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Abstract 

 
Tierra del Fuego, the most southern Argentinean province, has approximately one 
hundred and twenty thousand inhabitants distributed between two main cities: 
Ushuaia and Río Grande. Given the small size of the market, each city has mainly 
two inpatient institutions: a public hospital, run by the Provincial Ministry of Health, 
and a private-for-profit Clinic, plus an array of outpatient services (general practice, 
specialists, diagnosis centres, etc.). Since 2001, the Provincial Social Health 
Insurance (IPAUSS), which covers thirty per percent of the total population, 
changed its payment mechanisms schemes, contracting one intermediary in each 
city. These actors also have the property of the main private hospitals in each 
region. The new payment structure is a monthly capita per city disbursed by 
IPAUSS, which is distributed by the intermediary between both suppliers based on 
provision. As known, different payment systems produce different incentives over 
efficiency, quality and utilization of health infrastructure. However, market structure 
plays a significant role in contract performance, based on competition and 
willingness to differentiate services. The propose of the paper is to determine 
which is the ability of the Provincial Health Insurance to transfer the risk of health 
care to the providers, given the small size of the market, specially when the 
monopolistic private institution is vertically integrated to the manager. In addition, 
we analyze the public hospital’s ability to face upstream risk transfer while avoiding 
adverse selection of patients, derived from the private supplier. Based on a 
monthly data panel between June 2001 and October 2004, a price setting model 
under an asymmetric information scenario was developed, and a risk absorption 
coefficient is calculated, by using ordinary least squares, corrected by local and 
institutional characteristics. Results support the hypothesis of contract as control of 
monopolistic behaviour based on two main issues: the payment mechanism 
chosen, and the ability of the Public Sector to improve the managing quality to 
boost its participation in the provision of care. 
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