with their incumbent insurer even where competitors offer 
better value products77. Certain established market practices also 
make it less likely that consumers will switch in response to better 
product offerings from other PHI firms. To promote competitive PHI 
markets, consumers need to be aware that it is easy to switch. They 
also need the necessary information on competing products to decide 
whether to switch insurers, and they need to have confidence that the 
switching process will occur smoothly and efficiently. Accordingly, the 
Authorities make a range of recommendations designed to promote 
rivalry between PHI firms and promote awareness of switching 
amongst consumers.   

Switching Costs 

6.2 Switching costs are the monetary and non-monetary costs incurred by 
consumers when they move from one supplier to another.78 Switching 
costs make competition less likely because they make it more difficult 
for consumers to switch from one supplier to another in response to a 
cheaper price, new products, or better customer care.  

6.3 Price competition, non-price competition and innovation are all less 
common in markets characterised by high switching costs because 
suppliers need to put less effort into retaining their customers because 
those customers will find it difficult to change their supplier. In general, 
prices tend to be higher where switching costs, real or perceived, are 
present than when they are absent.79   

6.4 The most important switching costs in the Irish PHI market are: 

• Transaction costs 

                                                
77 The psychological costs of switching financial services providers appear to be relatively high in 
Ireland.  Switching rates are also relatively low in some other financial services markets, notably retail 
banking.  See “Competition in the (non-investment) Banking sector in Ireland”, The Competition 
Authority (2005)  
78 A considerable economic literature has amassed on the concepts of switching and search costs. 
79 See, for example, Klemperer, P. (1987) Markets with Consumer Switching Costs. Quart. J. Econ., 
pp.375-294; Klemperer, P. (1988) Welfare Effects of Entry Into Markets with Switching Costs. J. Ind. 
Econ., pp.159-165; Klemperer, P. (1995) Competition when Consumers have Switching Costs: An 
Overview with Applications to Industrial Organisation, Macroeconomics and Industrial Trade. Rev. 
Econ. Studies, pp.515-539 
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• Psychological costs   

6.5 Transaction costs are the time and money costs incurred by consumers 
in switching. When consumers speak of “hassle”, they are generally 
referring specifically to transaction costs. Transaction costs for 
consumers in the PHI market are relatively low, as switching can be 
accomplished easily in a matter of minutes, by means of two phone 
calls or online. This compares favourably with, for example, switching 
mortgage provider, home insurance or internet service provider, all of 
which involve higher transaction costs. However, even where switching 
is relatively straightforward, so long as consumers perceive switching 
to be difficult, less switching will take place.  

6.6 Psychological costs of switching80 occur where consumers who were 
initially indifferent between competing producers develop a preference 
for a particular brand simply because they have become used to it, and 
consequently perceive a cost of switching to other brands.81 This 
characteristic could also be described as inertia. The HIA/Insight 
Market Review indicates that consumers of PHI have a propensity to 
succumb to the psychological costs of switching –respondents claimed 
that they would not switch because they could not be bothered (9%), 
felt loyal to their current provider (8%), or had been with their current 
provider a long time (13%).  

6.7 In a market characterised by switching costs, consumers are likely to 
display brand loyalty,82 thereby contributing to consumer inertia. It is 
rational for a consumer to remain with a supplier they are satisfied 
with. Rational consumers will not consider switching until they can 
confidently expect that the benefits of switching will exceed the varied 
costs of switching. The best way to ensure this is to lower search and 
transactional switching costs, such that consumers will be more willing 
to switch for even a small incremental benefit. 

6.8 Switching costs also have two distinct impacts on suppliers.  

• First, switching costs make consumers less likely to react to price 
increases than they otherwise would be, as a higher price increase 
will be required for them to determine that it is worthwhile 
incurring the switching costs. 

• Second, because consumers in markets with high switching costs 
are considered to be “locked in” once they have chosen a particular 
supplier, intense competition generally only occurs for consumers 
who are new to the market, such as students, graduates and 
individuals starting their first job.  

6.9 Consumer switching costs also tend to give firms a degree of market 
power over “locked in” repeat-purchasers of their products. The 
Competition Authority found evidence of precisely this phenomenon in 
its Study of competition in the (non-investment) banking sector, 
whereby secondary school and university students were actively 
targeted with attractive introductory personal current account offers, in 

                                                
80 Also known as non-economic brand loyalty 
81 Klemperer (1995), p.518 
82 Klemperer (1987), p.376 
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the knowledge that these customers would be unlikely to switch 
current accounts later in life. 

6.10 Markets characterised by an ongoing contractual relationship between 
customers and providers often display signs of customer inertia (e.g. 
banking, utilities) unless steps are taken to specifically promote 
switching. This is because the customer may perceive that there are 
significant transaction costs involved in switching, even where there 
are not. Evidence from the HIA’s Market Review suggests that PHI falls 
into this category, as 14% of respondents indicated that they would 
never consider switching health insurer.  

6.11 Switching promotes competition by allowing consumers to easily 
reward with their custom those firms who react best to changing 
consumer demands. In addition to their effects on rivalry between 
insurers, high switching costs create barriers to entry, as consumers 
will be unwilling to transfer their business from established market 
players to new, unproven, players.83  

Evidence on Switching 

6.12 There are remarkable similarities in switching dynamics across various 
OECD member-state PHI markets. Generally speaking, in Ireland, 
Australia, Germany, Switzerland and the Netherlands, switching is not 
very extensive, and is more common among younger and healthier 
population cohorts.84 Propensity to switch is affected by similar factors, 
particularly lack of comparative PHI plan information and low consumer 
sensitivity. Irish PHI consumers face lower transaction costs than 
Dutch, Swiss and German consumers, however.85  

6.13 In September 2005, the Authority published The Private Health 
Insurance Market in Ireland – A Market Review,86 which provides useful 
evidence on switching patterns and behaviour in the Irish PHI market. 
A number of key statistics from the Market Review are reproduced in 
Appendix 3 for the purpose of establishing the propensity for Irish PHI 
consumers (a) to consider switching, and (b) to actually switch.  

6.14 The research indicated that 10% of survey respondents had switched 
health insurer in the ten years since BUPA Ireland had entered the 
market, a rise of 4% since the previous survey in 2003.  Almost two-
thirds of switchers are in the 25-44 age bracket, while only 1% of 
switchers are aged 65 or older.87 

                                                
83 Klemperer (1995), p.535 
84 OECD (2004a), p.203 
85 Ibid.  
86 Available online at http://www.hia.ie/docs/consumer-research/PHI-A-Market-Review-Final-Report-
Incl-Appendix%20A-220905.pdf  
87 Appendix 3, adapted from the HIA/Insight Market Review, gives detailed information on consumer 
reasons for switching (or not switching). 
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Table 5: Distribution of “Switchers” by age cohort 

Age cohort Switchers All non-

switchers 

18-24 9% 13% 

25-34 34% 19% 

35-44 31% 22% 

45-54 15% 18% 

55-64 10% 15% 

65+ 1% 14% 

Source: Market Review 2005 (private health insurance), HIA/Insight 

For the purpose of comparison, the following data give switching 
rates in a number of UK markets over a 5-year period:88 

• Gas     37% 

• Electricity   26% 

• Fixed-line Telecom  11% 

• Home Insurance  30% 

• Car Insurance   53% 

• Bank Current Account  6% 

• Mortgage   12% 

This indicates that PHI switching rates in Ireland are lower than for a 
selection of other financial services and utilities measured in the UK. 

6.15 Switchers consider themselves more knowledgeable about their level of 
cover than non-switchers – 58% of switchers stated that they fully 
understood their cover, as opposed to 41% of non-switchers. 

6.16 Fully 98% of switchers professed themselves to be either “very 
satisfied” or “satisfied” with both the changeover process and their new 
insurer. Although this initial level of satisfaction seems encouraging, 
the sample expressing these views is the self-selecting population of 
switchers. What this statistic shows is that people who were motivated 
enough to switch health insurer found the switching process simple and 
straightforward.  

6.17 Of the 90% of consumers who have not switched, very few have 
actually considered switching, while 14% said it was not their decision. 
This means that most non-switchers had never even considered 
switching. It is this majority of PHI customers who must be targeted to 
promote awareness of their ability to switch. 

6.18 Survey responses indicated the presence of inertia. Respondents 
indicated that they had not switched because they had been with their 

                                                
88 Taken from Waterson, M (2003). The role of consumers in competition and competition policy. 
International Journal of Industrial Organisation, pp.129-151 
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existing provider for a long time (13%), felt loyal to their provider 
(8%), or simply couldn’t be bothered (9%). In contrast, fewer 
consumers had not switched because of perceived barriers to 
switching, namely, too much hassle (12%), the difficulty of comparing 
plans (4%), the expense involved (3%) or lack of information (2%).  

6.19 This indicates that switching has not occurred because of consumer 
inertia and apathy, as well as barriers to switching raised by PHI firms 
themselves or industry practices. High levels of inertia and apathy can 
be indicative of the existence of high search costs.  

Price Sensitivity 

6.20 40% of non-switchers indicated that they would switch health insurer if 
there were significant cost savings to be made, or if the premium of 
their current insurer increased significantly. This initially indicates that 
40% of consumers are price-sensitive and could be expected to switch 
in response to large price increases. Evidence from the HIA Market 
Review suggests that consumers consider “significant cost savings” to 
amount to premium reduction of approximately 20%. However, greater 
price differentials than this have existed in the Irish market on 
numerous occasions since BUPA’s entry to the market without resulting 
in switching on this scale. 

6.21 For switchers, cost saving was by far the most commonly cited reason 
for switching. It follows that price-sensitive consumers are therefore 
more likely to be switchers. Vhi Healthcare instituted a large price 
increase of 18% in September 2002. BUPA Ireland followed in March 
2003 with its largest price increase (14.4%) since it entered the 
market. The lapse rate (termination of policies) of Vhi Healthcare’s 
policies increased markedly from the autumn of 2002 until the end of 
2003 after which it declined somewhat89. 

6.22 The complexity of PHI plans can make it difficult for consumers to 
easily compare products and prices. This can diminish the perceived 
economic incentive to switch insurers. Provision of clear comparative 
product and pricing information can promote switching by reducing 
consumer search costs. 

Switching - Renewal Notices 

6.23 Renewal practices by PHI companies can serve to dampen 
opportunities for switching by consumers, in particular for employer-
based group schemes, where the employer subsidises in whole or in 
part the employee’s health insurance premium. Automatic renewal of 
premiums by PHI firms with limited notice periods can reinforce inertia 
by disempowering consumers. Even where they take no action at 
renewal time, consumers will still be covered for PHI because their 
existing insurer will automatically renew their policy for them without 
prior notice.  

                                                
89 Source: Report of the HIA to the Minister pursuant to Article 10 of the Risk Equalisation Scheme, 
October 2005 
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6.24 The provision of renewal notices actively facilitates switching as it 
provides consumers with all the information they require to seek 
quotes from competing insurers on one simple form.  

6.25 Where employers are subsidising the cost of their employees’ health 
insurance, they have a motivation to minimise employment related 
costs as well as to act on behalf of their employees as consumers. It 
appears from interviews with insurers that employers’ behaviour in this 
position is at least as price-sensitive as consumers, if not more so.  

6.26 Inertia acts as a powerful brake on switching. Where PHI cover is 
automatically renewed without prior notice by a health insurer, a 
consumer may not make the effort to examine alternative health 
insurance providers and packages. Accordingly, the opportunity for 
switching at renewal time is dampened.   

6.27 Consideration should also be given to other means of facilitating 
switching in employer-paid or employer-subsidised group schemes. To 
give an example, an employer could offer a number of PHI plans to its 
employees but restrict switching to two or three occasions per annum. 
This form of group scheme provision during specified “open seasons” is 
used in the US by the federal government in its capacity as an 
employer, and by numerous corporations. The creation of “open 
seasons” for switching has two main benefits. Firstly, employer and 
PHI firms’ administrative costs would be reduced, as the cost of 
facilitating switching would occur only twice or three times a year, 
rather than randomly throughout the year. This would make the 
provision of multiple plans more attractive to employers. Secondly, the 
establishment of set switching periods would provide PHI firms with a 
set-piece opportunity to strongly encourage switching during these 
periods and would allow group scheme members to compare and 
contrast PHI plans during the switching period. This would promote 
competition between PHI firms at the company level and promote 
transparency between competing plans.  

Waiting Periods 

6.28 PHI firms require their customers to serve waiting periods upon 
commencement of their policies. This means that, except for accidents 
and injuries, customers will not be fully covered until a certain time 
period, which is set by statute, has elapsed. Maximum waiting periods 
are set under the Health Insurance Act 1994, as amended. The 
purpose of waiting periods is to discourage “hit and run” behaviour, 
where consumers make claims on their policies shortly after joining, 
and then terminate their membership. Such behaviour has the effect of 
raising premiums for all consumers. There are two main categories of 
waiting period. The first category covers medical conditions or illnesses 
which occur after a consumer takes out a PHI policy,90 and the second 
category covers pre-existing medical conditions or illnesses, regardless 
of whether consumers were aware that they had a pre-existing 

                                                
90 The maximum waiting periods for this category are 26 weeks for persons under the age of 55, 52 
weeks for persons aged between 55 and 65, and 104 weeks for persons aged over 65. 
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condition.91 There are also waiting periods for moving to a contract 
with increased benefits and for maternity benefits.92 

6.29 Concerns about waiting periods may have an especially detrimental 
effect on older cohorts of PHI customers, who are far less likely to 
switch insurers than younger customers.93 Statistically, older people 
have a greater likelihood of claiming on a health insurance policy in 
any one time period. As a consequence, older people may be less 
willing to switch as they perceive that they run a greater risk of not 
being covered by health insurance due to waiting periods.    

6.30 It is important for consumer information and awareness of switching 
that consumers are not under the impression that they are in any way 
restricted from switching due to the need to serve extra waiting 
periods. Consumers who have completed their waiting period with one 
health insurer do not need to serve an additional waiting period on 
switching to a similar plan with another health insurer. Consumers who 
decide to switch during their waiting period only have to serve the 
balance of their waiting period with their new insurer.94 However, 
consumers who switch to a plan, either with their current insurer, or 
another insurer, which provides a greater level of benefits, may have 
to serve an additional waiting period to account for the extra benefits. 

Recommendation 9 Action By 

Pending the implementation of Recommendation 10, 
PHI companies should send out renewal notices to 
insured persons one calendar month prior to the 
renewal date.  At a minimum, these renewal notices 
should give details of current PHI cover and cost of 
renewal of cover for a further year, at what age the 
insured can avail of reduced premiums, and 
information on waiting periods.  

PHI 
companies 

 
 

Provision of Information 

6.31 Informed consumers make better decisions about the products and 
services which best suit their needs and desires. Without useful, 
accessible information, consumers are unable to accurately assess the 
merits of competing products. The HIA Market Review found that 46% 
of health insurance consumers positively agreed that there was 
sufficient information available for consumers to compare plans from 
different insurers, although, perhaps unsurprisingly, only 21% of non-
consumers of PHI reached the same conclusion.  

6.32 Less than half of PHI consumers feel there is sufficient information to 
allow for useful comparisons of PHI plans. Greater attention therefore 
needs to be paid to providing actual and potential consumers of PHI 
with simple, comprehensible and accessible information about PHI 
plans offered by each of the PHI firms operating in the Irish market. 

                                                
91 The maximum waiting periods for this category are 5 years for persons under the age of 55, 7 years 
for persons aged between 55 and 60, and 10 years for persons aged over 60.  
92 The maximum waiting periods for moving to a higher contract are 2 years for a person under the 
age of 65 years and 5 years for a person of or over the age of 65 years. No maternity benefits are 
payable for the period of 52 weeks following first being named as an insured person. 
93 HIA/Insight Market Review, p.37  
94 For more information, please see http://www.hia.ie/faq/faqwaiting.html#question7  
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The HIA publishes on its website a consumer guide, Understanding and 
Comparing Private Health Insurance Products95 designed to help 
consumers compare the benefits provided by various PHI schemes. The 
publication of such data, similar in format to the cost surveys published 
regularly by the Financial Regulator, needs to be advertised widely.  

Search Costs 

6.33 Search costs, which can be distinguished from switching costs, are 
defined as follows:  

“Search costs are the total costs spent by a consumer in identifying 
and interpreting a firm’s product and price offering, regardless of 
whether the consumer buys the product from that firm or not. 

Switching costs are the total costs incurred by a fully informed 
consumer through deciding to change suppliers that would not have 
been incurred by remaining with the current supplier.”96 

6.34 Therefore, while switching costs are only incurred upon deciding to 
switch, search costs may be incurred numerous times, and must be 
paid regardless of whether a consumer eventually decides to switch. 
This means that the search activity of consumers will be inhibited more 
by high search costs, which are an inevitable outcome of searching, 
than by high switching costs, which only arise following a successful 
search. Firms can increase search costs through the use of 
“obfuscation strategies”, for example, deliberately complex tariff 
structures which consumers find difficult to compare.  

6.35 Consumer welfare can be increased by reducing both switching costs 
and search costs.97 Indeed, since high search costs may be a more 
significant factor inhibiting switching, reducing search costs may have 
a greater impact on competition and consumer welfare than reducing 
switching costs. This is because consumers have already completed 
searching and are clearly sufficiently motivated once they reach the 
switching stage. Search costs are unlikely to deter highly motivated 
consumers. However, where consumers are not highly-motivated, they 
may not even go to the bother of examining alternative suppliers if the 
search costs of doing so are too high. Reducing search costs will 
facilitate switching by consumers who are not highly-motivated. 

6.36 Both search and switching costs can be reduced if consumers have 
ready access to simple, understandable, high-quality price and product 
information. Where an industry is unable or unwilling to provide this 
information, it may fall to an industry regulator or a consumer 
advocacy agency to do so.  

6.37 The Financial Regulator has also been proactive in providing consumers 
with straightforward information on frequently-complex retail financial 
products and services through its websites, www.financialregulator.ie 
and www.itsyourmoney.ie. The cost surveys which the Regulator issues 

                                                
95 Available online at http://www.hia.ie/docs/pcaci/2006-Comparison-Table-September.pdf  
96 Wilson, C. (2006). “Markets with Search and Switching Costs”. Centre for Competition Policy 
Working Paper 06-10. Available online at 
http://www.ccp.uea.ac.uk/public_files/workingpapers/CCP06-10.pdf    
97 Wilson (2006), p.20 
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on a regular basis are designed to facilitate consumers by making it 
easier to compare the costs and features of various financial products.  

6.38 There is some evidence that Irish consumers of PHI have difficulty 
understanding and comparing competing PHI products. Numerous 
submissions received by the Authorities stated that information was 
presented in a complex manner which consumers found difficult to 
interpret. Whether this applies to all PHI customers, or just a segment, 
and whether the difficulties of comparison are real or imagined, these 
perceptions inhibit competition by raising consumers’ search costs. In 
addition, consumer apathy may be an indicator that search costs are 
perceived to be too high for consumers to engage in searches. 

6.39 In order to reduce search costs, the Authority has a role to play in 
disseminating information on competing price plans to consumers, as 
part of the mandate given to it by the Minister for Health and Children 
to “carry out a major and sustained campaign focused on heightening 
consumer awareness of their right to switch without penalty between 
insurers and to seek the cooperation of employers in facilitating this 
process”.  

Difficulty Making Comparisons 

During the Joint Report consultation phase, a number of respondents 
indicated that consumers were reluctant to switch, due to a lack of 
consumer information and a poor understanding of the choices 
available to consumers. This suggests either that consumers are not 
being provided with the information they need to make informed 
choices, or that this information is available but is not being publicised 
sufficiently. 

Three respondents indicated that consumers have difficulty comparing 
and contrasting PHI plans due to the complexity of the various product 
offerings, leading to low switching levels.  

6.40 The Authority regularly publishes comparison tables of all products in 
the market in order to assist consumers in understanding and 
comparing the offerings of the different insurers.  In addition, the HIA 
publishes information on consumer rights, including the right to switch 
insurer without penalty. 

6.41 It would assist consumers if such information were provided to them at 
renewal along with their renewal notices and at point of sale.  The HIA 
has sought the cooperation of insurers in relation to distributing 
consumer rights information with renewal notices.  However, not all 
insurers were willing to provide this cooperation.  In this context the 
Authority recommends that a statutory requirement be introduced for 
the provision of information on products and consumer rights at point 
of sale and with renewal notices. 
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Recommendation 10 Action By 

Following consultation with the PHI industry, a 
statutory requirement should be introduced requiring 
insurers to provide certain information at point of sale 
and with renewal notices.  The information to be 
provided would include information on consumer 
rights concerning health insurance, switching and 
waiting periods. 
 
In addition, in order to facilitate the comparison and 
understanding of products, each insurer would be 
required to illustrate the main details of an insurance 
policy and its price in a prescribed format. 
 

 
Minister for 
Health and 

Children 
 
 
 

Switching Process 

6.42 One way of reducing both transaction and psychological switching costs 
is to create a single, standardised mechanism for switching which is 
accepted by all or most suppliers in the market. A Switching Code 
typically sets out, at a minimum, the steps which a consumer must 
take, the responsibilities of the incoming and the outgoing supplier, the 
information required to complete a switch, and the timescale for 
completing this process. A Switching Code for PHI would be a useful 
way of promoting awareness of switching, and facilitating switching for 
those who decide to alter their PHI supplier. 

6.43 In the Irish PHI market, it is not that switching per se is difficult (i.e. 
transaction costs are not high) but that consumers are reluctant to 
switch due to satisfaction with their current provider, inertia, or the 
(incorrect) assumption that significant amounts of paperwork would be 
involved (i.e. psychological and search costs may be high). As the 
HIA’s Market Review showed, very few PHI consumers had ever 
considered switching, despite the fact that less than 1% of consumers 
were unaware that they could switch, and only 24% of consumers 
disagree or strongly disagree that there is adequate information to 
compare plans from different insurers.  

6.44 Switching Codes have been successfully implemented in industries 
traditionally characterised by low levels of switching, such as banking. 
Prior to the introduction of a Switching Code, switching current 
accounts was a tedious, cumbersome process characterised by delays, 
errors and failure to complete transactions during the account 
changeover period. Accordingly, there was a clear and pressing need to 
introduce a mechanism to make account switching more convenient. In 
Ireland, 17,000 consumers used the Irish Bankers Federation (IBF) 
Switching Code to switch bank accounts from February 2005 to 
January 2006. Moreover, an estimated further 31,000 customers 
switched banks, but without using the Switching Code. Experience 
shows that switching codes not only promote switching and awareness 
of switching, they also promote more intense competition between 
market players.  
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6.45 However, there are significant differences between the retail banking 
and PHI markets. In terms of transaction costs, PHI products are much 
simpler than personal current accounts. A PHI product constitutes a 
predictable one-way flow of payments from a single source, be it a 
bank account or a salary deduction, to a health insurer. On the other 
hand, a personal bank account embodies numerous transaction 
mechanisms which must be replicated in a timely manner during the 
switching process. Wages, standing orders, direct debits, cheques and 
cash inflows and outflows must all be cancelled and then replicated on 
another account. In contrast, it is necessary only to change one flow of 
payments in order to switch health insurer. 

Switching is easy, according to 98% of switchers98 

A Switching Code for PHI should show people how easy it is to switch. 
Consumers can switch their PHI provider by making just two phone 
calls. The mechanics of switching health insurer are straightforward. 
Switching can be arranged over the telephone or on the internet in a 
matter of minutes. Consumers need only provide their name, address, 
date of birth, bank account details (if the premium is to be paid by 
direct debit) and PPS number, which is required by the Revenue 
Commissioners to deduct tax relief at source, as well as the names and 
PPS numbers of any dependents. Consumers will also need to cancel 
their plan with their existing insurer.  

6.46 Given the low propensity of consumers to switch, or even to consider 
switching, the psychological costs of switching need to be addressed. A 
Switching Code, agreed by the industry and approved by the HIA, 
would convince consumers that switching is easy and simple, thereby 
rendering the perceptions of consumers more receptive to the idea of 
switching. 

6.47 A Switching Code for PHI should be a very short, succinct and simple 
document composed of two elements: 

• An explanation of how easy it is to switch, by making just two 
phone calls 

• A set of protocols indicating what consumers must do in order to 
switch, what steps the PHI firms will take to switch the consumer, 
and what behaviour is permissible by PHI firms trying to win back 
customers who are considering switching 

6.48 These agreed protocols could cover, among other things, the operation 
of sales and business retention, particularly over the phone. When 
consumers wish to switch away from firms, they may be passed to 
dedicated Customer Retention Teams, also known as win-back teams, 
who are tasked with persuading individuals not to switch. While this is 
a legitimate business activity, the danger of misleading information 
being used as part of retention strategies must be avoided. A 
Switching Code could be useful in setting out standards which sales 
and retention teams must abide by.  

 

                                                
98 HIA/Insight Market Review, September 2005 at p.39  
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Recommendation 11 Action By 

The insurance companies should work with the 
Authority to draft a Switching Code for PHI which 
would, in a brief, clear and definitive manner, detail 
the rights and duties of consumers, outgoing health 
insurers and incoming health insurers during the 
switching process. 

HIA  & PHI 
companies 

 
  

Travel Insurance 

6.49 In May 2006, Vhi Healthcare held an estimated 35% market share of 
the multi-trip travel insurance market, comprising a total of 250,000 
members.99 This market share was achieved having entered the multi-
trip travel insurance market in February 2004. With Vhi Healthcare 
membership standing at over 1.5 million, this implies that 
approximately 16%100 of Vhi Healthcare members also hold Vhi 
Healthcare multi-trip travel insurance.  

6.50 Vhi Healthcare travel insurance is only available to members of Vhi 
Healthcare. If consumers cancel their PHI policy, their Vhi MultiTrip 
travel insurance policy, if they have one, is also automatically cancelled 
without refund.101 On the other hand, where a company decides to 
switch its PHI Group Scheme, it may keep its Business Travel 
Insurance policy, but the cost of the travel insurance policy will 
increase.102  

6.51 According to the MultiTrip travel insurance policy document, “This Multi 
Trip Travel Policy is only available to Vhi Healthcare Members who hold 
a current Vhi Healthcare Hospital Plan, which incorporates cover for 
eligible medical emergencies overseas under Vhi Assist.”103 
Accordingly, coverage is segmented between the core PHI plan and the 
travel insurance plan. Traditionally, travel insurance policies have 
offered comprehensive medical and non-medical benefits. More 
recently, travel insurance providers have begun offering “add-on” 
travel insurance plans to consumers which take into account their pre-
existing PHI policy. Vhi Healthcare’s tying practices inhibit holders of 
Vhi Healthcare PHI plans from switching to other private health 
insurers.  

6.52 Vhi Healthcare’s cancellation policy acts as a barrier to switching. 
Consumers are unlikely to switch if the savings generated by moving to 
another PHI provider and another travel insurance provider fail to 
exceed the value of the remaining travel insurance premium.  

6.53 Switching would be facilitated, and consumer welfare increased, if the 
link between Vhi Healthcare’s multi-trip travel insurance product and 

                                                
99 Vhi Healthcare Press Release, May 31st 2006. Available online at 
https://www.vhi.ie/press/310506.jsp  
100 250,000 of Vhi Healthcare’s 1.5 million PHI customers also hold Vhi Healthcare travel insurance 
101 Vhi Healthcare Multi Trip Travel Insurance Policy Document, p.33. Available online at 
http://www.vhi.ie/pdf/products/multitrip_terms.pdf  
102 Vhi Healthcare Group Business Travel Policy Document, p.4. Available online at 
http://www.vhi.ie/pdf/products/businesstravelterms.pdf  
103 Vhi Healthcare Multi Trip Travel Insurance Policy Document, p.5. Available online at 
http://www.vhi.ie/pdf/products/multitrip_terms.pdf   
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its PHI products were broken, such that consumers could keep their 
multi-trip travel insurance if they switched to another PHI provider.  

6.54 The Financial Regulator’s Consumer Protection Code states that “A 
regulated entity must not make the sale of a product or service 
contingent on the consumer purchasing another product or service 
from the regulated entity.”  Vhi Healthcare is subject to this code as an 
intermediary (on which basis it sells travel insurance policies) but not 
as an insurer (on which basis it sells the policies on which the sale of 
travel insurance is contingent).  The Authority has raised this matter 
with the Financial Regulator and intends to discuss it further with them 
in the near future in order to determine whether Vhi Healthcare is 
acting in breach of the Code. 

6.55 If Vhi Healthcare is acting in breach of the Financial Regulator’s Code 
of Conduct by making the sale of travel insurance contingent on the 
sale of other products that it provides then Vhi Healthcare should alter 
its practices in order to comply with the Code. 

6.56 However, it may be that Vhi Healthcare is not in breach of the code 
because it is not regulated by the Financial Regulator as a provider of 
private health insurance.  If this is the case it constitutes an advantage 
for Vhi Healthcare as a result of its particular regulatory position.  
While the Authority recommends that Vhi Healthcare become subject 
to regulation by the Financial Regulator as an insurer, this will take 
some time.  In the meantime Vhi Healthcare should operate in 
accordance with the terms of the Financial Regulator’s Consumer 
Protection Code when selling travel insurance. 

 

Recommendation 12 
Action By 

Vhi Healthcare should comply with the Financial 
Regulator’s Consumer Protection Code as if Vhi 
Healthcare was a regulated entity of the Financial 
Regulator. 
 
Ministerial approval for products for sale by Vhi 
Healthcare should only be given where it would not 
lead to a breach of the Financial Regulator’s Consumer 
Protection Code. 

Vhi 
Healthcare 

and 
Minister for 
Health and 

Children  
 
 

 

6.57 Care needs to be taken in implementing this recommendation. If a 
consumer ceases to hold a PHI policy with any PHI firm, but continues 
to hold Vhi MultiTrip insurance, they will not be covered for the sum 
originally insured under their PHI policy, and will be personally liable 
for sums in this amount. Accordingly, consumers should be made 
aware before cancelling their PHI policy that failure to secure another 
PHI policy will leave them potentially liable to such expenses for the 
remainder of the lifetime of their Vhi MultiTrip policy.  

Minimum Benefit Regulations 

6.58 The Minimum Benefits Regulations limit innovation and restrict 
competition on the merits of product offerings by forcing PHI firms to 
cover certain procedures and hospitals. However, the Minimum Benefit 
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Regulations were established to afford consumers a degree of 
protection, a valid and legitimate goal given the complexities of the 
PHI products. PHI products are complicated packages which vary, inter 
alia, by standard of hospital accommodation, number of (private) 
hospitals and consultants covered and level of outpatient and 
maternity cover.104 As the HIA’s Market Review indicates, consumers 
are often unaware of the exact details of their PHI policies, and also 
believe that they are more knowledgeable than the evidence indicates. 
Therefore, mechanisms are needed to ensure that consumers do not 
purchase PHI policies which provide insufficient levels of cover. The 
Authority monitors the products offered by PHI firms to ensure they 
comply with the Regulations.  

6.59 In its White Paper on Private Health Insurance, issued in 1999, the 
Government indicated its intention to amend the current system of 
minimum benefits. Included in the amendments is a proposal to give 
the Authority a greater role in relation to minimum benefits. 
Accordingly, the Authority launched a public consultation on the 
Minimum Benefit Regulations in October 2003105 and subsequently 
made a submission on the matter to the Department of Health and 
Children in September 2005. The Authority recommended, among 
other things, that the system of minimum benefits should remain in 
place but be simplified.106 

6.60 The Authority accordingly makes the following recommendation with 
respect to the Minimum Benefit Regulations:  

Recommendation 13 
Action By 

The Minister for Health and Children should amend the 
Health Insurance Act, 1994 (Minimum Benefit) 
Regulations, 1996 in order to accomplish the following 
goals:  

• Simplify the system of minimum benefits 
• Remove restrictions on the PHI products which 

health insurers can offer, while maintaining an 
obligation to provide a certain minimum level 
of healthcare cover to any individual covered 
by a health insurance contract 

• Remove the fixed minimum monetary values  
• Specify benefits to be covered in non-monetary 

terms, if possible. 

Minister for 
Health and 

Children 
 
 

 

Impact of Commencement of RE Payments on Existing Insurers 

6.61 It is clear that the commencement of risk equalisation has a significant 
impact on the competitive positions of the various insurers in the 
market.  In a community rated market without risk equalisation, BUPA 
Ireland’s and VIVAS Health’s more favourable risk profiles and lower 

                                                
104 The Regulations only apply to PHI plans which provide hospital inpatient cover. 
105 Available online at http://www.hia.ie/docs/minimum-benefits/Minimum-Benefits-Consultation-
Paper.pdf  
106 Submission to the Department of Health and Children – Minimum Benefits. Available online at 
http://www.hia.ie/docs/minimum-benefits/Submission-to-DoHC-on-Minimum-Benefits-Sept05.pdf  
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average claims provide them with a regulatory advantage.  This 
regulatory advantage could enable them to make greater profits, to 
price below Vhi Healthcare or to do both.  The commencement of risk 
equalisation payments reduces this advantage. 

6.62 The commencement of risk equalisation reduces the competitive 
pressure on Vhi Healthcare, and gives it a measure of additional 
market power.  On the other hand, it increases the competitive 
pressure on insurers with more favourable risk profiles.  In this 
context, it is worth noting that the existence of a community rated 
market without risk equalisation has facilitated BUPA Ireland in pricing 
significantly below Vhi Healthcare and at the same time achieving a 
surplus that was (as a percentage of premium) far in excess of that 
achieved by other health insurers, whether in Ireland or abroad, 
including BUPA Ireland’s parent in the UK. 

6.63 The competitive environment would be further affected by the adoption 
of the recommendations in this report, many of which are aimed at 
removing certain regulatory advantages currently held by Vhi 
Healthcare.  The adoption of these recommendations would reduce the 
effect on Vhi Healthcare’s market power of the commencement of risk 
equalisation payments. 

Regular Review of RE Scheme 

6.64 The competitive constraint imposed on existing insurers is lowered by 
the commencement of risk equalisation.  In view of this and the impact 
that the commencement of risk equalisation is expected to have on 
competition between existing insurers, it is important that the 
operation of the Risk Equalisation Scheme be monitored carefully and 
that continued consideration be given to the effects that the Scheme is 
having on competition in the private health insurance market.  In this 
context, it is noted that the Authority will make three reports to the 
Minister for Health and Children each year in relation to risk 
equalisation and that one of these reports (the “Annual Report”) will 
incorporate an evaluation of the effect of the Scheme on the interests 
of consumers.  The report would thus include an evaluation of the 
effect of the Scheme on the facilitation of competition in the market.  
This Annual Report will be laid before both Houses of the Oireachtas.   

6.65 In evaluating the effect of the Scheme on the interests of consumers 
and advising the Minister in relation to the Scheme, the Authority will 
remain open to suggestions from all quarters in relation to how the 
Scheme may be amended in the interests of consumers and will keep 
the form of the Scheme under review.   

6.66 In particular, reference has been made to the impact of the possible 
sharing of efficiencies, random fluctuation and seasonality of payments 
under the Scheme and the suggestion has been made that a 
prospective scheme would reduce these effects.  Any reduction in the 
level of random fluctuation/seasonality of payments that would result 
from moving to a prospective scheme would depend on the precise 
nature of any prospective scheme.  It is possible to devise prospective 
schemes that result in a lower level of random fluctuation/seasonality 
and greater predictability of payments.  However, such schemes would 
normally result in greater differences between the amounts being 
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transferred and the amounts required to equalise risks than would be 
the case under a retrospective scheme.  This is not surprising, because 
a prospective scheme would involve predicting some of the parameters 
that influence the calculation of transfers in advance and, insofar as 
these parameters differ from experience, the amount transferred will 
differ from that which is required. 

6.67 Nevertheless the Authority recognises the benefits of avoiding sharing 
of efficiencies and reduced random fluctuation/seasonality and greater 
predictability of the payments and the Authority will continue to keep 
the form of the scheme under review in the context of its statutory 
functions. 
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7. BUYER POWER IN THE PHI MARKET 

Summary 

7.1 Competition problems tend not to arise where there are many sellers 
and many buyers in a market. Competition is likely to weaken as 
markets become more concentrated, either on the demand side or the 
supply side. Private hospitals in Ireland face a market with few buyers 
with respect to ensuring that they are covered by PHI. Although this 
theoretically places all PHI firms in a strong bargaining position relative 
to private hospitals, the fact that Vhi Healthcare holds by far the 
largest share of the PHI market means that it holds the strongest 
bargaining position.  

7.2 Analysis of buyer power can be complicated. This chapter takes a step-
by-step approach to the issue of buyer power. First, buyer power is 
defined and explained. Then, the effects of buyer power are assessed – 
does buyer power harm the market? Having set out the theoretical 
basis for looking at buyer power, the relationship between private 
hospitals and PHI firms, particularly Vhi Healthcare, is examined. This 
will show that Vhi Healthcare exhibits some level of buyer power with 
respect to private hospitals. The chapter concludes by assessing 
whether buyer power is harmful in the context of the Irish PHI market. 
While consumers could benefit as a result of Vhi Healthcare having a 
strong bargaining position when negotiating the cost of health services, 
insurer buyer power could also impede competition and innovation in 
the provision of private hospital services. 

What is Buyer Power? 

7.3 Buyer power refers to scenarios where the demand side of the market 
is concentrated enough that buyers can exercise power over sellers. 
The OECD has defined buyer power as follows: “a retailer is defined to 
have buyer power if, in relation to at least one supplier, it can credibly 
threaten to impose a long term opportunity cost (i.e. harmful or 
withheld benefit) which, were the threat carried out, would be 
significantly disproportionate to any resulting long term opportunity 
cost to itself”.107  

7.4 However, what is of key importance for a competition analysis is not 
merely whether any insurer has buyer power but whether the buyer 
power of any insurer is adversely affecting consumers.  

                                                
107 OECD, quoted in Davies et al, (2002) p.28 
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Buyer Power and Concentrated Markets 

7.5 Buyer power becomes more likely in concentrated markets. The OECD 
has found that “market concentration in the insurance industry and 
private hospitals’ dependence on income from private enrolees has 
allowed insurers to exercise strong contractual power over private 
hospitals”.108  

7.6 Concentration can occur on either the buyer’s side or the seller’s side 
of the market. Concentrated markets can be described as: 

• Monopoly – One seller 

• Oligopoly – Few sellers 

• Monopsony – One buyer 

• Oligopsony – Few buyers 

7.7 Buyer power is a feature of oligopsonies, as many sellers will be 
competing against each other to sell their wares to a limited number of 
buyers.  

The Impact of Buyer Power on Consumers 

7.8 Buyer power can have positive or negative effects, depending on the 
structure of the market upstream and downstream. For example, it can 
be pro-competitive and pro-consumer if it does not increase the 
buyers’ own selling power. One positive effect of buyer power is that it 
can promote both price and non-price competition among suppliers. 
PHI firms take advantage of the amassed buying power of their 
members to negotiate better deals with medical facilities than any one 
consumer could on his or her own.    

7.9 However, buyer power can harm competition where one buyer or a few 
buyers obtain such strength that a supplier becomes dependent on the 
buyer(s) for his continued participation in the market, or where it 
becomes a necessary requirement for entry to the market.  Buyer 
power may be beneficial only where it offers countervailing power to 
suppliers with strong selling power, and where it faces price 
competition in its own end market.109 This is because both buyers and 
sellers will recognise that it is to their mutual benefit to bargain to a 
solution.110 Where strong seller power does not arise, buyer power may 
not be beneficial and can, in fact, harm the final consumer of the 
buyer’s products. 

7.10 The UK Office of Fair Trading states that “a clear distinction should be 
made between situations where buying power operates against an 

                                                
108 OECD (2004) p.35 
109 The American economist, JK Galbraith postulated in 1952 that large buyers in concentrated 
downstream markets could use countervailing power to extract price concessions from suppliers. He 
considered countervailing power to be an important force offsetting suppliers’ increased market 
power, and provided examples such as a nationwide grocery chain extracting wholesale price 
discounts from food producers and large auto manufacturers extracting price discounts from steel 
producers. Countervailing power is, however, a controversial idea in economic thinking. For further 
information, please see http://www.dartmouth.edu/~csnyder/countervail01.pdf  
110 Clarke, Davies, Dobson and Waterson, (2002) p.22. 
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industry without selling power as opposed to situations where the 
number of agents on each side of the market is limited”.111 In 
determining buyer power, much depends on the relative importance to 
each party of its business with the other.  

Buyer Power and Economic Welfare 

7.11 Buyer power in an oligopsony can cause consumer benefits to be 
wasted. It can also negatively affect competition in the upstream 
market by creating a barrier to entry to that market and threatening 
the long-term viability of suppliers. Where buyer power is unequal 
between buyers, as is the case with the Irish PHI market, this can 
magnify differences in downstream competitive positions.112 In a 
market with few buyers, one of which is much bigger than the others, 
the greater the power exerted by the main buyer, the greater its ability 
to reduce the price it pays below the competitive level. This may lead 
to lower prices to downstream customers in the short run (assuming 
cost savings are passed on to consumers), but at the cost of a number 
of negative effects in the medium to long term which damage 
consumer welfare. Possible negative effects include: 

• lessening competition in the long run by reducing the incentive for 
private hospitals to enter the market,  

• reducing the ability of private hospitals to innovate in service 
delivery and patient care 

• destroying economic benefits which could usefully accrue either to 
buyers or sellers,  

• reducing the prices suppliers receive, making it more difficult for 
them to finance new investment in staff, facilities, training and 
technology, and 

• reducing the quality of care in the long-term due to investment 
opportunities foregone. 

Market Structure and Buyer Power 

7.12 PHI firms cover about 50 private medical facilities and close to 2,000 
hospital consultants. PHI firms buy services from hospital consultants 
and private medical facilities and sell PHI to consumers. There are 3 
PHI firms in the market. Half the population are PHI consumers. So, 
there are many private medical facilities, relative to the number of PHI 
firms, and there are very many PHI consumers, relative to the number 
of PHI firms. By any standards, the Irish open enrolment PHI market is 
highly concentrated. There are three firms; Vhi Healthcare with 75% of 
the market, BUPA Ireland with 22% and VIVAS Health with 3%. This 
means that the Irish PHI market is an oligopoly and the private 
hospital market is an oligopsony.113  A very significant minority 
proportion of PHI claim payments are made to consultants with almost 
all of the balance being paid to hospitals and other medical facilities.  

                                                
111 Dobson, Waterson and Chu, (1998) p.5. 
112 Dobson, Waterson and Chu (1998), p.6 
113 The issue of concentration in the PHI market is addressed in greater depth in Chapter 8. 
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The Supply of Private Medical Facilities 

7.13 Of the 50 private medical facilities covered by PHI firms in Ireland, 
around half are in-patient hospitals of substantial variation in size, and 
20% are treatment or addiction centres. The remaining 30% includes 
dental clinics, laser eye clinics, cosmetic surgery facilities, addiction 
treatment centres, imaging facilities, diagnostics and pathology-related 
testing and respite care.114 There are less than 10 major private 
hospitals in the State outside of Co. Dublin of which 5 are controlled by 
the Bon Secours organisation.   Dublin and Galway are the only 
counties to have more than one major private hospital. The Irish 
private hospital sector is relatively underdeveloped, and most private 
treatments are still delivered in public facilities, in part because, 
according to the OECD, PHI firms have not supported private hospital 
capacity increases.115 

7.14 Apart from geographical submarkets, there are a number of other 
niche markets in which private hospitals are involved.  For example 
there are only a limited number of private psychiatric hospitals, only 
the Mount Carmel in Dublin provides private maternity services and the 
Blackrock Clinic and Mater Private would also be in a separate niche 
market. 

7.15 In order to determine the likelihood of buyer power, it is necessary to 
assess the different categories of private healthcare buyers. Private 
bed in-patient stays are paid for by: 

• the patients themselves (“self-payers”) 

• the open enrolment health insurers 

• the restricted membership schemes (ESB, Gardaí, Prison Officers)  

• the State, funding the National Treatment Purchase Fund (NTPF). 

7.16 Self-payers, the NTPF and the restricted membership schemes all 
contribute small proportions to the overall demand for private 
healthcare.  

• Given the cost of surgical procedures, relatively few patients pay 
for their own treatment.116 Self-payers therefore provide a 
relatively small proportion of demand.  

• The National Treatment Purchase Fund (NTPF) was established in 
2002 to expedite procedures for individuals on long-term waiting 
lists. In 2005, it paid for the treatment of 18,197 patients.117 16 
private hospitals in Ireland participate in the NTPF.118 90% of NTPF 
referrals are to private hospitals, and 95% of these are to private 
hospitals in Ireland. This suggests that the NTPF paid for the 

                                                
114 A full list of facilities covered by Irish PHI firms is included in Appendix 4. 
115 OECD (2004a), p.177 
116 OECD (2004) p.35  
117 NTPF Annual Report (2005), p.5. Available online at 
http://www.ntpf.ie/news/NTPF%20Ann.Report%202005.pdf  
118 These are the Bon Secours hospitals in Dublin, Cork, Tralee and Galway, the Blackrock and Galway 
Clinics, Garden Hill, Sligo (St. Joseph’s), Barringtons Hospital, Limerick, Aut Even, Kilkenny, Clane 
General Hospital, St. Francis Hospital, Ballinderry, Shanakiel Private Hospital, Cork and Northbrook 
Clinic, Mount Carmel, St. Vincent’s Private Hospital and the Mater Private Hospital, all in Dublin.  
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treatment of approximately 15,500119 patients in Irish private 
hospitals in 2005. Given that the 16 participating Irish private 
hospitals have a minimum of 1650 in-patient beds between them, 
the NTPF paid for somewhere in the region of 9 patients per private 
hospital in-patient bed in 2005.120  

• Between them, the restricted membership schemes account for 
93,900 individuals, less than 3% of the PHI market. By corollary, 
PHI firms, the only other purchasers of private healthcare services, 
contribute the lion’s share of demand for private hospital in-patient 
services.  

It is clear, therefore, that private hospitals are heavily reliant on 
custom generated by PHI rather than self-payers, the NTPF or 
restricted membership schemes. This suggests that open enrolment 
PHI firms hold buyer power in relation to private hospitals.  

Provider Negotiations 

7.17 Vhi Healthcare’s position as the largest PHI firm affects contractual 
negotiations between private hospitals and other PHI firms. In its 
submission, Vhi Healthcare states that “There is evidence to suggest 
that both BUPA and VIVAS largely replicate the provider contract 
arrangements (but not necessarily all the rates) of Vhi Healthcare. ….. 
In so doing significant entry costs can be avoided by an entrant 
insurer. Furthermore, ‘free-riding’ on the economies of scale generated 
by a larger insurer will secure significantly better provider 
reimbursement rates. This ‘free-riding’ principle allows new entrants to 
continue to enjoy cost advantages into the future and is perhaps 
symptomatic of ‘second-mover’ advantages in the market.”121 The 
OECD also states that Vhi Healthcare negotiates reimbursement levels 
which are followed by BUPA Ireland.122 

7.18 On the other hand, VIVAS Health has stated that “As VHI is their 
primary supplier of business, hospital and medical practitioners are 
very reluctant to fall out of contract. It has also been the experience of 
VIVAS Health when negotiating with these parties that they are 
extremely reluctant to give any insurer better rates than VHI as should 
VHI discover this then they would force the private hospital or medical 
practitioner to also lower their rates.”123 Therefore, Vhi Healthcare’s 
buyer power may be undermining competition upstream between 
private facilities, and exaggerating the difference in competitive 
positions between competing PHI firms downstream. 

7.19 It is clear from these submissions that, by virtue of its size and long-
standing position in the market, Vhi Healthcare has established the 
“rules of the game” with respect to provider contracts. Vhi Healthcare 
claims this allows other PHI firms a second-mover advantage, while 

                                                
119 90% of 18,197 = 16,377; 95% of 16,377 = 15,558. 
120 Calculated in aggregate. The Authorities are aware that custom generated by the NTPF varies 
significantly from private hospital to private hospital. The largest customers of the NTPF are the Mater 
Private Hospital and Blackrock Clinic. “NTPF is good news for private hospitals”. Sunday Business Post, 
June 25th, 2006. 
121 Vhi Healthcare submission at p.24 
122 OECD (2004) p.35 
123 VIVAS Health submission, p.7 
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VIVAS Health claims that Vhi Healthcare provider negotiations set an 
effective price floor for reimbursement rates for other PHI firms. Either 
way, Vhi Healthcare exercises leadership in the negotiation of provider 
contracts which causes other PHI firms to alter their patterns of 
behaviour in the market. These firms constrict their behaviour either 
voluntarily, by following Vhi Healthcare’s provider negotiation model, 
or involuntarily, due to the effective price floor established by Vhi 
Healthcare, as VIVAS Health submits.124 

Is buyer power in the Irish PHI market problematic? 

7.20 Of the three open enrolment insurers, Vhi Healthcare is in the best 
position to leverage its buyer power. This is because its customer base 
of over 1.5 million individuals and market share of 75% allows it to act 
as a “gatekeeper” of significant importance. Private hospitals are 
therefore constrained to agree terms with Vhi Healthcare to ensure 
access to the widest possible pool of consumers. If a private hospital 
fails to conclude terms with Vhi Healthcare, 75% of the PHI market125 
will be foreclosed to it. Furthermore, due to their risk profile, this 75% 
of the market requires a disproportionate higher level of health 
services. This gives Vhi Healthcare a position of considerable power 
among buyers, as having Vhi Healthcare as a client is necessary to 
enter the private hospital market, hence the term “gatekeeper”.  

7.21 The OECD has found that “Providers…. cannot afford not to have a 
contract with one insurer, given the concentration of the PHI market 
and their high dependence on income from privately insured 
patients”.126 New entrants to the private hospital market will find it 
difficult to prosper without securing Vhi Healthcare coverage. Only two 
of the 26 private hospitals offering in-patient facilities are covered by 
BUPA Ireland and VIVAS Health, but not Vhi Healthcare.  

Countervailing Efficiencies 

7.22 Buyer power cannot be analysed by means of a per se approach. 
Instead, a rule of reason must be applied, balancing the potential anti-
competitive effects of buyer power against efficiency benefits which 
may arise. In this respect, the exercise of buyer power in the Irish PHI 
market may generate efficiencies. Premium increases may be limited 
due to bargaining power, although price increases have nonetheless 
continued to be significant in recent years. It is unclear that other 
efficiencies are generated. 

7.23 Vhi Healthcare has promoted the increased use of relatively more 
efficient day-care and side-room procedures, and is on record as 
stating that “in our negotiations (we) insist that internal efficiencies, 
rather than price, be the first point of focus for hospital 
management”.127 However, the promotion of day-care and side-room 
procedures arises not from the exercise of buyer power, but from the 
cost control which any economically rational PHI firm would be 

                                                
124 No submission was received from BUPA Ireland.  
 
126 OECD (2004) p.38 
127 “VHI's sole purpose is to serve its members” Irish Times, August 2nd, 2005 
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expected to exercise. Even so, the OECD has found that, due to their 
limited exposure to the cost of care, Irish PHI firms’ efforts to control 
costs are still focussing more on reimbursement levels than on ways of 
improving productive efficiency, such as managing volumes or 
promoting cost-efficiency of care.128 According to the OECD, “tools 
such as utilisation reviews, clinical guidelines, restrictions on 
treatments, incentives and information directed to consumers to 
promote the use of cost-effective providers or services, are used in 
only a few OECD countries outside the United States”.129 It concludes 
that PHI firms need to better manage expenditure growth in order to 
secure affordability and value for money.130  

7.24 Therefore, while Vhi Healthcare states that it is internally relatively 
efficient,131 it seems that cost control measures, rather than buyer 
power, generate efficiencies in the provision of private hospital 
services.132 

7.25 Vhi Healthcare buyer power may keep premiums low for consumers in 
the short-term. However, in a more competitive market consumer 
welfare could increase. If Vhi Healthcare’s buyer power were to be 
reduced, any wastage associated with monopsony or oligopsony power 
would be reduced. As the downward pressure on prices from buyer 
power reduces, other beneficial effects, such as market entry, 
competition, innovation and efficiency could replace buyer power as a 
means of ensuring that benefits flow to consumers, in the form of 
price, innovation, customer service or product choice.  

7.26 It could also be argued that Vhi Healthcare buyer power is in some way 
attenuated, as Vhi Healthcare can only control the fee per member, but 
not the number of members claiming the costs. However, this 
disjuncture between the purchasing of services and the usage of those 
services does not invalidate the conclusion that Vhi Healthcare has 
buyer power. Referring back to the OECD’s definition of buyer power, it 
is clear that the concept relates to the ability to impose long-term 
opportunity costs. Regardless of the behaviour of its customers, Vhi 
Healthcare is in a strong position to act as a gatekeeper, and is 
credibly able to threaten to impose long-term opportunity costs on 
firms in an upstream market by refusing to deal with them.   

Capacity Management 

7.27 Three submissions claim that Vhi Healthcare has a policy of managing 
capacity in the provision of private healthcare services. A further 
submission claims that Vhi Healthcare has refused approval to facilities 
on the ground that they represented surplus capacity.133 Assessments 
of how much capacity is appropriate and where that capacity should be 
located should be left to the market as a whole, not to any particular 
PHI firm. It has also been alleged that Vhi Healthcare withholds 

                                                
128 OECD (2004a), p.210 
129 Ibid. 
130 OECD (2004), p.47 
131 Vhi Healthcare submission at p.14  
132 Indeed, inefficiency is more likely to occur as firms tend towards oligopoly or monopoly positions in 
the market.  
133 Vhi Healthcare denies these claims.   
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approval on coverage of facilities until some time after a facility has 
commenced operations.134  

7.28 Hospitals are relatively expensive to set up and to staff, and are 
therefore characterised by both high fixed (and potentially sunk) and 
variable costs. As the largest PHI firm in the market, Vhi Healthcare 
pays the largest amount of private hospital bills. It is potentially in Vhi 
Healthcare’s interests to keep private hospital market capacity 
constrained, in order to limit claims arising from newer, more 
expensive medical facilities which, in the short run, at least, would lead 
to increased costs for Vhi Healthcare. While this avenue of cost control 
is also potentially open to BUPA Ireland or VIVAS Health, neither of 
these PHI firms is able to exert buyer power to the same degree, nor is 
failure by a private facility to ensure coverage by either of them as 
inimical to its interests as failure to secure coverage by Vhi Healthcare.  

7.29 It is prudent for PHI firms to refuse coverage for medical facilities 
where there are justifiable concerns that such facilities would 
constitute unused surplus capacity. This is because, where capacity is 
not being fully utilised, the average fixed cost per patient to the PHI 
firm is high. Average cost as a whole falls as more capacity is used. 
The existence (or absence) of waiting periods for treatments in the 
private sector can act as a useful indicator of whether private bed 
capacity is constrained. Waiting lists are a simple form of rationing 
device used where demand at a point in time exceeds available supply. 
In other words, waiting lists occur when capacity is constrained, and 
should not arise where there is surplus capacity.  

7.30 According to research conducted by the Sunday Business Post in July 
2006, however, a range of procedures performed privately in five 
Dublin hospitals135 are subject to waiting lists, under the most popular 
PHI plan, Vhi Healthcare Plan B.136 Furthermore, the report quotes two 
consultants who state that public waiting lists for some neurological 
conditions at Beaumont and for chemotherapy at St. Vincent’s are, in 
fact, shorter than private waiting lists.137 While this data is limited in 
terms of hospitals and treatments, it supports the hypothesis that, for 
certain procedures, demand outstrips supply in the private sector and 
that capacity constraints do exist in private hospital provision.   

7.31 Capacity management (such as tendering for private hospital facilities 
by PHI firms) and payment policies have a role to play where a 
competitive private hospital market is supplying services to a 
competitive PHI market. If PHI firms did not carefully manage capacity 
and provider payment negotiations, the costs of unused private 
hospital capacity would fall on all PHI consumers, potentially increasing 
the cost of PHI, although access and technology would have improved. 
Where a PHI firm of Vhi Healthcare’s relative size and influence in the 
market engages in these practices, the effects on the private hospital 
market are much more significant than if a smaller PHI firm were to 
engage in similar practices.  

                                                
134 Vhi Healthcare also denies these claims. 
135 Adelaide, Meath and National Children’s Hospital Tallaght, St. James’, St. Vincent’s, the Mater and 
Beaumont Hospitals. 
136 A table setting out waiting lists for these procedures is included as Appendix 4 
137 “Private not much quicker for treatment” Sunday Business Post, July 30th, 2006 
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The Supply of Hospital Consultant Services 

7.32 Almost all hospital-related PHI claims are a combined package of 
consultant services and hospital services because the hospitals do not 
supply private consultants’ services.   Furthermore, the insurer cannot 
usually have an influence on the decision on the type and level of 
medical treatment that is required by the patient and that will be 
refunded by the insurer.   Invariably, the consultant is the sole 
decision-maker (with the consent of the patient).   This is why the VHI 
Healthcare states that it has “payer power” but not “buyer power”. 

7.33 The choice of consultant is made by the patient and the referring 
medical general practitioner or accident and emergency department.    
While almost all consultants in Ireland have contracts for 
reimbursement with the three health insurers, each consultant is 
limited in the number of hospitals that he or she practices in.   
Therefore, the referral decision to a particular consultant implicitly is 
the major deciding factor in the choice of hospital.   Where a 
consultant practices in more than one hospital, the consultant usually 
decides, after consultation with the patient, in which hospital treatment 
may take place.  Therefore, it is possible for consultants to direct 
medical business to a particular private hospital, within the constraints 
of providing best medical care for the patient. 

7.34 Apart from the consultant’s dominant role in deciding on the required 
medical treatment, consultants services account for approximately 
30% to 35% of total claims to PHI insurers in Ireland.   Capacity issues 
in the private sector may be attributable to consultants as much as to 
hospitals.   For instance, if private sector waiting lists are significant, 
this may be due to either a shortage of consultant capacity or private 
hospital bed capacity or both.  In fact, the ratio of consultants to the 
Irish population is relatively low by European comparisons.   There are 
very few private consultants that are not salaried employee consultants 
in public hospitals.  If one assumes that there is a practical maximum 
number of hours that consultants can and will work supplying private 
consultancy services in addition to their public consultant duties, then 
the supply of private medical consultant services in Ireland is, 
effectively, almost entirely determined at present by the number and 
category of consultants’ posts in public hospitals and that supply is not 
susceptible to normal market forces. 

7.35 Recent competition-related developments may have augmented the 
buyer power of Vhi Healthcare, although possibly only on a temporary 
basis.   At the behest of the Competition Authority, the Irish Hospital 
Consultants Association (IHCA) discontinued its long-standing practice 
of representing consultants in negotiations with hospitals and health 
insurers because it would be in breach of the 2002 Competition Act.   
Following a public consultation on possible models for establishing 
market prices for consultant services, the Competition Authority is due 
to publish guidelines for possible market mechanisms that might 
facilitate the determination of market prices for medical consultants’ 
services.  The relative bargaining positions of consultants and insurers 
under any such guidelines can only be fully assessed once the 
guidelines are published and in operation. 
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Supplier-Induced Demand 

7.36 The Vhi Healthcare Chief Executive recently warned that new private 
hospitals would lead to increased healthcare costs for patients.138 He 
went on to state that while, in the short term, increased competition 
could help reduce prices, in the longer term, supplier-induced demand 
would drive up the cost of PHI. Vhi Healthcare also stated in 2004 that 
the addition of one private facility to its portfolio would add upwards of 
€40 million to its costs.139 This has not prevented it from extending 
coverage to three new private facilities in 2006, Forest Treatment 
Centre in Wicklow, the Advanced Radiology Centre at the Beacon 
Clinic, Dublin and Limerick Radiotherapy Centre.140  

7.37 Vhi Healthcare’s analysis is predicated on the assumption that 
healthcare costs will not be reduced significantly by competition 
between private facilities, and that PHI cost control measures will fail 
to prevent significant supplier-induced demand. Given the increasing 
focus of PHI firms on limiting costs, for instance by moving towards 
day-patient and side-room procedures,141 measures are being put in 
place to promote cost efficiencies. Vhi Healthcare, for example, has 
agreed fixed prices for a range of procedures, services and 
accommodation, and covers day-care radiotherapy treatments.142  

7.38 Private hospitals are currently constrained in what they can charge PHI 
firms. Although eventually 1,000 beds will be moved out of the public 
system into the private system, private hospitals will still be under 
competitive constraints, as they will have to compete against other 
existing private hospitals, as well as 11 new entrants. Indeed, given 
that private hospitals tend to specialise in elective, rather than non-
elective and A&E procedures, competition should become more intense 
among private hospitals in the provision of these services.  

7.39 While no generally accepted theory of supplier-induced demand has 
yet been formulated, the phenomenon is well recognised in healthcare. 
The special nature of decision-making in healthcare purchasing 
facilitates it; those who make the procurement/purchasing decisions 
are not those who pay.  Doctors are necessarily the primary decision-
makers on the nature and extent of treatment purchased or procured 
even though the patient, the public healthcare system or the health 
insurer must pay for the treatment. This necessary dichotomy between 
the purchasing decision-maker and the payer represents a significant 
special case in micro-economics. 

7.40 Some studies conclude that, where supplier induced demand arises, its 
effect is small, both in absolute terms and relative to other influences 
on the provision of medical services.143 Other studies suggest that it is 
a significant effect and would be measurably greater if it were not for 
the actions of PHI firms to counteract it.144 Given the controversy 

                                                
138 “Glut of private hospitals ‘will increase healthcare costs’” Irish Medical Times, June 24th, 2005. 
Available online at http://www.imt.ie/displayarticle.asp?AID=8433&NS=1&CAT=18&SID=1  
139 Vhi Healthcare Annual Report 2004, p.18 
140 Vhi Healthcare Annual Report 2005, p.15 
141 In its submission, Vhi Healthcare states at p.14 that more than 65% of all cases are treated on a 
day care basis 
142 Vhi Healthcare Annual Report 2004, p.11 
143 Bickerdyke et al. (2002), p.xiv  
144 Richardson J and Peacock S, “Reconsidering theories and evidence of supplier-induced demand”, 
Centre for Health Economics, Research Paper 2006 (13), Monash University, Business and Economics 



 
 
 

 
 
 

113   

surrounding supplier-induced demand, there should be no fundamental 
assumption in relation to whether or not new private hospitals would 
lead to large supplier-induced demand effects in Ireland. 

7.41 In a recent study of supplier-induced demand for medical services in 
Australia, researchers concluded that well-targeted cost containment 
measures could help to promote cost-effective outcomes in medical 
provision and restrict the effects, if any, of supplier-induced 
demand.145  

7.42 Cost-control strategies include annual budget and reimbursement 
limits, price freezes, predetermined length-of-stay agreements, and 
designation of procedures for day or side-room treatment.146 These 
measures can facilitate demand management by reducing the scope for 
demand inducement.147 PHI firms have a legitimate right to control 
their costs, but in a situation where PHI firms, most notably Vhi 
Healthcare, have buyer power, controlling costs related to private 
hospital procedures can have knock-on effects.148  

An Analytical Framework for Buyer Power 

7.43 An economic framework has been developed for the UK Office of Fair 
Trading for analysing the potential presence of buyer power.149 It may 
be useful to apply this framework to the Irish PHI market. The 
framework is set out as follows: 

 

Table 6: An Analytical Framework for Buyer Power 

Questions Relevant evidence Irish PHI market 

1. Is there significant 
buyer power?   

(By ‘significant power’ is 
meant the ability to 
have a material effect 
on prices set or 
negotiated, on  
quantities exchanged, 
or on the viability of 
traders  at one or more 
stages of the 
production/distribution 
cycle).    

Significant proportion 
of the product as a 
whole purchased by 
this firm.  

 

Significant 
arrangement of terms 
of purchase by this 
firm (e.g.: upfront 
fees for distributing a 
product, such as 
slotting allowances).   

Yes. Vhi Healthcare is the 
significantly, the biggest 
buyer of private healthcare 
services.  

 

                                                
145 Bickerdyke et al (2002), p.89 
146 OECD (2004) p.35 
147 Bickerdyke et al (2002), p.91 
148 In its 2004 Report, the OECD noted that “Vhi imposed cost containment practices that, in the view 
of hospitals, hampered productivity improvements” 
149 Dobson, Waterson and Chu (1998), p.31 
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Questions Relevant evidence Irish PHI market 

2. Is the buyer power 
against relatively 
powerless suppliers? If 
so, it is more likely that 
buyer power has policy 
implications. 

(In contrast, if buyer 
power is linked with 
significant seller power 
at the upstream stage 
then it is more likely 
that the existence or 
enhancement of buyer 
power is beneficial).  

 

Absence of evidence 
that suppliers dictate 
terms of sale.  

 

Low seller 
concentration in the 
upstream market.  

The power of suppliers 
varies significantly between 
private hospitals and 
consultants and within 
each of these groups.  In 
particular, the 
concentration of private 
hospitals outside of Dublin 
is low. 

3. Does the buyer 
attempt to constrain its 
suppliers’ other actions? 
If so, such an 
arrangement should be 
treated with suspicion.   

Evidence of exclusive 
supply requirements, 
specific custom 
designs or 
arrangements, 
idiosyncratic 
specification, etc.  

Vhi Healthcare engages in 
a range of common cost 
control measures, such as 
fixed price contracts. 
Private hospitals are not 
constrained to submit to 
exclusive supply or similar 
requirements, however. 

4. Are there significant 
productive efficiency 
gains associated with 
buyer power? If so, 
then there may be an 
efficiency justification 
for the presence of 
buyer power.  

Pecuniary or other 
economies of scale 
indicating ‘natural’ 
monopsony tendency 
(i.e. average costs 
lowered by buying 
being undertaken by a 
single party). 

Buyer power may keep 
premiums lower.   Vhi 
Healthcare states that its 
negotiating ability has kept 
down the cost of private 
medical care.   It asserts 
that the two other insurers 
gain from the prices that 
Vhi Healthcare negotiates. 

Vhi Healthcare´s buyer 
power may also limit the 
effect of supplier induced 
demand. 

7.44 Using this methodology, Vhi Healthcare may have some buyer power, 
with potentially negative competition effects in both the upstream 
(private hospital) and downstream (PHI) markets. However, the 
evidence for some criteria is inconclusive and Vhi Healthcare’s strong 
bargaining position may benefit consumers in price negotiations with 
private healthcare suppliers and by limiting any effect of supplier 
induced demand.   
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7.45 Fully competitive markets are characterised by free and independent 
negotiations between upstream and downstream firms.  Buyer power, 
most notably Vhi Healthcare buyer power, can inhibit competition by 
limiting the ability of existing private hospitals to earn long-run profits. 
While, this may have the effect of discouraging potential new entrants 
to the private hospital market and endangering the continuing viability 
of suppliers, there are a number of new entrants to the private hospital 
market in 2006 and expected in 2007 and 2008. It has been stated by 
another insurer and by one or two private hospitals that buyer power 
of Vhi Healthcare may have the effect of limiting variety and 
availability of private hospital care to PHI customers in the long run.  
Vhi Healthcare deny this.  However, they state that their past 
negotiations with private hospitals have succeeded in keeping down 
the cost of claims and insurance premium inflation. 

Impact of New Hospitals – Preferred Provider Networks 

7.46 In July 2005, the Minister for Health and Children announced plans to 
construct 11 new private hospitals on the campuses of public hospitals 
in order to release 1,000 beds in public hospitals for public patients.150 
The scheme will initially be piloted at two locations. The Minister for 
Health and Children stated that this move would promote greater 
competition in the supply of hospital services.151 When complete, this 
will have a significant effect on PHI firms by altering the cost base of 
in-patient beds. Indeed, the Minister’s announcement continues: 

 “The public-private mix has proven difficult to manage, and resource 
and cost sharing is not as clear as it should be. By separating out the 
management and financing of a substantial portion of private beds, it 
will bring greater clarity to issues such as these. 

 It is Government policy since 1999 that the full economic cost of 
private beds in public hospitals should be paid by insurance companies. 
This initiative, which incorporates the policy of full economic charging, 
will achieve an increase in public beds and new hospital facilities.” 

7.47 One respondent notes that new private hospitals “may result in 
insurers covering different hospitals to each other to a much larger 
extent than is currently the case”. Other submissions corroborate this 
statement. Indeed, one respondent states that an oversupply of 
private beds would promote Preferred Provider Networks (PPNs), as 
private hospitals would be more likely to approach PHI firms to 
conclude agreements to prevent beds from lying unused. PHI firms 
could therefore reduce their transaction and administrative costs by 
concluding direct settlement arrangements with a strictly limited 
number of facilities.  

7.48 Selective contracting mechanisms such as PPNs are, however, 
uncommon in most OECD Member States, for various reasons including 
regulatory requirements, reimbursement practices and the desire not 

                                                
150 “Tánaiste announces plans for 1,000 new public hospital beds over 5 years” 
http://www.dohc.ie/press/releases/2005/20050714a.html  
151 Greater competition could also potentially be promoted by making more use of cross-border trade 
in private hospital services. The health insurers currently cover 5 hospitals in Northern Ireland, while 
the NTPF pays for treatments in 2 medical facilities in Northern Ireland, and a further 3 facilities in 
England. 
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to restrict individual choice of provider. Consumers expect that PHI 
firms will provide widespread coverage. This may mean that PHI 
providers face limited incentives to provide limited coverage options, 
as consumers may perceive PPNs to be inferior products, compared to 
general-coverage plans. However, the emergence of Preferred Provider 
Networks will facilitate competition and consumer welfare by 
encouraging private hospitals to compete vigorously with each other, 
by promoting innovation in the delivery of medical services, and by 
allowing consumers a greater degree of choice in the PHI packages 
they wish to subscribe to, consistent with community rating. However, 
in order for PPNs to contribute to consumer welfare,  

• More private hospitals need to be constructed, and 

• More PHI firms need to enter the market. 

7.49 While the first requirement is currently being addressed, the second 
requirement is not so easily facilitated. New firms would be more likely 
to enter the market once barriers to entry and barriers to rivalry are 
reduced. For this reason, the emergence of PPNs may be more likely to 
emerge in the medium-term rather than the short-term. However, 
once this dynamic process occurs, PHI firms and their customers will 
benefit from competition to provide services between private hospitals. 

7.50 Preferred Provider Networks may be a more efficient way of obtaining 
medical consultants’ services and avoiding balance billing152 by non-
participating consultants. Such networks could lower entry costs into 
the PHI market and promote competition among consultants and 
private health insurers and lead to a reduction in PHI costs and 
premiums, and the provision of more insurance plans.153 

Conclusion  

7.51 The evidence indicates that Vhi Healthcare has buyer power.  In 
particular, Vhi Heathcare is by far the largest purchaser of private 
hospital and consultant services in Ireland.  The main issues to be 
considered are then; 

• What implications does Vhi Healthcare’s buyer power have for 
competition in the health insurance market? 

• Does the buyer power of Vhi Healthcare benefit or harm 
consumers? 

7.52 If Vhi Healthcare’s buyer power results in the prevention of new 
hospital construction and investment in private medical facilities, then 
this may be harming consumers if any benefits in lowering premiums 
were likely to be counterbalanced by the effects of restricted supply of 
hospital beds and restricted choice of medical facilities.  However, the 
extent to which Vhi Healthcare’s buyer power is restricting competition 
between private hospitals is unclear.  New entry is occurring (a number 

                                                
152 Balance billing occurs when a consultant charges a patient a fee greater than that agreed between 
the consultant and the patient’s private health insurer under the Schedule of Benefits 
153 This argument is more fully developed in the Competition Authority’s January 2006 Consultation on 
Guidance in respect of Collective Negotiations relating to the Setting of Medical Fees, available online 
at http://www.tca.ie/professions/medical_fees_consultation.pdf  
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of new hospitals have opened in 2006 and are due to open in 2007).    
Vhi Healthcare state that, to date, it has approved all new 
appropriately equipped hospital facilities for reimbursement payments 
at least by their opening date.   

7.53 Vhi Healthcare claim that their negotiating ability with private hospitals 
and consultants results in lower prices for the entire private hospital 
care market.   The submissions from some private hospitals appear to 
support this claim in that it appears that the negotiation and price 
determination actions by Vhi Healthcare have resulted in private 
hospital charges that are lower than desired by the private hospitals.   
It is accepted by all parties that the two other insurers agree to pay 
the same prices that Vhi Healthcare has negotiated with both the 
private hospitals and the consultants. 

7.54 Buyer power has the potential to adversely affect consumers if it 
discourages investment in private medical facilities.  However, any 
active measure that might be taken to reduce Vhi Healthcare’s buyer 
power could easily lead to higher profitability for medical providers 
without necessarily leading to proportionate benefits from increased 
investment in private health services.  
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8. CONCENTRATION AND MARKET POWER IN THE PHI 
MARKET 

Summary 

8.1 The PHI market is highly concentrated. Vhi Healthcare currently has a 
market share of 75%, having fallen from 100% over the last ten years.  
In this ten year period, two firms have entered the market - BUPA 
Ireland commenced operations in 1997, and VIVAS Health entered in 
late 2004, becoming the third insurer in the market.  Recently BUPA 
Ireland announced that it is commencing its withdrawal from the 
market.  AXA has indicated that it is interested in purchasing the BUPA 
Ireland business.    

8.2 Market power is the ability to profitably maintain prices above 
competitive levels. A firm with a very high market share is often 
assumed to have market power. However, whether or not a firm has 
market power depends on the constraints that it faces should it 
attempt to raise its prices on a sustained basis above the competitive 
level to earn supra normal profits.  

• If entry into the market is easy then it is unlikely that prices can be 
raised in such a manner. However, if barriers to entry are high, 
then an incumbent firm may be able to raise prices without 
attracting entry sufficient to make such an increase unprofitable.  

• If other firms in the market impose strong competitive constraints 
then it is also unlikely that a firm could raise prices above the 
competitive level on a sustained basis. However, if competitive 
constraints from other firms in the market are low, then an 
incumbent firm may be able to raise prices without resulting in 
consumers switching to other firms in the market to such a degree 
that would make a price increase unprofitable.   

8.3 This chapter discusses the concept of market power, its effects and the 
link between market power and dominance. This is followed by an 
analysis of concentration and market shares in the private health 
insurance market. The chapter then examines whether Vhi Healthcare 
faces sufficient competitive constraints in the market to prevent it from 
exercising market power.  

What is Market Power?  

8.4 Market power is an important concept in an analysis of competition in a 
market and arises when a firm does not face effective competitive 
pressure. A firm with market power will be able to increase their profits 
by pursuing either of the following strategies: 

• Raise their prices above competitive levels for a significant period 
of time or  
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• Reduce the quality of their products below competitive levels (by 
reducing service or innovation) for a significant period of time 
thereby lowering costs so that even in the absence of a price 
increase, greater profits are earned per unit sold.  

8.5 Market power is not absolute – it is a matter of degree. The degree of 
market power will depend on the circumstances of each case. It is 
common for a firm to hold some degree of market power. Our concern 
is whether a firm holds substantial market power.  

8.6 A firm will have substantial market power if it does not face 
effective/strong competitive pressure/constraints. A competitive 
pressure/constraint is something that prevents a firm from profitably 
sustaining prices above competitive levels. To assess whether a firm 
has substantial market power, it is necessary to consider whether a 
firm faces competitive constraints.  

8.7 A firm can face the following competitive constraints:  

• Existing competitors and switching behaviour of customers - 
If a firm faces competitors which customers could easily switch to if 
the firm attempted to raise their prices above competitive levels, 
and if customers are sensitive to changes in prices, it is less likely 
to be profitable for the firm to increase their prices. These 
circumstances will weaken the potential market power of a firm. 
Conversely, it is more likely to be profitable for a firm to increase 
their prices if they do not face these competitive constraints and 
therefore their market power is strengthened. 

• Likelihood of New Entrants - If it is easy for new companies to 
enter the market (i.e. entry barriers are low), it is less likely to be 
profitable for the firm to sustain prices above competitive levels as 
doing so would attract new entry which would then drive the price 
down – if not immediately, then in the long term. Low barriers to 
entry will weaken the potential market power of a firm. However, if 
it is very difficult for a company to enter the market (i.e. entry 
barriers are high), it is more likely to be profitable for the firm to 
sustain prices above competitive levels as doing so would not 
attract new entry. High barriers to entry will strengthen the 
potential market power of a firm. 

• Countervailing Buyer Power – If a firm sells its products to 
buyers who have a strong negotiating position due to their size or 
strategic importance to the firm, it is less likely to be profitable for 
the firm to increase its prices. These circumstances will weaken the 
potential market power of a firm. If a firm sells its products to 
buyers none of whom have any negotiating position, it is more 
likely to be profitable for the firm to increase its prices. These 
circumstances will strengthen the potential market power of a firm. 

8.8 An assessment of the competitive constraints which exist in a 
particular market involves looking at the following issues:  

• Existing competitors and switching behaviour of customers: 
When assessing whether market power exists, we look at the 
market shares of all firms in the market, how market shares have 
changed over time and switching behaviour of customers. This 
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gives us some indication of the competitive constraint from existing 
competitors, whether they have been able to expand operations to 
meet demand, and whether customers are willing and able to 
switch in response to a price increase. In general, a firm is more 
likely to have substantial market power if  

• It has enjoyed a high and stable market share (precise market 
share thresholds for defining market power do not exist);154 

• Customers do not have alternatives or are not sensitive to price 
increases; 

• There are barriers to expansion which prevent existing 
competitors from meeting an increase in demand.   

 Likelihood of New Entrants: It is not enough to show that a firm has 
a high market share. When assessing whether market power exists, we 
must look at how easy or difficult it is for a new firm to enter the 
market. Are there major obstacles which a new entrant would have to 
overcome? Does a new entrant face costs which incumbents do not? 
The main objective of entry analysis is to determine whether the threat 
of new entry is strong enough to prevent or deter the exercise of 
market power by a firm in a reasonable period of time. Without high 
barriers to entry substantial market power will seldom, if ever, be 
found. 

o Where barriers to entry are low, a firm with a high market share 
is unlikely to exercise substantial market power, because the 
potential for entry will act as a competitive constraint on the 
firm;  

o Where barriers to entry are high, the converse applies, a firm 
with a high market share is able to exercise substantial market 
power, because the potential for new entry will not act as a 
competitive constraint on the firm.   

 Countervailing Buyer Power: It is also necessary to determine 
whether a firm sells to a large buyer(s) who may have a strong 
negotiating position with the firm should it attempt to raise prices 
above competitive levels.  

8.9 Evidence about the behaviour and financial performance of firms 
is also relevant in a market power analysis. Where there is direct 
evidence that, over the long term, prices substantially exceed relevant 
costs or profits substantially exceed competitive levels, this may point 
to market power.  

8.10 Economic regulation is a further relevant factor when assessing 
market power in industry sectors where, for example, prices and/or 
service levels are subject to controls by the government or an industry 
sector regulator. Economic regulation can limit the extent to which a 
firm can exploit their market power. 

                                                
154 There are also no market share thresholds for defining dominance under Article 82 of the EU 
Treaty or Section 5 of the Competition Act 2002. Under Irish law, it is for the courts, not the 
Competition Authority, to determine whether a firm is dominant. 
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Effects of Market Power on Rivalry and Entry 

8.11 Firms with market power have the potential to harm consumers and 
the competitive process by 

• Raising prices above the level which would exist in a competitive 
market, 

• Reducing quality below the level which would exist in a competitive 
market, 

• Weakening existing competition,  

• Raising barriers to entry or  

• Slowing innovation.  

What is Dominance?  

8.12 Dominance is a legal concept rather than an economic concept. The 
nearest concept in economics is that of substantial market power. 
Dominance (a legal concept) is the possession of substantial market 
power (an economic concept). A firm will not be considered dominant 
unless it has substantial market power. The European Court of Justice 
has defined a dominant market position as:  

“a position of economic strength enjoyed by an undertaking which 
enables it to prevent effective competition being maintained on the 
relevant market by affording it the power to behave to an 
appreciable extent independently of its competitors, customers and 
ultimately of consumers.”155 

Recent Developments in the Health Insurance Market 

8.13 In December, 2005 the Minister decided to commence risk equalisation 
payments from 1 January, 2006.  Under the provisions of the Scheme, 
this would result in half-payments becoming due for 2006 and full 
payments becoming due for all later periods (except with respect to 
new entrants).   

8.14 BUPA Ireland instigated three sets of proceedings against the Minister, 
the State, the Health Insurance Authority and the European 
Commission.  In one of these sets of proceedings (a case against the 
State pertaining to the legality of the risk equalisation scheme), the 
High Court found against BUPA Ireland in November, 2006.  Following 
this judgement, BUPA Ireland announced that it is commencing its 
withdrawal from the Irish market.  BUPA Ireland ceased to sell new 
policies and announced that it will not renew contracts from February, 
2007.  In a statement issued on 10 January, 2007 BUPA stated that “it 

                                                
155 Case 27/76 United Brands v Commission [1978] ECR 207. This definition has been used in other 
cases. 
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wishes to retain the flexibility to re-enter the Irish market should the 
situation change.” 

8.15 In January, 2007, it was announced that AXA are in discussions with 
the Government concerning their possible entry into the Irish market.  
AXA approached BUPA Ireland in order to discuss the purchase of the 
BUPA business but BUPA declined to enter into talks with AXA.  The 
Minister also stated that another company had contacted her and said 
that they would be interested in purchasing the BUPA Ireland business. 

8.16 The commencement of full risk equalisation payments, the withdrawal 
of BUPA Ireland from the market, the entry of AXA or another new 
entrant into the market or the purchase by AXA or another body of the 
BUPA Ireland business could each significantly effect market dynamics 
and there is a significant amount of uncertainty in relation to these 
issues.  In this chapter we will first consider the extent to which Vhi 
Healthcare may have had market power prior to the announcement by 
BUPA Ireland that it is commencing its withdrawal from the market and 
prior to the commencement of full risk equalisation payments.  We will 
then consider how recent developments may affect this situation. 

Market Concentration  

8.17 Vhi Healthcare had 100% of the private health insurance market up 
until 1997 when it was the sole provider of health insurance. Since the 
market was opened to competition, two companies have entered, the 
total market has grown and Vhi’s share of the market has fallen, and 
continues to fall.  

8.18 Market shares in the PHI market can be calculated in a number of 
ways: 

• Total membership numbers: Relative market shares based on 
total membership numbers are changing over time. Vhi 
Healthcare’s market share is falling but it still has a very high share 
of the total market (75%). BUPA Ireland has been in the market for 
ten years and has gradually grown its market share to 22% over 
this time. VIVAS Health has approximately 3% of the market. 
Although Vhi’s market share is high, it is not stable. It is falling 
every year while BUPA and VIVAS’ market shares are growing.  
Recently BUPA Ireland announced that it is commencing its 
withdrawal from the market.  AXA has indicated that it is interested 
in purchasing the BUPA Ireland business. 

• New sales: Vhi Healthcare attracts more new members than either 
BUPA Ireland or VIVAS Health. The difference in market shares 
based on new sales is much less pronounced than in total market 
shares. New sales of PHI in the twelve months to June 2005 
amounted to approximately 191,000 members156. All three insurers 
are successfully attracting new members with Vhi Healthcare 
gaining about 115,000 (60%), BUPA Ireland about 70,000 (37%) 
and VIVAS Health about 6,000 (3%)157.  Since 1997 when BUPA 
entered the market, the overall market has grown by 654,000 

                                                
156 New sales data are not available for 2006. 
157 VIVAS Health  was only trading for eight months during this period. 
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members split as follows: Vhi’s membership has increased by 
137,000 members, BUPA’s has increased by 459,000 members  
and VIVAS’ increased by 58,000 members.    

• Membership numbers in different age groups: Vhi Healthcare 
has almost 100% market share in older, unprofitable age groups. 
Its market share falls in younger, profitable age groups. Of those 
PHI holders aged between 30-39, Vhi has 69%, BUPA’s has 30% 
and VIVAS had 2% on 1st April 2006, which was the latest date at 
which such data is available.  

8.19 Vhi Healthcare has a very high market share on the basis of total 
membership numbers, new sales and membership in different age 
groups.  Although Vhi Healthcare has a high market share, this does 
not in itself confirm that it has market power. As stated earlier market 
power is not absolute – it is a matter of degree. When assessing 
market power, it is also necessary to consider other factors. 

Competition from Existing Competitors  

8.20 The most obvious source of competitive constraint on the ability of Vhi 
Healthcare to profitably raise its prices for PHI above competitive levels 
or reduce the quality of its plans for a significant period of time is the 
presence of other firms in the market with the necessary expertise and 
industry knowledge, i.e. BUPA Ireland and VIVAS Health.  

8.21 This section focuses on the degree to which competition from BUPA 
Ireland (while they were active in the market) and VIVAS Health limits 
Vhi Healthcare’s ability to exercise market power and whether on the 
basis of the evidence we have, Vhi Healthcare acts independently of its 
competitors. The following two subsections on price competition and 
product/service competition seek to address the question of whether 
Vhi can profitably maintain prices above competitive levels or reduce 
quality below competitive levels for a significant period of time. 

Can Vhi profitably maintain prices above competitive levels for a 
significant period of time?   

8.22 The price charged for a private health insurance plan is the same for 
everyone regardless of their age, health status etc (i.e. community 
rating). Most plans have a mix of members from different age groups. 
Each plan has a different ratio of premiums to claims costs. When 
increasing prices for each of its plans, Vhi Healthcare must be 
conscious of the impact it will have on its risk profile and profitability.  

8.23 If Vhi attempts to sustain prices above competitive levels, customers 
can switch their health insurance to another insurer. The customers 
who are most likely to switch in response to a price increase are 
younger, healthier people, according to consumer research. These are 
the most profitable consumers. A premium increase would generate 
greater revenues if all customers stayed with Vhi. However the 
consumer research shows that younger people tend to be more price 
sensitive and are more likely to switch and younger people are more 
profitable in a community rated health insurance market on average.   
The actual extent to which young people switch away from Vhi to one 
of their competitors in response to price increases will determine the 
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largest price increase that is profitable. The greater the degree of 
switching by this group, the less profitable any price rise will be.  

8.24 There are currently significant price differentials between Vhi’ 
Healthcare’s plans and comparable plans offered by BUPA Ireland and 
VIVAS Health. Vhi Healthcare’s prices tend to be between 10%-25% 
more expensive for the most popular plans which have similar levels of 
cover (the price differential varies as the insurers apply annual 
premium increases at different times during the year). The reasons 
why Vhi Healthcare is able to charge higher prices than its competitors 
and still retain current members and attract new sales is likely to be 
linked to its well established reputation, strong brand image and 
government ownership.  

8.25 In a non-RE environment, Vhi Healthcare has some degree of market 
power as it is able to maintain a price differential for comparable plans. 
However, any further price differential is limited by Vhi Healthcare’s 
price sensitive members. Vhi Healthcare cannot act independently of 
its competitors when setting its prices. It must take into consideration 
the actions of its price sensitive consumers (the ‘swing group’) who are 
most likely to switch insurers in response to price changes. The loss of 
these customers leads to a worsening of Vhi Healthcare’s risk profile. 
The profile of the customers who switch in response to a price increase 
will have a significant impact in determining whether or not a price 
increase is profitable. These price sensitive consumers tend to be 
either: 

• Young people who are likely to have very low, if any, claims 
compared to older people, thereby making them very profitable 
subscribers;158 or 

• Employer-paid group schemes which also tend to be profitable as 
the average age in such schemes is usually lower than the insured 
population as a whole.  

8.26 If Vhi Healthcare attempts to sustain prices above competitive levels it 
will lose price sensitive customers; this leads to a worsening of Vhi 
Healthcare’s risk profile and hence its profitability. 

Can Vhi profitably reduce quality for a significant period of time?  

8.27 Since BUPA Ireland and later VIVAS entered the market, Vhi 
Healthcare has made many improvements to the quality and range of 
products on offer to its consumers. These improvements have been 
augmented in the last two years, when the level of innovation in the 
market has been particularly noticeable, which is likely to be as a 
result of greater competitive pressures in a market which now has 
three players.  

8.28 Some of Vhi Healthcare’s product developments in recent years are 
listed below.  

                                                
158 In its consumer research the Authority have found that 65% of switchers were aged between 25 
and 34, and 74% of switches are aged between 18 and 44. Only 1% were over 65 years of age. It 
was also found that 7% of policyholders would discontinue cover if annual premiums rose by 10% and 
if the increase was 20% then 20%of consumers would discontinue cover – however the percentage is 
higher for 18-24 and 25-34 (25%) year olds.   
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• Introduction of a range of new products in 2004 called Lifestage 
Choices which combine hospital cover and increased benefits for 
primary care cover and are designed specifically for the varying 
healthcare needs of people at different life stages,  

• Introduction of a primary healthcare package called HealthSteps 
which can be purchased on a standalone basis or as an add-on to 
traditional hospital plans,  

• Launch of an annual travel insurance product in February 2004,  

• First provider in Ireland of dental insurance as of May 2004 which is 
provided on Vhi Healthcare’s behalf by DeCare,  

8.29 On the basis of these factors, it is clear that Vhi Healthcare has 
responded to new entrant competition by offering improved products 
to its existing consumers and investing more in attracting new 
consumers. Vhi Healthcare does not appear to be acting independently 
of its competitors in terms of product and service competition. Product 
quality has noticeably improved since the market was opened to 
competition thereby indicating that BUPA Ireland and VIVAS Health do 
exert competitive pressures on Vhi Healthcare. Vhi Healthcare could 
not profitably decrease quality for a sustained period of time. 

Consumer Buyer Power 

8.30 This section examines whether sufficient buyer power from Vhi 
Healthcare’s customers exists to limit Vhi Healthcare’s ability to 
exercise market power. Buyers of PHI are made of up of two main 
groups – individuals/families, and corporate buyers who pay for health 
insurance on behalf of their employees or members. 

8.31 Individual consumers of PHI acting alone are not in a position to exert  
bargaining or buyer power vis-à-vis Vhi Healthcare.  However, the 
actions of individuals in response to price increases, for example would 
be expected to be correlated and may therefore act as a competitive 
constraint on Vhi Healthcare. 

8.32 Large employer-paid group schemes159, may be expected to have 
buyer power as these are an important source of revenue for Vhi 
Healthcare. These schemes are highly profitable given the profile of 
their members who tend to be young and healthy.160 If a large 
employer-paid group scheme with a few hundred members was 
dissatisfied with the service quality and/or price of Vhi Healthcare 
products they could invite other PHI providers to tender for the 
provision of their health insurance requirements. 

8.33 However the level of bargaining power of employer-paid group 
schemes could be limited for the following reasons: 

• Internal difficulties which could arise within the company itself if 
management within the company is considering switching its group 

                                                
159 Groups schemes where the employer pays PHI premiums in full or in part for their staff as a 
benefit-in-kind.  
160 Source: Vhi Healthcare submission.  
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scheme. Employees may be under the impression that they will be 
getting a lower level of benefit from the proposed new group 
scheme provider if their group scheme switches from an expensive 
Vhi Healthcare plan to a cheaper plan from another provider. Or it 
may be the case that employees are happy with their current 
insurer and level of cover and do not wish to change providers. 
Thus individual members within a group scheme could limit the 
potential for countervailing buyer power by resisting any change to 
their health insurance employee benefit being provided by Vhi 
Healthcare.  

• In some cases, employee’s contracts state that they are entitled to 
a specific Vhi Healthcare plan as part of the terms and conditions of 
employment. This creates obvious difficulties for companies who 
may wish to change the provider of their health insurance group 
scheme as it would require changing the conditions of the 
employees’ contracts.  

• Another factor which limits the potential for buyer power by large 
employer-paid group schemes is the fact that, apart from the 10% 
group scheme discount, members of group schemes are entitled to 
the same policies at the same price as individual consumers 
because of community rating. Insurers cannot tailor a PHI policy for 
a specific group scheme.  

Threat of Competition from Potential New Entrants  

8.34 An analysis of barriers to entry which exist in a market is an important 
issue when looking at market power. The main objective of entry 
analysis is to determine whether new entry is likely to prevent or deter 
the exercise of market power in a reasonable period of time.  

8.35 The level of market power a firm with a very high market share has 
depends upon the level of barriers to entry and expansion that apply to 
the market.   

• Where barriers are low, market share is unlikely to translate into 
market power, because the firm will be constrained by the potential 
for entry;  

• Where barriers are high, the converse applies, with a diminished 
entry constraint allowing the exercise of market power.  

Without barriers to entry substantial market power will seldom, if ever, 
be found. 

8.36 A significant barrier to entry into the PHI market is uncertainty 
regarding the future regulatory direction of the market, in particular 
risk equalisation. This uncertainty makes it more difficult for a potential 
new entrant to fully assess the market and determine whether entry 
would be profitable. However, it must be noted that BUPA Ireland and 
VIVAS  Health entered the market.  The level of uncertainty reduced 
following the Minister’s decision to commence risk equalisation 
payments and has reduced further following the conclusion of the 
recent High Court case. 
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8.37 Other barriers to entry exist. The factors that discouraged entry were 
indicated in interviews with insurance companies who considered 
entering the market but didn’t do so.  These factors are identified in 
the Barriers to Entry chapter.   

8.38 Many of the barriers to entry in the PHI market arise from Vhi 
Healthcare’s first mover advantage - derogation from the Non-Life 
Insurance Directives, state ownership, and strong brand loyalty. These 
are structural barriers to entry. Vhi Healthcare have also erected some 
strategic barriers to entry – tying travel insurance.  

8.39 While some of the barriers to entry can be addressed, such as 
removing the uncertainty regarding future regulation of the industry or 
facilitating switching, it is not possible to address other factors such as 
the high level of market penetration.  

8.40 Regulatory barriers to entry can be addressed through legislative 
changes. However, this will take a number of years. When there is 
certainty regarding RE and the effect it has on current market players, 
this may result in a lessening of entry barriers, however it is not 
possible to predict with accuracy how the market will look in the short 
to medium term. Even after risk equalisation payments are 
commenced, insurers with lower risk profiles will continue to have a 
regulatory advantage over Vhi Healthcare. 

8.41 In conclusion, barriers to entry exist in the Irish market and work 
should be undertaken to address these, as recommended in this 
report.  However the market may still attract entry, as evidenced by 
the entry of VIVAS Health and recent developments in relation to AXA.   

Expansion by Competitors   

8.42 It is possible that a competitive constraint could be imposed on Vhi 
Healthcare through expansion by competitors. New entry is not simply 
about introducing a new product to the market. To be an effective 
competitive constraint, a new entrant must be able to attain a large 
enough scale to have a competitive impact on firms already in the 
market. This may entail entry on a small scale, followed by growth. 
Barriers to entry are closely related to barriers to expansion and can be 
analysed in a similar way. Many of the factors discussed above that 
may make entry harder might also make it harder for firms that have 
recently entered the market to expand their market shares and hence, 
their competitive impact. 

8.43 Evidence that firms with low market shares have grown rapidly to 
attain relatively large market shares might suggest that barriers to 
expansion are low, particularly when such growth is observed for 
recent entrants. If there are low barriers to market growth and 
expansion, we would generally expect to find more active competition.  

8.44 This section examines whether obstacles exist for Vhi Healthcare’s 
competitors when attempting to grow their business in the PHI market.  

8.45 In the PHI market, a new entrant can sell its PHI products over the 
phone and via the internet. Claims can be processed in the same way. 
Once a PHI company has established itself and complied with the 
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relevant regulatory requirements, expansion does not require the 
opening of new branches around the country. Provided that databases, 
claims processing and premium renewal systems and call centres are 
not constrained in terms of the number of transactions they can deal 
with, expansion in membership numbers does not appear to require 
any major additional resources. No significant capital expenditure is 
required.  

8.46 In its ten years in the market, BUPA Ireland has grown its membership 
base to 459,000 members, or 22% of the market. Over the same time 
period, Vhi Healthcare has grown its membership by about 137,000. In 
the last five years, BUPA Ireland’s membership has increased by an 
average of about 51,700 members p.a. Over a five year period 
(between September 2001 to September 2006), BUPA Ireland doubled 
its membership base from around 223,000 to 459,000 members. BUPA 
Ireland’s success in building its market share would indicate that there 
were no major barriers to expansion in the market at this time. Indeed 
BUPA Ireland itself acknowledged that it had a “rapidly growing 
business.”161  

8.47 In the case of VIVAS Health, within one year of entry, it had attracted 
20,000 members, and a further 38,000 in its second year. Again this 
seems to indicate that there are no significant barriers to expansion in 
this market. In the health insurance market, we would not expect a 
new entrant to see rapid growth in its market share immediately. This 
is because branding and trust are very important in this market so a 
new entrant will need time to build up its reputation. 

8.48 There are, however, two factors, which as well as making entry more 
difficult could also make it harder for firms in the market to expand 
their market shares and hence, their competitive impact.  

• Firstly, levels of switching in the market are low partly due to 
inertia, high search costs and certain strategic behaviour by Vhi 
Healthcare such as tying its health and travel insurance products.  

• Secondly, a number of submissions highlighted the difficulty of 
establishing work-based group schemes which involve a salary 
deduction facility for employees because of difficulties in 
convincing work-based group schemes to offer their employees 
who pay their PHI premiums via salary deduction a choice of PHI 
provider. New entrants may find it more difficult to access this 
distribution mechanism and may limit their growth.   

8.49 Although these factors exist, on the whole, it appears that barriers to 
expansion are low in the PHI market. If a company overcomes the 
barriers to entry which exist as BUPA Ireland and VIVAS Health did, 
the remaining factors which affect their ability to grow are not very 
significant. BUPA Ireland achieved a 22% market share (over 450,000 
members) in nine years and saw itself as having a “rapidly growing 
business”. VIVAS Health has gained 57,700 new members in two years 
in the market.  

 

                                                
161 Source: BUPA Affidavit.  
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Conclusion on Barriers to Entry and Barriers to Expansion  

8.50 Some barriers to entry and expansion exist. There is some uncertainty 
about the future regulatory direction of the industry, although this is in 
the course of being clarified.  The implementation of RE payments 
under the RE scheme, the High Court rejection of the legal challenge 
by BUPA Ireland to the RE scheme162and BUPA Ireland’s departure 
from the market represents a substantial change in the competitive 
landscape. The competitive landscape may also be altered as a result 
of market entry by other insurer(s). 

The Financial Performance of Vhi Healthcare  

8.51 Evidence about the behaviour and financial performance of firms is also 
relevant in an analysis of market power. Where there is direct evidence 
that, over the long term, prices substantially exceed relevant costs or 
profits substantially exceed competitive levels, this may point to 
market power. However, low prices or profits are not necessarily an 
indicator of the absence of market power. If a company does not face 
effective competitive constraints it may be able to operate inefficiently 
by not minimising costs. In this scenario, market power will not equate 
to excessive profits or prices, but rather higher costs and wasted 
resources.    

8.52 Currently Vhi Healthcare’s financial position is weak. In 2006, Vhi 
Healthcare’s claims amounted to 97% of its earned premium. Claims 
incurred were €890.6 million while premiums amounted to €919.6 
million, €29 million higher than claims. Vhi Healthcare’s claims are 
increasing at a faster rate than premium increases such that its 
claims/premium ratio has been deteriorating in recent years, rising 
from 89% in 2002 to 97% in 2006. In 2006 Vhi Healthcare made a loss 
of €32.3 million (after tax), down from €3.2 million in the previous 
year.  

                                                
162 High Court, McKechnie, J, 23 November 2006. 
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Table 7 Vhi Healthcare Financial Results 2002-2006(year end 
February) 

 

 

 

*The Vhi Board strives to achieve a solvency margin level equivalent to 40% of written 
premium, which is considered by commercial insurance companies to be the appropriate 
level. 

8.53 Vhi Healthcare’s claims currently account for 97% of its premiums. 
Claims are increasing at a faster rate than premiums. There are a 
number of factors pushing up claims many of which are outside Vhi 
Healthcare’s control, e.g. medical inflation, increases in the cost of 
public beds in private hospitals.  

8.54 The financial motivations of Vhi Healthcare are different to other firms 
in the market. The Voluntary Health Insurance (Amendment) Act 1996 
sets a statutory limit on what the Board of Vhi Healthcare can charge 
for health insurance subscriptions relative to the cost of claims. Section 
2(5) of the Amendment Act 1996 states  

  “The Board shall so fix the amounts of subscriptions, premiums or 
other charges payable by or in respect of beneficiaries under 

 2002 2003 2004 

As 
restated 

2005 2006 

 €'000s €'000s €'000s €'000s €'000s 

Earned premiums 
      

596,594  
  

687,583  
  

802,992  
  

868,679    919,564  

Investment return 
       

15,864  
    

24,684  
    

13,980  
    

16,559      18,649  

   Less      

Claims incurred 
      

520,502  
  

595,169  
  

663,324  
  

752,449    890,562  

Operating expenses 
       

57,782  
    

58,095  
    

66,322  
    

75,569      78,520  
Unexpired Risk Reserves 
(URR) 

       
15,279  

    
19,871  

    
15,641  

    
53,424       1,317  

Taxation charge 
         

4,189       5,308       9,379  
        

510          144  
(Deficit)/Surplus for the 
year 

       
14,706  

    
33,824  

    
62,306  

     
3,286  (32,330)  

      
(Deficit) or Surplus/Income 
Ratio 2.5% 4.9% 7.8% 0.4% (3.5%) 

Reserves 
      

181,907  
  

215,732  
  

255,026  
  

255,819    220,220  

Minimum solvency 
      

107,240  
  

120,860  
  

135,053  
  

152,677    175,939  
      
Financial Ratios      
Solvency margin level* 28.0% 29.3% 30.5% 28.7% 23.2% 
      

Claims (including URR) as 
a % of earned premium 89.8% 89.4% 84.6% 92.8% 97.0% 
      

Operating expenses as a % 
of earned premium 9.7% 8.4% 8.3% 8.7% 8.5% 
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schemes under this section that taking one year with another the 
revenue of the Board therefrom together with its other revenues (if 
any) shall be sufficient, but only sufficient (as nearly as may be), 
after the Board has made such allowance as it thinks proper for 
reserves, depreciation and other like purposes, to meet the charges 
properly chargeable to revenue.”   

8.55 Therefore, Vhi Healthcare cannot apply for a price increase that 
breaches the clauses, “…taking one year with another…” and “…., but 
only sufficient (as nearly may be) after the Board has made such 
allowances…”.  

8.56 Given the statutory pricing constraint of subsection 2(5) of the 1996 
Act as well as the Minister’s price control powers over Vhi Healthcare, 
the question arises as to whether it is possible for Vhi Healthcare to 
have market power in the health insurance market.  

The Effect of Recent Developments 

8.57 The commencement of risk equalisation payments will result in the 
transfer of payments to Vhi Healthcare from its competitors.  This will 
result in a narrowing of the price differential between Vhi Healthcare 
and its competitors and result in a reduction in the competitive 
pressure on Vhi Healthcare.  It would also be expected to result in a 
slowdown of the rate of expansion of Vhi Healthcare’s competitors.  
However, as noted earlier, risk equalisation payments merely reduce 
an advantage held by insurers with lower risk profiles.  For the reasons 
outlined earlier, insurers with lower risk profiles will continue to retain 
some measure of advantage over Vhi Healthcare.  Therefore, while the 
competitive pressure on Vhi Healthcare would be significantly reduced, 
Vhi Healthcare’s competitors will remain in a position to compete with 
it and the market should still attract interest  from potential new 
entrants.   

8.58 If BUPA Ireland were to complete its withdrawal from the market and if 
no other company were to purchase BUPA Ireland’s business, the 
competitive position and the market share held by Vhi Healthcare 
would be strengthened.  In these circumstances, it would be expected 
that Vhi Healthcare would regain a significantly higher market share 
than it currently has and that it would retain a very high market share 
into, at least, the medium term.  However, if a new entrant were to 
purchase the BUPA Ireland business, the withdrawal of BUPA Ireland 
would not be expected to have a significant effect on competition in the 
market.  Also, the effect of the withdrawal of BUPA Ireland from the 
market would be mitigated if other insurers were to enter the market. 

Conclusion 

8.59 The following factors point towards the fact that Vhi Healthcare has 
some degree of market power:  

• Vhi Healthcare has a very high share (75%) of the PHI market ten 
years after its first competitor entered the market.  

• There are some barriers to entry into the PHI market;  
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• There is limited buyer power from Vhi Healthcare’s customers. 

8.60 Prior to BUPA Ireland commencing its withdrawal from the market, 
competition in the market from BUPA Ireland and VIVAS Health 
imposed a strong competitive constraint on Vhi Healthcare. It cannot 
profitably sustain prices above competitive levels as consumers 
(individuals and employer-paid group schemes) can switch to 
alternative providers in response to price changes. As these consumers 
tend to be young this can make price rises unprofitable. Vhi 
Healthcare’s 3% price increase in 2004/05 and 12.5% price increase in 
2005/06 did not result in profitability as the company’s financial 
performance in the year ended February 2006 showed, when it made a 
loss.163 Vhi Healthcare cannot act independently of its customers or 
competitors, and is also constrained by law in how much it can 
increase its prices.  

8.61 Therefore we can conclude on the basis of the information available at 
this time that while Vhi Healthcare has some degree of market power it 
is not substantial in a non-RE environment.   

8.62 However, both the commencement of full risk equalisation payments 
and the withdrawal of BUPA Ireland from the market will weaken the 
competitive constraints on Vhi Healthcare, although this effect would 
be offset by any further new entry into the market. 

                                                
163 There is a time lag for the full effect of a price increase due to the timing of premium renewals. For 
example, if someone’s renewal comes up in August, a price increase which is effective from 
September will not come into effect for that person until 11 months later, and the ‘increased’ full year 
premium will not be paid until the following August (if payments are made on a monthly basis).   
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9.  STRUCTURE OF THE HEALTH INSURANCE MARKET  

Summary 

9.1 The recommendations in the Report are intended to increase 
competition in the PHI marketplace.  Nevertheless, consumer choice 
will remain relatively limited in the absence of new market entrants.  
In view of these market circumstances, the question arises as to 
whether the radical step of splitting Vhi Healthcare into two or more 
entities should be considered.  This would increase competition and 
consumer choice (it would not, of itself, affect the scale of risk 
equalisation transfers).  While the precise dynamic benefits that would 
flow from the resulting increased competition are difficult to predict, 
they are likely to be significant and wide ranging, affecting areas 
including pricing and product innovation.  It would also greatly reduce 
or eliminate any existing buyer power of Vhi Healthcare.   However, 
there would be obvious difficulties, costs and risks involved, for 
instance; loss of economies of scale, extinguishing the brand, possible 
financial weakness of the new companies and regulatory and logistical 
issues.  Furthermore, Vhi Healthcare’s members have chosen their 
insurer and their views should be considered. In this context, it is quite 
unclear, so far as the Authority is concerned, whether the economic 
benefits of splitting Vhi Healthcare in terms of enhanced competition 
feeding through to better value for consumers would outweigh the 
costs and risks involved. Furthermore, detailed implementation plans 
would have to be considered, including the transitional economic and 
financial costs of implementation. In the Authority’s view, the main 
determining factor in this matter should be consumer benefit.  It is 
recommended that the Minister for Health and Children should 
commission an independent study on the issue of splitting Vhi 
Healthcare into two or more successor entities. 

A Structural Approach to Vhi Healthcare 

9.2 Structural change can be the simplest, most effective means of 
promoting a competitive market. Structural change in health insurance 
could be accomplished by splitting Vhi Healthcare into two or more 
smaller health insurers. The new companies would compete both with 
each other and with other health insurers in the market. Such a course 
of action would transform the Irish market, with three or more firms, 
each holding a substantial market share that would be competing 
vigorously for custom, compared to the current situation where a firm 
holding a 75% market share tends to act as a price leader to 
competitors holding market shares of 22% and 3%.  

9.3 An assessment of the efficiency gains and losses associated with a 
break-up of Vhi Healthcare should include three aspects: productive, 
allocative and dynamic efficiency.  Breaking up Vhi Healthcare would 
result in the duplication of certain roles and tasks currently provided by 
the single entity, Vhi Healthcare, i.e. a lower level of “productive 
efficiency”. The extent of the efficiency loss depends on the importance 
of scale economies in the sector.  In any case, any loss of productive 
efficiency would be offset by an increase in “allocative efficiency”. 
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Breaking up Vhi Healthcare would diminish the market power of the 
broken-up incumbent and result in a market where firms upstream and 
downstream may compete more vigorously for custom, through lower 
prices and improved service. A further offsetting factor would result 
from efficiency gains due to dynamic factors. A competitive market 
drives firms to seek cost saving efficiencies and innovations in the 
productive and administrative process. 

9.4 Splitting Vhi Healthcare into separate entities involves a number of 
regulatory issues. If market entry alone is relied on to create a more 
competitive health insurance market, it may be years before the 
market evolves to the extent that the full benefits of effective 
competition are realised.  Addressing the position of Vhi Healthcare in 
a structural fashion, by breaking it up, would be more likely to deliver 
the benefits of competition to consumers than relying on market entry, 
notwithstanding the potential difficulties and timescale, which may be 
encountered in practice with the “break-up” course of action. The 
argument in favour of breaking up Vhi Healthcare is strengthened by 
the supposition that the VHI successor companies would begin to 
compete both against each other and against other firms in the market 
more or less immediately after the split is effected, whereas other 
solutions may take much longer to deliver the benefits of competition. 

9.5 The successor companies would require authorisation from the 
Financial Regulator before they started trading. This requires that 
these companies hold the necessary level of solvency reserves at the 
time that they are applying for an insurance license. The issue of 
financial capital must therefore be addressed before a splitting of Vhi 
Healthcare can be implemented. 

9.6 The splitting of Vhi Healthcare requires a specific Act of the Oireachtas. 
If this legislation were drafted with the same rights for policyholders as 
those applying to insurance companies it would. require an application 
to the High Court by the directors of Vhi Healthcare under Section 13 
of the Assurance Companies Act 1909. Policyholders would have to be 
written to informing them of the proposed transfer and why it is in 
their interests that the transfer be approved. Policyholders would have 
a right to be heard by the Court before the transfer is sanctioned. 
Customers of Vhi Healthcare have actively chosen to place their health 
insurance with Vhi Healthcare. The Court would have to decide 
between the individual citizen’s right to choose insurer and the State’s 
right to decide what was in the best interest of all citizens. Customers 
could circumvent the impact of the split if they actively decided after 
the transfer to rejoin one of the entities. 

9.7 The issue of who owns the successor companies is important. If the 
State owns the various companies there remains the issue of  a 
potential conflict of interest of owning the various companies whilst 
also regulating  the health insurance market and setting the price of 
private beds in public hospitals. Alternatively if the successor 
companies were privatized, the companies could decide to remerge 
unless there was legislation in place preventing this occurring.   
However, such a putative merger would be subject to competition law 
concerning mergers.  

9.8 Breaking up Vhi Healthcare would also give rise to a number of costs 
and risks and these must be weighed against the anticipated benefits. 
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Firstly, breaking up Vhi Healthcare would be expected to impact on the 
cost of private health insurance in a number of different ways.  As 
noted above the expected increased level of competition would be 
expected to lead to increased allocative and dynamic efficiencies, 
although the extent of such efficiency gains is unclear and needs to be 
assessed. Breaking up Vhi Healthcare could also give rise to a number 
of costs, which could cause the cost of private health insurance to 
increase, for the following reasons: 

• Economies of scale in the industry would be reduced, as a number 
of different functions would be replicated in each of the new 
insurers. 

• The buying power of insurers would be reduced relative to the 
market power of healthcare providers.  The bargaining position of 
insurers would be weakened in their dealings with hospitals and 
consultants and consequently the costs of healthcare services may 
increase. 

• Vhi Healthcare operates on a not-for-profit basis.  The new insurers 
might not operate on such a basis and this may have consequent 
effects on the cost of health insurance. 

• There would be transitional costs associated with the break-up of 
Vhi Healthcare and the establishment of the new insurers. 

• If the Vhi Healthcare brand was to be extinguished, this could 
represent a direct loss to consumers, mainly because the new 
successor Vhi companies would have to spend significant amounts 
on advertising to create and build up new corporate identities.  

9.9 Secondly, there are a number of risks and uncertainties associated 
with breaking up Vhi Healthcare.  In particular, risk equalisation 
continues to be the subject of court challenge.  If these challenges 
were to succeed, the viability of the new insurers would be in grave 
doubt.  Indeed, in such circumstances they may not be in a position to 
receive authorisation from the financial regulator.  Furthermore, 
possible impacts on other related areas of Government health strategy 
would need to be assessed.  

9.10 Thirdly, a number of practical feasibility issues would need to be 
considered, including the following: 

• How would Vhi Healthcare be broken up?  Into how many 
companies would it be broken up?  How would the assets and 
memberships be split?  Issues  arise in relation to the ownership 
and control of the new insurers.  How would the assets of Vhi 
Healthcare and its memberships be split?  

• Where would the new insurers receive their financial capital?  Is it 
available in the financial markets and if so at what cost?  How 
would the cost of remunerating this capital affect the cost of health 
insurance? 

• How would systems be distributed between the new companies?  Is 
there sufficient expertise available to establish run and maintain 
these systems in each of the new companies?  How would this 
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expertise and other staff resources be distributed between the 
companies? 

• There will be a number of European issues that would need to be 
resolved.  It is not likely that the Vhi Healthcare derogation to the 
Third Non Life Insurance Directive could be carried through to 
successor companies. 

• Significant issues would arise in addressing the court and 
regulatory matters associated with breaking up an insurer – see 
paragraph 9.9. 

• Each of the new insurers would need to have authorisation from the 
Financial Regulator and issues may arise in relation to this process. 

9.11 Breaking up the Vhi Healthcare involves the break-up of an insurer that 
insures 40% of the Irish population. These customers actively chose to 
have insurance with Vhi Healthcare and the rights of these customers 
must be addressed in any break-up.  

9.12 In this context, the issue of whether or Vhi Healthcare should be 
broken up is too complex for a study of this kind to reach a definitive 
conclusion.  Any decision to implement such structural change would 
have a significant and wide ranging impact on the provision of health 
insurance and health services in Ireland.  As such, any such decision 
should only be taken after a full impact analysis, addressing the 
specific proposal, is undertaken.  The analysis, which would consider 
the many issues referred to above would address the following 
principles: 

• Necessity:  Is structural change necessary to achieve the required 
objectives? 

• Proportionality:  Are we satisfied that the gains that will result from 
the structural change outweigh the costs and the risks associated 
with implementing the change?  Can the interests of consumers be 
better addressed in another way? 

• Effectiveness:  How confident are we that our objectives will be 
achieved by implementing the change?  What are the risks 
associated with implementing the change? 

• Transparency:  Have all relevant stakeholders been consulted?  In 
particular, have consumers been consulted?  Are we satisfied that 
the process of consideration and the reasons for the proposed 
structural change are clear and accessible to all? 

• Consistency:  Is the proposed change consistent with other policies 
and regulations? 

In addressing these questions, the analysis would involve the following 
steps: 

• A clear statement of the objectives policy context and options.  The 
objectives would be specific, measurable, accepted, realistic and 
time-dependent. 
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• Identification of the costs benefits and risks associated with any 
option being considered.  This would involve consideration of a 
range of scenarios and sensitivity analyses.  

• Consultation, including with consumers. 

• Consideration of the practical feasibility of implementing the 
change. 

• Review. 

9.13 Accordingly, the Authority recommends that: 

Recommendation 14 Action By 

The Minister for Health and Children should 
commission a comprehensive independent study into 
the feasibility of splitting up Vhi Healthcare into two or 
more smaller entities, considering in particular the 
relative costs and benefits of such a move. 

Minister for  
Health and 

Children 
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APPENDIX 1 

Other forms of health related insurance 

Health cash plans provide an element of cover for hospital stays that is 
unrelated to the cost of the treatment received – typically paying out a fixed 
rate per day to partially offset the costs of an overnight stay in a private 
hospital.  Some health cash plans offer a lump sum payment in the case of a 
personal injury to partially compensate for a temporary loss of income. Some 
health cash plans include payments towards the cost of primary health care, 
such as visits to GPs, dentists, purchasing glasses, complementary therapists, 
health screening, health tests, maternity etc usually by offering limited cash 
payments towards the cost of these expenses. Health cash plans are relatively 
inexpensive compared with PHI because they offer more limited cover against 
hospital costs and do not offer reimbursement of in-patient hospital costs for 
private patients. Consumer surveys have revealed that people consider health 
cash plans to be a complement to PHI rather than a substitute for it. This is 
reflected in the fact that 21% of PHI consumers also have a health cash plan. 
For these reasons, health cash plans are not considered part of the relevant 
market as they are complementary to PHI rather than a substitute for it.  

Serious illness insurance (also called critical illness cover or critical illness 
insurance) pays out a tax-free lump-sum cash payment if the subscriber is 
diagnosed with a specific illness or disability covered by the policy (for 
example, cancer, stroke and other serious conditions) for which the long-term 
incapacitating effects are not normally covered by PHI.164 Serious illness 
insurance differs from PHI as it does not cover private medical services.  

PHI, on the other hand, will pay for hospital fees and costs (up to certain 
limits) but does not pay out any cash benefit. Therefore, serious illness 
insurance is not the same as PHI.165 The vast majority of serious illness 
insurance policies are taken out by individuals as a supplement to existing life 
assurance or mortgage protection policies.  Consumer surveys have revealed 
that people consider serious illness insurance to be a complement for PHI 
rather than a substitute for it. This is reflected in the fact that just over one-
third (33%) of PHI consumers also have serious illness insurance.166 For these 
reasons, serious illness insurance is a complement to PHI rather than a 
substitute for it. 

Income protection insurance (also called permanent health insurance) 
provides a regular income in the event of a subscriber being unable to work as 
a result of an illness or accident. Income protection insurance differs from PHI 
as: 

• It does not cover private medical services and  

• It pays out a cash benefit if the policyholder is unable to work due 
to illness.  

                                                
164 For instance, a person may suffer a stroke resulting in them being permanently confined to a 
wheelchair. Even though hospital costs would be covered by a PHI policy, that person is likely to incur 
other long-term costs such as making a house wheelchair accessible which could be paid for from a 
lump-sum cash payment of a serious illness insurance policy.  
165 http://www.ifsra.ie/data/cr_pub_files/Serious%20illness.pdf 
166 Source: The Private Health Insurance Market in Ireland – A Market Review, September 2005 (HIA) 
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PHI plans, on the other hand, pay for hospital fees and costs (up to certain 
limits) but they do not pay out any cash benefit.167 Consumer surveys have 
revealed that people consider income protection insurance to be a 
complement for PHI rather than a substitute for it. This is reflected in the fact 
that almost one-third (31%) of PHI consumers also have income protection 
insurance.168 For these reasons, income protection insurance is a complement 
to PHI rather than a substitute for it.  

                                                
167 http://www.ifsra.ie/data/cr_pub_files/Income%20protection.pdf 
168 Source: The Private Health Insurance Market in Ireland – A Market Review, September 2005 (HIA) 
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APPENDIX 2  

Report of UK Government Actuary’s Department Comparing the 
Irish and Australian RE Systems 

 

 
Brief report to the Health Insurance Authority 
comparing the Irish and Australian private health 
insurance systems 

 
 Date: 11 January 2007 
 
  
 
Government Actuaries Department 
 
United Kingdom 
 
Author: D Lewis 
 

Introduction 

1.1 This report gives a short comparison of the Australian and Irish private 
health insurance systems as requested by the Health Insurance 
Authority (HIA). We are broadly aware of the background to HIA’s 
request and we have therefore only included high level issues in this 
report which in our judgement may be relevant to HIA’s purposes. 
However, medical provision in different countries is usually very 
complicated and we cannot guarantee to have included everything that 
HIA may consider relevant. 

1.2 In the case of Australia, the report is based primarily on the 
information contained in two documents. These are  

INDUSTRY COMMISSION 
PRIVATE HEALTH INSURANCE 
REPORT NO. 57 
28 FEBRUARY 1997 
Australian Government Publishing Service, Canberra 
 
Private Health Insurance in Australia, A Case Study 
Francesca Colombo and Nicole Tapay 
OECD Health Working Papers No 8 30 Oct 2003 

1.3 In addition certain statistics on the Australian system from the website 
of The Private Health Insurance Administration Council are used. 

1.4 We should emphasis that we have no direct knowledge of the 
Australian market and that any developments subsequent to the 
reports mentioned above will not be reflected in this report. 
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1.5 In the case of Ireland we have mainly relied on our knowledge of the 
Irish system gained in our work with HIA over the last few years and 
figures from various HIA staff reports on whether the HIA should 
recommend the commencement of risk equalisation payments. We 
have also had regard to the following document 

Private Health Insurance in Ireland, A Case Study 
Francesca Colombo and Nicole Tapay 
OECD Health Working Papers No 10 12 Feb 2004 

1.6 This report is prepared for HIA by the Government Actuary’s 
Department (GAD) for the reason indicated in paragraph 1.1 above. 
The report has been prepared for use by persons technically competent 
in the areas covered. Except with the written consent of GAD, the 
report and any written or oral information or advice provided by GAD 
must not be reproduced, distributed or communicated in whole or in 
part to any other person, or be relied upon by any other person. GAD 
has granted permission for the HIA to disclose the report to third 
parties including publishing it on the HIA website, and also for 
particular third parties to disclose the report, subject to the agreement 
of the HIA.  This permission has been granted on the specific 
understanding that: 

1.7 This report has been prepared to meet the specific purposes of the HIA 
and not for use by any third party. The work performed in producing 
the report was not carried out in the knowledge or context of any 
specific requirements which any third party may have. This report is 
not intended by GAD to form the basis of any decision by any third 
party to do or omit to do anything.  Any third party is not entitled to 
place any reliance on our report or GAD’s skill and advice generally, 
but should carry out its own investigations and obtain independent 
professional advice on all matters covered (or which ought to have 
been covered) by this report. 

1.8 This report is disclosed without responsibility on our part and no 
representation, warranty, promise or undertaking, express or implied, 
is or will be made or given in relation to the truth, accuracy or 
completeness of the report. No responsibility, liability, or duty of care 
whatsoever (other than for fraudulent misrepresentation) is or will be 
accepted by GAD in relation thereto. 

1.9 The report must be considered in its entirety as individual sections, if 
considered in isolation, may be misleading.  If reliance is placed 
contrary to the guidelines set out above, GAD disclaims any and all 
liability which may arise.  Particular attention is drawn to the parts of 
the report stressing the approximate nature of the calculations 
applying the Australian equalisation approach to the Irish data. 

Brief Overview of the Irish and Australian health care systems 

1.10 The table below sets out a high level a comparison of the Australian 
and Irish health care systems, concentrating primarily on the private 
health insurance market. It can be seen that at a high level there are 
many similarities. In particular both countries have universal tax 
funded health systems and PHI cover is largely taken out voluntarily in 
order to secure health provision that the consumer regards in some 
way as preferable to or a supplement to the public system. 
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 Australia Ireland 

Public hospital Universal publicly 
funded 

Universal publicly 
funded 

 Private cover available Private cover 
available 

Private hospital Private cover 
voluntary and 
available to all 

Private cover 
voluntary and 
available to all 

Population 21m 4m 

Population covered by 
PHI 

43% 51% 

Tax incentives for PHI Yes Yes 

Product approval 
required for PHI 

Yes Minimum benefits 
required 

Premium approval for 
PHI 

Yes No, except for Vhi 

PHI Waiting period 
and pre existing 

condition exemptions 
allowed 

Yes Yes 

PHI Community rated Yes Yes 

PHI Open enrolment Yes Yes 

PHI Lifetime cover Yes Yes 

PHI Late entry 
premiums 

Yes No 
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 Australia Ireland 

PHI group cover 
available 

Largely no Yes 

Number of PHI 
providers 

37, (approximately 
one third are 

restricted membership 
undertakings) of 

which 5 are for profit 
companies and the 
others are mutuals 

3, (excluding 
restricted 

membership 
undertakings) of 

which 1 is for profit, 1 
is a provident 

association and one is 
state owned 

Business of PHI 
providers 

PHI business only 
allowed 

Not restricted to PHI 
business but in 

practice this is mostly 
what is written by the 

providers 

PHI share of health 
expenditure (2000-

2001) 

7.1% 6.8% 

PHI National market 
share of largest 

provider 

30% 80% 

PHI largest market 
share in any state 

70% N/A 

PHI providers subject 
to solvency 

requirements 

Yes No (except VIVAS and 
BUPA on its world 

wide business) 

PHI premiums 
increase rapidly 

Yes Yes 
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 Australia Ireland 

Risk equalisation Yes, including 
restricted membership 

undertakings 

 

 

Operated on a State 
by State basis 

Yes, excluding 
restricted 

membership 
undertakings (except 

for 1) 

 

Operated on a 
National basis 

Implicit risk selection 
or targeting through 

product design/pricing 

Yes – all members of 
a table in the same 

category must pay the 
same, although 

different premiums 
can be charged for 

the different member 
categories, which are 
single, couple, family 

and single parent 
family. There are 

many different tables 
of benefits. 

Yes 

Comparison of risk equalisation systems 

1.11 Both Ireland and Australia operate schemes to support community 
rating. The schemes in some way and to some degree counteract the 
effects on insurers of the different risk profiles they have. In both 
Australia and Ireland, risk equalisation applies to the great majority of 
the health business written by the insurer.  

1.12 In practice, no risk equalisation scheme will equalise risk profiles 
totally and any scheme will only partially achieve this objective. 

1.13 In Australia the scheme is operated on a state basis so that 
equalisation takes place between all insurers operating in a particular 
state. The Irish scheme operates nationally. The Irish system 
effectively operates on a half yearly basis whereas the Australian one 
operates on a quarterly basis. 

1.14 The Irish scheme is referred to as a risk equalisation scheme whereas 
the Australian system is referred to as a reinsurance scheme. Under 
both schemes insurers with a lower risk profile pay amounts over and 
above their normal claim payments into a fund which then pays the 
amounts out to insurers with a high risk profile to help offset their 
higher claims. The amounts paid into and out of the fund by each 
insurer are calculated according to a set formula. The formula ensures 
that all the money paid into the fund by those insurers contributing to 
it is paid out to those insurers who benefit from the fund.  
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1.15 The formula used by the Irish and Australian system are very different 
but a high level analysis, as set out below, suggests that if the 
Australian formula was applied in Ireland the amounts that would be 
transferred between insurers in Ireland would be of similar orders of 
magnitude, particularly for the larger insurers, to those under the 
current Irish formula. 

1.16 In broad terms, the current Irish formula (with the HSW = 0) aims to 
adjust risk profiles by equalising the age and sex distribution of 
members of different insurers. The membership of each insurer is 
subdivided into16 cells according to age and gender. This distribution 
of numbers of members in each cell is then compared with the average 
distribution in the market. The amount of claims that the insurer would 
have paid if it had the average market distribution of members in each 
cell but its own rates of claim in each cell is compared with its actual 
claims. If the former is larger than the latter then the insurer pays the 
difference between the two, whereas if the former is smaller than the 
latter, it receives the difference. 

1.17 Under the Australian system the membership of each insurer is divided 
into just two groups, the over 65s and the under 65s. (The system also 
takes account of hospital stays over 35 days for the under 65s but this 
only amounts to about 10% of equalisation payments in Australia and 
has been ignored for the purposes of this note). The formula is based 
on the average rate of claim for the under 65s, RU say, and the over 
65s, RO say. i.e. RU =  the amount of benefits paid to the under 65s 
divided by the numbers under aged 65 and similarly for RO for the 
over 65s. 

1.18 The formula used in Australia is such that if insurers have the same 
values of RU and RO then the amount transferred will mean that, 
whatever the age split of their membership above and below 65 is, the 
insurers will all end up with the same average claim amount per person 
i.e. an insurer’s claims plus or minus their equalisation payments all 
divided by the total number of members (below and above age 65) will 
be the same. 

1.19 In practice, in carrying out the calculations described above a simple 
formula can be derived which incorporates the factor of 79% which is 
derived as 1 – RU/RO. 

1.20 We have applied the Australian formula to the Irish risk equalisation 
data as well as we are able in order to gain a first view of how risk 
equalisation payments calculated using the Australian formula compare 
to the current formula in use in Ireland. We should stress that such as 
exercise can only be approximate at this stage since we do not have 
the full details of the Australian scheme and the Irish data available is 
not in the correct form to carry out the calculations properly. In 
particular, in order to apply an approximation to the Australian formula 
we have made the following main assumptions 

1.21 To approximate the way membership numbers are counted under the 
Australian system we have excluded children age 17 and under from 
the numbers under age 65 (but not their claims) as children are not 
generally counted under the Australian system. 
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1.22 The Irish data is not split at age 65 and therefore, for simplicity, we 
have put half the data from the age group 60 to 69 in the under 65s 
and half in the over 65s 

1.23 The 79% factor is not necessarily appropriate for the Irish market. For 
each half yearly set of Irish data we have calculated 1 – RU/RO based 
on the total market data. This results in a factor very close to 72% for 
each half year and we have used the calculated figure for each half 
year rather than an overall average based on the 3 years data. It is 
worth noting that the Australian figure of 79% was set some years ago 
and has not been revised since. If one were to recalculate it now on 
more up to date Australian data, we estimate the result would be very 
similar to 72%. 

1.24 The benefits to be included in the risk equalisation calculations in 
Ireland would be largely unchanged. 

1.25 The calculations of the approximate equalisation payments that might 
arise if Ireland were to broadly follow the Australian method is based 
on our understanding of the Australian system as described in the 
Industry Commission Private Health Insurance Report No. 57, referred 
to above. 

1.26 The following table shows the transfers that result from applying an 
approximation of the Australian formula to the Irish data for each of 
the 6 half year periods from 1 July 2003 for which data is available, 
totalled together, and the results for the last half yearly period to 
30 June 2006 separately. 
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€m BUPA ESB VHI VIVAS 

Sum of results for the 6 half year periods from 1 July 2003 to 30 June 
2006 

Total 
transfer 
under 
current 
Irish 
system 

- 93.9 7.1 89.4 - 2.5 

Total 
transfer 
under 
Australian 
system 

- 86.9 2.8 85.8 -1.7 

Results for the half year ending 30 June 2006 

Transfer 
under 
current 
Irish 
system 

-16.7  1.3  17.2  - 1.8  

Transfer 
under 
Australian 
system 

-17.1  0.6  17.6  -1.1  

Note that a negative amount means equalisation payments made by the company and 
positive amounts mean equalisation payments received by the company 

1.27 It can be seen that the transfers under both systems are similar for the 
larger companies but vary more for the smaller companies. Although 
BUPA would have paid about 7.5% less in equalisation payments over 
the whole three year period if the Australian system had been used 
rather than the Irish one, there are individual periods when the 
Australian formula gives a higher transfer than the current Irish one, 
as can be seen in the result for the last half year. We should stress 
again that the figures for the Australian system are only approximate. 

1.28 The Australian system can result in an insurer paying or receiving 
equalisation payments that are a very significant proportion of their 
normal claims payments. The transfers that BUPA would have been 
required to pay in Ireland (as in the table above) is approximately 33% 
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of normal claim payments if the Australian system had applied for the 
last three years compared to 36% under the current Irish system. In 
addition, statistics from Australia show that one insurer in 2005/06 
paid equalisation payments equal to 52% of its normal claim 
payments. The next 5 most significant payments by Australian insurers 
(based on an insurer’s total Australian business) were 26%, 18%, 
17%,15% and 12% of normal claims respectively. Similarly, large 
payments can also be made by Australian insurers when considering an 
insurer’s operation in any one state.  

Conclusion 

1.29 It is not possible in this brief report to comment on the strengths and 
weaknesses of the health systems in Australia and Ireland. Health 
systems are complicated and involve high level public policy decisions. 
It is apparent that in both countries there is a desire to complement 
the public health systems with private provision and that a policy goal 
is to support the private provision. 

1.30 We are also unable to comment fully on the strengths and weaknesses 
of the different risk equalisation systems in the time available but there 
are a number of points that can readily be made as follows 

1.31 The Australian formula is much simpler to apply than the Irish one but 
this simplicity somewhat masks what it tries to achieve. 

1.32 The Australian system operates state by state – this would not be 
relevant to Ireland. 

1.33 The Australian system only seeks to equalise between under and over 
65s rather than in smaller age groups, although it also equalises for 
long stays in hospital for under 65s. It is not clear why age 65 is better 
or worse than any other age. 

1.34 The Australian system does not generally count children when working 
out the equalisation payments. 

1.35 The Australian system can result in large equalisation payments by 
funds as a percentage of their normal claim payments and does not on 
the initial approximate analysis lead to significantly lower payments by 
BUPA. 

1.36 The 79% factor used in the Australian system is an average factor and 
will not equalise payments appropriately where individuals insurers’ 
values of RU and RO give rise to different factors 

1.37 The 79% factor used in the Australian system has not changed over 
time and it is unlikely still to be appropriate. In practice, changing the 
figure over time may be contentious as there will be gainers and 
losers. In both Ireland and Australia our estimate of the current factor 
would be approximately 72%. 

1.38 The Australian system averages benefit amounts so that inefficiencies 
are spread across companies. For example, under this system if there 
were two identical companies with the same risk profiles but one of the 
companies had bad claims control, the ‘good’ company would bear 
some of the costs of the ‘bad’ company. 
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1.39 On the other hand the Australian system does also act to some degree 
as a reassurance system, which is what it is called in Australia. For 
example, in the previous bullet point if the higher claims for one of the 
companies were due to random fluctuations rather than bad claims 
control then again this bad experience would be spread across the two 
companies, effectively reassuring some of the excess claims. 

1.40 This is in contrast to the Irish system where, for instance if BUPA had 
bad claims experience in a half year on its older lives, this bad 
experience is amplified and leads to higher equalisation payments by 
BUPA when it is given a market share of older members.  

1.41 The initial analysis above suggests that if the perception was that the 
Australian system applied to Ireland would result in significantly 
reduced transfers from BUPA then, subject to a more complete 
analysis, that perception is not correct. Given this, and that it is 
apparent that the Australian and Irish systems of equalisation have 
different features, it is not clear without more detailed study that there 
are clear overall advantages in moving from the current system to the 
Australian one. 

1.42 In addition it should be noted that the Australians are just about to 
implement a new risk equalisation scheme. The Private Health 
Insurance Administration Council of Australia in their annual report 
“Operations of the Registered Health Benefits Organisations Annual 
Report 2005–06” state the following on page 3: 

“Risk equalisation 

After considerable debate over recent years, the final form of 
amendments to the risk equalisation scheme (previously called 
reinsurance) has been determined. The new scheme will take effect from 
1 April 2007. PHIAC is working closely with industry and the Department 
of Health and Ageing to finalise arrangements to implement this new risk 
equalisation scheme.” 

This report takes no account of the proposed changes to the Australian 
system. 
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APPENDIX 3 

Consumer Attitudes to Switching 

These tables are taken from the HIA/Insight Market Review, published in 
September 2005 and available online at www.hia.ie. 

Survey Respondent Reasons for Switching 

Why did you decide to change insurers? What was the main 
factor that led you to change your health insurer? 

Main 
Factor 

New insurer was cheaper/ Cost savings 48% 

Level of cover was better 12% 

New insurer had a better product/ service range 8% 

Recommendation by friend 2% 

Group scheme switched 8% 

Level of information and advice better 2% 

Changed employer 3% 

Had bad experience with previous insurer 4% 

Dissatisfaction with service provision of previous insurer 2% 

Recommendation from family member 1% 

No choice/ Not my decision 3% 

Wanted to support competition 0% 

Recommendation from other 1% 

Wanted to switch to an Irish company 0% 

Don’t Know 0% 

Other 5% 
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 Survey Respondent reasons for not switching  

Why have you not switched your PHI 
provider? 

BUPA 
customers 

VHI 
customers 

Overall 

Satisfied with current provider  32% 35% 36% 

Levels of cover no better 15% 16% 15% 

Not my decision 15% 13% 14% 

No significant cost savings 15% 13% 13% 

Been with existing provider for a long time 2% 14% 13% 

Too much hassle/paperwork 9% 12% 12% 

Couldn’t be bothered 13% 9% 9% 

Feel loyal to my current provider 4% 8% 8% 

Prefer to stay with an Irish company 7% 7% 7% 

Concerned that coverage would not be the 
same 

2% 8% 7% 

Range of products/services no better 5% 6% 6% 

Work/employer looks after it 5% 4% 6% 

Too difficult to compare plans - 5% 4% 

Concerned about waiting periods 2% 4% 3% 

Too expensive 9% 2% 3% 

Still considering it/ Have not made up my 
mind 

- 3% 3% 

Just joined the current policy 5% 2% 2% 

Lack of information - 2% 2% 

Other insurer wouldn’t want me/Am too 
high-risk 

- 2% 1% 

Wanted to support competition 2% <1% <1% 

Didn’t know/ Not aware that I could switch - <1% <1% 

Other 4% 6% 6% 

Don’t Know - 5% 5% 

 



 

 152 

Survey Respondent factors promoting switching 

What Factors would encourage you to switch from your current health 
insurance provider to another provider? 

Main 
Factor 

If there were significant cost savings to be made 33% 

If the level of cover was better 16% 

Nothing/Would never switch health insurer 15% 

If the range of products was better 9% 

If premiums of my current insurer increased significantly 7% 

If comparisons between plans of different insurers were easier 2% 

If I knew more about it 2% 

If there were no waiting periods - 

Other 7% 

Don’t know 9% 
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APPENDIX 4 

Hospital Waiting Times in the Private and Public Systems 

Adapted from The Sunday Business Post, July 30th, 2006 
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APPENDIX 5   

OECD Review of PHI 

 
The OECD has done considerable research on healthcare policy and as a subset of 
that research, it conducted significant research on private health insurance (PHI) 
in 2003 and 2004. The OECD did a general review for the OECD area (“Private 
Health Insurance in OECD Countries: The Benefits and Costs for Individuals and 
Health Systems, OECD 2004”), which was based on a larger report on the role 
and impact of private health insurance across OECD countries. As part of that 
research, the OECD did a number of case studies of individual countries, including 
Ireland, Australia, the Netherlands, and France. The Australian healthcare system 
and health insurance system appears to be one of the closest in format to the 
Irish systems, although there are still many differences. 
 
The following few pages illustrate relevant or important quotations from the OECD 
report. The paragraph below (148) is instructive.  It is from the Conclusions of 
the report.  
 
“148.  It is important to be realistic about the potential benefits of competitive 
PHI markets and what they most likely will not achieve. For example, cost-
containment within health systems is often best achieved through means other 
than an expansion of private health insurance’s role. Unregulated PHI markets, 
especially in the absence of other mechanisms to offer affordable coverage to 
high-risk persons, are inadequately equipped to promote access to coverage for 
people with chronic conditions and other high-risk persons. On the other hand, 
serious consideration ought to be given to the value of health system 
responsiveness, an area where private health insurance has contributed positively 
to health system performance. Whether or not it is intended or desired, PHI 
markets interact with health provision and delivery systems in several ways, 
some of which are advantageous and others less so. The role of PHI should be 
structured around policy goals for health financing, as well as broader health 
systems’ policy objectives, to ensure policy coherence. Flexible policymaking is 
also needed to address promptly any problems and undesirable outcomes that 
may emerge from the interaction of private PHI markets with public systems. 
 
 The following paragraphs (15 and 17) are from the Introduction;  
 
15. Although PHI accounts, on average, for 6.3% of total expenditure on health 
(THE), its importance in funding OECD health systems varies significantly (Figure 
1). The United States is the only OECD country where voluntary health insurance 
represents the main health financing and coverage system for most of the 
population, explaining why PHI accounted for 35% of THE in 2000. In France, 
Germany, the Netherlands and Canada, the share of financing accounted for by 
private health insurance ranges from 10% to 15% of THE. A similar level is found 
in Switzerland, where 10% of total health expenditure comes from the voluntary 
supplementary health insurance market.4 Australia, Ireland, Spain, New Zealand, 
and Austria have levels of PHI financing between 4% and 10%. Private health 
insurance in all other OECD countries contributes much less than 4% to funding 
total health expenditures. 
 
17.  Countries can be grouped into different clusters by population coverage as 
well (Table 1). There is some, but not complete, overlap between countries with a 
high share of PHI financing of total health expenditure and a large privately 
insured population. France, Switzerland, the United States, the Netherlands5 and 
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Canada have population coverage above 60%. Participation in PHI markets is also 
high – between 30% and 60% – in Australia, Austria, Ireland, the Netherlands6 
and Belgium. It ranges between 10% and 30% in Germany, Spain, Portugal, 
Italy, Finland and the United Kingdom. Other OECD countries have small or 
negligible PHI markets. When PHI represents the sole available coverage for 
population groups, the level of privately insured population reflects – at least to a 
degree – the lack of public health coverage programmes for certain groups. 
Otherwise, there is no generalised link between population covered and specific 
functions of PHI within the health system. 
 
Some general comparative points about PHI systems in different countries; 
 
30. Public policy is the primary determinant of the role and the size of current 
private health insurance arrangements in most OECD countries. Rules under 
public and statutory health systems shape the borders of private health insurance 
markets, and to a large extent determine their role. …..  
 
31. The prominence of private health insurance has been buttressed by 
government interventions directed at PHI markets in several OECD health 
systems, although the effectiveness of policies aimed at increasing market size 
and fostering outcome quality has differed widely. Australia, Ireland, the 
Netherlands, Germany, Switzerland and the United States have promoted and 
maintained a large and viable private health insurance market because policy 
makers have concluded that mixed public-private coverage systems can better 
deliver desired health policy and social outcomes. These governments have used 
regulation18 and fiscal instruments to steer and encourage PHI markets. In 
Ireland and Australia, regulation has been one main factor in encouraging 
consumer demand for PHI products, resulting in a large and widening proportion 
of individuals buying private cover.19 Fiscal subsidies and other tax advantages 
have been introduced to stimulate the take up of private heath insurance in many 
OECD countries, among which Australia, Ireland, France, 20 the United States 
and Canada. Their ….  
 
Other key paragraphs from the general OECD review of PHI 
 
“Diverse markets supply PHI but competition is limited” 
 
36. Different types of insurers operate in OECD private health insurance markets. 
European markets have been historically dominated by non-profit mutual and 
provident associations, although commercial insurers have entered several 
national markets. Private health cover can only be offered by specialised health 
funds in Australia and Germany, and is almost entirely sold by non-profit sickness 
funds in Switzerland. Non-specialised commercial insurers dominate the Canadian 
market, while a variety of for profit and not-for-profit insurers operate in the 
United States. 
 
37. The number and type of insurers affect intensity of competition. Several 
OECD markets are concentrated and dominated by few carriers, which tend to 
control the market with limited consumer switching. A few OECD countries include 
a large number of insurers – the United States, Switzerland, France, Australia and 
the Netherlands – although in practice enrolees’ mobility is minimal in several 
among them.24 Furthermore, several of these markets, such as the United States 
and Australia, remain concentrated, with a smaller number of insurers holding 
significant market share – although the concentration of US PHI markets varies 
among the states (Chollet et al., 2003, p. 5). The presence of for profit and not-
for-profit entities has resulted in an evolution in insurers’ practices in some 
markets. In the United States and France, competition between commercial and 
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not-for-profit insurers has posed challenges to non-profit or mutual companies 
operating according to more solidarity-based practices. In several EU markets, 
insurers behave similarly regardless of their profit orientation. In countries with 
both group and individual coverage, employer-sponsored markets tend to be 
more price competitive than individual markets, because of the bargaining power 
exercised by employers and insurers’ desire to attract large groups. 
 
38. The ownership of insurers and the scope of their activities may also pose 
market challenges. While competition is arguably limited by the presence of few 
players, such as in the Irish insurance system, the existence of several players is 
not the only measure of market competitiveness. Mobility across insurers is low in 
many OECD countries. It is also sometimes challenging to establish incentives for 
“healthy” and equitable competition among PHI insurers, as they face incentives 
to concentrate on good risks, thereby failing to cover more vulnerable individuals. 
The involvement by private health insurers who are affiliates of social insurers in 
differently regulated statutory and voluntary health insurance compartments may 
pose challenges for competition and consumer mobility in both the public and 
private insurance systems (as in the Netherlands and Switzerland). This is 
because individuals find it difficult or impractical to change PHI insurers, rather 
than maintain the same insurer for social and private cover; for example, risk 
selection within the private component can present difficulties for both types of 
coverage.    
 

Footnote 24. 
For example, there is little consumer switching in Switzerland, the 
Netherlands and Australia, although in Switzerland (for basic cover) and 
Australia, open enrolment means that consumers are entitled to switch at 
certain times (Switzerland) or any time (Australia). Limited switching of 
insurers can be explained with high transaction and informational cost. 
Several countries have enacted “portability” provisions to enable 
consumers to change insurers without certain penalising exclusions, 
including Australia, the United States, and Ireland. 

 
 
“PHI has removed little cost pressure from public health financing systems” 
 
93. Several OECD countries encourage the development of private health 
insurance markets in order to shift cost pressures from public health systems to 
the private sector. Policymakers have done so in three main ways. In Australia, 
Ireland, and the United Kingdom, among others, PHI is allowed to duplicate 
coverage offered by universal public programmes. In some of these countries this 
reflects a primary policy goal of diverting some demand and cost pressures from 
publicly funded to privately funded hospitals. Germany, the Netherlands and the 
United States have chosen to set income or population-based eligibility criteria for 
public health insurance, or permitted certain populations to opt out of public 
coverage. In other countries, there has been a delisting of coverage for some 
services – thereby creating a potential niche for PHI coverage (for example, 
dental care in the Netherlands and Australia). 
 
94. While in principle PHI can help shift cost from the public sector, a review of 
the evidence indicates that this has only occurred to a small extent.  The…. 
 
“Achieving value-based competition has proven difficult” 
 
108. Policymakers in several OECD countries promote competition in insurance 
markets as a tool to extract better efficiency and responsiveness from their health 
systems. Competition is viewed as the mechanism to stimulate performance 
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improvements because private insurers seek to attract and retain insurees and, 
often, to maximise profits. Germany, the Netherlands and Switzerland have also 
encouraged regulated competition in their social and basic health insurance 
systems, with the aim of improving patients’ choice and encouraging insurers to 
reduce cost. 
 
109. However, competition in PHI markets has been limited by several factors. 
Individual switching across insurers has been limited by high transaction costs, 
and complicated in some countries by the lack of portability of private cover and 
the absence of comparative information on insurers’ performance.69 The size of 
PHI markets, particularly where this is not the main source of coverage for the 
population, may limit opportunities for insurers to enter the market profitably, 
thereby limiting the extent of competition70. For historical reasons, some PHI 
markets are dominated by insurers that draw membership from given regions, 
employment groups, or other groups.71 
 
110. Furthermore, competition, where it has actually occurred, has not 
automatically delivered performance improvements in PHI markets. This is 
because insurers have often appeared to compete by selectively good risks or 
shifting the cost of certain risks onto other payers (public payers and other 
insurers), particularly in markets where PHI is the only or main form of coverage 
for population groups. In the United States, pressure from rising health care cost 
has recently driven insurers and employers to increasingly shift cost onto insurees 
by raising cost-sharing and reducing the comprehensiveness of PHI policies 
(Tollen and Crane, 2002). In Ireland, a new recent entry into the PHI market has 
attracted a significant portion of the younger and healthier enrolees, while 
competitive pressures have not encouraged either of the two main insurers to 
enhance care and cost management to date (Colombo and Tapay, 2004b). In 
France, despite large consumer mobility in PHI markets, insurers do not engage 
in efforts to improve cost-efficiency of care. In fact, competitive pressures 
deriving from the entry of commercial insurers into the market seem to have 
induced non-profit mutual insurers to apply stricter actuarial assessments (such 
as risk-rating). This pressure is similar to that experienced by some of the US 
non-profit Blue Cross/Blue Shield plans, which are only sometimes permitted to 
risk-select (Buchmueller and Couffinhal, 2004). Such insurer actions have sought 
to avoid adverse selection by enrolees, which occurs when insurers attract a 
disproportionate share of higher-risk individuals compared to their competitors. 
 
     
 
“Insurers incur high administration costs” 
 
 112. Private insurers face high overhead costs. Marketing and underwriting 
represent the largest fraction of administrative expenses, but insurers also incur 
the cost of billing, product-innovation, and distribution, and contracting with 
providers. It is to no surprise, therefore, that private insurers incur larger 
administrative costs (per person insured and as a fraction of total cost) than do 
public health coverage programmes.72 In the United States, the average 
administrative cost of private insurers (11.7% in 1999) exceed those of the public 
programmes Medicare (3.6%) and Medicaid (6.8%) (Woolhandler et al., 2003). 
Similarly, the administrative cost of Medicare in Australia (3.7% in the year 2001-
02) is well below the PHI industry average (11.1%). High administrative costs for 
private insurers are also found in other OECD countries, such as the Netherlands 
(10.4%), Canada (13.2%), Ireland (9.7%) and Germany (14%)  (OECD, 2004a).    
 
“Insurers have implemented few measures to enhance cost-effectiveness of 
health care” 
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 114. Private insurers have not implemented significant measures to enhance the 
cost-effectiveness of care in a majority of OECD countries, ….  
 
116. Insurers face few incentives to manage care, especially for high-risk and 
high-cost cases, because their exposure to risk and cost is generally limited in 
countries where PHI does not have a primary role, or where it has a minor role in 
financing more costly care. Management of care – and its cost-effectiveness – is 
not a priority for insurers in many OECD countries. 
 
117. Furthermore, incentives to manage care are challenged by some regulatory 
instruments. Mandatory or voluntary pooling, or “risk-equalisation” 
arrangements, can help spread the cost of caring for less healthy populations in 
primary PHI markets (as in the Netherlands) as well as other markets (e.g. 
duplicate PHI in Australia76). They have been introduced in order to counter any 
risk selection by insurers in these markets. Yet they carry trade-offs. While they 
promote equitable risk pooling across insurers, they do not encourage insurers to 
manage care efficiently if they compensate inefficient insurers for their higher 
costs. Some OECD countries are seeking to refine these arrangements as part of 
an ongoing effort to strike an improved balance between these two objectives. 
However, in addition to technical challenges, the development of such systems 
also entails policy choices about the priority to be given to the goals of promoting 
efficient care management versus the need to compensate insurers for their 
different risk profiles.     
 
120. Better regulatory safeguards and improved information disclosure are also 
needed to enhance fair competition in a PHI market because of market 
imperfections such as information asymmetry and insurers’ incentives to select 
risks. Individuals need….  
 
 
“Regulation can promote access to PHI”  
 
123. OECD countries have utilised a range of regulatory tools to promote access 
to PHI coverage across population groups, particularly for those with higher 
anticipated health costs. PHI markets without such requirements or targeted 
interventions often present access problems for high-risk individuals, as earlier 
experiences in the Netherlands and the United States have indicated. Lack of 
access…   
 
124. Issuance requirements are one primary tool to improve access to PHI 
coverage. Several countries, including Germany, the Netherlands and some US 
states, have required insurers to issue at least one standard package to all 
applicants. One….   
 
126. First, there are market-wide restrictions on insurers’ ability to consider 
health status when calculating premium rates. These can range from prohibitions 
on the consideration of risk factors, to restrictions on their use. These 
standards….  
 
127. Ireland and Australia, and many US states, in their small group markets, 
have accompanied these rating reforms with risk-equalisation schemes which 
seek to compensate insurers covering a higher risk population. These schemes 
can also help promote fair competition among insurers. Phasing in the 
implementation of rating reforms over time, rather than implementation in a 
single step, may also help avoid market instability and dramatic shifts of covered 
individuals between insurers or in and out of insurance. New York and Vermont 
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present contrasting experiences in this regard, as New York implemented its PHI 
community rating reforms rapidly, whereas Vermont phased in their 
implementation, with less resulting instability (White, 1994).  
 
128. A second approach to PHI affordability is the imposition of caps on the 
premiums of coverage that must be issued to high-risk persons. Both Germany 
and the Netherlands limit primary PHI premiums in this way for their standard 
PHI packages. In both cases,….   
 
129. Additional regulatory tools can bolster the effectiveness of access and 
premium-related requirements. For example, renewability requirements, such as 
exist in Ireland and the United States, among other countries, are a useful and 
fairly straightforward means of promoting continuity of coverage and risk pooling. 
Under such….  
 
130. Access-related standards pose particular challenges as they are inextricably 
intertwined with affordability challenges – which are linked to broader health care 
cost-control concerns. They also confront one of the most difficult aspects of PHI 
markets – the tendency for insurers to try to select “good risks” and avoid “bad” 
ones and the tendency for individuals in good health to prefer less expensive, less 
generous coverage, or not to purchase coverage at all.  
 
 
“Regulation can improve consumer confidence in PHI markets”  
 
 131. Governments can shape the scope of PHI markets by imposing standards or 
limits on the benefits that PHI insurers can offer. Again, policymakers within 
OECD countries have generally adopted interventions falling into two broad 
categories. 
 
132. First, they can specify required benefits through minimum benefit standards, 
as in Ireland, Australia, and many US states. These standards have the 
advantage of spreading the burden of covering certain higher cost benefits across 
insurers, and helping governments link PHI with health promotion goals. 
 
133. A second approach to regulating benefits, and promoting product 
comparability, is the requirement that insurers offer a limited number of specified 
benefit packages. This approach….    
 
134. Disclosure requirements can work together with benefit standards to 
promote and reinforce consumers’ understanding of their PHI products and 
coverage options. In recognition of the complexity and uniqueness of certain 
issues arising within private health coverage markets, several OECD countries 
developed and impose health insurance specific disclosure standards (e.g. 
Australia, Portugal, Germany, Mexico and the United States)…..  
 
135. Consumer confidence in PHI markets and their coverage can also be 
strengthened by mechanisms which provide policyholders with cost-free or low-
cost means to appeal certain plan decisions ….                     
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APPENDIX 6  

List of Submissions 

 The Financial Regulator 

Mr. Séan Hennessy 

Dr. Séan Barrett, Trinity College Dublin 

Harlequin Healthcare 

Westfield Health 

International Investment and Underwriting (IIU) 

Vhi Healthcare 

Cornmarket Group 

Mr. John Maher, Waterford Institute of Technology 

Dr. Bryan Kenny, Consultant Radiologist 

Goodbody Economic Consultants 

Dr. James Sheehan, Blackrock Clinic 

Mr. Joseph Sheehan 

Prof. Patrick MacNutt on behalf of Adare Hospital and Clinic 

Dillon Eustace Solicitors 

MRI Ireland 

ICTU 

Amicus Trade Union 

The National Council on Ageing and Older People  

Prof. Ray Kinsella, University College Dublin 

VIVAS Health 

Mr. Colm McCarthy, on behalf of Vhi Healthcare 

The Society of Actuaries in Ireland 

The National Consumer Agency 

The Irish Medical Organisation 
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APPENDIX 7    

Understanding and Comparing Health Insurance Products. 

The Health Insurance Authority publishes a document to assist consumers in 
understanding and comparing health insurance products.  It outlines the prices 
and main features of all of the products available in the market in a consumer 
friendly format.  This document is reproduced overleaf. 
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Understanding and Comparing Private Health Insurance Products 
 
Research carried out by The Health Insurance Authority (“the HIA”) indicates that Irish consumers have difficulty 
understanding and comparing health insurance products.  The HIA publishes this document in order to address this difficulty 
by providing details of the main benefits provided by health insurance products in a simple, brief format that facilitates the 
comparison of these main benefits.  It is a brief guide to the main costs and benefits of the private health insurance products 
sold by BUPA Ireland, Vhi Healthcare, and Vivas Health.   
 
This document does not purport to provide full product details and should not be confused with full contractual terms and 
conditions, which are available from the insurers.   In particular, in order to avoid overcomplicating this document some 
potential differences between insurers and their products are not discussed, e.g. levels of customer service, number of 
hospitals in which cover is provided, number of consultants providing cover.  The HIA provides this information on a 
necessarily summary basis in order to be of assistance but without liability on its part or that of its officers.  You are advised in 
all circumstances to discuss your requirements with insurers and to review carefully the terms and conditions of the contracts. 
 
Furthermore, the cover referred to in this document is subject to the terms and conditions of the contracts.  In particular, there 
are circumstances during which cover may not be provided, such as during waiting periods or where other exclusions apply.  
Again you are advised to discuss these matters with the insurers and to review carefully the terms and conditions of the 
contracts.   
 
Please note that the details and costs included in this document apply to the products as at 8 January, 
2007 
 
Contact details:  
 

The Health Insurance Authority 
Address:     The Health Insurance Authority 

Canal House 
Canal Road 
Dublin 6 

Telephone:   (01) 4060080   Fax:   (01) 4060081 
Email:       info@hia.ie 
Internet:    www.hia.ie 

BUPA Ireland  
Customer Helpline:  1890 700 890 (lo-call) 
Mon – Fri:  8.00am – 8.30pm 
Saturday:   10.00am – 3.30pm 
 
Fax:                (025) 42122 
Email:       betteroff@bupaireland.ie 
Internet:           www.bupaireland.ie 

Vhi Healthcare  
Customer Service: 1850 44 44 44 (CallSave) 
Mon – Fri:    8.00am – 8.00pm 
Saturday:   9.00am – 2.00pm 
 
Fax:     (056) 61741 
Email:     info@vhi.ie 
Internet:      www.vhi.ie 

VIVAS Health      
Customer Service: 1850 717 717 (CallSave) 
Mon – Fri:    8.00am – 8.00pm 
 
Fax:     (01) 2937995 
Email:     support@vivashealth.ie 
Internet:   www.vivashealth.ie 

 
Table 1: Hospital Accommodation – BUPA Ireland, Vhi Healthcare, and VIVAS Health 
 
The main benefit of most private health insurance products in Ireland is the level of hospital accommodation/hospital 
treatment.  For many plans, more than 90% of the value of claims relate to hospital accommodation and treatments although 
other products concentrate on out-patient benefits. 
 
Table 1 sets out the levels of hospital accommodation offered by BUPA Ireland, Vhi Healthcare, and Vivas Health for each of 
their products and the cost per month on Adult Group rate.  The Adult Group rate is a 10% discount on full price and may be 
obtained if you take out health insurance as part of a group. 
 
Table 2: Outpatient, Overseas, Psychiatric Hospital, and Maternity Benefits – BUPA Ireland, Vhi 
Healthcare, and VIVAS Health 
 
Table 2 indicates which products provide significant outpatient benefits as well as the level of psychiatric hospital and 
maternity benefits. Of course insurers may offer more benefits than those listed and you should contact the insurers for full 
product details and terms and conditions. 
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        Table 1: Hospital Accommodation – BUPA Ireland, Vhi Healthcare, and VIVAS Health 
 
Price Increases Vhi Healthcare tend to  increase prices on 1 September for all contracts with renewal dates after that date.  VIVAS 
Health increased its prices in October 2006. The prices in Table 1 incorporate all price increases up to 8 January 2007. 
(NB:  BUPA Ireland announced on 14th December 2006 that they are commencing their withdrawal from the Irish market.) 
 

* Cover in the Galway Clinic is limited 
** These Vhi Healthcare Plans include Level 1 Day to Day cover. for Level 2 cover add €5.41 to the monthly rate. 
Notes 
• Please note that even if your policy covers a particular level of accommodation, if that level of accommodation is not available you might 

be required to stay in a lower level of accommodation.  You should also note that semi-private rooms can accommodate up to 5 people. 
• Many products offer full or significant cover for the Blackrock Clinic and Mater Private Hospitals in respect of day treatment, outpatient 

treatment and treatment for certain heart conditions.  If this is important to you, you should discuss it with the insurers. 
• Vhi Healthcare’s Company plans and VIVAS Health’s Teachers/ Nurses Plans are available to all consumers and not just companies/ 

teachers/ nurses. 
• The excesses referred to in the table above are paid either once per medical condition or once per claim. 
• Subject to availability, it is generally possible to stay in a higher level of accommodation than you have cover for if you pay part of the 

charges, either as a percentage of the charges or as an excess per night in hospital. Contact the insurers for more information. 

Public Hospitals 
Private Hospitals         

(excluding Blackrock Clinic  
and The Mater Private) 

Blackrock Clinic and 
The Mater Private 

Cost per month 
based on Adult 
Group Rate (net 

of tax relief at 
source) 

 
Product 

 Semi-private 
Room 

Private    
Room 

Semi-private 
Room 

Private    
Room 

Semi-private 
Room 

Private    
Room 

 
BUPA IRELAND  

  €27.61   Essential       
  €39.60   Essential Plus with Excess   €80 excess    
  €43.74   Essential Plus       

  €41.91   HealthManager Starter    A very limited number of  
private hospitals are covered   

  €59.97   HealthManager    €126 excess €126 excess   
  €150.40   HealthManager Gold       
 
                                                                                                          VHI HEALTHCARE 
  €35.24 / €37.71   Plan A / Plan A Option       
  €43.08/ €43.94   First Plan** / Family Plan **       
  €41.54 / €50.31   Company Plan / Company Plan+**   €75 excess*    
  €45.13   Plan B Excess   €75 excess    
  €51.05 / €55.35    Plan B / Plan B Option       
  €53.50 / €54.37 First Plan Plus** / Family Plan Plus**   *    
  €78.83 / €83.25   Plan C / Plan C Option       
  €83.54   Forward Plan **       
  €101.50 /€106.24   Plan D / Plan D Option       
  €151.59 /€156.34   Plan E / Plan E Option       
  €9.92   HealthSteps Silver 
  €15.33   HealthSteps Gold 

These products do not provide cover for hospital accommodation 

 
                                                                                                             VIVAS HEALTH 
  €25.54   Me Level 1       
  €30.00   I & We Level 1       
  €38.83   Me Level 2       
  €41.92   I & We Level 2       
  €42.12  Teachers / Nurses Plan       
  €36.16   Smart Plan       
  €37.04   Market / Hibernian Plan       
  €62.25   I & We Level 3       
  €62.46   Teacher / Nurses Plan Plus       
  €96.71   I & We Level 4       
  €134.54   I & We Level 5       
  €11.91   Day to Day: Teachers/ Nurses 
  €10.75   Day-to-day Me  
  €11.91   Day-to-day I & We Level A 
  €18.08   Day to Day  50  

These products do not provide cover for hospital accommodation.   
Tchrs/ Nurses Day to Day plans can only be purchased with Tchrs/ Nurses Plan & Tchrs / Nurses Plan Plus 

Level A products can be purchased with a hospital plan at a saving of €1.75 - €1.84 per month.  
Day to Day 50 can be purchased with a hospital plan at a saving of €2.67 per month 
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Table 2: O
utpatient, O

verseas, Psychiatric H
ospital, and M

aternity B
enefits - B

U
PA

 Ireland, Vhi H
ealthcare, and VIVA

S H
ealth 

B
U

PA
 IR

ELA
N

D
 

VH
I H

EA
LTH

C
A

R
E 

VIVA
S H

EA
LTH

 

B
enefits 

Essential, 
Essential 

Plus 

H
ealthM

anager 
Starter,  

H
ealthM

anager, 
H

ealthM
anager 

G
old 

Plans   A
 –E,               

A
 – E O

ptions,        
Plan B

 Excess 

H
ealthSteps 
Silver and 

G
old 

First Plan,            
First Plan Plus,      

Fam
ily Plan      

Fam
ily Plan Plus 

Forw
ard Plan 

C
om

pany 
Plan 

C
om

pany 
Plan  
Plus 

M
e Plan    
(B

oth 
Levels) 

I / W
e plans  

Teachers / 
N

urses Plans   
A

ll levels 

M
arket Plan    

Sm
art Plan 

A
ll D

ay to D
ay 

products 

O
utpatient C

over 
Very 

Lim
ited 

Significant 
Very Lim

ited 
Significant 

Significant 
Very 

Lim
ited 

Significant 
Very Lim

ited 
Very Lim

ited 
Very Lim

ited 
Significant 

C
over for Accident and 

Em
ergency H

ealthcare 
Abroad 

U
p to 

€55,000* 

H
M

 & H
M

G
 up to 

€65,000* (not 
covered by H

M
 

Starter) 

Plan A- B: U
p to €65,000* 

Plan C
-E and A-E O

ptions:  
U

p to €100,000* 
U

p to €100,000*  
U

p to 
€100,000* 

U
p to 

€100,000* 
U

p to 
€55,000* 

Level 1: U
p to 

€55,000*         
Levels 2-5: U

p to 
€100,000* 

M
arket/H

ibernian:                   
up to €65,000 *      

Sm
art: up to 

€100,000* 

Psychiatric H
ospital 

C
over  

U
p to 100 
days 

U
p to 100 days 

U
p to 180 days 

U
p to 100 days 

U
p to 100 
days 

U
p to 100 
days 

U
p to 100 
days 

U
p to 180 days 

U
p to 180 days 

Assistance w
ith 

D
octors fees 
w

hile in 
H

ospital 

U
p to 

€830.93 
U

p to €830.93 
U

p to €830.93 
U

p to €830.93 
U

p to 
€830.30 

U
p to 

€830.30 
295.86 

U
p to €832.00 

U
p to €832.00 

Assistance w
ith 

Private H
ospital 

Accom
m

odation 
€ 380.93 

Assistance w
ith 

H
om

e Births 

Essential: 
U

p to 
€1,900  

 
Essential 

Plus:       
U

p to 
€3,100 

H
M

 Starter:           
U

p to €2,850    
 

  H
M

:                       
U

p to €3,200 
 

H
M

 G
old:               

U
p to €3,500 

A / A O
ption: U

p to €2,100  
 B / B O

ption: U
p to €2,900 

 C
 / C

 O
ption: U

p to €2,900 
 D

 / D
 O

ption: U
p to €3,200 

 E / E O
ption: U

p to €3,200 

 
First and Forw

ard:       
U

p to €2,100 
 

Fam
ily:                       

U
p to €3,250  

  

U
p to 

€3,000 
U

p to 
€3,000 

Level 1:  €2,100      
Tch/ N

rs: €3,100 
Tch/ N

rs+:€3,100 
Level 2 :  €3,100 
Level 3:  €3,100 
Level 4:  €3,200 
Level 5:  €3,500 

Sm
art:                     

up to €2,660 
 

M
arket/H

ibernian                  
up to €2,900 

  

Post-natal 
hom

e help 

This benefit 
is not 

covered  

This benefit is not 
covered  

This benefit is not covered  

These benefits 
are not 
covered  

This benefit is not 
covered  

This benefit 
is not 

covered  

This benefit 
is not 

covered  

These benefits 
not covered  

U
p to €100 per 

day for 3 days 
This benefit is not 

covered  

These benefits 
are not covered  

 N
otes on O

utpatient C
over 

• 
W

ithin B
U

P
A Ireland’s products, H

ealthM
anager G

old provides m
ore outpatient benefits than 

 
H

ealthM
anager, w

hich in turn provides m
ore outpatient benefits than H

ealthM
anager S

tarter. 
• 

W
ithin V

hi H
ealthcare’s products H

ealthS
teps G

old provides m
ore outpatient benefits than H

ealthS
teps 

Silver, C
om

pany Plan Plus and the LifeStage C
hoices Plans (i.e. First Plan, First Plan Plus, Fam

ily Plan, 
Fam

ily Plan Plus and Forw
ard Plan). 

• 
W

ithin Vivas H
ealth’s D

ay-to-D
ay products, Level B provides m

ore benefits than Level A. 
 N

ote on A
ccident and Em

ergency H
ealthcare A

broad 
• 

These products providing cover for accident and em
ergency healthcare abroad also provide cover for the 

cost of repatriation if m
edically necessary, as w

ell as allow
ances tow

ards expenses incurred by a com
panion 

rem
aining w

ith and/or travelling w
ith a m

em
ber being repatriated. 

 

N
otes on M

aternity C
over 

• 
For m

any products m
aternity cover is only provided for a m

axim
um

 hospital stay of three nights. 
• 

O
ther m

aternity benefits are provided by som
e products, including enhanced outpatient benefits in respect of 

postnatal care.  If you are interested in these benefits please contact the insurers. 
 O

ther B
enefits 

• 
O

ther benefits are provided by som
e health insurance products, e.g.: 

- C
over w

ith U
K

 hospitals 
- C

over for treatm
ent abroad w

here treatm
ent is not available in Ireland  

- C
over for convalescence 

- D
iscounts for students in full tim

e education, and children 
- H

ealth inform
ation 

- C
over for alternative practitioners therapies 

- C
over for M

R
I scans, health screens, PET scans, and PET C

T scans 
If you are interested in these benefits please contact the insurers 



 

 165 

BIBLIOGRAPHY  

Bain (1956), Barriers to new competition: Their character and consequences 
in manufacturing industries. Cambridge, MA, Harvard University Press. 

Besley, T. et al (1999), “The Demand for Private Health Insurance: Do Waiting 
lists matter?” Journal of Public Economics vol 72, pp.155-181. 

Bickerdyke, I., Dolamore, R., Monday, I. and R. Preston (2002), Supplier-
Induced Demand for Medical Services. Australian Productivity Commission 
Staff Working Paper. Available online at 
http://www.pc.gov.au/research/swp/sidms/sidms.pdf  
 
Blair, R.D. and D.L. Kaserman (1983), Law and Economics of Vertical 
Integration and Control, New York: Academic Press.  
 
Brennan, N. et al (2003), Report of the Commission on Financial Management 
and Control Systems in the Health Service. Available online at 
http://www.hse.ie/en/Publications/Background/FiletoUpload,1717,en.pdf  
 
Clarke, R., Davies, S., Dobson P. and M. Waterson (2002), Buyer Power and 
Competition in European Food Retailing. Cheltenham: Edward Elgar Press. 
 
The Competition Authority (2006), Consultation on Guidance in respect of 
Collective Negotiations relating to the Setting of Medical Fees. Available online 
at http://www.tca.ie/professions/medical_fees_consultation.pdf  
 
The Competition Authority (2005), Submission to the HIA Minimum Benefit 
Regulations Consultation. Available online at 
http://www.hia.ie/docs/minimum-benefits/Minimum-Benefit-Submission-The-
Competition-Authority.pdf  

The Competition Authority (2002), Notice in Respect of Guidelines for Merger 
Analysis, Decision No. N.02/004. Available online at 
http://www.tca.ie/decisions/notices/n_02_004.pdf  

The Competition Authority (2005), Competition Issues in the  
Non-Life Insurance Market -  Final Report and Recommendations. Available 
online at http://www.tca.ie/insurance.html  

Competition Commission (2000), British United Provident Association Limited 
and Community Hospitals Group Plc: A report on the proposed merger. 
Available online at http://www.competition-
commission.org.uk/rep_pub/reports/2000/449BUPA.htm#full 

Department of Health and Children (1999), Government White Paper on 
Private Health Insurance. Available online at 
http://www.dohc.ie/publications/pdf/phi.pdf?direct=1  
 
Department of Health and Children (2002), Health Statistics 2002. Section D: 
Community Health and Welfare Services. 

Department of the Taoiseach (2002) Regulating Better. Available online at 
http://www.betterregulation.ie/upload/Regulating_Better_html/index.html 



 

 166 

Dobson, P., M. Waterson and A. Chu, (1998), The Welfare Consequences of 
the Exercise of Buyer Power. Available online at 
http://www.oft.gov.uk/NR/rdonlyres/9A4F0B82-1514-4344-9C1F-
39621912E9DE/0/oft239.pdf  

European Commission (1997), Notice on the Definition of the Relevant Market 
for the Purposes of Community Competition Law. OJ [1997] C 372/5. 
Available online at 
http://ec.europa.eu/comm/competition/antitrust/relevma_en.html  

European Commission (2002), Solvency 2. Available online at 
http://ec.europa.eu/internal_market/insurance/solvency2/index_en.htm 

European Commission (1997), Case no. IV/M.1033 - AXA-UAP / AXA 
AURORA. Available online at 
http://ec.europa.eu/comm/competition/mergers/cases/decisions/m1033_fr.pdf  
 
European Commission (1996), Case no. IV/M.812 - 
ALLIANZ / VEREINTE. Available online at 
http://ec.europa.eu/comm/competition/mergers/cases/decisions/m812_de.pdf  

European Commission (2000), Notice: Guidelines on Vertical Restraints, OJ 
[2000] C 291/1. Available online at 
http://europa.eu/scadplus/leg/en/lvb/l26061.htm  

The Financial Regulator (2006) Guide to Industry Funding. Available online at 
http://www.ifsra.ie/data/pub_files/2006%20Guide%20to%20Industry%20Fun
ding.pdf#search=%22%22insurance%20undertaking%22%20levy%22  
   
The Financial Regulator (2004), Serious Illness Insurance. Available online at 
http://www.ifsra.ie/data/cr_pub_files/Serious%20illness.pdf  

The Financial Regulator (2004), Income Protection Insurance. Available online 
at http://www.ifsra.ie/data/cr_pub_files/Income%20protection.pdf 

Gaynor, M. and Vogt, W.B. (1999), Antitrust and Competition in Health Care 
Markets. Available online at 
http://equilibrium.heinz.cmu.edu/mgaynor/papers/antitrust.pdf 

Greencore (2005), Annual Report. Available online at 
http://miranda.hemscott.com/ir/gnc/ar_2005/ar.jsp 

Harmon, C. and B. Nolan (1999), “Health Insurance and Health Services 
utilisation in Ireland” in Health Economics 10:2 

The Health Insurance Authority (2005), The Private Health Insurance Market 
in Ireland – A Market Review. Available online at 
http://www.hia.ie/docs/consumer-research/PHI-A-Market-Review-Final-
Report-Incl-Appendix%20A-220905.pdf 

The Health Insurance Authority (2006), Understanding and Comparing Private 
Health Insurance Products. Available online at 
http://www.hia.ie/docs/pcaci/Comparison-Table-March-29-2006.pdf 

The Health Insurance Authority (2005), Submission to the Department of 
Health and Children - Minimum Benefits. Available online at 



 

 167 

http://www.hia.ie/docs/minimum-benefits/Submission-to-DoHC-on-Minimum-
Benefits-Sept05.pdf  

The Health Insurance Authority (2003), Consultation Paper – Minimum 
Benefits. Available online at http://www.hia.ie/docs/minimum-
benefits/Minimum-Benefits-Consultation-Paper.pdf 

The Irish Times 
 
The Irish Examiner 
 
The Irish Medical Times 
 
Klemperer, P. (1987) “Markets with Consumer Switching Costs”. Quarterly 
Journal of Economics, pp.375-294 
 
Klemperer, P. (1988) “Welfare Effects of Entry Into Markets with Switching 
Costs”. Journal of Industrial Economics, pp.159-165 
 
Klemperer, P. (1995) “Competition when Consumers have Switching Costs: An 
Overview with Applications to Industrial Organisation, Macroeconomics and 
Industrial Trade”. Review of Economic Studies, pp.515-539 
 
National Treatment Purchase Fund (2005), Annual Report. Available online at 
http://www.ntpf.ie/news/NTPF%20Ann.Report%202005.pdf  

Nolan, B. and M. Wiley (2000), Private Practice in Irish Public Hospitals. ESRI 
General Research Series 175. 

OECD (2004), Private Health Insurance in Ireland: A Case Study. Available 
online at http://www.oecd.org/dataoecd/55/29/29157620.pdf   
 
OECD (2004a), Private Health Insurance in OECD Countries. 
 
Posnett, J. (2002), “Are Bigger Hospitals Better?” in McKee, M. and J. Healy, 
eds., Hospitals in a Changing Europe. Available online at 
http://regnet.anu.edu.au/program/review/Publications/HealyP2.pdf  
 
Schumpeter, J. (1994), Capitalism, Socialism and Democracy. Oxford: 
Routledge. 
 
Stigler, J. (1968), The organization of industry. Chicago, IL: University 
Chicago Press. 

The Sunday Business Post 

Tirole, J. (1989), The Theory of Industrial Organization. MIT Press, 
Cambridge, MA. 

Vhi Healthcare (2006), Multi Trip Travel Insurance Policy Document. Available 
online at http://www.vhi.ie/pdf/products/multitrip_terms.pdf  

Vhi Healthcare (2005), Group Business Travel Policy Document. Available 
online at http://www.vhi.ie/pdf/products/businesstravelterms.pdf 

Vhi Healthcare (2004), Annual Report. 



 

 168 

Vhi Healthcare (2005), Annual Report. Available online at 
http://www.vhi.ie/pdf/about/annual_report_05.pdf 

The Wall Street Journal 

Waterson, M (2003). The role of consumers in competition and competition 
policy. International Journal of Indusrial Organisation, pp.129-151 

Watson, D. and J. Williams (2001), Perceptions of the Quality of Health Care 
in the Public and Private Sectors in Ireland: Report to the Centre for Insurance 
Studies Graduate Business School, UCD. Dublin: ESRI.  

Wilson, C. (2006). “Markets with Search and Switching Costs”, Centre for 
Competition Policy Working Paper 06-10. Available online at 
http://www.ccp.uea.ac.uk/public_files/workingpapers/CCP06-10.pdf    

York Health Economics Consortium (2003), Assessment of Risk Equalisation 
and Competition in the Irish Health Insurance Market (Report prepared for the 
HIA).   

 

 

 

 

 

 

 

   

 

      

 
 
 
 

 
 
 
 

 



Competition in the  
Irish Private Health 
Insurance Market

A Report to the Minister for Health and Children

January 2007

Com
petition in the Irish Private H

ealth Insurance M
arket       A Report to the M

inister for H
ealth and Children




