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Dear Ms Barber, 

 

 

1 Preamble 

 

1.1 Thank you for the willingness to engage regarding the above-mentioned working paper 

(hereafter referred to as “the working paper”) expressed in your email of 1 March 2016. We are 

conscious of the public attention given to this working paper given the current focus on 

healthcare in South Africa. We firmly believe in rigorous policy informing technical work and see 

Ground Floor Block J Central, Central Park  

400 16th Road Midrand  

South Africa  

Private Bag X17 Halfway House 1685 

Tel: +27 11 541 0900  Fax: +27 11 805 8261 

 

mailto:afwcozawr@who.int
mailto:barbers@who.int
mailto:Luca.LORENZONI@oecd.org


Commentary on OECD Working paper 85 
 

 
2 of 10 

 

our engagement on this matter as a means of strengthening research that may be relied upon 

for healthcare reform initiatives underway in South Africa.  

 

1.2 We’d like to place on record that we are acting on our own behalf in this engagement, in part 

due to the fact that we were publicly credited for our contribution to the paper, and not on 

behalf of any of our clients. Insight has been requested to rebut the study publicly, but has 

declined to do so in order to avoid unnecessary public controversy.  

 

1.3 We look forward to being able to engage on these issues at your earliest convenience. The 

technical concerns we have with the paper are particularly topical and may imply a degree of 

urgency given the context of the Competition Commissioner’s Health Market Inquiry presently 

underway in South Africa. 

 

 

2 Background 

 

2.1 In late 2014 Insight Actuaries & Consultants (“Insight”) was approached by the WHO 

representative Tomas Roubal to ask if we could assist the WHO in a study comparing private 

hospital prices in South Africa to prices in other countries. We were pleased to be able to assist 

Mr Roubal in terms of contact information for a number of key people in the private healthcare 

funding environment.  

 

2.2 During the course of 2015 the Government Employee Medical Scheme (“GEMS”) received a letter 

inviting it to participate in the study by contributing data. Insight, being GEMS’ actuarial service 

provider, facilitated the handover of this data to the WHO.  

 

2.3 During the course of this engagement Insight provided technical assistance to the WHO in terms 

of clinical coding comparisons.  

 

2.4 In June 2015 we attended a meeting where initial findings of the study were presented. During 

this meeting we provided a range of verbal feedback, including a number of technical concerns 

regarding the methodology employed by the authors, some of which are repeated below. We 

were not asked to provide written feedback.  

 

2.5 We appreciate the recognition given in the working paper for our contribution to the study.  

 

2.6 I wish to place on record our concerns regarding some of the methodologies used and results 

presented in the paper as detailed below. Whilst other market stakeholders may be releasing 

responses to the paper in public, we have elected to engage directly with the authors, the OECD 

and the WHO to raise our concerns. Given the relevance of the questions posed by the paper to 

current health reforms and competition inquiries, we may be compelled to bring these 

comments to the attention of the Department of Health and the technical panel of the Health 

Market Inquiry in due course.  
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2.7 We deal with our specific technical concerns under various headings in paragraphs 3, 4, 5 and 6 

below. 

 

 

3 Framing 

 

3.1 The framing and language in the working paper creates the impression that the report is about 

private hospitals in South Africa rather than the cost of in-hospital care. The roughly 40% of in-

hospital expenditure that arises from non-hospital providers is not adequately described. The 

working paper consistently and almost exclusively refers to “private hospital prices”. This can, 

and already has, led to misinterpretations of the findings in the report.  

  

 

4 Affordability 

 

4.1 The working paper fundamentally asks two questions:  

 

(a) How do private hospital prices compare to OECD countries? 

(b) Are these price levels affordable for South Africa? 

 

4.2 On a US Dollar based Purchasing Power Parity adjusted basis, South African “private hospital 

prices” are broadly in line with comparator countries in the study. The relative price levels are 

plotted against GPS per capita by country which shows a strong relationship for comparator 

countries, but against which South Africa appears as an outlier (Figure 5 in the paper). The study 

goes on to conclude in paragraph 5: “…private hospital prices are expensive relative to what could 

reasonably predicted given the country’s income and are likely to be expensive even for individuals 

with higher levels of income.”. We submit that this conclusion is flawed and should be 

reconsidered.  

 

4.3 We gave feedback in the June 2015 meeting that it would be inappropriate to compare South 

African “private hospital prices” to comparator OECD countries against GDP per capita by country 

as private hospitals are not used by the population as a whole, but rather by the subset of the 

population who use private healthcare, mostly through membership of medical schemes.  

 

4.4 In some of our own research, we encountered similar challenges when comparing South African 

hospital utilisation data to that of OECD countries in the Eurostat database. We could not find 

an acceptable methodology to divide a counties GDP in sub sectors of the population and 

ultimately used GNI which was easier to adjust for correspondence.  

 

4.5 We note that the authors of the working paper acknowledge this issue in paragraph 36 but 

maintain the national GDP approach. We submit that the basis for the comparison against 

national GDP remains flawed. Private Hospitals are used by a readily identifiable subsection of 

the South African population which is not representative of the South African population as a 

whole.  
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4.6 We note the contents of working brief 3 for the working paper and slide 21 of the presentation 

made to the Health Market Inquiry which expands on figure 5 from the working paper by 

including income decile points on the graph. This goes some way, but in our view not far enough, 

in making the point. Without elaborating further the study goes on to draw the conclusion that 

South African “private hospital prices” are expensive even for upper income households. We note 

that the expanded graph from briefing paper 3 and the presentation are not in the published 

working paper. This omission means that readers of the paper who are unfamiliar with the 

background and South African specific circumstances will take the results at face value without 

the necessary insight into the income distribution of South African citizens. We suggest that 

these details and an accompanying discussion be included in the working paper.  

 

4.7 The matter was identified by a Health Market Inquiry panel member (Dr Cees van Gent) who 

asked about the income decile distribution issue. Data on the income decile distribution of 

medical scheme members is in the public domain, available through the Income and Expenditure 

Survey undertaken by Statistics South Africa. Results are as follows: 

 

Figure 1 

 
Source: Stats SA, Income and Expenditure survey 2010/2011 

 

 

4.8 85% of medical scheme members are found in the top 3 income deciles. The average income 

decile of medical scheme members is 8.8. Given the skewness in incomes, weighting the results 

by income places the average medical scheme member at income decile 9.4. Crudely considering 

the results in the modified graphs of briefing note 3 and slide 21 of the presentation, these points 

place South African “private hospital prices” much closer to the line in the first case, and right in 

the midst of those of comparator countries using the weighted figure. In our view, the working 

paper is therefore errant in its conclusion that “private hospital prices” are high for “… even for 

individuals with higher levels of income.” We suggest the authors of the paper reconsider this 

statement in light of these observations.  
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4.9 Considering the medical scheme environment more closely, the analysis could benefit from 

further adjustment. Most restricted schemes in South Africa are income banded, so that lower 

income families pay less for the same benefits. The same is true on some open medical scheme 

options, particularly those aimed at lower wage earners. This means that there is an explicit 

income cross subsidy in the system that could be translated to “private hospital prices”. If this 

were expounded in the analysis by income decile, a slope would arise similar to that shown in 

figure 5. We suggest this refinement be considered by the authors and included in the working 

paper.  

  

4.10 We note that authors have defended the usage of using the overall GDP per capita as the 

comparator basis as the question is relevant to the country as a whole. We submit that this 

approach is flawed as it fails the test of correspondence. If South African hospital prices were to 

be compared to other countries by overall GDP, then overall country hospital prices should be 

used – both private and public. If only private hospital prices are to be compared then the 

corresponding denominator should be the population using those services. It is inappropriate 

and incorrect to arbitrarily choose a numerator and denominator in such a comparison. The 

results of such an approach would be nonsensical, as we submit these are. The authors should 

consider what it means that, when the appropriate subsection of the population is considered, 

South African “private hospital prices” are roughly in line with what the model would predict. On 

an a priori basis, we would submit that South African private hospital outputs compare to those 

of OECD countries in terms of service and quality. If, as the authors suggest, the model produces 

reliable results of cross country comparisons of hospital prices, then observing an outlier of the 

order of magnitude presented for South Africa should prompt the authors to consider and review 

of the comparability of the data rather than interpret the results at face value.  

  

4.11 We do not have the comparator country data to analyse directly. Looking crudely at the results 

in figure 5 from the working paper, if the regression model were indeed taken to be accurate, 

given South Africa’s GDP, “private hospital prices” would have to be at or very near the horizontal 

axis – in other words zero - to be deemed “affordable”, which clearly does not make sense. 

Extending the implication further, for countries with a lower GDP that South Africa, implied 

affordable prices would be negative. These sorts of boundary observations clearly point to flaws 

in the approach adopted by the authors.  We are concerned that implausible results of this nature 

did not prompt the authors to question and reconsider the technical rigour of the approach they 

chose to adopt. 

 

4.12 There are clear differences between the data used for comparator OECD countries and the data 

used for South Africa. For comparator countries, public and private hospital prices are used 

whereas only private sector data is used in South Africa. Given the structure and nature of the 

majority of health systems in comparator OECD countries, the data used applies consistently 

across the respective populations, whereas the data used for South Africa applies to a non-

representative sub set of South Africa’s population. We submit that public sector prices be 

excluded from comparator data set or that public sector prices be included in the South African 

dataset.  

 



Commentary on OECD Working paper 85 
 

 
6 of 10 

 

4.13 Using OECD country data as the comparison set because that is the data available (paragraph 2 

of the frequently asked questions supplement) risks falling foul of the availability heuristic. The 

data being available does not make it comparable.  

 

4.14 There is ample publicly available data on measures such as out of pocket expenditure and 

country expenditure on health for non-OECD countries. This data is not considered in the 

working paper. The inclusion of some non-OECD countries would allow interpretation of South 

Africa’s data against comparable countries. We submit that the authors should include this data 

as a more appropriate comparator in their analyses or provide explicit reasons as to why this 

data had not been considered.  

 

4.15 The working paper talks to quasi prices and administered prices. Paragraph 66 talks to public 

systems making use of private providers for which prices “are expected to be similar”. Slide 30 

of the presentation cites “In OECD countries public purchaser’s price was used as they pay the 

same to public and private hospitals”. These differences make the comparison basis between 

South African “private hospital prices” and comparator OECD countries questionable. A better 

cross-country comparison would be to compare private hospital prices obtained by private 

funders in OECD countries to private hospital prices obtained by medical schemes in South 

Africa. It stands to reason that private hospital prices obtained by private funders in OECD 

countries are higher than the prices secured by the public funder(s). We suggest that hospital 

prices from private funders in other countries form a more appropriate comparison basis to 

South African “private hospital prices” and should be included in the working paper.  

 

4.16 The working paper contrasts general price levels (adjusted for US$ PPP and GDP) to the 

comparator countries and finds that general price levels are lower than comparator countries as 

might be expected in a low GDP per capita country. This is contrasted against the “private 

hospital price” comparison. There is little or no detail given on the method used for the general 

price comparison in the working paper. However, it seems clear that the general price level 

comparison used is relevant and representative of South Africa’s population. We submit that if 

the same approach for general price levels had been taken as that taken for private hospitals – 

that is, using prices for goods and services used by a generally upper income segment of the 

population – the results would be similar to that seen for “private hospital prices”; which is to say 

prices of the selected goods would be unaffordable for the population as a whole. Consider, for 

instance, private education which is also utilised by mainly upper income South Africans.  A 

similar result would be expected, being that private education is not affordable for South Africa 

as a whole. This does not mean that private education in South Africa is expensive relative to 

other countries. We submit that the authors should provide more detail on the methodology 

used to compare general price levels across countries, and conduct further analysis on general 

prices for goods and services used by upper income South Africans, to test the robustness of the 

approach.  
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5 Context and comparability 

  

5.1 The working paper references internationally validated methods to compare data between 

countries.  It is questionable whether these models can be easily extended outside of OECD 

countries, particular those beyond countries in the Eurostat data set which are Euro centric and 

relatively homogeneous. South Africa is structurally different from the comparator OECD 

countries used. We take note of the briefing note that answers the question as to why OECD 

countries are used in the comparison. Notwithstanding this, it is not clear that the methodologies 

used can be extended to South Africa. At the very least the different economic structure of South 

Africa compared to comparator OECD countries should be recognised. Using a “lower average 

GDP” set of countries only narrows the gap slightly. The figures below are provided to 

demonstrate the degree of difference between the economies.  

 

Figure 2 

 
Source: OECD, Eurostat countries & South Africa 

 

 

5.2 Perhaps the starkest difference which ties together the economic differences and the preceding 

set of points is income inequality. As illustrated below, South Africa’s Gini coefficient is double 

that of the comparator set. The challenge to improve equity and social solidarity in South Africa 

as a whole is ongoing. However the current level of income inequality cannot simply be ignored.  
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Figure 3 

 
Source: OECD, Eurostat countries & South Africa 

 

5.3 The South African economy is often characterised as a split ‘dual economy’ or ‘two tier economy’. 

This is mirrored in all aspects of our economy, including the health system. We do not aim to 

defend or justify the existence of this two tier system. On the contrary, our view is that that urgent 

and comprehensive reform is needed to bring about a more equitable health system that can 

deliver quality of care to all citizens. Notwithstanding this, given the current state of affairs, the 

two tier system directly influences healthcare (and, indeed, several other economic spheres) and 

cannot be ignored in a study of this nature. If private hospital prices’ are analysed, these should 

be considered and compared within the same context. The working paper fails to give 

consideration to this context. 

 

  

6 Data  

 

6.1 We have compared the numerical results in the working paper to the data we supplied to the 

WHO during the course of our engagement. We are concerned to note that there are significant 

differences in the results. Given that GEMS data comprises a significant subset of the total data 

used by the WHO, the data provided by other entities must have been significantly different to 

the GEMS data in order to yield the results shown in the paper. We have compared the results 

to Insight’s universe of medical scheme data which includes a wide range of medical schemes 

spanning different administrators and different benefit designs.  All of these show patterns 

similar to GEMS on the metrics shown below, suggesting that either the data or the methodology 

(or both) employed by the OECD was incorrect. We strongly suggest the authors review the data 

received by all parties for comparability and accuracy, as well as the calculations done on the 

data. Below we show the results in the working paper compared to the data we provided to the 

WHO, bearing in mind that, in our view, the latter is representative of the general South African 

medical scheme population..  
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Table 1 

% of in-hospital costs 

(2013) 

Medical 

(Insight) 

Medical 

(GEMS) 

Medical 

(OECD) 

Surgical 

(Insight) 

Surgical 

(GEMS) 

Surgical 

(OECD) 

Hospitals 66% 71% 42% 69% 68% 49% 

General Practitioners and 

Specialists 

15% 14% 16% 20% 23% 32% 

Pathology 6% 6% 32% 4% 3% 17% 

Radiology 5% 4% 4% 2% 1% 1% 

Other 8% 5% 6% 6% 4% 2% 

 

The data we provided shows notably different splits of expenditure types compared to that 

shown in the working paper. We find this observation extremely concerning, as we do not 

consider it plausible that the non-GEMS data sourced by the WHO could have skewed aggregate 

results to the extent of this order of magnitude. We respectfully submit that either the non-GEMS 

data used or the calculation methodology employed (or both) is grossly errant. 

 

In addition, the proportion of cases performed on an outpatient (same day) basis is not 

consistent with expectations and market norms. More specifically, the proportions quoted by the 

OECD are significantly lower than expectations.  

 

Table 2 

2013, % outpatient Insight GEMS OECD 

S18 Arthroscopic excision of meniscus of knee 42% 43% 17% 

S19 Lens and cataract procedures 100% 99% 59% 

S20 Litigation and stripping of varicose veins - lower limb 24% 8% 3% 

S21 Tonsillectomy and/or adenoidectomy 77% 73% 33% 

 

 

6.2 The working paper cites having received data representing near 60% of medical scheme 

members. The total number of admissions used for the analysis in the working paper as per 

paragraph 37, is 625,940 over three years. Total medical schemes beneficiary exposure over the 

same period is on average 8,661,629. We know from our very broad exposure to medical scheme 

industry data that admission rates to hospital vary between 20% and 25% per beneficiary per 

annum. Therefore the total number of admissions among medical scheme members is expected 

to be on average 1,732,326 per annum. This means that the total data in the working paper 

analysis amounts to roughly 12% of medical scheme admissions to hospital over the period. We 

suggest that this statistic be included in the working paper to clarify the extent of data relied on 

for the analysis. We further suggest that the authors reconsider whether the 12% of hospital 

admissions used are indeed sufficiently representative.   

  

6.3 Tables 10 and 11 in the working paper show the price comparisons by procedure for a range of 

admission types. We note that some procedures appear more expensive in South Africa than 

comparator countries, and some appear less expensive than comparator countries. Given the 
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point made above that only 12% of hospital admissions from the industry are reflected, coupled 

with the fact that there are large differences in the relative price points by procedure, we consider 

it risky and inappropriate to infer that the findings of the study are applicable to all hospital 

admissions. The analysis would be severely affected by case mix. If South Africa had more 

admissions where relative prices were expensive, then overall South Africa would look more 

expensive, and vice versa.  

 

7 Conclusion 

 

7.1 The aim of this feedback is to provide a positive contribution to the OECD’s understanding of 

comparative price levels of private in-hospital prices in South Africa.  

  

7.2 Our view is that the working paper contains several significant errors, omissions and 

inconsistencies, as outlined above. 

 

7.3 Our hope is that the working paper can be updated so as to reflect the South African private 

sector experience more accurately, and in doing so provide a sound basis from which health 

reforms can be considered.  

 

7.4 Given the significance of the issues raised in this letter, and considering the impact that the 

paper's conclusions have already had in South Africa, it is our view that an internal academic 

peer review of the methodology employed by the authors is warranted and urgent.  We implore 

you to invoke and apply the OECD's internal technical peer review mechanisms and reconsider 

the validity of the conclusions presented in the paper as a matter of urgency. 

 

7.5 We would appreciate the opportunity to engage in a discussion of the concerns raised in this 

letter face to face or via teleconference at your convenience. We look forward to hearing from 

you.  

 

 

 

Yours sincerely 

 

Barry Childs 

Joint CEO 

Insight Actuaries and Consultants 

 

FASSA, FIFoA, PGDip (Health Economics) 

C 083 400 7202 · E barryc@insight.co.za · W www.insight.co.za 
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