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I. INTRODUCTION  

1. Compass Lexecon has been retained by Netcare through its attorneys, Nortons Inc. (“Nortons”) 

to assist Netcare with an evaluation of the issues posed by the Competition Commission of South Africa 

(“the Commission”) in its market inquiry into the private healthcare sector (“the Inquiry”). In that 

regard, we prepared two Reports, one entitled “Market Definition and Relevant Markets: Assessment of 

Competitive Alternatives” (the “Geographic Market Report”) in October 2014 and a second entitled 

“Assessment Of Competition, Market Conditions, And Entry In Healthcare” on April 30, 2015 (“April 

Competition Report”) that provided comments on submissions related to relevant geographic markets, 

concentration, market power, market failure and competition, and price regulation. The April 

Competition Report provided a comprehensive review of private hospital market structure and 

competitive conditions in South Africa, which showed competitive conditions and substantial de-

concentration as a result of entry by new hospitals and expansions by existing hospitals in many regions 

of the country. We also conducted a comparative and cross-country review of the private hospital sector 

– our research showed that a centrally-administered pricing process is not characteristic of the private 

healthcare sector internationally.  

2. We have now been asked to comment on the presentation and related OECD Working Paper No. 

85, “International Comparison of South African Price Levels” (“Working Paper”) posted to the OECD 

website and submitted to the HMI in February 2016.
1
  

3. The Working Paper and presentation recommend consideration of price regulation of the private 

hospital sector in South Africa based on inferences drawn from a comparative analysis of hospital prices 

in South Africa and other countries.
2
 Specifically, the Working Paper constructs average prices for 

hospital services in South Africa from a sample of private insurer data and compares these prices with 

                                                 
1
 The principal author of this report is Margaret E. Guerin-Calvert, a Senior Consultant at Compass Lexecon, and formerly 

Vice Chairman and founding director of Compass (formerly Competition Policy Associates). She is also President, Center for 

Healthcare Economics and Policy, a separate business unit in the Economics Practice and Senior Managing Director at FTI 

Consulting, Inc. She is the principal author of the April Competition Report and the Geographic Market Report, and was 

assisted in this report by the economists and staff identified in those reports. 
2
 The presentation is Francesca Colombo et al., “International Comparison of South African Private Hospital Price Levels,” 

OECD and WHO, Presentation, 2016 February 17 and the paper is Luca Lorenzoni and Tomas Roubal, “International 

Comparison of South African Private Hospital Price Levels,” OECD Health Working Papers, No. 85 (2016), 

http://dx.doi.org/10.1787/5jrrxrzn24wl-en 

http://dx.doi.org/10.1787/5jrrxrzn24wl-en


ECONOMIC ASSESSMENT OF INTERNATIONAL COMPARISON OF SOUTH AFRICAN PRICE LEVELS Compass Lexecon 

3 

hospital prices and GDP levels for selected OECD countries.
3
 GDP comparisons are used as measures of

“affordability” of private healthcare in each country. The Working Paper concludes from these 

comparisons that, “South Africa’s private hospital prices are expensive relative to what could reasonably 

be predicted given the country’s income and relative to general goods and services.”
4

4. The Working Paper also calculates annual rates of change over 2011-2013 for individual hospital

services, such as knee replacement surgery, developed using private insurer data samples.  The authors 

infer from these two sets of price and price change calculations that South Africa’s hospital prices are 

“high and increasing” suggesting “that current methods of controlling private hospital prices [by 

negotiations between medical schemes and private hospitals] are not effective in curbing price 

inflation.”
5
 The Working Paper goes on to claim that “(o)ther OECD countries have measures to

prescribe, cap or benchmark prices that South Africa lack” and that the results of the study “suggests 

that efforts to control price increases while ensuring accessibility and quality are needed” in South 

Africa.
6

II. ECONOMIC ASSESSMENT AND CONCLUSIONS

5. The Working Paper relies fundamentally on the comparability, reliability and accuracy of its

price comparisons and analyses to support both its inferences about relative prices and price increases, 

and its policy recommendations. Based on our independent review of the Working Paper, using factors 

commonly employed in peer review of methodology and data in healthcare research, we identify 

fundamental flaws that show that the Working Paper fails to meet relevant tests for comparability, 

reliability and accuracy. Factors such as small and non-representative samples, failure to demonstrate 

comparability or consistency in prices or samples, lack of adjustments to account for severity of care, 

substantial differences across countries about what is included in “price,” and the many differences in 

healthcare sectors across countries, including private versus public coverage and public versus private 

3
 The prices for the selected OECD countries are based on those in a broader research study. Francette Koechlin et al., 

“Comparing Hospital and Health Prices and Volumes Internationally,” OECD Health Working Papers, No. 75 (2014): 10. 

http://dx.doi.org/10.1787/5jxznwrj32mp-en 
4
 OECD and World Health Organization, “International Comparison of South African Private Hospital Price Levels: A 

Summary,” (regarding Lorenzoni, Luca and Tomas Roubal. “International Comparison of South African Private Hospital 

Price Levels.” OECD Health Working Papers, No. 85 (2016)), 4. 
5
 Francesca Colombo et al., “International Comparison of South African Private Hospital Price Levels,” OECD and WHO, 

Presentation, 2016 February 17, at 38. 
6
 OECD Working Paper No. 85 (2016), 37. 

http://dx.doi.org/10.1787/5jxznwrj32mp-en
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hospitals, are just some of the elements that peer review would likely call into question about the 

reliability and accuracy of the Working Paper’s pricing analyses and results.    

6. Based on the flaws and issues we are able to identify from the limited data and information

available to us, we conclude that these fundamental methodological and data issues render the reported 

price levels, price comparisons, and price changes unreliable for the purpose of reaching conclusions 

about the nature of competition in the private healthcare sector in South Africa – and particularly about 

the need for, or likely impact of, price regulation or benchmark pricing. 

7. These factors also indicate that inferences drawn in the Working Paper about affordability of

healthcare are drawn far too broadly. Specifically, we note that the Working Paper assesses the 

affordability of private healthcare in relation to the wrong population -- it should be assessed relative to 

the covered or insured population and those predominantly using the private healthcare sector.
7
 When

the more appropriate comparison is made, South Africa’s private healthcare sector and its estimated 

prices appear to be in line with OECD countries.
8

8. In preparing our review and this report, we have not been provided with the underlying data

relied on by the authors of the OECD Working Paper No. 85, in order to be in a position to validate the 

methodology or statistical analysis by reference to the data, sample size or composition of the data, nor 

are we in a position (as a result of the absence of the underlying data) to examine or replicate any of the 

analyses or the customary statistical tests of significance. Limited information is provided in the 

Working Paper, particularly with regard to price calculations for individual hospital services, measures 

of rates of price change, and the composition and representativeness of samples in each year. We 

understand these data and supporting analyses have also not been provided to the HMI, suggesting that 

other experts will also not be able independently to validate or test the methodology or results. These 

factors alone suggest that the Working Paper is unreliable as a basis for recommendations on the issues 

before the HMI. These methodological issues are made apparent by comparing the Working Paper to the 

7
 As we discuss further below, the proportion of the population in South Africa that has private insurance and utilises private 

healthcare is related to income and employment; those with private insurance coverage are largely in the top income deciles 

in the country. 
8
 We note, however, that even on this basis, the private South African healthcare sector versus the private and public OECD 

sectors is not a like-for-like comparison; there are also many other methodological issues. For convenience, we include in our 

data and methodology section a discussion of the Working Paper’s correlation analysis for GDP per capita (and Individual 

Expenditures per capita) and information on income deciles based on Figures 5 and 20 in the Working Paper further to 

illustrate this point.  
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OECD Working Paper No. 75, which forms the basis for the OECD hospital prices. The OECD 

Working Paper No. 75 takes care to identify the many limitations in the data and differences among 

countries and provides numerous cautions and caveats about the use of the country data and information.  

These caveats are particularly important in moving beyond research that evaluates resource utilisation 

and comparison of countries into use of the data to draw conclusions based on relative price levels or 

specific differences in prices between specific countries or for concluding that one country’s prices are 

“excessive” when compared to specific benchmarks or comparators.  

9. With regard to the policy recommendations made in the Working Paper No.85, we note that the

suggested need for, and claimed benefits of, price regulation rely on this flawed methodology and poor 

comparator benchmarks without any detailed economic cost or profitability analysis. Moreover, the 

Working Paper fails to account for the fact that, in most of the OECD countries it studies, price controls 

only apply in the public sector and most rely on competition not regulation in the private sector. Our 

April Competition Report provides a cross-country study and research summary, including an OECD 

working paper that demonstrates this reliance on competition rather than regulation.
9
 [Confidential]10

10. We emphasise a central theme from our prior submissions, which is that the most efficient and

effective pressure on prices and quality is competition. In our view, competition provides in healthcare 

what competition provides in the vast majority of industries – the incentives and competitive discipline 

for efficiency, quality, and delivery of services at prices consistent with underlying value. We 

respectfully submit that markets do not need to be perfectly competitive to achieve efficient and 

effective outcomes. As importantly, it is vital not to understate the unintended consequences and 

9
 For convenience, we provide below a brief summary of the cross-country study conducted in our April Competition Report 

and the results of research presented in an OECD paper, Kumar et al., "Pricing and competition in Specialist Medical 

Services: An Overview for South Africa," OECD Health Working Papers No. 70 (2014), par. 12, 13.  
10

 [Confidential]   
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significant costs and inefficiencies associated with inappropriate or unnecessary government price 

regulation of healthcare. 

11. We focus in this section on key perspectives in relation to the Working Paper methodology and

analyses before turning to the more detailed methodological points.  

12. Prices are Not Excessive or High: The Working Paper bases its inferences and

recommendations on comparisons of relative price levels – it is asserted that private hospital price levels 

in South Africa are “high” relative to prices of other OECD countries and high relative to the price of 

general goods and services in South Africa. The Working Paper does not set out any factual or empirical 

basis for concluding that private sector hospital prices in South Africa are “excessive” or 

anticompetitively high. The Working Paper does not purport to study whether South Africa’s private 

hospital prices are "high" in a competition economics sense. There is no analysis of whether there are 

excess profits or excessive price levels. There is no structural or any type of assessment of the 

competitiveness of the private hospital sector in South Africa. There is no analysis or support for any 

conclusion that private hospital prices in South Africa significantly exceed the economic costs of 

delivering hospital services, either generally or compared to other countries, and in fact, the Working 

Paper provides no evaluation of costs. 

13. We provided an extensive review of competitive structure and entry and expansion in private

hospital markets in South Africa in our Geographic Market Report and supplemented it in our April 

Competition Report. This detailed empirical analysis on a market-by-market basis across all of South 

Africa demonstrates that there are substantial competitive alternatives within local areas and that market 

structure is de-concentrating in many areas with entry and expansion.
11

 [Confidential]12

14. Prices are in Line with Other Countries: There is no basis for concluding that South Africa’s

hospital prices are “high” or out of line with those of other countries. The Working Paper identifies 14 

OECD countries with higher prices than South Africa’s, and several of these exceed South Africa’s by a 

11

12
 See April Competition Report, Sections VII and VIII.  

 [Confidential]
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considerable margin.
13

 There are only 6 countries with lower prices, which include those selected as

benchmarks. This second group of countries includes Czech Republic, Estonia, Hungary, Poland, 

Portugal, and Slovenia. While these countries share more similar GDP levels with South Africa, they are 

poor price comparators and provide unreliable price benchmarks. The OECD Working Paper No. 75, 

which is the source of the OECD country prices used in the Working Paper, identifies data limitations 

and economic issues that indicate that these specific countries are poor economic benchmarks for 

purposes of the Working Paper’s analyses:  

(1) Most of these countries are countries in Central Europe (“Central European countries) with 

healthcare sectors comprised primarily of public sector hospitals that are publicly funded 

with regulated prices;  

(2) Hospitals in these countries often operate with substantial deficits, indicating that 

reimbursements/prices established by the government/payer are likely below the economic 

costs of delivering services and sustaining hospitals. Several Central European countries, 

including countries used as benchmarks, are running deficits in their healthcare systems.
 14 

For 

example, Hungary’s deficits have reached up to 23.8% of total health expenditures 

(1.7% of GDP), although more recently have been lower; at 4.8% of total health 

expenditures (0.3% of GDP).
15

 Lower prices from these countries thus are poor benchmarks of 

“competitive” or economically sustainable price levels for comparison with South 

Africa’s current estimated prices. [Confidential] 

13
 See Annexures for a table setting out the estimated prices for OECD countries and South Africa. 

14
 These are detailed in the OECD Working Paper No. 75 (2014), 21-24, and include Hungary, Romania, and other countries. 

The OECD Working Paper No. 75 indicates that healthcare system deficits could indicate prices assigned to hospital services 

were too low to cover the costs of providing the services. OECD Working Paper No. 75 (2015): 23. 
15

 OECD Working Paper No. 75, 24.Hungary’s government has had an increasing role in financing the HIF with general 

taxes funding almost as much of the HIF as did wage-related contributions. The HIF was in deficit for all but three years 

between 1992 and 2010. They have been a motivator for Hungary’s health system reforms, and have necessitated many 

actions to contain costs. See, Gaál P, Szigeti S, Csere M, Gaskins M and Panteli D (2011). Hungary: Health system review. 

Health Systems in Transition 13(5) at 74, 186Latvia is another example of a country with deficits for multiple years in 

healthcare sectors; See Mitenbergs U, Taube M, Misins J, Mikitis E, Martinsons A, Rurane A, Quentin W (2012). Latvia: 

Health system review. Health Systems in Transition at 64, 66-67. For a discussion of NHS financial issues, see, Lafond S, 

Charleworth A, Roberts A (2016). “Perfect storm: an impossible climate for NHS providers’ finances? An analysis of NHS 

finances and factors associated with financial performance. The Health Foundation at 19-22. 
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[Confidential]16

(3) Data used in these countries to construct prices are less reliable because of newer and still 

evolving systems for measuring prices at the DRG level. Romania’s implementation of a 

DRG system, for example, faced several complications including incorrect patient coding, 

and uncertainty around cost data.
17

(4) Several of these countries’ prices are artificially low, in part, because they exclude relevant 

and potentially substantial payments for medical resources or services that are included in 

other countries’ prices. These include large informal and out-of-pocket payments not 

accounted for in the hospital price data.
18

 Exclusion of these payments means that calculated

prices will under-represent the true cost of care.
19

15. To illustrate the impact of out-of-pocket payments on comparisons, we used the data from the

Working Paper (Figure 1) on private insurance spending and added data on private out-of-pocket 

spending.  The Working Paper’s Figure 1 shows South Africa as an outlier, with a high proportion of 

private insurance spending as a proportion of total health expenditure.  We created Figure 1 below, 

which shows private insurance spending as a proportion of total current health expenditure (the blue part 

of the bar) and adds private out-of-pocket spending (the green part of the bar).  The data are shown for 

16 [Confidential]

17
 OECD Working Paper No. 75, 41. 

18
 OECD Working Paper No. 75, at 21-24. In Bulgaria, out of pocket payments became the largest source of revenue for 

healthcare in 2000, 40.4% of total expenditures on health, not counting informal payments. Dimova A, Rohova M, 

Moutafova E, Atanasova E, Koeva S, Panteli D, Ginneken E (2012). Bulgaria: Health system review. Health Systems in 

Transition 14 (3) at 53. In Latvia, out-of-pocket payments are the second-largest source of revenues (38% in 

2010).Murauskiene L, Janoniene R, Veniute M, Ginneken E, Karanikolos M (2013). Lithuania: Health system review. Health 

Systems in Transition 15 (2) at 68.  
19

 In Hungary, patients’ informal payments are as high as 13.7% of the average monthly salary, and in Bulgaria, informal 

payments were estimated to be 3.6% of public expenditure on health and 47.1% of out-of-pocket payments. OECD Working 

Paper No. 75, 22.  
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32 countries.
20

 The data show that many countries have large proportions of total expenditure in out-of-

pocket expenditures. When private out-of-pocket spending is included, South Africa no longer appears 

as an outlier. In fact, South Africa’s total “private” share (the combination of private insurance and out-

of-pocket) is below that of India, Chile, Brazil, and Mexico. Brazil and India provide better comparators 

for South Africa than the Central European countries. In these two countries, combined out-of-pocket 

and insurance spending amount to 61.4% and 50.8%, respectively, compared to 48.9% for South Africa. 

Figure 1 - Private Insurance and Private Household Out-of-pocket Expenditures as a Share of 

Total Current Health Expenditures, 2013 

 

Source: OECD Health Statistics 

16. Flawed Premise for Correlation between Hospital Service Prices and a Country’s GDP Per 

Capita: The Working Paper is premised on the thesis that GDP levels should correlate with private 

hospital price levels. This thesis is flawed because hospital price levels must reflect costs of establishing 

and running hospitals. The Working Paper has not performed any analysis of underlying hospital costs, 

                                                 
20

 Figure 1 is a modification of Figure 1of the Working Paper (p. 9). Figure 1 in the Working Paper showed only Private 

Insurance. For convenience, we replicate Figure 1 and the component parts of private out-of-pocket and private insurance in 

the Annexure. The data and shares used in the Working Paper and here use the same denominator – Total Current Health 

Expenditures, 2013. (http://stats.oecd.org/index.aspx?DataSetCode=SHA#)  The raw data are provided in the Annexures 

along with a description of how the data were obtained and used to construct the tables and graphs for private insurance and 

private household out-of-pocket expenditures. 

http://stats.oecd.org/index.aspx?DataSetCode=SHA
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nor included any controls associated with costs or other drivers. The Working Paper appears to suggest 

that there is some linear or simple relationship between country income and hospital costs that can be 

used to predict prices.
21

    

17. Failure to Compare the Same Products and Prices: The Working Paper’s relative price 

comparisons should be measuring comparable or like items, which they do not. Unlike the OECD 

Working Paper No. 75, which estimates prices for broader purposes of comparative resource utilisation 

and expenditure, the Working Paper attempts to draw very specific inferences about South Africa’s 

private sector hospital prices relative to prices of other countries. The stated purpose is to evaluate 

whether South Africa’s prices are high relative to those of other countries, and thus, sound research 

would require that the comparisons be more precise. There are, however, many differences between the 

countries studied that render any of the reported price comparisons unreliable for such inferences–they 

are not the same prices for the same products for the same types of populations. Among the several 

factors to be considered are: (1) fundamental differences in the composition of the private versus public 

hospital sectors – the comparator OECD countries include countries with virtually no private sector 

(e.g., Norway) and others with larger private sectors. Countries differ in the roles of public and private 

hospitals. For example, the UK’s health system is almost completely publicly provided, while the 

Netherlands has a large role for private provision.
22

 There is no apparent systematic relationship 

identified in the Working Paper between the size of the private sector and prices: some countries with a 

small private sector (and larger public sector) have high prices and some countries with a large private 

sector have low prices. The two most expensive countries identified in the Working Paper, Switzerland 

and Norway, differ in that private insurers are important in Switzerland while government pays for most 

of healthcare in Norway;
23

 (2) the proportion of the population that has private health insurance 

                                                 
21

 We provide a more extensive discussion of these points in Section III and in Annexure III.  We note there is no basis for 

concluding that the costs of establishing and running hospitals are correlated with GDP. 
22

 See Tables 1 and 4  from the Commonwealth Fund, “2015 International Profiles of Health Care Systems,” Edited by Elias 

Mossialo and Martin Wenzl, London School of Economics and Political Science, Robin Osborn and Dana Sarnak, The 

Commonwealth Fund  (January 2016): 6 and 9; these tables are available in the Annexures 

http://www.commonwealthfund.org/~/media/files/publications/fund-

report/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf. 
23

 The tables in the Annexures to this report illustrate differences among sectors in the several (18) countries studied; for 

example, by the proportion of beds in public hospitals vs. private hospitals and the extent to which the public sector funds 

usage of private hospitals for some citizens. We refer to the April Competition Report’s Section II for detailed analyses of the 

roles of private and public sectors. 

http://www.commonwealthfund.org/~/media/files/publications/fund-report/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf
http://www.commonwealthfund.org/~/media/files/publications/fund-report/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf
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coverage and the income distribution of that population;
24

 and (3) the extent to which individuals rely on 

the private hospital sector. For example, in South Africa, individuals who utilise the private health care 

system rely on it for the full range of medical services, while, as the OECD acknowledges, in many 

European countries individuals only use private healthcare for top up or specialist services.  

18. The structure of hospital financing
25

 and the proportion of healthcare expenditures covered by 

public funding instead of private insurance vary substantially across countries.
26

 Government or public 

funding for public and private hospitals may be less than privately negotiated rates; thus, countries with 

higher proportions of public sector funding may provide poor relative comparisons with private 

insurance. Furthermore, as noted earlier, some countries with substantial public sectors and public 

funding may have healthcare sectors operating in deficit, which makes them poor comparators as well. 

19. There are many additional adjustments that must be made to render price comparisons more 

appropriate; these do not appear to have been made in the Working Paper price calculations. 

Comparisons of prices between South Africa and various OECD countries need to take account of the 

fact that there are significant structural differences between private and public healthcare including 

issues such as payment of VAT, corporate tax, state tender prices for pharmaceuticals, and many other 

factors.
27

 During its public presentation to the HMI, Netcare referred to research conducted by Netcare 

                                                 
24

 As the Working Paper acknowledges, only about 18% of the South African population are covered by medical schemes. 

These tend to be those at the upper income deciles, making them more comparable to OECD countries with higher incomes. 

We note that any evaluation of affordability in South Africa should take into consideration the large unemployed sector of the 

population and limited ability to afford any form of private health care. See also Background – Key Features of Private 

HealthCare in South Africa, (Netcare) citing that 80% of people living in households earning above R250000 have medical 

aid. See, Insight Actuaries and Consultants, “Report of Barry Childs: Responses to Market Inquiry Submissions,” Prepared 

for Netcare Limited in relation to the Competition Commission Healthcare Market Inquiry (2015): 1-10, citing Statistics 

South Africa. See also Discussions at Section 3.  
25

 The financing structure of hospitals not only varies between countries but can also differ between public and private 

hospitals within a country (Figure 5). This suggests that the nature of health care provided by public and private hospitals 

may sometimes differ. In France, the funding of public and private hospitals is similarly structured (90% covered by the 

public sector), which means that private hospitals are reimbursed by health insurance funds for the care they deliver on the 

same basis as public hospitals. The same holds for Finland. By contrast, in Spain, Portugal and Greece, the funding structures 

are quite different, suggesting that treatments performed by private hospitals are not entirely covered by basic health 

insurance. In Spain, for example, the public sector meets 100% of the costs of care provided in public hospitals but only 66% 

of the costs of private hospital care. Gregoire de Lagasnerie et al., “Tapering payments in hospitals: Experiences in OECD 

countries,” OECD Health Working Papers, No. 78 (2015): 14. http://dx.doi.org/10.1787/5js4h5rlkxxr-en 
26

 OECD Working Paper No. 78 (2015): 14.  
27

 See e.g., Shivani Ramjee, “Comparing the Cost of Delivering Hospital Services across the Public and Private Sectors in 

South Africa,” Research commissioned by The Hospital Association of South Africa (October 2013). This paper notes 

substantial differences in pharmaceutical prices for the public sector for many drugs. This, among other factors, suggests that 

inclusion of the public sector in South Africa into the overall calculation of prices would result in lower estimated prices than 

those presented in the Working Paper. 

http://dx.doi.org/10.1787/5js4h5rlkxxr-en
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in 2010 which demonstrated significant price differentials between prices of pharmaceuticals in the UK 

versus prices of pharmaceuticals purchased by the private sector in South Africa. The study shows that 

in some instances South African pharmaceutical prices (to the private sector) have been considerably 

higher and in some cases between 100% to almost 2000% higher.
28

 This suggests that differentials could 

account for some of the higher estimated prices for South Africa relative to OECD countries. 

20. Other OECD papers note that there are fundamental differences in accounting methodologies 

used across countries, with different treatment of capital and other costs in public and/or private funding 

that can result in differences in estimated prices and that may require complex adjustments.
29

 These 

issues have not been taken into account in any way that we can discern for purposes of the estimation 

and presentation of prices in the Working Paper. 

21. The Working Paper asserts that the use of only private sector data in South Africa and both 

public and private sector data in OECD countries should not lead to large price differences in part 

because public sector prices are used as reference points for private sector price negotiations in OECD 

countries.
30

 This is an inaccurate characterisation; private sector prices for private hospital services in 

the US, for example, are negotiated independently between insurers and hospitals in virtually every 

state. In making this statement, the Working Paper appears to confuse government purchases of services 

from private hospitals with private insurers’ purchases of services from private hospitals; the latter are 

often the subject of negotiation.
31

 The study fails to recognise that many countries reject regulation of 

private sector prices and rely instead on competition and private negotiations between insurers and 

hospitals.
32

  

                                                 
28

 Netcare Presentation to the Healthcare Market Inquiry at 85-86. 
29

 OECD Working Paper No. 78 at p. 68. The OECD Working Paper No. 75 at p. 14 discusses the several sources of 

differences that required adjustments: “several countries exclude consumption of fixed capital from their cost calculation,” 

some countries included research and development expenditures in their prices and for other countries included training and 

education expenditures while yet others excluded these. Also, on p. 14, the authors discuss the data validation process that 

they applied to the OECD data. It included three steps: comparing data across countries over time by case type, comparing 

price level indices over time across countries, and the Quaranta editing procedure. It is again unclear whether these steps 

were taken for the South Africa data.  
30

 See OECD and World Health Organization, “International Comparison of South African Private Hospital Price Levels: 10 

Frequently Asked Questions,” (regarding Lorenzoni, Luca and Tomas Roubal. “International Comparison of South African 

Private Hospital Price Levels.” OECD Health Working Papers, No. 85 (2016)), Q5. 
31

 For a more detailed discussion, see April Competition Report Section II at paragraph 30, p. 13. 
32

 See, April Competition Report Section II. 
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22. Accordingly, a comparison of the South African private sector with OECD countries is not a 

reliable price comparison, given the differences in private health care in South Africa compared to other 

countries and because the Working Paper uses prices from both the public and private sectors in the 

OECD countries, but only the private sector in South Africa.
33

 

23. Prices are Not Increasing at an Unusual or High Rate: The Working Paper asserts that private 

hospital prices in South Africa are increasing at a high rate, as measured by a rate of increase exceeding 

that of the CPI. The asserted conclusion about unusual or excessive rates of increase in prices in South 

Africa is fundamentally flawed for several reasons and should be rejected as based both on flawed data 

and premise. The price increase calculations are based on unreliable data, and the rate of increase in 

prices is judged in relation to the CPI rather than the more commonly and appropriately used Medical 

CPI. However, it should be noted that even this fundamentally flawed comparison reveals that the rates 

of increase are only marginally above the CPI.
34

 

24. With regard to data issues: The relative price increases reflected in the Working Paper are 

problematic; specifically; there are several issues with the derivation of average prices for individual 

inpatient services and therefore, for the aggregated hospital prices in South Africa that make them 

unreliable. This is important to note because these prices provide the basis for calculating inflation rates 

for hospital services, including for individual services, in South Africa. While we lack access to the 

underlying data, a review of the cases per service line and unusual shifts in the number of admissions for 

some service lines strongly suggest that there are substantial data issues and potentially issues arising 

from the use of small, unrepresentative samples.
35

 Our understanding is that the data was drawn from 

                                                 
33

 We do not think it a simple or sufficient exercise to include public sector prices in South Africa into the calculation, given 

the need to make so many other adjustments, yet it is likely that this would lower the relative price. 
34

 It appears that the level of hospital price inflation was in fact relatively limited even when compared to CPI (6.5% vs about 

6%). As we understand Figure 4 in the Working Paper, 22, it seems to suggest that the percentage increase in 2013 and 2012 

is less than in 2012 and 2011. 
35

 Small sample size can create significant empirical issues, particularly in using healthcare data where there can be 

substantial variability in resource use and severity of care even for a common DRG category. Small sample size can create 

issues of bias in estimates. It is our understanding that sample size has been an issue in some cases before the Tribunal. For 

example, the Competition Tribunal South Africa, In the matter between Masscash Holdings (Pty) Ltd and Finro Enterprises 

(Pty) Ltd t/a Finro Cash and Carry, Case NO: 04/LM/Jan09, Reasons Issued on 30 Nov. 2009, provides guidance on how to 

approach sampling and survey analysis for the purposes of drawing specific robust conclusions for competition law cases. 

The Tribunal noted that “sample size is an extremely important factor in understanding the issues pertaining to the statistical 

analysis in this case” and “When considering the relative roles of point and interval estimates it is perhaps more appropriate 

to think in terms of a continuum: where the sample is large and the population fairly homogenous, the confidence intervals 

are likely to be quite narrow so that the point estimate is fairly accurate. As the sample size dwindles and/or the population 
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several medical schemes, however, the contribution of patients/claims data from each scheme may vary 

across the three year period used, meaning that there may be important differences among the 

populations in the samples that drive some of the results. Moreover, the data may not at all be 

representative of the total private insured population, because the data included in the analyses cover 

only about 60% of the insured lives.
36

 In addition, the patient population may include a wide range of 

ages and severity of treatment and care, which can affect resource use and costs and hence prices.
37

 

25. Comparisons may be rendered invalid where there are changes in the composition of the insured 

population and in the sample population from one year to the next (even for the same insurer, as well as 

across insurers). Evidence suggests that the composition changed over the time period studied by the 

OECD in South Africa. As a general matter, the insured population is increasing. To the extent the 

newer patient population is younger or involves a different mix of patient cases, average calculated 

prices may decline due to that factor rather than to any greater efficiency or cost control. Length of stay 

(LOS) may also vary due to some of these same factors. These changes may account for significant 

differences even where the data is arguably representative of major insurers. We note that the main table 

for the relative price results and price changes (Table 8 at page 23) shows dramatic declines in prices 

year-on-year for reasons that are unclear and may be driven by these types of underlying data issues.
38

 

These changes – and one’s inability to discern whether they may account for some or all of the observed 

                                                                                                                                                                         
becomes more heterogeneous, the confidence interval becomes wider and one’s confidence in the point estimate’s ability to 

accurately forecast the population parameter becomes smaller. It is therefore evident that the issue of statistical robustness is 

case specific and must be assessed on a case-by-case basis.” Competition Tribunal South Africa, In the matter between 

Masscash Holdings (Pty) Ltd and Finro Enterprises (Pty) Ltd t/a Finro Cash and Carry, Case NO: 04/LM/Jan09, Reasons 

Issues on 30 Nov. 2009, at 21 and 26. 
36

 It is our understanding that the data include only some medical schemes and may exclude at least 40% of those covered by 

private insurance; the schemes included may have considerably different patient populations and it may well be that 

estimated prices inclusive of other schemes may yield substantially different and lower prices than observed in the tables 

presented. Moreover, the OECD paper does not reference Discovery Health as one of the included medical schemes; 

Discovery accounts for a large proportion of those covered by private insurance in South Africa. Thus, it is unclear whether 

the sample does include as much as 60% of those covered by private insurance. In addition to representativeness issues 

regarding the medical scheme data, it is unclear whether the specific inpatient services selected for study and the related 

admissions are representative of overall admissions to private hospitals. 
37

 We note that both the OECD Working Papers No. 75 and 85 include a large number of codes within a given service line, 

with widely varying severity, yet both papers indicate that the calculations do not account for severity. 
38

 The figures reflected in Table 8 appear to be highly questionable, particularly the large decline in price levels from 103 in 

2012 to 94 in 2013. According to the Working Paper, this could be due to costs or exchange rates: “Moreover, prices have 

been increasing above the rate of inflation. The prices for the selected hospital services increased by 6.8 percentage points (7 

for inpatient services) from 2011 to 2012 and 6.2 percentage points (6.3 for inpatient services) from 2012 to 2013, faster than 

inflation in the observed period (5.6-5.7%). The decrease observed in the hospital comparative price level over time is mainly 

due to fluctuations in exchange rates during the period. Further analysis of hospital cost is required to fully understand the 

underlying drivers of such price increases.” 
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substantial variance in prices across procedures or across time in the Working Paper – render any 

inferences from the estimated price levels or relative prices or trends over time unreliable. One cannot 

reliably determine whether rates of increase exceeded the rate of increase in CPI or not. The fact that the 

insured population in South Africa is quite different and changing in the years covered by the study 

make inappropriate comparisons with countries with more homogenous populations or ones in which 

insurance coverage is more mature. 

26. Working Paper Uses the Wrong Index for Measuring Price Changes: With regard to 

measures of price increases, the Working Paper fails to use price index measures routinely used in 

evaluation of medical inflation. The OECD Working Paper No. 75 that generated the original OECD 

price measures used in the Working Paper expressly notes in its introduction that there are many reasons 

why general price trends for non-health goods and services will not accurately reflect the prices and 

price trends of health goods and services. The authors cite, for example, the high price of health-related 

technologies. These factors result in medical inflation generally exceeding general inflation; the OECD 

Working Paper No. 75 provides citations to studies in several countries
39

 as well as background studies 

describing the issues with general inflation measures and the importance of using measures that more 

appropriately reflect medical trends.
40

 

27. The Working Paper uses general (or headline) CPI as a comparison against which to evaluate 

estimated changes in hospital prices in South Africa, and explains that their rationale for using general 

or headline CPI, as opposed to other measures of medical inflation provided by Stats SA, is an effort to 

understand whether changes in hospital prices are similar to changes in prices for general goods and 

services in South Africa.
41

 This approach exposes methodological flaws in the Working Paper. Many 

                                                 
39

 OECD Working Paper No. 75 at p. 8 points to examples in ABS 6401.0 Consumer Price Index, Australia. Canberra (2011) 

and Newman D and Davis C. The independent payment advisory board. CRS Report for Congress, Congressional Research 

Service, Washington DC (2010). 
40

 Gerdtham, U and Jonnson, B. Conversion factor instability in international comparisons of health care expenditure. Journal 

of Health Economics 10:227-234 (1991); Kavanos and Mossialos. International comparisons of health care expenditures: 

what we know and what we do not know. Journal of Health Services Research and Policy 4(2): 122-125 (1999); Melberg H. 

Some problems with international comparisons of health spending – and a suggestion how to quantify the size of the 

problem. Working paper 2011:4, University of Oslo & HERO Department of Health Management and Health Economics 

(2011). 
41

 They note they use the CPI as: “A comparison between price increases in private hospitals in South Africa with the South 

African CPI thus allows us to understand whether the changes in hospital prices are similar to the changes in prices for 

general goods and services in South Africa. We find the rate of increase for private hospital prices is higher than the general 

CPI. This implies that hospital prices are increasing at a higher rate in comparison with the prices of general goods and 
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countries, including South Africa, have developed medical inflation measures42 that account expressly 

for changes in costs associated with medical care, whether in relation to professional services, hospital 

services, or insurance. As noted, medical inflation indices will tend to have higher rates of increase than 

a general CPI, because their components--technology, labour, pharmaceuticals, and other healthcare 

costs-- may increase at a higher rate than the full basket of goods included in the headline CPI.
43

 Using 

general or headline CPI as a benchmark for hospital price increases is fundamentally flawed. A large 

proportion of hospital costs are made up of pharmaceuticals and medical/surgical consumables which 

are mostly imported, and imported medical equipment also makes up a significant component of the cost 

of providing hospital services which are not included in the CPI.
44

 Medical devices may be particularly 

important for certain surgical procedures, such as knee and hip replacements. Furthermore, due to the 

shortage of nurses and pharmacists in South Africa there have been significant increases in labour 

salaries, and other significant hospitals costs such as food, electricity and water have increased at rates 

above CPI.
45

 

28. There are other inflation measures available and used in South Africa. South Africa tracks 

general or headline CPI, as well as measures of medical inflation. Stats South Africa tracks the headline 

                                                                                                                                                                         
services in South Africa. Stats SA publishes price changes over time including price increases in hospital services. These 

changes are reflected in the value of the CPI reflecting their share in the consumption of the South African population.”  
42

 Statistics of South Africa, “Consumer Price Index: The South African CPI Sources and Methods Manual,” Release v.2. 20 

February 2013. Stats SA calculates a medical inflation index that combines indices for medical products, doctors, dentists, 

hospital services, and medical insurance. It includes the weights showing how much each of these individual components 

contributes to the total medical CPI. Consumer Price Index - Additional Tables (April 2016). Statistical release P0141, at 31.   
43

 See, How BLS measures Price Changes for Medical Care Services in the Consumer Price Index; U.S. Bureau of Labor 

Statistics. “Focus on Prices and Spending.” Consumer Price Index: First Quarter 2011 2, no. 3 (May 2011): 1-7. General CPI 

measures reflect out-of-pocket expenditures for premiums and direct payments, and tend not to include coverage of premiums 

by employers. Medical care represents one of eight major subcategories for the general CPI and includes: medical care 

commodities, (medicinal drugs and medical equipment and supplies) and medical care services (professional services, 

hospital and related services, and health insurance). Bureau of Labor and Statistics. “Measuring Price Change for Medical 

Care in the CPI.” http://www.bls.gov/cpi/cpifact4.htm. The medical CPI tracks household out-of-pocket expenditures on 

medical care and includes employee health insurance premiums. Other measures of medical inflation for consumers, such as 

the personal consumption expenditures on health care or “PCE” also include purchases on behalf of households by employers 

or government programs.” The Congressional Budget Office notes “the PCE price index is a more appropriate deflator for the 

measures of [household] income... because its scope includes health care services purchased by third parties on behalf of 

some people.” Congressional Budget Office, The Distribution of Household Income and Federal Taxes, 2008 and 2009 

(Washington, D.C.: July 2012), 21,  

http://www.cbo.gov/sites/default/files/cbofiles/attachments/43373-06-11- HouseholdIncomeandFedTaxes.pdf 
44

 As discussed elsewhere, pharmaceutical prices are regulated under SEP. Medical consumables are included in CPI, yet not 

at the same weighting as the hospital cost basket. See also, Insight Actuaries and Consultants, Expert Report of Barry Childs; 

Prepared for Netcare Limited in relation to the Competition Commission Healthcare Market Inquiry at 98-100 for discussion 

of inflation trends. 
45

 While private hospitals do not employ physicians in South Africa; increases in overall medical labour salaries are affected 

by physician shortages.  

http://www.bls.gov/cpi/cpifact4.htm
http://www.cbo.gov/sites/default/files/cbofiles/attachments/43373-06-11-%20HouseholdIncomeandFedTaxes.pdf
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CPI as a “social and economic indicator” of price changes to measure inflation and changes in the cost 

of living.
46

 The hospital services category of the medical CPI tracks price increases across a basket of 

medical admission categories for private hospitals – this includes ward, theatre, medical equipment, 

drugs and surgical items. The data “include payments for medical treatment, accommodation, and 

catering.”
47

 The general or headline CPI will tend not to capture inflation experienced by the health 

sector in South Africa as demonstrated by a comparison of the two CPIs.
48

  

29. It appears, however, that the level of hospital price inflation was in fact relatively limited even 

when compared to CPI (6.5% vs about 6%) – thus, dispelling any notion of unusual price increases. As 

we understand Figure 4 of the Working Paper, it seems to suggest that the percentage increase in 2013 

and 2012 is less than in 2012 and 2011.  

30. The Real Focus of the Working Paper is Affordability, Yet It Does Not Correctly Assess 

Affordability: While the Working Paper’s recommendations are couched as addressing competition 

issues of “high and increasing prices” it appears to be actually aimed at a broader and fundamentally 

different concept – an assessment of the “affordability” of private hospital services to the general 

population in South Africa.
49

 The Working Paper examines price levels with reference to average 

income or wealth across countries and changes relative to general consumer prices, not to costs or to the 

incomes of those who utilise the private hospital system.
50

 The Working Paper’s policy 

                                                 
46

 The general CPI tracks the price increases for a fixed basket of goods across the entire economy. The CPI is divided into 

14 components, including food, housing, and health. The health component tracks spending in a number of subcategories, 

such as pharmaceuticals, outpatient services, and hospital services, although weights are limited. Statistics of South Africa, 

“Consumer Price Index: The South African CPI Sources and Methods Manual,” Release v.2. 20 February 2013 at 1 and 59, 

http://www.statssa.gov.za/cpi/documents/The_South_African_CPI_sources_and_methods_26Feb13.pdf. The CPI includes a 

Health or medical component, which includes several sub-categories such as a set of measures for hospital services. 
47

 Statistics of South Africa, “Consumer Price Index: The South African CPI Sources and Methods Manual,” Release v.2. 20 

February 2013 at 7.  

http://www.statssa.gov.za/cpi/documents/The_South_African_CPI_sources_and_methods_26Feb13.pdf. 
48

  (South Africa) CPI “does not account for many of the input costs specific to doctors . . . [and] these components increase 

at a faster rate than headline inflation,” and “headline inflation would effectively result in a smaller rate” of inflation. Econex, 

“Identifying a measure for inflating guideline tariffs for medical services in South Africa,” (March 2013) at 6 and 7 

respectively.  

http://www.hpcsa.co.za/downloads/service_fees-tariff/submissions/sappf_d_econex_medical_inflation_26_03_2013.pdf 
49

 The Working Paper set out to: “Compare private hospital price levels in South Africa with OECD countries” at p. 8; 

examine correlations between a country’s income and hospital prices, and estimate affordability of hospital services in 

comparison with general goods and services. It also evaluated the drivers of hospital prices, including admissions, length of 

stay, and the components of the price, i.e., specialists and hospitals.” OECD and World Health Organization, “International 

Comparison of South African Private Hospital Price Levels: A Summary,” (regarding Working Paper). 
50

 “The study uses the national Gross Domestic Product (GDP) per capita level for comparison with other countries. For the 

private sector in South Africa, why not use the GDP for medical scheme members? GDP per capita is consistently used in 

 

http://www.statssa.gov.za/cpi/documents/The_South_African_CPI_sources_and_methods_26Feb13.pdf
http://www.statssa.gov.za/cpi/documents/The_South_African_CPI_sources_and_methods_26Feb13.pdf
http://www.hpcsa.co.za/downloads/service_fees-tariff/submissions/sappf_d_econex_medical_inflation_26_03_2013.pdf
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recommendations for price controls or price benchmarks are premised largely on comparisons of prices 

to incomes – and not on any economic-cost based assessment or competition analysis that prices are 

high or excessive relative to actual costs of providing hospital services: “South Africa’s private hospital 

prices are expensive relative to what could reasonably be predicted given the country’s income and 

relative to general goods and services.”
51

 

31. One of the primary issues with the methodology reflected in the Working Paper is its objective of 

assessing affordability of South African private healthcare services across the population as a whole, 

rather than in relation to the specific population sub-set that utilises private hospital services in South 

Africa.
52

 Examination of the graphics in the OECD presentation illustrates that estimated prices for 

those in the top 2 deciles are comparable to estimated prices in OECD countries of comparable income 

levels.
53

 Larger calculated differences between income and estimated prices are identified with the 

substantially larger groups in South Africa in which a small proportion of the population have insurance 

coverage. The Working Paper could potentially have addressed some of these issues by attempting to 

estimate GDP to reflect the specific portion of the population served by private hospitals. The latter is 

                                                                                                                                                                         
most international comparisons, and reflects the level of development of a country. It also reflects broadly the population’s 

ability to pay for goods and services. It would not be a valid analysis of affordability to use only the incomes of people who 

can already afford private health care in South Africa. Affordability and prices are relevant for all South Africans.” See 

OECD and World Health Organization, “International Comparison of South African Private Hospital Price Levels: 10 

Frequently Asked Questions,” (regarding Lorenzoni, Luca and Tomas Roubal. “International Comparison of South African 

Private Hospital Price Levels.” OECD Health Working Papers, No. 85 (2016)), Q6. 
51

 “However, the findings have implications far beyond the personal budgets of the fraction of the population that can afford 

them, as they set benchmarks for how much the public sector has to attract medical specialists to work in the public sector. 

This study suggests that policies to control price increases while ensuring accessibility and quality are needed. There is scope 

to improve the value provided to South Africans for their considerable spending on health care.” (Working Paper, Par. 5) 
52

 As noted in a submission to the HMI, it is important to adjust for the sub-population that is relevant to the comparison in 

South Africa and in the other countries, rather than aggregating each country across all income groups. In South Africa, those 

with private insurance coverage are largely in the top income deciles in the country. See, Insight Actuaries and Consultants, 

“Report of Barry Childs: Responses to Market Inquiry Submissions,” Prepared for Netcare Limited in relation to the 

Competition Commission Healthcare Market Inquiry (2015): 1-10, citing Statistics South Africa.  
53

 See slide 21 of the OECD presentation that shows estimated per capita expenditures in US $$PPP for the top 2 deciles in 

line with calculated hospital prices for OECD countries. Francesca Colombo et al., “International Comparison of South 

African Private Hospital Price Levels.” OECD and WHO, Presentation, 2015 February 17, 21. Figure 20 of the Working 

Paper at Annex 4 shows decile levels for the 7
th

-10
th

 decile; as we show in the Annexure to this report, deciles 8-10 account 

for the vast majority of those covered by private insurance in South Africa. 
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done in the Childs’ Report (2015) and demonstrates that the sub-population covered in South Africa 

have a GNI that is estimated at 2,7 times the average GNI.
54

  

32. We use data from Statistics South Africa that illustrates that the upper income deciles are 

consuming the majority of private hospital services. Tables 1 and 2, below, coupled with Figure 5 in the 

Working Paper, demonstrate that private healthcare is not utilised by all South Africans and, as such, an 

analysis that bears this in mind would find that the top two deciles account for 81% of expenditure and 

the top three for 92% of expenditure on healthcare.
55

 Therefore, grouping these with the entire 

population of South Africa and making broad brush comparisons with other OECD nations is self-

evidently inappropriate.  

 

33. The Working Paper is Incorrect that Countries Routinely Use Benchmarks or Price 

Regulation for the Private Sector: In our April Competition Report, we conducted a comparative and 

cross-country review of the private hospital sector – our research showed that a centrally-administered 

pricing process is not characteristic of the private healthcare sector internationally. It is only rarely that 

prices for private healthcare provided to privately insured patients are regulated.
 56

 An OECD working 

                                                 
54

 See also Background – Key Features of Private HealthCare in South Africa, (Netcare) citing that 80% of people living in 

households earning above R250000 have medical aid. See, Insight Actuaries and Consultants, “Report of Barry Childs: 

Responses to Market Inquiry Submissions,” Prepared for Netcare Limited in relation to the Competition Commission 

Healthcare Market Inquiry (2015): 1-10, citing Statistics South Africa. See also Discussions at Section 3. Alternatively, the 

Working Paper could have combined public and private hospital prices in some way. 
55

 We provide further discussion of these data in Annexure III. 
56

 See, Kumar et al., "Pricing and competition in Specialist Medical Services: An Overview for South Africa," OECD Health 

Working Papers No. 70 (2014), par. 12, 13.  
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paper for example, clearly states that government price regulation is not the normal practice in countries 

which are similar to South Africa. It states, “None of the eight countries where private health insurance 

plays a similar role to that in South Africa (Australia, Finland, Ireland, Italy, New Zealand, Portugal, 

Spain and the United Kingdom) directly intervened to regulate prices of medical services settled 

between private health insurers and private hospitals. Recognising the role of private health insurance as 

a voluntary product for those with the capacity and willingness to pay for additional services, the scope 

of regulation is focused on assuring the financial position of private health insurers (prudential 

regulation) and reducing the scope for some consumers to face discrimination in accessing insurance 

products.” We concluded that the HMI should consider the experience of a wide variety of countries 

including those with large public sectors that place significant reliance on competition, rather than 

regulation when considering any recommendations for price regulation. Furthermore, any evaluation 

should consider the unintended consequences and inefficiencies attendant with inappropriate price 

regulation. The April Competition Report summarised the relevant economic literature addressing the 

substantial unintended consequences and inefficiencies arising from unnecessary price regulation in 

healthcare, and the failure of such regulation to suppress rising medical costs, thus suggesting caution 

against expanding the scope of any regulations.
57

   

34. Lower Length of Stay (LOS) Does Not Imply Lower Quality: LOS varies considerably across 

and within countries for many reasons. As discussed in greater detail below, a lower length of stay could 

as likely indicate movement toward improved coordination and quality of care, as it might suggest any 

issues associated with quality. 

                                                 
57

 Sections II C - II F of the April Report provide a comprehensive review of the use of regulation in the setting of rates 

between private hospitals and private insurers. This review showed many OECD countries do not regulate or control prices 

between private hospitals and private insurers nor use benchmarks or caps for private sector prices. In fact, some countries 

such as the US and the Netherlands overtly chose to remove such regulation, and to rely on competition instead. This section 

also provides a literature review on costs of price regulation and recent decisions about use of price controls for competition 

concerns. For example, the UK’s Competition and Markets Authority recently conducted an extensive investigation of the 

UK’s private healthcare sector, examining both privately-funded health insurers and privately-funded healthcare service 

providers. In its final report, it cautioned against price regulation in healthcare as costly and ineffective: “We were concerned 

that, given the large number of different treatments and procedures in existence, a price control regime would be very 

difficult and costly to set up in this market (whether in the form of a reference tariff or by comparison to charges levied by 

similar hospitals) and to update, to take account of both the introduction of new treatments and procedures, and movements 

in costs over time.” See Competition and Markets Authority, Private Healthcare Market Investigation: Final Report, 2014 

April, par. 12.67-12.68, 12-13, of the UK Competition and Markets Authority, “Private healthcare market investigation final 

report”.  
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35. In summary, our review leads us to conclude that the OECD Working Paper analyses do not 

meet the relevant standards used in peer review of this type of research and do not provide a reliable 

basis to support recommendations regarding the need for price regulation or benchmarks of the private 

healthcare sector in South Africa.  

III. ADDITIONAL METHODOLOGY AND DATA ISSUES 

36. In this section, we discuss further some of the more detailed issues with the methodology and 

data that we identified from our review of the Working Paper.  Our purpose in this section is to address 

some of the data issues and associated methodologies for constructing prices. Several of our points are 

substantiated as issues by reference to OECD Working Paper No. 75 (the methodological paper for the 

OECD prices), by reference to other submissions in the record of the HMI, and by reference to statistical 

or empirical healthcare data. Our conclusion is that these fundamental methodological and data flaws 

render the price levels, price comparisons, and price changes unreliable for use in reaching conclusions 

about competitive or economic issues in the private healthcare sector – and particularly about the need 

for, or impact of, price regulation or benchmark pricing. In addition, they indicate that many inferences 

drawn in the Working Paper about affordability are not well supported. 

37. Definition of Prices: The Working Paper does not provide a clear definition or indication as to 

how either the aggregated hospital prices or individual hospital service prices were defined for South 

Africa and whether these are defined on a comparable basis to those of other OECD countries. The 

OECD Working Paper No. 75 identifies the data, complex cost allocations and attributions required to 

develop hospital prices for each country.  Due to data availability and different methodologies, there is 

variation in whether each of the specific cost components – e.g., capital - are actually included in an 

individual country’s price calculations. The OECD Working Paper 75 expressly notes these differences 

as caveats in making comparisons.
58

 

38. These different cost components are relevant for price calculations in South Africa, and for 

comparison with other prices.  We understand, for example, that in South Africa there are many separate 

parties that bill for their services for a given hospital admission and stay for a patient, the combination of 

                                                 
58

 We note that the authors of the Working Paper on South Africa do not present any information about the vetting of cost 

allocations or attributions with hospitals in their construction of hospital prices. 
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which will aggregate to some of the costs of providing the hospital service.  These include doctors, 

pathologists, radiologists, hospital ward, theatre and equipment fees, etc.  Accordingly, it is important to 

understand how costs are allocated between these various service providers, and how these costs have 

been developed and included into the calculation for purposes of estimating costs in the Working Paper. 

No clarity is provided in this regard, which raises material questions about certain of the conclusions 

reached in the OECD Working Paper No. 85 about the prices for specific services. In addition, the 

OECD Working Paper No. 75 noted that prices could differ substantially across countries where there 

are substantial “informal” and “patient co-payments” that are not captured in the official cost and 

“price” data. These factors would tend to substantially understate the calculated “prices” for services and 

make them poor benchmarks or comparators and, in particular, may affect the lower income comparator 

countries chosen in the Working Paper.
59

  

39. Furthermore, the estimated prices for individual services presented in Table 8, which are used to 

develop aggregated prices, require complex calculations based on claims and other data at the DRG 

level. The Working Paper does not provide clear information in relation to any of the adjustments made 

to the data to take into account different mix of DRGs within a category, or which adjustments were 

made to take into account the severity of care required.  Without access to information in relation to 

these adjustments, it is uncertain whether any of the estimated price increases are due to a greater 

prevalence of more complicated treatments in a later period as compared to an earlier one, or whether 

there are actual increases in prices. These are not hypothetical or minor adjustments. Without access to 

the data, it is very difficult to analyse the specific manner in which the authors analysed the data and 

whether their approach reflects a sound construction. 

40. Additionally, the OECD Working Paper No. 75 advises caution with the use of DRGs. “…whilst 

most countries had Diagnosis Related Groups (DRG)-type systems in place, the international 

comparability of product classification systems is limited. This implies that careful mapping between the 

codes used in different national systems is required in order to get comparable information.”
60

 

Particularly, in some Central European countries such as Bulgaria, Latvia, Lithuania, Serbia, and Bosnia 

                                                 
59

 We note the Methodology Paper (No. 75) sets out a number of key caveats to use of the data that could render comparisons 

invalid or inappropriate. 
60

 Methodology Paper at 11. It is our understanding that South Africa has had a national collaborative process yet does not 

currently have a national DRG; individual parties within South Africa have published their own DRGs. 
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and Herzegovina, the DRG systems were set up fairly recently; and because “in the early years 

following DRG implementation, the data drawn from DRG systems may be volatile”, it may take time 

before they evolve to a point where they are comparable with more mature DRG systems.
61

 It is unclear 

to what extent data from some of these countries were included in the OECD averages for specific 

procedures that were included in the Working Paper comparisons, or whether other OECD countries 

included in the calculation had data with similar issues. 

41. Comparison of Prices across Countries and Across Time: The specific comparisons of prices 

across countries and across time within a given country presented in the Working Paper are unreliable 

for their intended purposes in the paper for several reasons. Estimated average prices may vary due to 

the composition of the patient population in one period to the next or across countries. A recent paper, 

“International Benchmarking of Hospital Utilisation,” illustrates that controlling for age, gender, and 

risk adjustment results in substantial differences; the same paper notes that some datasets may not be 

able to be adjusted for at least some of these factors.
62

   

42. Comparisons may be rendered invalid where there are changes in the composition of the insured 

population and in the sample population from one year to the next (even for the same insurer, as well as 

across insurers). Evidence suggests that composition has changed over the time period studied by the 

Working Paper in South Africa. As a general matter, the insured population is increasing. To the extent 

that the newer patient population is younger or involves a different mix of patient cases, average 

calculated prices may decline due to that factor, rather than as a result of any greater efficiency or cost 

control. LOS may also vary due to some of the factors. These changes may account for significant 

differences even where the data are arguably representative of major insurers. Table 8 at page 23 of the 

Working Paper provides an example of this – there are dramatic declines in prices year-over-year for 

                                                 
61

 Methodology Paper at 21. 
62

 See Insight Actuaries and Consultants and Hospital Association South Africa, “International Benchmarking of Hospital 

Utilisation: How does South African private hospital sector compare?” (2014): 26 at Figure 6-2. 

https://www.insight.co.za/wp-content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf 

https://www.insight.co.za/wp-content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf
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unclear reasons.
 63

 These changes – and our inability to discern whether they may account for some or 

all of the observed substantial variance in prices across procedures or across time in the Working Paper 

– render unreliable any inferences from the estimated price levels or relative prices or trends over time. 

One cannot reliably know whether rates of increase exceeded the rate of increase in CPI or not. As a 

result, comparisons with countries with more homogenous populations or ones in which insurance 

coverage is more mature, are inappropriate.  

43. Price Comparisons and Measures of Affordability: One of the primary issues with the 

methodology employed in the Working Paper is its objective of assessing affordability of South African 

private health care services across the population as a whole, rather than in relation to the specific 

population sub-set that utilises private hospital services in South Africa.
64

 Examination of the graphics 

in the OECD presentation illustrates that estimated prices for those in the top 2 deciles are comparable to 

estimated prices in OECD countries of comparable income levels.
65

 Larger calculated differences 

between income and estimated prices are identified for the substantially larger groups in South Africa in 

which a much small proportion of the population have insurance coverage. As noted above, estimating 

GDP for only the portion of the population served by private hospitals demonstrates that the sub-

population covered in South Africa has a GNI 2,7 times that of the national average per capita GNI.
66

 

44. Correlation between Hospital Service Prices and the Country’s GDP per capita: The 

Working Paper is premised on the flawed thesis that GDP levels should correlate with private hospital 

price levels. This thesis is flawed because hospital price levels must also reflect costs associated with 

                                                 
63

 The figures reflected in Table 8 appear to be highly questionable, particularly the large decline in price levels from 103 in 

2012 to 94 in 2013. According to Working Paper, this could be due to costs or exchange rates:  “Moreover, prices have been 

increasing above the rate of inflation. The prices for the selected hospital services increased by 6.8 percentage points (7 for 

inpatient services) from 2011 to 2012 and 6.2 percentage points (6.3 for inpatient services) from 2012 to 2013, faster than 

inflation in the observed period (5.6-5.7%). The decrease observed in the hospital comparative price level over time is mainly 

due to fluctuations in exchange rates in the period in study. Further analysis of hospital cost is required to fully understand 

the underlying drivers of such price increases.” Working Paper, 36. 
64

 See, Insight Actuaries and Consultants, “Report of Barry Childs: Responses to Market Inquiry Submissions,” Prepared for 

Netcare Limited in relation to the Competition Commission Healthcare Market Inquiry (2015): 1-10, citing Statistics South 

Africa.  
65

 See slide 21 of the OECD presentation that shows estimated per capita expenditures in US $$PPP for the top 2 deciles in 

line with calculated hospital prices for OECD countries. Francesca Colombo et al., “International Comparison of South 

African Private Hospital Price Levels,” OECD and WHO, Presentation, 2016 February 17, 21. 
66

 See also Background – Key Features of Private HealthCare in South Africa, (Netcare) citing that 80% of people living in 

households earning above R250000 have medical aid. See, Insight Actuaries and Consultants, “Report of Barry Childs: 

Responses to Market Inquiry Submissions,” Prepared for Netcare Limited in relation to the Competition Commission 

Healthcare Market Inquiry (2015): 1-10, citing Statistics South Africa. See also Discussions at Section 3.  
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hospital operations and establishing hospitals in South Africa and comparator countries. The Working 

Paper has not performed any analysis of underlying hospital costs, or included any control variables 

accounting for drivers of costs, and therefore it is very difficult to understand how the claimed thesis can 

have any validity. It also appears to suggest in the extreme that there is some linear or simple 

relationship between country income and hospital costs.
67

    

45. In the Annexures, we provide a replication of the regression analysis conducted by the authors of 

the Working Paper. It illustrates that South African private hospital prices are actually in line with 

predictions based on the upper income deciles in South Africa.
68

 We further demonstrate that it is the 

upper deciles that are consuming the majority of private hospital services, and, therefore, grouping them 

with the entire population of South Africa and making broad brush comparisons with other OECD 

nations is inappropriate. 

46. For instance, the top three deciles (by expenditures per capita) make up a disproportionate share 

of total private health spending. Annexure III includes tables taken from Statistics South Africa that 

show the top three deciles account for 92% of total private spending on health. The bottom 50% account 

for approximately 1% of total private health spending. 

47. Representativeness of Data: It is not clear that the data used in the Working Paper for South 

Africa is in fact representative of even the private sector claims that it purports to measure, which limits 

its relevance and accuracy substantially for addressing specific questions of prices and price changes for 

private hospital services. Several factors suggest that the private medical scheme data used in the 

analyses omit a potentially large volume of claims and hospital admissions – for example, reported 

admissions
69

 appear to represent a portion of overall medical scheme admissions and the analyses use a 

                                                 
67

 See e.g., Shivani Ramjee, “Comparing the Cost of Delivering Hospital Services across the Public and Private Sectors in 

South Africa,” Research commissioned by The Hospital Association of South Africa (October 2013). 
68

 The estimated relationship lies between the highest two deciles of the South Africa population, these top two deciles in 

South Africa represent the population with a higher rate of private health insurance coverage. It is important to note that this 

relationship is estimated and plotted only to illustrate that these income groups/levels are those in South Africa that 

predominantly are covered by private health insurance. We note there is no proven or expected causal relationship between 

income and hospital price levels. The calculated relationship (used by us here only representatively to compare with that in 

the Working Paper) would imply that a country with expenditures less than $7,000 would have a hospital comparative price 

level of zero. 
69

 See Working Paper at Paragraph 37. In addition, the numbers reflected in paragraph 37 summarizing the sample do not add 

up to the total of 625,940 reflected in paragraph 37 of the Working Paper. We have not been provided with the underlying 

data from the OECD and therefore it is very difficult to determine how these sample numbers were compiled 
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somewhat limited and specific selection of DRGs out of the total set of DRGs that comprise hospital 

services. There are no tests provided to show whether the data that are used, which appear potentially to 

have excluded substantial medical schemes’ claims, are representative of the overall population with 

private insurance or those who use private healthcare facilities.
70

 The inclusion of missing data could 

have materially changed the results.
71

  

48. In addition, the data are drawn from medical scheme data and the populations they cover – these 

could well include patients obtaining services at different hospitals with different costs in the various 

time periods studied. Changes in the mix of hospitals could lead to apparent differences. The Working 

Paper attempts to draw inferences about an entire population from a sample of privately insured patients 

drawn from a largely upper income decile population. It is unclear from the Working Paper whether the 

same medical schemes are represented in each of the three years of the data, and whether there are 

important differences across their members across the three years. Such differences could result in the 

samples lacking comparability, and could be causing some of the observed differences across the years. 

49. Furthermore, data from the OECD countries includes both public and private hospitals and 

public and private funders – and in unknown mix and composition, whereas in South Africa the data is 

only from private hospitals. There are known factors that could cause substantial variation in case types 

between public providers with government payment and private insurance coverage in private sector 

hospitals. The Working Paper authors note some examples of sources of case type variation: the OECD 

Eurostat hospitals PPP survey collects data on the “average quasi-prices for selected case types”
72

  It is 

not clear whether these average quasi-prices across all forms and sources of payment in other countries 

are an appropriate comparison with the calculated South African prices based on private voluntary 

insurance only. The Childs’ “International Benchmarking on Hospital Utilisation” paper notes that there 

is significant anti-selection in South Africa that can implicate changed or differential volumes for some 

medical schemes.
73

  

                                                 
70

 The OECD Working Paper No 75 discusses coverage of the data and representativeness in the OECD sample as well; p. 9 

and 13. 
71

 The Working Paper lists the schemes from which data were obtained; these appear to be smaller schemes. 
72

 Working Paper, 14. 
73

 Insight Actuaries and Consultants and Hospital Association South Africa, “International Benchmarking of Hospital 

Utilisation: How does South African private hospital sector compare?” (2014) https://www.insight.co.za/wp-

content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf 

https://www.insight.co.za/wp-content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf
https://www.insight.co.za/wp-content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf
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50. Purchasing Power Parity Approach:  The Working Paper does not acknowledge the extent of 

rand depreciation above inflation and fails to reflect the full potential effect of imported goods such as 

equipment, pharmaceuticals, and other medical consumables on the production of hospital services and 

their relative price analyses. We note that the Working Paper does acknowledge that one may be less 

able to make price comparisons and the PPP does not work well in environments of rapid exchange rate 

fluctuation – yet nonetheless advances the approach.
74

 

51. Comparison by Case Type: The Working Paper acknowledges that the price differences could 

be driven by differences in prices of pharmaceuticals and medical devices which they have not analysed. 

The price of surgical procedures in South Africa may well be artificially inflated in the Working Paper 

possibly because inadequate adjustments have been made for exchange rate fluctuations.
75

 This appears 

to be the case from Table 11 of the Working Paper where a number of surgical cases involving medical 

devices such as hip and knee replacements and discectomies appear to be more expensive when 

compared to other surgical procedures such as appendectomies. 

52. The Working Paper estimates that South Africa’s per-procedure prices exceed average OECD 

prices for 14 procedures.
76

 This does not support a conclusion that prices are unusually high; there is 

wide variation in prices across countries as demonstrated in the Working Paper –and many countries’ 

prices exceed the OECD average price. Thus, saying that South Africa’s price for any given procedure is 

above the OECD average provides limited insight into its prices relative to those of many countries.  

While there is limited data at the procedure level for price comparisons, the few available studies do 

indicate there is substantial variance and that South Africa’s prices are unlikely to be out of line. Data 

from a 2008 study using earlier prices shows that the price of primary total hip replacement ranged from 

                                                 
74

 The Working Paper acknowledges at p. 35 that exchange rates can substantially affect price levels: “PPPs are used to 

convert expenditures on aggregates (e.g. health) and GDP of different countries into real expenditures. The expenditures are 

real because in the process of being converted to a common currency, they are valued at a uniform price level and so reflect 

only differences in the volumes purchased in countries. PPPs and real expenditures provide the price and volume measures 

required for international comparisons. Note that in this study only price levels are compared. Price levels depend on 

exchange rates and maybe subject to large variations in line with exchange rates swings and should therefore be interpreted 

with caution.” 
75

 It is my understanding that a UK-South Africa benchmarking exercise for these products similar to the pharmaceutical 

benchmarking exercise showed similar price disparities.  
76

 Working Paper, 27. 
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€1,290 in Hungary to €9,740 in Sweden. In the Netherlands the price ranged from 4,070 to 8,739.
 77

  By 

using the average price across all OECD countries and not reporting the procedure prices for countries 

other than South Africa individually, it is impossible to know where South Africa falls in the 

distribution. 

53. Utilisation and Average Length of Stay (LOS): The Working Paper provides limited insight in 

relation to the adjustments made to utilisation and LOS estimates. As a result, one cannot infer from the 

results that the concerns about lower quality are informed. It is equally plausible that lower LOS implies 

efforts to manage care; we note as well that the Childs’ Utilisation study illustrates that LOS varies to 

some degree by case mix, risk profile, and other factors. In relation to quality outcomes, the Working 

Paper indicates that it did not have access to any quality data. It is therefore very difficult to determine 

how the authors could make any comments in relation to quality outcomes. Estimated low average LOS 

for South Africa compared to other countries does not support quality concerns; differences are likely 

due to many data and sample issues.   

54. Low average LOS does not directly suggest poor quality. In general, the goal of healthcare 

reform across the globe is to reduce LOS in inpatient facilities in order to free up bed capacity and 

reduce waiting times for new patients to improve access to care; serve the patient closer to home (in 

outpatient facilities, physician offices, or at home), and reduce risks of hospital-infection and other 

conditions. Some of the differences in LOS across OECD countries and between OECD countries and 

South Africa are likely to be indicative of differences in the populations studied in the OECD and South 

African samples, varying composition of public and private hospitals and for managed care procedures, 

and definitional issues.
78

 On balance, no clear inferences about quality can be drawn due to different 

factors causing observed higher average LOS at a facility and other factors causing reduced LOS at the 

same facility, and the fact that reported results are based on an average of some unknown set of 

facilities, with no data provided on patient characteristics. Furthermore, hospital days are defined 

                                                 
77

There is limited information on prices by procedure across countries. A 2008 study using earlier studies and prices provides 

some insight into the wide distribution of prices. Stargardt T. (2008) Health Service Costs in Europe: Cost and 

Reimbursement of Primary Hip Replacement in Nine Countries. Health Economics 17 (S9-S20) at 6. The study reports prices 

from earlier studies (the price for Sweden was as of 2000) and would need to be inflation adjusted to even begin to compare 

to Working Paper estimates. 
78

 For example, comparisons may be affected by whether day cases are included in calculations or excluded. 
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differently in different countries, and without source information, it is unclear whether that issue has 

been addressed.
79

  

55. Younger and healthier populations served by specialised physicians in newer facilities may have 

lower LOS than that evidenced by averages in countries across large numbers of hospitals with widely 

varying ranges of LOS even for the same procedures. Many procedures such as joint replacement have 

lower average LOS in the US in facilities or centers of excellence of hospitals specialising in 

orthopaedic procedures even as compared to other hospitals.  

56. Comparative statistics may not be measuring the same thing: some hospital inpatient facilities 

include rehabilitation units to which the patient is moved after joint replacement surgery; in other cases 

the patient would be discharged and admitted to another facility. The first facility will show a longer 

LOS than the latter, even for the same service. Public hospitals may have longer average LOS than 

private hospitals in some countries; or there may be longer LOS for public payment patients than private 

payment.
80

 The specific medical scheme samples used in the Working Paper may have different 

compositions than those of OECD countries generally (e.g., how various cases included are treated; 

whether adjusted for age or complexity, how day patients are treated; policies regarding post-acute care). 

IV. CONCLUSIONS 

57. The case for price regulation made by the Working Paper authors is premised on a flawed 

methodology and poor benchmarking comparisons, without any detailed economic cost or profitability 

analysis. While general statements are made that OECD countries have measures to control prices that 

South Africa lacks, the Working Paper fails to account for the fact that in most of the OECD countries, 

price controls only apply in the public sector. As we noted in our April submission, the most efficient 

and effective pressure on prices and quality is competition. We reiterate a central theme from our April 

submission – the importance and role of competition in healthcare markets. In our view, competition 

provides in healthcare what competition provides in the vast majority of industries – the incentives and 

                                                 
79

 Insight Actuaries and Consultants and Hospital Association South Africa, “International Benchmarking of Hospital 

Utilisation: How does South African private hospital sector compare?” (2014) https://www.insight.co.za/wp-

content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf 
80

 Insight Actuaries and Consultants and Hospital Association South Africa, “International Benchmarking of Hospital 

Utilisation: How does South African private hospital sector compare?” (2014): 31-34. https://www.insight.co.za/wp-

content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf presents a number of different reasons for 

different LOS across OECD countries and indicating it may be somewhat sensitive to risk-adjustment and available bed days. 

https://www.insight.co.za/wp-content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf
https://www.insight.co.za/wp-content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf
https://www.insight.co.za/wp-content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf
https://www.insight.co.za/wp-content/uploads/2015/07/HASA-Intl-utilisation-benchmarking-Final-20141123.pdf
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competitive discipline for efficiency, quality, and delivery of services at prices consistent with 

underlying value. We respectfully submit that markets do not need to be perfectly competitive to achieve 

efficient and effective outcomes. As importantly, it is vital not to understate the unintended 

consequences and significant costs and inefficiencies associated with inappropriate or unnecessary 

government price regulation of healthcare.  
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V. ANNEXURES 

Annexure 1 – Background Information on International Health Systems 

Table 1 – Health Care System Financing and Coverage in 18 Countries 

 

The Commonwealth Fund, “2015 International Profiles of Health Care Systems,” Edited by Elias Mossialo and Martin 

Wenzl, London School of Economics and Political Science, Robin Osborn and Dana Sarnak, The Commonwealth Fund  

(January 2016): 6. 
http://www.commonwealthfund.org/~/media/files/publications/fund-report/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf 

http://www.commonwealthfund.org/~/media/files/publications/fund-

report/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf?la=en 

http://www.commonwealthfund.org/~/media/files/publications/fundreport/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf
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Table 2 – Selected Health Care System Indicators for 17 Countries 

 

The Commonwealth Fund, “2015 International Profiles of Health Care Systems,” Edited by Elias Mossialo and Martin 

Wenzl, London School of Economics and Political Science, Robin Osborn and Dana Sarnak, The Commonwealth Fund  

(January 2016): 7. 
http://www.commonwealthfund.org/~/media/files/publications/fund-report/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf 

 

 

 

 

 

http://www.commonwealthfund.org/~/media/files/publications/fundreport/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf
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Table 3 – Selected Health System Performance Indicators for 11 Countries 

 

The Commonwealth Fund, “2015 International Profiles of Health Care Systems,” Edited by Elias Mossialo and Martin 

Wenzl, London School of Economics and Political Science, Robin Osborn and Dana Sarnak, The Commonwealth Fund  

(January 2016): 8. 
http://www.commonwealthfund.org/~/media/files/publications/fund-report/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf 

 

 

 

 

 

 

 

 

http://www.commonwealthfund.org/~/media/files/publications/fundreport/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf
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Table 4 – Provider Organization and Payment in 18 Countries 

 

The Commonwealth Fund, “2015 International Profiles of Health Care Systems,” Edited by Elias Mossialo and Martin 

Wenzl, London School of Economics and Political Science, Robin Osborn and Dana Sarnak, The Commonwealth Fund  

(January 2016): 9. 
http://www.commonwealthfund.org/~/media/files/publications/fund-report/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf 

http://www.commonwealthfund.org/~/media/files/publications/fundreport/2016/jan/1857_mossialos_intl_profiles_2015_v7.pdf
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Annexure 2 – Private Health Expenditures Data Sources 

58. Figure 1 - Private Insurance and Private Household Out-of-pocket Expenditures as a Share of 

Total Current Health Expenditures, 2013 in this report was created by taking the data from Figure 1 in 

the Working Paper and adding private out-of-pocket spending. After inclusion of both categories of 

private spending, South Africa no longer stands out or ranks as the highest expenditure.  

59. Data were derived from OECD and the following tables are reproduced as they were exported 

from the site.
81

 Table 1 was created by using the Health expenditure and financing theme under Health 

expenditure and financing category in the left panel. Measure was changed to Share of current 

expenditure on health. For Table 1, Financing Agent is Private Insurance, for Table 2 Financing Agent 

is Private household out-of-pocket expenditure. Years included are 2012 and 2013. Brazil, China, India, 

and South Africa were added in the country selection dialog.  

60. Table 3 reports all of the data used to produce Figure 1 in a single table. We followed the 

methodology in the Working Paper, which was to use 2013 data where available, and 2012 data 

otherwise. 

                                                 
81

 See, http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT#. 

http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT
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Table 1 – Private insurance as a share of current expenditures on health, 2012-2013 

 

               Source: http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT#  

2012 2013 Most 

Recent

Country Unit

South Africa Percentage 41.9 41.8 41.8

United States Percentage i 35.3 34.9 34.9

Brazil Percentage 21.2 20.9 20.9

Chile Percentage i 19.9 20 20

Slovenia Percentage i 14.6 15.2 (E) 15.2

France Percentage i 13.9 13.9 13.9

Canada Percentage i 13.1 13.2 13.2

Germany Percentage i 9.4 9.3 9.3

Switzerland Percentage i 7.1 7.2 7.2

Korea Percentage i 6.4 6.5 6.5

Netherlands Percentage i 6.3 5.9 5.9

Portugal Percentage i 5.3 (E) 5.3 (E) 5.3

Austria Percentage i 4.7 5 5

New Zealand Percentage i 4.7 4.9 4.9

Spain Percentage i 5.1 4.4 4.4

Mexico Percentage i 4.1 4.2 (B) 4.2

Belgium Percentage i 4.3 4.1 4.1

Poland Percentage i 0.8 (E) 4 (E) 4

China Percentage 3.1 3.5 3.5

United Kingdom Percentage i 3.8 3.5 3.5

India Percentage 2.3 3.2 3.2

Greece Percentage i 3 3 3

Hungary Percentage i 2.7 2.7 2.7

Finland Percentage i 2.1 (B) 2.1 2.1

Denmark Percentage i 1.8 1.9 1.9

Italy Percentage i  1 (D) 1 1

Sweden Percentage i 0.5 0.6 0.6

Estonia Percentage i 0.3 0.2 0.2

Czech Republic Percentage i 0.2 0.2 0.2

Australia Percentage i 8.9 .. 8.9

Luxembourg Percentage i 4.6 .. 4.6

Japan Percentage i 2.4 .. 2.4

Data extracted on 18 Apr 2016 17:53 UTC (GMT) from OECD.Stat

Legend:

D: Difference in methodology

E: Estimated value

B: Break

Provider All health care providers

Year

Function Current expenditure on health 

care (all functions)Measure Share of current expenditure on 

healthFinancing Agent Private insurance

http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT
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Figure 1 – Private insurance as a share of current expenditures on health, 2012-2013 

 

61. Included below is Figure 1 from the Working Paper (page 9) as reference. Figure 2 is combined 

with this graphic to produce Figure 1 in this Report. 
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Table 2 – Private household out-of-pocket expenditure as a share of current expenditures on 

health, 2012-2013 

 

                    Source: http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT#  

2012 2013 Most 

Recent

Country Unit

India Percentage 60.6 58.2 (B) 58.2

Mexico Percentage i 45.8 (E) 44.7 (E) 44.7

Korea Percentage i 36.5 36.9 36.9

China Percentage 34.3 33.9 33.9

Chile Percentage i 33.9 33.3 33.3

Greece Percentage i 28.8 30.7 30.7

Brazil Percentage 30.3 29.9 29.9

Hungary Percentage i 29.3 28.1 28.1

Portugal Percentage i 28.1 27.2 27.2

Israel Percentage i 24.1 (E) 25.8 (E) 25.8

Switzerland Percentage i 27.2 25.8 25.8

Spain Percentage i 22.9 23.8 23.8

Poland Percentage i 24.3 23.6 23.6

Slovak Republic Percentage i 23.2 23.3 23.3

Estonia Percentage i 20.7 21.8 21.8

Italy Percentage i 22 21.7 21.7

Finland Percentage i 19.1 (D) 19.3 (D) 19.3

Belgium Percentage i 17.8 17.9 17.9

Iceland Percentage i 17.9 17.8 17.8

Austria Percentage i 17.5 17.4 (E) 17.4

Turkey Percentage i 15.9 16.9 16.9

Sweden Percentage i 14.5 (B) 14.8 14.8

Czech Republic Percentage i 15.3 14.7 14.7

Norway Percentage i 14.8 (E) 14.6 (E) 14.6

Canada Percentage i 14.5 14.3 14.3

Denmark Percentage i 12.9 13.7 13.7

Germany Percentage i 14.1 13.5 13.5

New Zealand Percentage i 12.7 12.6 12.6

Slovenia Percentage i 12.5 12.6 12.6

United States Percentage i 12.4 (D) 12.3 (D) 12.3

United Kingdom Percentage i 9.9 (D) 9.9 9.9

South Africa Percentage 7.1 7.1 7.1

France Percentage i 6.9 6.7 6.7

Netherlands Percentage i 5.4 5.3 5.3

Australia Percentage i 19.9 .. 19.9

Japan Percentage i 14 .. 14

Luxembourg Percentage i 11.6 .. 11.6

Data extracted on 18 Apr 2016 17:50 UTC (GMT) from OECD.Stat

Legend:

D: Difference in methodology

E: Estimated value

B: Break

Provider All health care providers

Year

Function Current expenditure on health 

care (all functions)Measure Share of current expenditure on 

healthFinancing Agent Private household out-of-pocket 

expenditure

http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT
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Figure 2 – Private household out-of-pocket expenditure as a share of current expenditures on 

health, 2012-2013 
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Table 3 – Private insurance and private household out-of-pocket expenditure as a share of current 

expenditures on health, 2012-2013: Combined  

 

  

Country Unit

Private 

insurance

Private 

household 

out-of-pocket Total

South Africa Percentage 41.8 7.1 48.9

United States Percentage 34.9 12.3 47.2

Brazil Percentage 20.9 29.9 50.8

Chile Percentage 20 33.3 53.3

Slovenia Percentage 15.2 12.6 27.8

France Percentage 13.9 6.7 20.6

Canada Percentage 13.2 14.3 27.5

Germany Percentage 9.3 13.5 22.8

Australia Percentage 8.9 19.9 28.8

Switzerland Percentage 7.2 25.8 33

Korea Percentage 6.5 36.9 43.4

Netherlands Percentage 5.9 5.3 11.2

Portugal Percentage 5.3 27.2 32.5

Austria Percentage 5 17.4 22.4

New Zealand Percentage 4.9 12.6 17.5

Luxembourg Percentage 4.6 11.6 16.2

Spain Percentage 4.4 23.8 28.2

Mexico Percentage 4.2 44.7 48.9

Belgium Percentage 4.1 17.9 22

Poland Percentage 4 23.6 27.6

China Percentage 3.5 33.9 37.4

United Kingdom Percentage 3.5 9.9 13.4

India Percentage 3.2 58.2 61.4

Greece Percentage 3 30.7 33.7

Hungary Percentage 2.7 28.1 30.8

Japan Percentage 2.4 14 16.4

Finland Percentage 2.1 19.3 21.4

Denmark Percentage 1.9 13.7 15.6

Italy Percentage 1 21.7 22.7

Sweden Percentage 0.6 14.8 15.4

Estonia Percentage 0.2 21.8 22

Czech Republic Percentage 0.2 14.7 14.9
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Annexure 3 – Assessment of Working Paper Hospital Price-GDP Relationship 

62. A primary issue with the methodology in the Working Paper is its objective of assessing 

affordability of South African private health care services based on the population as a whole rather than 

in relation to the specific population subset that utilises private hospital services in South 

Africa. Examination of the graphics in the OECD presentation, for example, illustrates that estimated 

hospital prices for those in the top 2 deciles are comparable to estimated hospital prices in OECD 

countries of comparable income levels.
82

  

63. The Working Paper’s claims about appropriate relative price levels and affordability are 

premised on the thesis that GDP levels should correlate with hospital price levels. At its most basic point 

of departure, this thesis is flawed because hospital price levels must reflect the costs of establishing and 

running hospitals and covering all of the relevant costs.
83

 The Working Paper does not include any 

analysis of underlying hospital costs, nor include in the modelling any cost drivers or other controls, and 

it is therefore very difficult to understand how the claimed thesis has validity. It also appears to suggest 

in the extreme that there is a simple linear or simple relationship between country income and hospital 

prices.    

64. The analysis in this Annexure provides some additional context for evaluation of the graphical 

and regression analysis provided in the Working Paper in relation to the GDP and hospital price 

relationship, and the inferences drawn about South Africa’s prices.
84

 The Working Paper’s main 

conclusion is that South Africa’s hospital prices are high relative to the average income level in South 

Africa. The Working Paper provides Figure 5 on page 25 to illustrate this point. The Figure plots 20 

OECD countries’ prices against their GDP per capita (in US$). South Africa is included in the graphic to 

demonstrate that it is outside the relationship for the OECD countries and that its hospital prices are 

more expensive than they would be based on the estimated relationship for the OECD countries 

provided in the Working Paper. 

                                                 
82

 See slide 21 of the OECD presentation that shows estimated per capita expenditures in US $PPP for the top 2 deciles in 

line with calculated hospital prices for OECD countries. Francesca Colombo et al., “International Comparison of South 

African Private Hospital Price Levels.” OECD and WHO, Presentation, 2015 February 17, 21. 
83

 See e.g., Shivani Ramjee, “Comparing the Cost of Delivering Hospital Services across the Public and Private Sectors in 

South Africa,” Research commissioned by The Hospital Association of South Africa (October 2013). 
84

 Lorenzoni, L. and T. Roubal (2016), “International Comparison of South African Private Hospital Price Levels”, OECD 

Health Working Papers, No. 85, OECD Publishing, Paris. http://dx.doi.org/10.1787/5jrrxrzn24wl-en. 

http://dx.doi.org/10.1787/5jrrxrzn24wl-en
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Figure 2 – Working Paper Figure 5  

Hospital comparative price levels and GDP per capita. South African sample and OECD 

countries, 2013. 

 

65. Replication: In order to illustrate the issues associated with this estimated relationship in the 

Working Paper, the table below provides values for prices and GDP per capita for each of the countries 

in Figure 5 estimated based on the graphs (the actual values were not provided in the Working Paper). It 

is sorted in descending order according to the hospital price. South Africa is just below the OECD 

average of 100.  
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Table 1 – Values derived from Figure 5 

Country Estimated 

hospital 

comparative 

price level 

Estimated 

GDP per 

capita 

(US$ PPP) 

Switzerland 230 $56,000 

Norway 225 $65,000 

Luxembourg 190 $90,000 

Ireland 170 $46,000 

Finland 165 $39,000 

Sweden 150 $44,000 

Austria 145 $45,000 

Netherlands 125 $47,000 

Iceland 120 $42,000 

Italy 115 $35,000 

France 115 $37,000 

Germany 110 $43,000 

Spain 100 $33,000 

United Kingdom 95 $38,000 

South Africa 90 $12,000 

Slovenia 70 $29,000 

Portugal 50 $28,000 

Czech Republic 50 $29,000 

Estonia 40 $26,000 

Poland 35 $24,000 

Hungary 25 $23,000 

66. Figure 2 below then replicates Figure 5 from the Working Paper using the values derived from 

the graph and presented in Table 1. It shows the relationship between GDP per capita for the OECD 

countries (and South Africa) and the calculated price level; we attempt exactly to replicate the empirical 

analysis of the Working Paper.
85

 The trend line is added based on the non-South African data points 

(values for 20 countries). It is estimated by regressing the Estimated Hospital comparative price level on 

Estimated GDP per capita. The R
2
 value is 0.6771 and is reported on the graph. This is close to the R

2
 

reported in the Working Paper (0.667).
86

  

                                                 
85

 Values were not reported in the Working Paper; they were estimated from Figure 5 at 25. 
86

 This was calculated by squaring the r value of 0.817 reported in paragraph 47 of the Working Paper at p. 24 so that they 

could be compared directly. The R
2
 value measures how well variation in the hospital price index is explained by GDP; the R 

value (Correlation Coefficient) measures the strength and the direction of the linear relationship between the two variables. 



ECONOMIC ASSESSMENT OF INTERNATIONAL COMPARISON OF SOUTH AFRICAN PRICE LEVELS  Compass Lexecon 

 

  46  

Figure 3 – Hospital comparative price levels and GDP per capita. South African sample and 

OECD countries, 2013 

 

67. We next examine Figure 20 from the Working Paper Annex 4.
87

 Twenty OECD countries’ prices 

are plotted against their Household Final consumption expenditures per capita (in US$). The Working 

Paper includes South Africa in the graph, and also includes South Africa’s top four deciles individually. 

By doing so, the graphic shows that, although South Africa falls outside the purported relationship, the 

two highest deciles together would probably be within the OECD countries’ estimated relationship.  

                                                 
87

 Working Paper at p. 66.  
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Figure 4 – Working Paper Figure 20 Hospital comparative price level and household final 

consumption expenditure per capita (US$ PPP), by country 2013 

 

68. In Table 2 below, the values for each of the countries in Figure 20 were estimated based on the 

graphs (the actual values were not provided). It is sorted in descending order according to the hospital 

price. South Africa falls in the bottom half of these countries according to price level. Data are also 

provided for South Africa’s four highest deciles according to household expenditures. 
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Table 2 – Values derived from Figure 20 

Country Estimated 

hospital 

comparative 

price level 

Estimated 

household final 

consumption 

expenditure per 

capita (US$ PPP) 

Switzerland 230 27.500 

Norway 225 23.500 

Luxembourg 190 32.000 

Ireland 170 17.500 

Finland 165 19.000 

Sweden 150 18.500 

Austria 145 24.000 

Netherlands 125 18.000 

Iceland 120 20.500 

Italy 115 19.000 

France 115 20.000 

Germany 110 22.000 

Spain 100 17.500 

United Kingdom 95 21.000 

South Africa 90 7.000 

SA – 7 decile 90 5.000 

SA – 8 decile 90 7.200 

SA – 9 decile 90 13.500 

SA – 10 decile 90 28.500 

Slovenia 70 15.000 

Czech Republic 50 13.000 

Portugal 50 16.500 

Estonia 40 12.000 

Poland 35 13.000 

Hungary 25 11.000 

69. Figure 3 below replicates Figure 20 from the Working Paper using the values derived from the 

graph and presented in Table 2. It shows the estimated relationship between household consumption 

expenditures per capita and the calculated price levels for the OECD countries (and South Africa).88 

The trend line is added based on the non-South African data points (values for 20 countries). It is 

estimated by regressing the estimated hospital comparative price level on the estimated household final 

consumption expenditure per capita. The R2 value is 0.6709 and is reported on the graph. 

                                                 
88

 Values were not reported in the Working Paper; they were estimated from Figure 20 at p. 66. 
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Figure 5 – Hospital comparative price level and household final consumption expenditure per 

capita (US$ PPP), by country 2013

 

70. Evaluation and Assessment: The estimated relationship lies between the highest two deciles of 

the South Africa population, these top two deciles in South Africa represent the population with a higher 

rate of private health insurance coverage. This relationship is provided only to illustrate that these 

income groups/levels are those in South Africa that predominantly are covered by private health 

insurance. We note there is no proven or expected causal relationship between income and price levels. 

The calculated relationship (used by us here only representatively to compare with that in the Working 

Paper) would imply that a country with expenditures less than $7,000 would have a Hospital 

comparative price level of zero.
89

  

71. For convenience, we provide here tables that illustrate the differences among groups in terms of 

expenditure and income from Statistics South Africa’s Income and Expenditure Survey 2010/2011 – 

                                                 
89 

It should also be noted that this graph shows that variation within countries is important but is largely ignored in the 

Working Paper. For example, there’s a wide variation of expenditure per capita level among South Africa’s top four deciles. 
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Income and Expenditure of Households 2010/2011 Statistical release P0100.
90

 These break down 

expenditures on health insurance and hospital services by deciles according to expenditures. 

Table 3a – Percentage of expenditures health categories by decile  

Expenditure 

per capita 

decile 

% of income 

spent on health 

insurance 

Health Medical products, 

appliances and 

equipment 

Outpatient 

services 

Hospital 

services 

10 7,6 1,5 0,7 0,8 0,0 

9 7,7 1,4 0,7 0,7 0,0 

8 5,7 1,3 0,7 0,5 0,0 

7 3,6 1,4 0,8 0,6 0,0 

6 2,0 1,2 0,7 0,5 0,0 

5 1,4 1,3 0,8 0,6 0,0 

4 0,9 1,4 0,8 0,6 0,0 

3 0,3 1,5 0,8 0,7 0,0 

2 0,1 1,5 0,8 0,6 0,0 

1 0,1 1,7 1,0 0,8 0,0 

  Source: South Africa Income and Expenditure Survey 2010/2011 - Table 2.25 – Percentage distribution of  

annual household consumption expenditure by third expenditure group and expenditure per capita deciles 

72. The table above shows the percent of each decile’s income spent on health-related spending 

categories. Each of the deciles spends less than 0,1% of their expenditures directly on Hospital Services, 

while they each spend between 1,2 and 1,7% of their expenditures in the Health category (comprising 

Medical products, appliances and equipment; Out-patient services; and Hospital Services) which are 

out-of-pocket expenses. Conversely, the top three deciles have a much larger share of their expenditures 

going toward health insurance (5,7; 7,7; and 7,6% respectively) than the bottom three deciles (0,1; 0,1; 

and 0,3% respectively). This suggests that the top deciles are the most significant utilisers of the private 

hospital system. 

73. This fact can also be seen in the table below. In this table, actual expenditures for health 

insurance are shown in the second column. The third column shows the percent of total expenditures on 

health insurance from that decile (e.g. 56% of total rand spent on health insurance is spent by the top 

decile). The fourth column – Cumulative Percent – shows that 81% of all rand spent on health insurance 

                                                 
90

 This can be found at http://www.statssa.gov.za/publications/P0100/P01002011.pdf (accessed 4/13/2016). Specifically 

Tables 2.25 (at p. 88) and Table 2.54 (at p. 154). Though the tables include numerous line items, only those relevant to 

hospitals and health insurance have been reproduced here. 

http://www.statssa.gov.za/publications/P0100/P01002011.pdf
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is spent by the top two deciles (and 92% by the top three). This is further evidence that the highest 

income South Africans are responsible for the largest share of private health insurance.
91

 

Table 4a – Percentage of national expenditures on health categories by decile 

Expenditure 

per capita 

decile 

Average 

expenditures on 

health insurance 

(rand) 

Percent of 

total 

expenditures 

Cumulative 

percent 

10 30.405 56% 56% 

9 13.900 26% 81% 

8 5.663 10% 92% 

7 2.491 5% 96% 

6 1.021 2% 98% 

5 581 1% 99% 

4 316 1% 100% 

3 80 0% 100% 

2 15 0% 100% 

1 13 0% 100% 

Source: South Africa Income and Expenditure Survey 2010/2011 - Table 2.54 – Average household  

consumption expenditure by third expenditure group and expenditure per capita deciles 

74. Finally, these tables report comparable data using deciles based on income instead of 

expenditures. 

Table 3b – Percentage of expenditures health categories by (income) decile 

Income per 

capita 

decile 

% of income 

spent on health 

insurance 

Health Medical products, 

appliances and 

equipment 

Outpatient 

services 

Hospital 

services 

1 1,5 1,7 1,1 0,6 0,0 

2 0,6 1,3 0,8 0,5 0,0 

3 1,0 1,2 0,7 0,5 0,0 

4 1,0 1,4 0,8 0,6 0,0 

5 2,0 1,4 0,7 0,7 0,0 

6 2,4 1,3 0,8 0,6 0,0 

7 4,2 1,5 0,8 0,7 0,0 

8 6,4 1,5 0,7 0,7 0,0 

9 8,0 1,6 0,7 0,8 0,1 

10 7,4 1,4 0,7 0,7 0,0 

Source: South Africa Income and Expenditure Survey 2010/2011 - Table 2.30 – Percentage distribution of 

 annual household consumption expenditure by third expenditure group and income per capita deciles 
 

                                                 
91

 This is consistent with the data and information. See also Background – Key Features of Private HealthCare in South 

Africa, (Netcare) citing that 80% of people living in households earning above R250000 have medical aid. See, Insight 

Actuaries and Consultants, “Report of Barry Childs: Responses to Market Inquiry Submissions,” Prepared for Netcare 

Limited in relation to the Competition Commission Healthcare Market Inquiry (2015): 1-10, citing Statistics South Africa. 
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Table 4b – Percentage of national expenditures on health insurance by (income) decile 

Income per 

capita decile 

Average expenditure 

on Health Insurance 

(rand) 

Percent of 

Total 

Expenditures 

Cumulative 

Percent 

10 27.400 50% 50% 

9 13.701 25% 75% 

8 6.881 13% 88% 

7 2.946 5% 93% 

6 1.247 2% 96% 

5 1.000 2% 98% 

4 391 1% 98% 

3 350 1% 99% 

2 179 0% 99% 

1 392 1% 100% 

Source: South Africa Income and Expenditure Survey 2010/2011 - Table 2.30 – Percentage distribution of  

annual household consumption expenditure by third expenditure group and income per capita deciles 


