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Can you feel investment
in your bones?
Dr Michelle Tempest and Dr Niklas Jahn of Candesic
diagnose the investment case for the orthopaedic
hip and knee joint replacement market
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ast year brought uncertainty: Trump,
Brexit and the list goes on. Healthcare
also became more complex with artificial
intelligence and an explosion in wearable health
trackers. Predicting the future has never been
so confusing and some businesses had to revisit
their assumptions about the future. However,
in the orthopaedic market, there are some
noteworthy steady trends. This market is often
considered a hospital’s ‘bread and butter revenue
generator’ for a reason – because it is. A chunk
of stable, predictable physical health hospital
revenue comes from elective hip and knee
replacements; getting the inside track on these
trends is key to finding the right investment
opportunities. Here we consider demand, supply,
competition, funding and outcomes with the aim
to help the reader decide what, why and how
to invest in orthopaedics and which hospital
providers are on the up.

Demand
The market for hip and knee replacements
is increasing in volume (figure 1), driven by
an ageing population and an increase in risk
factors such as obesity. This growing burden to
the health system is felt differently across the
country, with hip and knee replacement rates
varying significantly. At the same time, NHS
waiting times for orthopaedic procedures have
increased significantly, with the 95th percentile
patients now waiting for more than 28 weeks
according to NHS Digital. Consequently, some
NHS patients are left waiting in pain for their joint
replacements. Recently, joint replacements hit
the headlines when three clinical commissioning
groups (CCGs) in Worcestershire financially
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restricted hip and knee replacements to the most
severe cases where “pain interferes with daily
life and ability to sleep”. This flies in the face of
clinical decision making and the Royal College
of Surgeons responded that these proposals had
“no clinical justification”.
The winter pressure crisis is another way of
highlighting system-wide high demand with
longer waits in A&E, long ambulance queues
and the chronic lack of free beds, leading
to cancellations of elective procedure. With
c.94% of all NHS commissioned hip and knee
operations being elective, they are the first to
be cancelled in times of NHS system stress.

Supply
Taking a step back and looking at which
hospitals deliver England’s hip and knee joint
replacements, there are 227 NHS hospitals and
159 independent sector hospitals who conduct
elective hip and knee procedures (for both NHS
and privately funded patients) according to
National Joint Registry (NJR) data. Naturally,
the way the capacity of these hospitals is
used is dictated not just by case mix but
also by local nuances, driven by historic and
geographical relationships across 209 CCG areas
in England. The formation of 44 Sustainability &
Transformation Plan (STP) footprints, which tie
CCGs into larger groups to form local health ecosystems with both commissioner and provider
involvement to deliver the ‘Five Year Forward
View’, has allowed us to look at the market with
a specific view: what does the STP landscape
look like? Are the STPs just focused on cost
or are they aiming to link up their healthcare
economy to deliver top quality outcomes?

Candesic’s analyses revealed (figure 2) the
wide variation in how STP’s use their local
supply and it’s far from black and white. Some
six STPs send more than half of their total
NHS waiting list hip and knee replacements
to the independent sector whereas others seem
to not use independent providers at all, and
only procure from NHS trusts. Interestingly,
there is no obvious relationship between the
supply of local independent sector orthopaedic
hospital beds and the use of these beds for
NHS overspill activity. As our data shows, there
is no simple ‘one-size fits all’ reason behind
this variation. So, it’s important to understand
the local geopolitical context as well as the
commissioning dynamics.

Competition
When thinking about new investments or
tracking investments within the private hospital
market, it is interesting to note that the last three
years’ independent hospital volume growth has
been mainly driven by NHS overspill, i.e. NHSfunded activity carried out in the independent
sector. Growth rates here over the past three
fiscal years have exceeded 15% per annum
(figure 1).
Digging deeper into this shows that the biggest
winners of this work have been Spire Health
Care UK, BMI Healthcare, and Nuffield Health
with (surprisingly) Ramsay Healthcare losing
3.3% market share (figure 3). Circle Health, a
smaller player with hospitals in Reading, Bath,
and Nottingham, has been gaining market share
on the back of this and in 2015-16, performed
78% of its hip and knee replacements on the
NHS tariff.

▶
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Modern knee and hip
prosthesis which are made
by a CAD engineer and
manufactured through 3D
printing
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FIGURE 1: GROWTH IN PRIMARY HIP AND KNEE REPLACEMENTS
Number of hip and knee replacement procedures in England and Wales
000’s, by calendar year
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FIGURE 2: LOCAL VARIATION IN NHS OVERSPILL
NHS level of outsourcing of primary hip and knee replacement to independent sector by STP
*2015-16
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▶ Funding

For independent sector providers, there are
three main funding mechanisms for the
elective hip and knee replacement market.
First and foremost, income comes from the
NHS via elective lists and these can either be
commissioned directly from CCGs or by NHS
trusts that outsource part of their waiting list,
often driven by waiting time breeches. Private
medical insurance (PMI) and an increasingly
growing portion of self-pay form smaller
revenue streams.
Traditionally, NHS prices are the lowest,
followed by PMI, with the highest prices enjoyed
from self-pay. However, lower margin NHS
elective work can ensure high utilisation of
expensive assets such as laminar flow theatres
and staff, and create the necessary ‘base load’ to
enable private hospitals to make money on more
lucrative privately paid procedures. Among the
top four independent sector providers (who
provided hip and knee replacements in excess
of ten thousand procedures in 2015-16), PMI
and self-funded activity contributed to about
35 to 40% of their total volume. The exception
was Ramsay Health Care UK, who focus on
NHS work and whose private volumes were
13% (figure 4).

Performance indictors
Performance indicators are key to any business
and tracking chosen indicators can be the make
or break for board decisions. Although there is
an entire dashboard of indicators, let’s focus on
two: the number of cancelled operations and
patient outcomes,

FIGURE 3: INDEPENDENT SECTOR MARKET SHARE EVOLUTION
NHS funded hip/knee replacement
activity by independent sector provider
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Cancelled operations
This mainly affects NHS trusts as the majority
provide both elective and emergency patient care
(figure 5). Operational efficiency for NHS trusts,
which are yet to run elective and emergency
pathways in a streamlined manner, can quickly
get themselves into a spiral of cancelled and
delayed elective procedures. Obviously, elective
work gets trumped by emergency, life-saving
trauma and orthopaedic admissions. So, unless
there are separate theatres and clinical teams for
elective work, emergency admissions become
the cause of elective patients being sent home.

Outcomes
For hip and knee replacements, there are
outcomes based measures, such as the Oxford hip
and knee score. There is also an increasing body
of global evidence across medical disciplines
that there exists a critical volume of procedures
after which improved outcomes can be achieved.
This includes the British Orthopaedic Association
which recognises that “in the majority of cases,
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higher volumes equate to better outcomes”.
There has been a trend within the market of
preferring higher volume hospitals, over time
squeezing out low joint replacement volume
hospitals. In 2010, there were 92 high volume
hospitals performing more than 600 hip and
knee replacements yearly out of which 15 (16%)
were independent sector hospitals. In 2016,
there were already 128 high volume hospitals
(28% independent sector) demonstrating the
formation of centres of excellence both within
the NHS and independent sector.

Investment thesis
The top question for investors is how to ensure
one’s organisation delivers improved elective
care patient outcomes alongside decongesting
orthopaedic flow and creating sustainable
growth, both as a standalone business but also
within the context of local health ecosystems.
Here we have highlighted that the hip and knee
replacement market acts rather like a barometer
for the entire private hospital industry and should
be a focus for investors.
Investors often look at a portfolio of

▶
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FIGURE 4: INDEPENDENT SECTOR PROVIDER OVERVIEW
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FIGURE 5: TRAUMA AND ORTHOPAEDICS BUSINESS MODELS
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▶ hospitals and piecing together the jigsaw to

gain group level insights does take expert help
and advanced data analytics. But the complex
riddle can be solved and is in part a numbers
game, looking at volume, procedure and payor
mix, operational efficiency, and ebitda. But the
brave new world of healthcare strategy is not
just about sitting back and picking winners. It’s
about understanding the local conditions where
winners can emerge and grow. It’s about backing
those winners and looking to harness the good
that works and change what does not.
Whilst it may be right for some hospitals to
dedicate their capacity purely to private patients,
this segment accounts for only 34% of the total
annual hip and knee joint replacements conducted

in the UK. Candesic is already in discussions with
some NHS trusts and STPs who may well prove
to be the game changers. In some parts of the
country, there are opportunities for far greater
collaborations between NHS and independent
providers and new embryonic relationships such
as Accountable Care Organisations (ACOs) and
public-private partnerships. These are already
highlighting how private providers can work
with public providers; the NHS can guarantee
volumes yet often struggle with capacity, and the
private sector is more willing to invest in capacity
if it can be assured higher volumes. After all,
a system-wide problem requires a system-wide
response. This is where opportunities lie for
investors and providers alike. n

Candesic is a health and social care management consultancy
who pride themselves on delivering top quality advice to their
clients. For more information or the data behind this article
contact Dr Michelle Tempest, partner at Candesic.
www.candesic.com / 020 7096 7680 / @DrMTempest
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