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November 29, 2021 

Finding the Optimal Competitive Model for Public Health Services: Israel as a Case 
Study/ Michal Halperin 

In my update of September 2021, I described my intention to research the Israeli healthcare industry from 
the perspective of competition to see if competition can be used in order to optimize the performance of 
the national health insurance industry.  

Although a private health care sector exists in Israel, the focus of my research is the national health 
insurance sector (NHI). The NHI sector is financed mainly by the government (~70% is financed through 
earmarked taxes, social security, and general government expenditure).  

This research looks at vertical integrations in Israel’s NHI and analyzes both the efficiencies and the 
competitive concerns arising from the current vertical integration, while drawing lessons from the 
American and European experience in vertical integration in the healthcare sector.  

When analyzing healthcare sectors, it is common to divide between different levels in the supply of 
healthcare services. 

 

The US healthcare sector has extensive experience with vertical integrations of all kinds. Many examples 
exist of integration between hospitals and primary or secondary health providers. There are also examples 
of insurers integrating with hospitals or with primary care or secondary health providers. Some of the 
vertical integrations were successful – meaning they created efficiencies by reducing the cost for their 
patients or by providing better care for their patients. The prominent example of a successful vertical 
integration is Keiser Permanente. Other vertical integrations were considered less successful – meaning 
they increased the market power of the integrated entity while not being able to achieve real efficiencies. 

There is no known answer in academic or business literature to the question of what makes vertical 
integration in healthcare succeed or fail – neither in the US market or globally. This research of the Israeli 
experience targets to shed light on this globally relevant question  

Insurer/Payer - when NHI exists it is mainly the government 

Primary Health - doctors and nurses providing primary care 

Secondary Health - specialists, diagnostic services such as X-ray, MRI, pathological laboratory 

Tertiary Health - hospitals 
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In Israel the National Health Insurance Act was enacted in 1995 on the backdrop of existing system that 
evolved gradually. The NHI reform created a system of 4 health plans, each one of which is an integration 
of insurer (payer) and primary healthcare provider. The 4 different health plans have different level of 
vertical integration ordered from most to least vertically integrated (left to right) in the chart below:  

 

The level of vertical integration between health plans and hospitals differs widely from one health plan to 
the other. This calls for research on whether we should encourage further vertical integration of health 
plans with hospitals or back away from any further vertical integration and even divest the existing 
integration.  

In Israel there are 28 general hospitals (general hospital meaning a hospital that provides ER services and 
internal medicine wards as opposed to hospitals conducting only elective treatments and surgeries). The 
Government, through the Ministry of Health (MoH) directly owns 50% of acute beds. Clalit holds 30% of 
acute beds. One general hospital is owned by Maccabi and the rest are held by different nonprofit and 
for-profit private entities. 

This  research is looking at three different possible influences that the vertical integration may have on 
how the NHI market is operating.  

Clalit  
(52% market share) 

Leumit  
(8% market share) 

Meuhedet  
(14% market share) 

Maccabi  
(26% market share) 

Doctors and 
nurses fully 
employed 

Experts fully 
employed; self-

owned diagnostic 
services 

 30% of acute 
hospital beds in 7 
general hospitals 

Most of the doctors 
work exclusively for 

Maccabi 

Self-owned 
diagnostic services  

and  emergency 
care facilities 

One general hospital. 
Acquires hospital 

services from Clalit 
and others 

Most of the doctors 
work exclusively for 

Meuhedet 

Limited self-
owned diagnostic 

services 

No general hospitals. 
Acquire hospital 

services from Clalit or 
others. 

Most of the doctors 
work exclusively for 

Leumit 

Very limited self-
owned diagnostic 

services. 

No general hospitals. 
Acquire hospital 

services from Clalit or 
others. 

Insurer 
(payer) 

Primary 
Health 

Secondary 
Health 

Tertiary 
Health 

No vertical 
Integration 

Full vertical 
Integration 

Legend: 
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1. Does the vertical integration with hospitals create an advantage in enrolling new patients to 
the health plan?  
We are using the case of the opening of a new general hospital by Maccabi as a test case. 
Opening of general hospital in Israel is relatively rare. The last general hospital that was opened 
is vertically integrated to Maccabi and is in fact the only general hospital owned by Maccabi. We 
are using data that the MoH and the National Security Institute in Israel has on the number of 
patients switching from one health plan to the other in order to analyze whether the opening of 
a general hospital by Maccabi created an advantage for Maccabi in enrolling new patients. We 
are looking at this question while taking into account geographical aspects. We will also 
research what kind of population (if at all) switched to Maccabi trying to control mainly for age.  

2. Does vertical integration with hospitals create efficiencies in the level of care for patients?  
Clalit claims that the average Length of Stay (LOS) of its patients in Clalit’s hospital is substantially 
shorter than the LOS of its patients in other hospitals. Clalit further claims that the rate of re-
admissions of its patients is smaller in Clalit’s hospitals than other hospitals. Some data was 
provided to support the two arguments, indicating that Clalit may be using the vertical integration 
to better coordinate between primary care and hospital care. We are investigating the data that 
the MoH has on duration of hospitalization. We intend to interview relevant executives in Clalit 
to better understand how they manage the communication between primary and secondary 
health providers and hospital and compare such practices with practices of other health plans and 
other hospitals. 

3. Does the vertical integration create an advantage for Clalit in recruiting doctors?  
There is shortage of doctors in Israel and the general hospitals owned by Clalit are all either 
academic hospitals or hospitals affiliated to academic hospital. Hence, all the general hospitals 
of Clalit are training doctors. All three health plans that are not Clalit claimed that the main 
advantage for Clalit from its vertical integration is the ability to recruit new doctors. We intend 
to use the data of the MoH and the Supervisor of Salaries in the Ministry of Finance to 
investigate if such advantage exists.  

Why are these three questions important and relevant to the competitive analysis of the vertical 
integration? 

In antitrust and competition analysis the prominent competition concern from vertical integration is the 
concern of foreclosure. In the NHI market the relevant concern will be that the biggest health plan will 
use its ownership of hospitals to create an advantage to its patients and to discriminate the patients of 
other health plans. In antitrust and competition analysis such foreclosure concern is always weighed 
against efficiencies that may arise from the vertical integration. The three above questions look both at 
the possibility for foreclose and at possible efficiencies arising from vertical integration.  

The analysis becomes more complicated because the NHI sector in Israel is small. Even if vertical 
integration is efficient and desirable it may be difficult to create four separate health plans that are 
vertically integrated and yet are still able to supply a variety of choice to their patients in all the 
geographical areas in which they supply healthcare. It is no surprise that the most vertically integrated 
health plan in Israel is also the biggest one.  

This question is especially important at current times when traditional hospital care is being substituted 
with home hospitalization. Home hospitalization can become disruptor in the hospital market not only in 
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Israel but in many other countries. The question whether home hospitalization should be under the 
management and supervision of health plans or under the management and supervision of hospitals is 
still open. The efficiencies and concerns arising from vertical integration may influence such decision.  

 

 


