
26   |  MAY 2018  |  HM - LaingBuisson26   |  JULY 2018  |  HM - LaingBuisson

Indepth

The DOLLAR$ in  
DIALYSIS

The dialysis market is highly consolidated but is there room for growth? Sam Coates, Gonçalo Silva and Dr Victor Chua of Mansfield 
Advisors assess how investors can drive profits globally

At first glance, the dialysis market 
appears highly consolidated. The 
three largest players, Fresenius 
Medical Care, DaVita, and B. 

Braun share 42% of global revenue. Yet, 
their presence is primarily concentrated 
in a few select regions such as Europe, 
North America and Japan, which account 
for approximately 44% of all dialysis pa-
tients. Overall growth in the market is sat-
isfactory at 3.5% CAGR, as illustrated in 
Figure 1, with key players in the industry 
operating at high EBITDA margins, ranging 
from 18% to 21%.

Dialysis is used to treat patients with 
end stage renal disease (ESRD) which 
impairs kidney function – there are over 

2.3 million dialysis patients annually. 
The demand for dialysis is expected to 
increase as the prevalence of conditions 
causing ESRD continues to rise. The two 
primary causes are hypertension – which 
is projected to increase by 41% to 1.56 
billion cases in 2025 – and diabetes, 
which is estimated to increase by 25% in 
the next 20 years.

Growth is further underpinned by 
economic development in emerging 
markets and China, which not only results 
in improvements in life expectancy and 
more sedentary lifestyles contributing to 
the increased prevalence of ESRD, but we 
also observe more spending on health-
care services and infrastructure.

Supply and demand
We see this reflected in market growth 

between regions - North America saw 
a 3-5% increase in patient volumes in 
2016. Whereas, Asia-Pacific grew twice 
as fast at 8% per year with further growth 
potential in its large number of yet undi-
agnosed and untreated patients. There 
are also supply-demand imbalances, 
Saudi Arabia has only six clinics for every 
100,000 diabetes patients, whereas the 
United States and Western Europe have 
two to four times as many. The Saudi 
shortage is particularly prominent consid-
ering their dialysis patient numbers grew 
from 3,900 in 1995, to 21,300 in 2010.

Overall, the dialysis patient growth rate 
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THE DEMAND 
FOR DIALYSIS IS 
EXPECTED TO 
INCREASE AS 

THE PREVALENCE 
OF CONDITIONS 
CAUSING ESRD 
CONTINUES TO 

RISE

is estimated to increase to 6% per year, 
meaning that the projected number of 
patients will be as high as 4.9 million by 
2025. 

Expansion strategies
Investors need not rely on the market 

alone to drive growth, there are several 
strategies to expand further. One major 
factor is cross-selling services, with 
providers striving towards developing and 
implementing complete ESRD service 
and care coordination offerings to extract 
the full cross-selling potential of ESRD 
patients.

As shown in Figure 3, dialysis services 
make up only 30% of the yearly Medicare 
reimbursement budget allocated to ESRD 
patients in the United States. Additional 
services that can be consolidated out-
side of core treatment include vascular 
services - the preservation of veins and 
forming of fistulae; and pharmacy servic-
es –pharmacies that work directly with a 
patient’s doctor to offer a more personal-
ised approach to diagnosis that can have 
significant benefits to overall treatment.

In 2013, Fresenius implemented a 
successful cross-selling strategy after 
recognising the untapped potential. A 
portfolio of extra services to improve cli-
ent experience and increase revenue was 

soon constructed. Their specialty pharma-
cy, FreseniusRx, is particularly successful 
both clinically and economically. Last 
year, patients who used this service 
experienced a 9% improvement in their 
target ranges for blood calcium, phospho-
rus and intact parathyroid hormone goals, 
compared to patients who did not.

Through its offerings, Fresenius has 
now consolidated 11% of what it terms 
the ‘care coordination’ market in North 

America and has recently begun to ex-
pand beyond its primary markets. These 
businesses are now growing at double 
digits and account for 23% of revenue. 
Our analysis shows that Fresenius is able 
to extract a market-leading ~$52,000 
per patient per year through its cross-sell-
ing strategy. Other providers, such as 
B. Braun and DaVita, have begun to 
replicate this strategy and have in turn 
increased their revenue per patient. 
In stark contrast, Diaverum, whose 
cross-selling strategy is still limited, 
achieves approximately half of Fresenius’ 
value per patient.

The ability to adapt
Success in dialysis services also 

relies on selecting suitable countries 
and adapting strategies to each market. 
Each country operates as its own distinct 
micromarket owing to radical differences 
in reimbursement, competitive supply and 
personnel costs. Current market leaders, 
Fresenius and DaVita have focused on 
the North American market, and Diaver-
um primarily the European with a growing 
presence in South America, following two 
recent acquisitions in Brazil. Countries 
that offer higher tariffs and cross-selling 
potential obviously prove most attractive.

Fresenius offers a good example of how 
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Funding
• In US - funded by Medicare and 

only partially by private 
insurances, but privately 
managed

Growth
• Market growing at 6% in value 

and at 3-5% patient volume
Competition
• Fresenius and DaVita are market 

leaders with ~65% share

Funding
• In Brazil – 85% funded by Public 

Health System supports 85% of 
patients. 15% funded privately

Growth
• Market growing at 5% in patient 

volume
Competition
• Market is fragmented, but 

Fresenius have 3 times as many 
patients (~30,000) as the 
nearest competitor, Baxter

Funding
• Significant differences in 

funding, ownership, 
concentration and pricing 
schemes between countries

Growth
• Ageing population is a key 

driver, with everyone having 
access to dialysis, even at 
70+

Competition
• Fresenius, Diaverum and B, 

Braun are market leaders  in 
EMEA

Funding
• Comparatively lower 

reimbursement fees and lower 
penetration of dialysis due to 
low GDP

Growth
• Highest number of patients is 

in Asia-Pacific and growing at 
8% p.a.

Competition
• Fresenius are the only provider 

with significant footprint, 
others have fewer than 100 
clinics in the region
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to adapt to each micromarket. In devel-
oped markets, it has focused on selling 
complete solutions where the emphasis 
is on pay-for-performance initiatives and 
value-based healthcare. In contrast, in 
emerging markets, Fresenius implements 
a fee-for-service payment structure, which 
means that services are unbundled and 
can be paid for separately, opening up 
markets to Fresenius where patients may 
have previously been reluctant or unable 
to pay for bundled treatments.

The approach for management of 
centres depends on incentives offered 
by the local reimbursement structure. In 
Italy, centres are reimbursed according 
to the number of outpatient services 
performed, so there is a greater empha-
sis on patient throughput. Whereas, in 
Canada and New Zealand, regional ESRD 
authorities receive fixed budgets which 
are then allocated to specific providers, 
so management of centres are impacted 
by each authorities’ targets and expecta-
tions, which tend to be more focused on 

outcomes as opposed to volume.
Some markets offer extensive gov-

ernment contracts through tenders. 
For successful providers this can offer 

guaranteed, and sometimes lucrative, 
revenue streams. However, this has some 
associated risks as contracts can be 
lost when re-tendered. This is a problem 
currently facing Diaverum and DaVita in 
Saudi Arabia where five year contracts 
worth ~$260m are set to expire in 2019 
and, according to Healthcare Nova, they 
may not win the new tenders, which would 
particularly impact Diaverum as according 
to our estimates the Saudi Arabia market 
accounts for ~10-15% of its total EBITDA.

Beyond factors discussed so far, there 
is scope to drive profitability through oper-
ational efficiency, with optimising capacity 
utilisation the most pivotal factor. Although 
dialysis appears to be a consolidated 
market on the surface, there remains con-
siderable growth potential for investors to 
chase after.

INVESTORS NEED 
NOT RELY ON 
THE MARKET 

ALONE TO DRIVE 
GROWTH, THERE 

ARE SEVERAL 
STRATEGIES TO 

EXPAND FURTHER
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The private acute medical care hospitals and clinics market (the independent sector + NHS 
private patient services) was worth an estimated £5.78 billion in 2017. 

Mixed market conditions were highlighted as real growth slowed from 4.2% in 2015 to just 
2.5% in real terms during 2016 – and the market experienced a contraction in real terms, 
growing by just 0.6% in 2017. While NHS demand for services flattened, embassies in the Gulf 
States/Middle East reduced their overseas spending, and medical cover payouts were softer, 
there remains a strong self-pay demand as a larger number of customers have been willing to 
pay for private acute medical care. 

The report focuses on the challenges and opportunities that current and future demand trends 
define for sector providers at a time when some trends have recently shifted significantly. Acute 
medical care providers are now evolving strategies to anticipate future demand behaviour, 
and LaingBuisson’s report provides valuable insight and analysis to support this. The next 
12 to 18 months will shed more light on the direction of NHS demand, as NHS providers 
spend additional (Autumn Budget) funding to clear NHS waiting lists, and NHS contracting 
arrangements continue to develop. Providers will also be looking for more favourable dynamics 
from overseas demand for private care, following a market check in recent times.

An underlying strength of the market remains strong interest in 
private healthcare from individuals looking to pay for quick and 
convenient diagnosis and treatment. High NHS waits and the 
scope for development of private healthcare are expected to 
support continued strong growth in this area. And as this report 
highlights there are several significant new entrants from overseas 
and domestically which are bringing new capacity and delivery 
concepts into the private market which highlights optimism of 
future growth, and UK incumbents are busy developing new 
service propositions to accommodate a more comprehensive 
patient pathway within private healthcare.

Another central theme within the report is the increased focus on 
quality of services and patient outcomes within the healthcare 
sector. 
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