
1 
 

Attachment 1A. Overview of the comments 
 
While the reviews conclude that the OECD study is not methodologically sound, the vast 
majority of the comments fall outside of points 4 and 5 – including misinterpretations of 
the study findings and research design; and disagreement with the framing of the study, 
and the interpretation of results. There were also a number of comments unrelated to 
the study such as arguments related to price regulation. These are duly noted in 
sections 9 and 10; we also note that WHO intends to address these issues in a separate 
submission to the HMI.  
 
After careful review of the comments across all seven critiques, we find no substantive 
issues related to the data and analysis that alter the main findings and conclusions, 
namely that: 
 

 Prices in South African private hospitals are high relative to South Africa’s 
income level, and on par with the OECD average and much higher-income 
European countries (i.e., France, U.K, and Germany). 
 

 Prices in South African private hospitals are increasing above the rate of increase 
for other goods and services in the South African economy. 
 

 Prices in South African private hospitals are unaffordable for the vast majority of 
South Africans - even higher income groups.  
 

 Among the countries in our study, prices in South African private hospitals are 
the least affordable, as measured by the largest difference between private 
hospital price levels and the price levels for all other goods in the economy. 

 
We continue to support the technical and methodological soundness of the study.  
 
In this cover letter, we highlight some of the common concerns across the critiques that 
relate to the assumptions of the authors, the framing of the study, and the conclusions. 
We note that most of these comments are in fact outside of the scope of the OECD 
study itself, but represent misunderstandings that should be addressed nonetheless.  
 
The assumption that underlies the critiques is that health care should be treated like any 
other commercial commodity. This assumption is most pronounced in the reports 
commissioned by Netcare – where health is compared with steel and rail industries, for 
example (Netcare-FTI).  
 
We emphasize, once again, that health care is a right for all citizens. Universal political 
commitments to health exist, which aim to ensure universal access to health care. 
Health is recognized as a human right under the Universal Declaration of Human Rights 
established in 1948. The Covenant on Economic, Cultural, and Social Rights, which South 
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Africa ratified for entry into force in April 2015, recognizes the right of everyone to the 
enjoyment of the highest attainable standard of physical and mental health.  
 
Such investments are recognized as beneficial to the economy as a whole, given the 
externalities associated with health and market failures associated with healthcare 
markets. Externalities imply that health investments benefit not only individuals but 
communities and the population as a whole. In addition, health market failures – in 
particular – information asymmetries mean that market mechanisms alone with not 
yield an efficient outcome.  
 
Most recently, the Sustainable Development Goals for 2030 was endorsed by all United 
Nations member states, and commits to ensuring universal health coverage by 2030. 
The commitment to implement universal health coverage reflects the values of equity, 
fairness and social solidarity. It also establishes that health care is not a commodity, 
employment perk or privilege, but it is a social right for all.  
 
In the Bill of Rights of the South African Constitution, Section 27, states that “Everyone 
has the right to have access to…health care services… The state must take reasonable 
legislative and other measures, within its available resources, to achieve the progressive 
realisation of each of these rights.” This is consistent with the international declarations 
and commitments around universal health coverage and, in particular that this right to 
equal access to health services relates to the whole population. Thus, government is 
obligated to act in order to ensure the progressive realization of this right. High prices 
and high costs in the private sector drain resources away from the majority of the 
population, and hence undermine this objective. From this perspective, under the South 
African Constitution, the government is therefore obligated to take action to address 
these prices and costs because of their implications for achieving equal access to health 
services. 
 
Such action has been reflected in South Africa’s National Health Insurance (NHI) White 
Paper, which realizes the constitutional commitment for the state to take reasonable 
legislative and other measures, within its available resources, to achieve the progressive 
realisation of the right to have access to health care services including reproductive 
health care.1 The NHI White Paper recognizes the values of justice, fairness and social 
solidarity. Its implementation is consistent with the vision that health care is a social 
investment and should not be subject to market forces. It also recognizes health as 
investment that contributes towards improved human capital, labour productivity, 
economic growth, social stability and social cohesion. 
 
In commodity markets, competition is used to promote quality and cost-savings. 
However, health care markets are characterized by market failures. The mechanisms 

                                                        
1
 National Health Insurance White Paper, Government of South Africa 

http://www.gov.za/sites/www.gov.za/files/39506_gon1230.pdf  

http://www.gov.za/sites/www.gov.za/files/39506_gon1230.pdf
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by which competition is expected to promote quality improvements in the steel 
industry, for example, do not work in health care markets. This is attributable to widely 
documented failures in health care markets, including information asymmetry, 
externalities, and public goods.  
 
Unlike other commodities, consumers of health care usually know far less than the 
“seller” (i.e., the health care provider), who advises about which treatments or 
medicines are the best options -- while concurrently having a financial interest in the 
ultimate decision on what option to use. This situation applies also to health insurance 
markets, as insurers do not know what health conditions consumers have – thus leading 
health insurance companies (where unregulated) to implement policies to reduce their 
risks of accepting high risk patients. Thus, it is not sound reasoning to assume that the 
same market mechanisms that promote quality in the steel and rail industries will work 
in similar ways in health care markets, where the desired outcome is the highest level of 
health and well-being for all.  
 
Important externalities exist, implying that investments in health have benefits for 
communities and the public as a whole. The most illustrative example is the prevention 
and control of communicable diseases. Successfully treating someone with tuberculosis, 
for example, benefits not only the patient but the community in which s/he lives. 
Control of certain diseases is also considered a global public health good- take for 
example, the prevention and control of Ebola Virus Disease. As illustrated in the West 
Africa Ebola virus disease outbreak, uncontrolled outbreaks in one village could result in 
widespread loss – in lives as well as economically - nationally, regionally and globally.  
 
Ultimately, affordability in the South African context has more to do with the 
implications of high prices and expenditures in the private voluntary health insurance 
sector, but the spillover effects to the whole health system. South Africa reports 
highest share globally of spending on private voluntary health insurance (VHI) as a share 
of total health spending (43%) - yet this covers only 16% of the population.  
 
This situation is unique to the historical development of Southern Africa. The system of 
for-profit hospitals and medical schemes expanded in the 1980s, but remained 
inaccessible to the majority of the population because of racial discrimination and 
income inequality. The current pattern of expenditure and population coverage is thus a 
legacy of the past political system which has yet to change. However, it does not have 
to be accepted as the status quo. It is a policy choice and can be changed through 
appropriate legislation, regulation, and sound policies to eliminate these inequities.  
 
Private voluntary health insurance spending in South Africa amounts to 3.8% GDP.2 
Therefore, interactions between medical schemes and private health care providers 
spill over to the whole health system as well as the economy as a whole. Public and 

                                                        
2
 Source: WHO Global Health Expenditure Database 
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private hospitals compete for inputs and this places pressure on the public hospitals. In 
example, public and private hospitals compete for employees – be it nurses, 
administrative staff or other allied health professionals. Prices set in the private sector 
set labor market benchmarks that specialists face in choosing between working in 
public/private facility.  
 
High private prices thus restrict the ability of the government to achieve universal health 
coverage under National Health Insurance (NHI). The South African government has 
made several attempts to contract private providers to support the delivery of public 
services; however, the prices demanded by private providers are excessive and 
unaffordable to government. Therefore, high prices in the private sector combined with 
limited healthcare resources in South Africa could destabilize the whole healthcare 
system. This ultimately affects the heath of all South Africans, most especially the 
poorest, and promotes and maintains the dual public-private system with all of its 
inequities. It thus inhibits the realization of Section 27 of South Africa’s constitution, 
which guarantees access to right to health care services for all.  
 
At the same time, the South African government contributes heavily to the medical 
scheme environment – and thus has the right to be concerned about value for money. 
Medical scheme members obtain a tax credit from the government for medical scheme 
premiums and co-payments, which makes membership partly publicly funded. In 
addition, the government pays directly through medical scheme contributions for public 
servants (e.g. GEMS, Polmed, and Parmed). Preliminary estimates3 for 2014 indicate 
that the Government of South Africa provided R 19 billion in tax credits, R 5.7 billion in 
transfers to the South African Police Service Medical Scheme (POLMED), and R 14.9 
billion in subsidies to public servants for medical scheme contributions – totally nearly 
R 40 billion in 2014 alone in government subsidies and transfers. This amounts to 
nearly 30% of total medical scheme expenditures.   
 
Access in South Africa is driven by the affordability of the services – and thus private 
providers are accessible to very few. Medical scheme members in South Africa often 
choose to access health services within the public sector. This is done for multiple 
reasons, including as part of referral to public designated service providers or to access 
specialized services unavailable in the private sector. Some medical aid scheme 
members may also use the public sector to avoid or reduce co-payments. The Honorable 
Minister of Health cited many reports of private sector “dumping” patients from the 
private to the public sector in cases where the medical scheme did not authorize the 
procedures, the medical scheme funding was exhausted, or the patient could no longer 
afford the copayment.4 

                                                        
3 Source: National Treasury Budget Office: Public Sector Remuneration Analysis and Forecasting 
4
 Source: slide 82, Patient Dumping in National Department of Health presentation to the Competition 

Commission Inquiry into Private Healthcare Market, 11 March 2016 http://www.compcom.co.za/wp-
content/uploads/2016/03/NDOH-Minister-Presentation.pdf 

http://www.compcom.co.za/wp-content/uploads/2016/03/NDOH-Minister-Presentation.pdf
http://www.compcom.co.za/wp-content/uploads/2016/03/NDOH-Minister-Presentation.pdf
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Some of the comments correctly state that large segments of the total population in 
South Africa use and pay directly for private health services beyond medical aid 
members, thus recognizing that the affordability of private hospital services is an issue 
for all South Africans. At the same time, many of the same reports propose to use only 
the income of medical scheme members to determine the affordability of private 
hospital services. In particular, the Mediclinic-econex review states that “the 
unemployed would not seek private hospital care.” There is very little logic to these 
conflicting arguments and no evidence to support them. More importantly, these 
arguments miss the more fundamental point that affordability is a matter for the system 
as a whole. We admit to being rather alarmed by the perspective that suggests South 
Africa has two distinct health systems with no connection between them. 
 
Anyone who chooses to access private hospitals could pay for the services provided, 
including those who are unemployed or have low income. The private hospital market is 
part of the South African economy and there are no legal barriers for anyone to access 
private hospitals. The fact that private hospital services are expensive for the majority of 
the South African population does not imply that affordability of these services cannot 
be measured for the whole population.  
 
Many OECD countries with high levels of unemployment (e.g. Greece at 26% 
unemployment levels, Spain at 24%, and Portugal at 13.5%) organize and finance health 
services to allow access to private providers through pooling and mandatory 
prepayment arrangements. Such arrangements may include pooling resources across 
the whole population (and not only well-off subgroups) and price regulation, which 
allow for the widespread affordability of health services for the whole population.  
 
In high and middle-income countries, the primary reason for implementing health care 
reforms to achieve universal health coverage is to control the growth of health care 
costs that have wide-reaching economic impact. We have seen that well-designed 
reforms can have wide-ranging impacts on families and economies by, for example, 
reducing the growth in health care costs through increases in efficiency and quality; 
promoting greater financial security among households by ensuring that they are 
protected from catastrophic spending; and strengthening labor markets by, for example, 
promoting labor mobility where health care access is no longer tied into whether 
someone has a job or not.  
 
In many OECD countries, public payers and purchasers contract with both public and 
private providers under regulated price schedules. Thus the public purchaser pays 
similar or identical prices regardless of whether the services are delivered in a public or 
private facility. Similarly, therefore, the issue of affordability is not related to whether 
the service is delivered in a public or private facility.  
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Many of the reports confuse the price increase of a group of services with health 
expenditure increases, estimated as price multiplied by volume. The main purpose of 
the study was to examine price levels. We would not expect to see that demographic 
changes impact prices unless, for example, higher volumes would result in economies of 
scale and scope that enable reduction in input costs and promote efficiencies – thereby 
resulting in reductions in prices.  
 
Moreover, we do not agree with the statement that health expenditure increases are 
driven solely by demographics and population aging. We have reported in the OECD 
study that an increase in service prices and volumes was observed in South African 
private hospitals under a very short time frame of two years. Within the two-year 
period, we observed rapid increases in planned surgeries – and specifically a 32% 
increase in knee surgeries and a 54% increase in hip surgeries. We also found for 
example that 75% of all deliveries in South African private hospitals were done by 
Caesarean section- an astoundingly high rate. Generally, WHO considers caesarean 
section rates higher than 15 to 20% as indicating overuse and unnecessary care.5 
Therefore, such rates reported from South African private hospitals cannot be explained 
by aging or demographic factors.   
 
Many of the commentaries focused on the problem of “medical inflation,” which was 
not explicitly analysed in the OECD study. Mediclinic-econex states that “In any event, it 
is well documented that medical inflation is higher than general inflation.” While this 
phenomenon has been observed in many countries, it is important to examine closely 
its determinants and causes. Evidence globally illustrates wide variations in growth 
rates for total health care spending. Such variations are primarily related to factors 
that are amenable to change because the health sector is dominated by supply side 
factors. These factors include the way in which health care providers are paid, 
regulatory measures for medicines and service prices, and the service delivery 
platforms.  
 
Simply stated, countries characterized by fee-for service payment mechanisms, lack of 
controls on volumes, lack of price regulation, and hospital based service delivery 
platforms will very likely see rapid increases in health care expenditures. These 
characteristics are present in the South African private health care market. Alternatively, 
other countries have controlled increases in health spending by implementing reforms 
in payments to health care providers (i.e., capitation or global budgets aligned with 
health outcomes and quality); putting into place price regulations on medicines and 
prices, and health technology assessments; and building up primary care systems and 
prevention programs to avoid preventable hospital admissions. Blaming aging and 
demographics for “medical inflation” avoids critical discussions of the far greater 

                                                        
5
 Gibbons et al. 2010. The Global Numbers and Costs of Additionally Needed and Unnecessary Caesarean 

Sections Performed per Year: Overuse as a Barrier to Universal Coverage, WHO. 
http://www.who.int/healthsystems/topics/financing/healthreport/30C-sectioncosts.pdf  

http://www.who.int/healthsystems/topics/financing/healthreport/30C-sectioncosts.pdf
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systemic problems that drive increases in health care costs and are under the control 
of decision-makers.  
 
It is notable that the reports cite differences between South Africa and OECD countries 
that can explain why the prices are so high in South Africa. These authors cite policies, 
regulations, and possible areas where innovations could be used to reduce prices. 
These include for example the organization of services, price regulation, and use of 
specialists vs primary care providers or general practitioners. Remarkably, however, 
this was done in the context of explaining why prices are high or claiming that the 
international comparison is invalid. In fact, such policy options are those that South 
Africa could implement to reduce high prices for private hospital services. We would 
note that this is precisely the rationale for international comparisons – to identify 
differences between countries and practices in other countries that can be replicated 
elsewhere. 
 
There is an underlying assumption across several of the commentaries that the quality 
in the private hospital sector is high and this assumption is therefore used as the 
rationale that the prices should be high. Evidence from other countries shows no or 
weak correlations between health care quality and prices.6 Moreover, no data are 
provided to justify the claim of high quality in the private hospital sector, beyond the 
statements that the Honourable Minister of Health has implemented quality 
improvements in the public sector (Mediclinic-econex).  
 
This is a notable omission given that it is very likely that all three major hospital systems 
and the private medical aid schemes routinely collect data on health outcomes and 
quality of care. If quality were high, as these reports claim, it is unclear why the data 
demonstrating superior quality could not be published. Thus, the assumption that 
higher prices correlate with higher quality is not substantiated by evidence in South 
Africa or elsewhere.  
 
On the contrary, factors exist that drive poor quality of care in the private hospital 
sector in South Africa. The structure, organization, and financing of the private health 
care sector is characterized by fee-for-service, supply-induced demand, and commercial 
incentives. All of these factors drive lower quality of care, primarily through the 
provision of unnecessary services unrelated to health needs or better health outcomes. 
Some of these services are invasive (i.e., hip and knee surgeries, unnecessary caesarean 
section deliveries) and thus can pose serious and unnecessary health risks to patients 
unaware of these risks.  
 

                                                        
6
 Summary of US studies. It can be noted that prices are higher where hospital markets are consolidated. 

http://www.nihcm.org/research-grant-article/1395-do-higher-priced-providers-deliver-higher-quality-
care-an-analysis-of-the-price-quality-relationship-using-hcci-data  

http://www.nihcm.org/research-grant-article/1395-do-higher-priced-providers-deliver-higher-quality-care-an-analysis-of-the-price-quality-relationship-using-hcci-data
http://www.nihcm.org/research-grant-article/1395-do-higher-priced-providers-deliver-higher-quality-care-an-analysis-of-the-price-quality-relationship-using-hcci-data
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All of the reports go well beyond the study itself and pose strong arguments against 
government intervention in the private health care market. In example, Mediclinic-
econex states that “It is unclear what the aim would be of controlling private hospital 
prices.” These statements suggest that the authors are unaware of the severity of the 
problem caused by rapidly escalating prices in the private health care sector in South 
Africa, and their impact on households, communities, and the wider health system.  
 
Such high rates of increase in private hospital prices have a severe negative impact on 
patients and households - through annual premium increases above the rate of salary 
increases, reduced benefits to patients, and delays in seeking care. These also create a 
fiscal risk for the government due to premium payments for civil servants, and high 
input prices in the private sector, notably salaries, as well as reduced service availability 
in the public sector. Ultimately, across the population as a whole, this results in lower 
access to care by patients, higher rates of sick leave and lower productivity, lower 
quality and health risks because of unnecessary care provided, and ultimately poor 
health and economic outcomes. 
 
The reports reflect a lack of understanding of the purpose of the Health Market 
Inquiry. In example, the Mediclinic-econex authors state that “prices in private hospitals 
are set according to market forces.” (p 11) We recall the HMI Revised Statement of 
Issues of February 2016, which sets forth the critical issue of hospital consolidation and 
its impact on prices (p 15).7  
 
The HMI must consider the consequences of any concentration for the sector as it allows 

for the emergence of firms that are in a position to engage in what is known as 
unilateral abuse of market power.” Market power, where it exists to a significant degree, 

can potentially be exploited through the unilateral imposition of higher prices and/or 
manipulation of demand, and maintained or enhanced through conduct with the 

intention or effect of excluding competitors. 
 

We note that the reviews provided little to no empirical analysis to refute the study 
findings, but relied on theoretical arguments. Among those organizations that wrote 
the critiques, several carried out their own analysis using partial data (i.e., the hospital 
component of the price or only one hospital), thus providing an incomplete and 
unreliable point of comparison. At the same time, despite the recognized need for a 
more detailed analysis of the hospital component of the price, in particular, Mediclinic 
and Netcare relied primarily on theoretical critiques rather than empirical evidence to 
back their statements on prices and quality.  
 
The OECD and the WHO received the data voluntarily from medical schemes, and the 
methodology for analysis is publicly available. Thus, the calculations can be replicated, 

                                                        
7
 HMI Competition Commission website http://www.compcom.co.za/wp-

content/uploads/2016/02/Revised-Statement-of-Issues-11-February-2016.pdf  

http://www.compcom.co.za/wp-content/uploads/2016/02/Revised-Statement-of-Issues-11-February-2016.pdf
http://www.compcom.co.za/wp-content/uploads/2016/02/Revised-Statement-of-Issues-11-February-2016.pdf
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particularly by medical schemes. However, we only received one commentary from one 
medical scheme –Discovery Health – who primarily challenged the interpretations 
rather than the methods and findings.  
 
Such data may shed light on the many inconsistencies in the arguments presented in 
these reports from Netcare, Mediclinic, Discovery and Insight. For example, even though 
their reviews claim that South African private hospital prices are not high, each 
commentary proceeded to justify and explain high and increasing private prices. While 
their reviews state that comparing hospital prices to average GDP for internal South 
Africa comparison is inappropriate, they use average income to argue that South Africa 
cannot be compared with other countries. While they recognize that a large share of the 
total population in South Africa use and pay directly for private health services beyond 
medical aid members, the reviews argue that affordability is only an issue for the very 
wealthy. While they claim that prices are high because of aging and technology, they 
state at the same time that exceptionally low lengths of stay could be attributed to 
younger and healthier medical scheme populations served by specialist physicians in 
new facilities. There is very little logic to these conflicting arguments and explanations.  
 
We attach detailed responses addressing the issues raised in the seven reports 
(Attachment 1B).  
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Attachment 1B. SUMMARY OF RESPONSES TO CRITIQUES 
 
We have categorized the comments into ten sections: 
 
1. Technical review process for the report 
2. Misinterpretation of the main findings  
3. Misunderstandings regarding the research design 
4. Clarifications on the definition of prices 
5. Issues related to the analysis 
6. Note on the IFHP international price comparisons  
7. Framing of the study and interpretations: South Africa specific analysis 
8. Framing of the study and interpretations: international comparative analysis  
9. Other issues raised that are unrelated to the analysis but are put forward as 

arguments against price regulation (to be elaborated on in a separate submission) 
10. Justifications raised for high and increasing prices in South Africa that represent 

policy interventions and innovations in other countries used to reduce prices 
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1. Technical review process for the report  
 
Regarding suggestions from Insight for an internal academic peer review of the 
methodology employed in the report, we note that the methodology has been applied, 
evaluated, and refined over a period of thirty years by Eurostat and the OECD. Please 
refer to the links at the 2012 EUROSTAT-OECD Methodological Manual on Purchasing 
Power Parities (PPPs), first published in 2006 (http://www.oecd.org/std/prices-
ppp/eurostat-oecdmethodologicalmanualonpurchasingpowerparitiesppps.htm). In the 
production of this report, the methodology was applied in its entirety including all 
statistical tests of validity (i.e., coefficient of variation, dispersion of case types), 
comparability (i.e., Quaranta editing procedure), and representativeness. 
 
Regarding the Insight suggestion for peer review of the report, we note that the working 
paper underwent extensive technical peer review for accuracy and technical soundness 
prior to its publication. This includes review by experts in economics, statistics, and 
health financing policy. The final version of the working paper mentions all individuals 
who reviewed the paper as a part of technical review. The acknowledgements state: 
 
“.. The authors wish to thank also Joseph Kutzin (WHO), Ankit Kumar (Harvard 
University), Andreas Woergoetter (OECD Economics Department), Henri-Bernard 
Solignac-Lecomte (OECD Development Centre), Peter van de Ven (OECD Statistics 
Directorate) and Francesca Colombo, Mark Pearson and Stefano Scarpetta (OECD 
Directorate for Employment, Labour and Social Affairs) for their comments.” 
 
 
2. Misinterpretation of the main findings and the purpose of the study  
 
2.1. Misunderstanding of the main results  

 

 Discovery stated “It appears that prices charged by South African private hospitals 
are not out of line with prices charged by hospitals in OECD countries.”  
 

 Netcare-CL commented “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.” 
 

This is in fact one of the main findings of the study. The results found that South Africa’s 
comparative price levels were very similar to OECD averages. It appears that these 
organizations would agree with the comparable price levels, but they disagree with the 
interpretation, namely that: 

 

 Prices in South African private hospitals are high relative to South Africa’s 
income level, and on par with the OECD average and much higher-income 
European countries (i.e., France, U.K, and Germany). 

http://www.oecd.org/std/prices-ppp/eurostat-oecdmethodologicalmanualonpurchasingpowerparitiesppps.htm
http://www.oecd.org/std/prices-ppp/eurostat-oecdmethodologicalmanualonpurchasingpowerparitiesppps.htm
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 Prices in South African private hospitals are unaffordable for the vast 
majority of South Africans - even higher income groups. 
 

 Among the countries in our study, prices in South African private hospitals 
are the least affordable, as measured by the large difference between private 
hospital price levels and the price levels for all other goods in the economy. 

 
The study demonstrates empirically that South Africa private hospital prices are on par 
with OECD countries. However, the services primarily serve South Africans. Thus, they 
are, at the same time, unaffordable for the vast majority of South Africans, and 
unaffordable relative to other goods and services in the South African economy. 
 
2.2. Misunderstanding of the purpose and scope of the study  
 

 The Discovery review repeatedly discussed “health care inflation,” which was not 
the objective of the study.  
 

 Discovery and Netcare-CL also discussed extensively private out of pocket 
expenditures, informal payments and the structure of co-payments, which are 
outside of the scope of the study.  
 

 Netcare-CL in particular made a series of points that are unrelated to the purpose of 
the study and outside of its scope, including that “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. 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.”  

 

 Similarly, Netcare-FTI focused its comments almost entirely on profitability and price 
regulation. "Economic theory as well as regulatory and legal precedent states that to 
determine whether prices (and profits) are high one must compare prices to 
economic costs. Any observed differences should then be compared to an 
appropriate benchmark and then consideration given as to whether the excess of 
price over cost (if any) is sufficiently large to warrant further investigation. The OECD 
Report does not do this. The affordability assessment performed by the Authors is 
therefore irrelevant from a competition economics perspective." (Point 2.4.) 
 

 Netcare-FTI concludes, for example, that the OECD study did not consider the 
concerns of the Competition and Markets Authority (the “CMA”) in the UK private 
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healthcare market inquiry. The OECD study published in 2015 on comparative 
hospital prices levels did not aim to review price regulation in other countries.  

 
The objective of the study was to compare South African private hospital price levels 
internationally. To this aim, we compiled Purchasing Power Parities (PPPs) and 
Comparative Price Levels (CPLs - the ratio of PPPs to exchange rates) based on the price 
data collected from South African medical aid schemes and from the largest third party 
payers of OECD countries for the three years of the study. We then compared: 

 

 Hospital PPPs and CPLs across countries 

 Hospital PPPs and CPLs to the price level of all goods and services in the 
economy to see if hospital prices were in line with the prices in the economy. 
PPPs and CPLs for GDP are computed using the same methodology that we 
applied for South Africa and publicly available at OECD.stat.  

 
The CPL results reported for each year in study should be analyzed by comparing levels 
across countries, keeping in mind that the value of the base of the index (set at 100) 
may change over time. 
 
Netcare-FTI repeatedly stated that the OECD study did not carry out a profitability 
analysis, which was well beyond the scope of the study and arguably must take into 
consideration the health market failures. Regarding the Netcare-FTI comment that the 
study did not consider the recommendations of the UK Competition and Markets 
Authority (CMA) regarding price regulation, we note that this is also outside of the 
scope of the study. In addition, it should also be noted that the UK CMA has not yet 
concluded its work nor finalized its recommendations, and is undergoing public 
consultation.  
 
While the study did not address the issue of competitiveness, it would be possible for 
the HMI to expand on the OECD methodology to analyses whether the prices are 
“anticompetitively” high by analyzing the same sample of case types by individual 
medical schemes and individual hospitals comparing the prices and relative market 
powers within the relevant markets.  
 
2.3. Objectives and justification for the report 
 

 Netcare-FTI states that OECD provided “no explanation as to how the report relates 
to the healthcare market inquiry or the rationale for its production.” 

 
The purpose of the study is stated in the first paragraph of the report. The FAQs issued 
with the report also clarify how the study is related to the HMI (online at 
http://www.afro.who.int/en/south-africa/press-materials/item/8350-international-
comparison-of-sa-private-hospital-price-levels-who-and-oecd-present-to-competition-
commission.html ). Under point 10, the FAQs clarify the question: “How does this work 

http://www.afro.who.int/en/south-africa/press-materials/item/8350-international-comparison-of-sa-private-hospital-price-levels-who-and-oecd-present-to-competition-commission.html
http://www.afro.who.int/en/south-africa/press-materials/item/8350-international-comparison-of-sa-private-hospital-price-levels-who-and-oecd-present-to-competition-commission.html
http://www.afro.who.int/en/south-africa/press-materials/item/8350-international-comparison-of-sa-private-hospital-price-levels-who-and-oecd-present-to-competition-commission.html
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contribute to the work of the Competition Commission inquiry into the private health 
care sector?” 

 
The response is: “The study contributes as an independent analysis of private hospital 
prices in South Africa. Its main finding is that private hospital prices in South Africa are 
high in comparison with its overall level of economic development and general price 
levels. This analysis presents a step towards investigating what drives health service 
prices in South Africa.” 
 
2.4. Misinterpretation of relative price levels 

 
Based on Table 1 below (Table 8 from the original study, page 23), Netcare-FTI stated 
that there was “a decline of 10% in relative prices was observed for South Africa” 
between 2012 and 2013. This is an incorrect interpretation.  
 
Table 1. South African Private Hospital Price Levels and GDP price levels relative to 20 

OECD countries, 2011-2013 

 
 
The correct interpretation of the findings is the following. In 2012, the South African 
private hospital price level was 3% higher than the OECD average, while in 2013 it was 
6% lower. Changes in prices and/or volumes in comparator countries and South Africa 
and changes in exchange rates in comparator countries and South Africa could help 
explaining observed differences. The results are consistent in the position of prices of 
South African private hospitals relative to other OECD countries. 
 
The study added a second comparison group for benchmarking, composed of a subset 
of seven countries with relatively lower GDP per capita closer to South Africa’s GDP.8 For 
this subset, the average GDP9 is 27,323 US$. For the second benchmark of the subset of 
lower income OECD countries, the study found that South Africa’s GDP comparative 
price level was 74% of the subset average in 2013. However, hospital prices were nearly 
double the subset average (Table 2).  

 

                                                        
8
 Czech Republic, Estonia, Hungary, Poland, Portugal, Slovenia and Spain. 

9
 Converted to a common currency (USD) and adjusted to take account of the different purchasing 

power of the national currencies at PPP. 
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Table 2. South African private hospital sample and GDP price levels  
relative to a sub-set of OECD countries (average= 100), 2011-2013 

 

 

Comparative price levels 

 South African sample 
2011 2012 2013 

Medical and surgical services 195 189 192 

Gross Domestic Product (GDP) 85 86 74 

 
In this analysis, it can be noted that South African private hospital price levels declined 
from 189 to 191 between 2012 and 2013 and comparative GDP price levels also 
declined. The study gathers data for three years to check the consistency of results. 
Similarly, findings should not be assessed as trends – but rather each year should be 
analysed separately for consistency in findings.  
 
This reinforces the study’s finding and conclusions that South Africa’s private hospital 
prices are expensive relative to its income.  
 
2.5. Misunderstanding of the cost-component analysis  
 

 Mediclinic-econex (p 1) “hospital prices do not include specialist fees, as they are not 
employed by the hospitals.” (p 2) “Specialist fees do not contribute to private 
hospital prices (tariffs) and cannot form the rationale for the control of hospital 
prices.” 

 
The Mediclinic-econex authors’ point of reference is the hospital, and thus they 
repeatedly state that specialist fees are not a component of hospital fees. However, the 
OECD price study estimate the total prices for a given medical or surgical services (i.e., 
such as under a bundled payment method.) Thus, prices refer to the complete episode 
of hospital care rather than the fees charged by hospitals.  
 
The authors therefore misunderstood the cost component analysis in the OECD study 
and thus arrive at a misinformed conclusion. However, at the same time, the authors 
state (correctly) later in the same report that the study collected data from medical 
schemes on the separate prices components (hospitals, specialist fees and pathology). 
Thus, they recognize in the same report that specialist fees were not included as a 
component of the hospital share of the price as calculated in the study.  
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2.6. Misinterpretation of the finding that “Prices in South African private hospitals are 
increasing above the rate for other goods and services.”  

 

 Netcare-CL states that “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.” 
 

 Mediclinic-econex (p 22) “General price inflation is not a suitable measure against 
which to compare hospital price inflation. 

 
Clearly, the statement by Netcare-CL misrepresents the study’s actual findings and 
conclusions, and the statement by Mediclinic-econex is a misunderstanding of the 
purpose of the study. We do not aim to study “health care inflation” as noted above, 
but compare the hospital service price increases with the increases of other goods and 
services consumed by South Africans, measured by the CPI. Similar to other studies 
carried out in South Africa, we conclude that South African private hospital prices are 
increasing above the rate of inflation. This is not an unusual or surprising finding and has 
been demonstrated in other studies.10 
 
The South African private health care industry does use a health care CPI as the basis for 
justifying steep annual premium increases. However, in this study, we aim to evaluate 
whether health care prices are increasing above the rates of growth for other goods and 
services in the economy as a whole. Thus, we use the general CPI as the commonly used 
international standard representing goods and services in the economy as a whole.  
 
2.7. Correlation between GDP levels and prices is an empirical finding not a theory  
 
Netcare-CL and Discovery criticized the finding of a correlation between GDP levels and 
prices as a theory - rather than recognizing this as an empirical finding based on publicly 
available data.  

 
We demonstrated empirically that hospital price levels correlate with income levels – 
i.e., richer countries have higher price levels than poorer countries – by comparing 
hospital price levels against GDP per capita and household consumption expenditure.11 
This is not a model or theory; it is an empirical finding based on the analysis of the data 
(Figure 1).   

 

                                                        
10

 Council for Medical Schemes, Circular 23 of 2015: Evaluation of cost increase assumption by medical 
schemes for 2015 financial year http://www.medicalschemes.com/files/Circulars/Circular23Of2015.pdf  
11

 Household final consumption expenditure PPP-adjusted figures are publicly available at OECD.stat   

http://www.medicalschemes.com/files/Circulars/Circular23Of2015.pdf
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It would not be logical to argue that a country with zero wealth should have zero prices 
(Discovery comment). The data clearly suggest a general tendency in data points that 
follow a line or curve on a graph. To then take an outlier data point to refute the general 
pattern of most data points is not appropriate. 

 
Figure 1. Hospital comparative price levels and GDP per capita, 2013 

 

 
 
 
3. Misunderstandings regarding the research design 

 
3.1. Sampling methods are designed to obtain representative prices  

 

 Discovery, Insight and Netcare-CL commented that the dataset is unrepresentative as 
measured by the share of utilization and share of total membership. 
 

The objective of the study was to carry out a price comparison. It is not necessary to 
collect a representative sample of total hospital utilization to analyze prices. The 
research design and sampling aimed to collect data on a set of cases, which are typical 
of the kinds of services that hospitals normally provide.  
 
Notably, across OECD countries that participated in the study, on average, 18.2% of total 
cases and 18.5% of total expenditure was covered by the basket of services in the 
sample hospitals in 2011 (OECD Health Working paper 75 available at http://www.oecd-
ilibrary.org/docserver/download/5jxznwrj32mp.pdf ). This is in line with the percentage 
reported for the South African sample.  

 
OECD and Eurostat countries endorsed the methodology and its findings based on this 
sample size. PPPs and Hospital Comparative Price levels were computed using the same 
methodology applied for the South African study. This information is publicly available 

http://www.oecd-ilibrary.org/docserver/download/5jxznwrj32mp.pdf
http://www.oecd-ilibrary.org/docserver/download/5jxznwrj32mp.pdf
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at the Eurostat website. This methodology has been applied, evaluated, and refined 
over a number of years by global experts. Please refer to the links at the 2012 
EUROSTAT-OECD Methodological Manual on Purchasing Power Parities (PPPs), first 
published in 2006 and now in its third edition (http://www.oecd.org/std/prices-
ppp/eurostat-oecdmethodologicalmanualonpurchasingpowerparitiesppps.htm ). 

 
WHO/OECD invited all major medical schemes to participate in the study, and the basis 
for participation was voluntary. Data were collected representing nearly 60% of medical 
scheme members in 2011-13. This represents the majority of medical scheme members. 
Given that the participating medical schemes are those that are more likely to be 
interested in price levels and controlling prices, this indicates that the results are likely 
to be highly conservative.  

 
3.2. Misinterpretation of case-mix adjustment and controlling for patient factors  

3.2.1. Controlling for case mix 

 

 Netcare-CL (point 24) “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. .. 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.” 
 

 Netcare-CL (point 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).” 

 

 Mediclinic-econex (p 7) “the private medical scheme market is particularly prone to 
anti-selection and therefore a higher prevalence of certain disease conditions” and 
thus argue that international comparison is not possible.” (p 20) “The age and 
disease profile of patients should therefore be taken into account when explaining 
changes in the type and frequency of admissions. … Utilisation is higher and more 
expensive for older patients. Importantly, while the OECD acknowledges South 
Africa’s ageing medical schemes population in figure 2 of their report, they only 
incorporate this in two of their analyses.” ( p 20) “Whilst not all of the factors 
discussed above can be controlled for quantitatively, at an absolute minimum the 
researcher should control for factors such as: Age; Gender; Burden of disease; 
Severity of treatment, and Relevant demand and supply factors in comparing two 
cross-border samples. “ (p 27) “The OECD and South African samples and variables of 
analysis however appear to differ significantly, and these have not been controlled 
for in the OECD analysis. (p. 31) “It would be important to examine whether the age 
and disease profile of admissions in the two samples (South African and OECD), are 
comparable, before making any inference about the drivers of admission rates and 
their potential impact on price.”  

http://www.oecd.org/std/prices-ppp/eurostat-oecdmethodologicalmanualonpurchasingpowerparitiesppps.htm
http://www.oecd.org/std/prices-ppp/eurostat-oecdmethodologicalmanualonpurchasingpowerparitiesppps.htm
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 Mediclinic-Econex “The OECD’s criteria for primary and secondary CPT codes, as well 
as related diagnosis codes, are highly specific. This is expected to have decreased 
many instances where an admission may have been counted.” 

 

 Scenarium report: see comparison of Germany and Mediclinic 
 
The objective of the study was an international price comparison. The research design is 
based on a set of cases, which are typical of the types of services that hospitals normally 
provide many of which are planned and routine medical and surgical cases. Take, for 
example, normal delivery and caesarean section, cataract procedures, and planned 
surgeries, such as hip and knee replacements.  
 
Hospital PPP calculation takes into account differences in case-mix across countries by 
using the number of cases by case type to estimate weights. Multiplying the average 
prices by the corresponding case numbers provides each case type with a value. These 
case type values can be summed across case types to give a total value for all case types 
with which the individual case type values can be converted into percentage shares. The 
percentage shares are used as weights when calculating PPPs. The weighting of prices 
by the number of cases by case type accounts for differences in utilization linked to 
service delivery and burden of diseases.  
 
The case type definitions do not take into account the “severity” of the hospitalization 
case as proxied through secondary diagnoses and/or age. The main reasons include the 
way severity is measured and coding practices among countries. This means that 
severity is not a selection criterion for the case types identified for this study and all the 
hospitalization cases that match the case type definitions are included independently of 
their severity level. Comparison of results is achieved by strict inclusion and exclusion 
criteria as noted below. Many procedures included are routine and/or standardized and 
thus severity does not apply, i.e., normal delivery, caesarean section delivery, knee 
replacement, hip replacement, cataract surgeries, arthroscopic excision of meniscus of 
knee, ligation and stripping of varicose veins, tonsillectomy and/or adenoidectomy. Thus 
burden of disease and gender are not relevant.  
 
Moreover, the authors implicitly claim that hospital cases in South Africa are more 
complex to treat as patients are older and present additional comorbidities as compared 
to OECD countries. However, this is not reflected in the shorter length of hospital stay in 
South Africa. Average length of stay not just reflects patient complexity but is also 
associated with a number of systematic factors, such as the payment mechanism and 
incentives in place for hospitals. We examined the ALOS across all countries and 
inpatient case types in a multilevel model analysis (OECD working paper 75, 2014). This 
allowed us to identify the cross-country systematic effect in ALOS for each individual 
case type. A large part of the variation in ALOS was accounted for by cross-country 
differences, which provides some indication that these variations are a result of 
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systematic differences between countries in the way that hospital services are provided, 
rather than factors that are associated with individual case types which may be linked to 
patient characteristics (e.g. age, comorbidities). 

3.2.2. Treatment of outliers and day surgeries  

 

 Mediclinic-econex (p 33) “The way in which the OECD removes outliers is expected to 
bias the results… The way in which the OECD specifies case types removes more 
complex cases and is expected to bias the results.”  
 

 Mediclinic-econex (p 35) “no detail is provided on the predominance of day 
hospital/surgeries in the different countries and the impact that this would have on 
the typical length of stay observed across the samples.” 
 

“Typical” cases are those who have undergone a normal and expected course of 
treatment. Atypical and long stay cases excluded in the calculations refer to cases for 
which the “standard” profile of care is not followed because of death, sign-out, or 
transfer to other facilities and cases with a number of days of stay higher than 1 ½ 
standard deviations from the country case type-specific mean. So the not-so-large 
differences in length of stay between age bands will be smoothed by removing outliers. 
 
In a further effort to maximize cross-country comparability, only ‘standard’ 
hospitalizations for each product type are included in the data collection. This meant 
excluding hospitalizations where (i) the standard profile of care was not followed due to 
death or transfer to another facility; and (ii) the length of stay was greater than 1.5 
standard deviations away from the case-type mean. Restricting the sample in this way 
decreases the within-product type variation, and improves the comparability. We 
understand that there are different methods to remove LOS outliers. However, all the 
countries in study used the same method to identify LOS outliers. So it is difficult to see 
how this could bias results. 
 
A detailed analysis of the organization of hospital service delivery in countries was 
outside the scope of this study. Furthermore, length of stay was used only to identify 
outliers for inpatient case types. After a review of the previous PPP round results, 
Eurostat and OECD identified the following four case types with a significant number of 
cases seen in a day surgery/outpatient surgery setting:  

 

 arthroscopic excision of meniscus of knee 

 cataract surgery 

 ligation and stripping of varicose veins - lower limb 

 tonsillectomy and/or adenoidectomy 
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Countries report the number of cases and quasi-price also for those products when 
delivered in a day surgery/outpatient surgery setting. Finally, the price level comparison 
is weighted by the number of cases so that differences in service delivery – inpatient 
versus day care - across countries are taken into account in this study. 

 
3.3. Misinterpretation of Purchasing Power Parities (PPPs) 

3.3.1. Statements indicating misunderstanding of the PPP calculation  

 
Discovery made a series of statements that demonstrate a misunderstanding of the PPP 
calculations. We thus seek to clarify that there is no direct link between PPPs and the 
consumer price index/provider price index. The study does not adjust local price levels 
by a “blanket PPP index.” The study does not artificially inflate South African PPP-
adjusted price levels. The study does not double count the cost of imported goods. The 
study compiles hospital PPPs on the basis of observed prices. It compares hospital PPPs 
against PPPs for the whole economy compiled by the OECD using the same 
methodology.  

 
Information regarding PPPs and their interpretation can be accessed at OECD Frequently 
Asked Questions (http://www.oecd.org/std/purchasingpowerparities-
frequentlyaskedquestionsfaqs.htm ). 

3.3.2. Rand depreciation  

 
 Discovery stated that “the OECD report does not acknowledge the extent of the Rand 

depreciation above inflation (CPI) rates in South Africa, and makes no attempt to 
adjust for this in the price levels provided in the paper.”  

 

 Netcare-CL: “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.” 

 

 Mediclinic-Pricemetrics: “A further problem of reliability of the data is identified in 
the report as Lorenzoni and Tomas Roubal point out: "Price levels depend on 
exchange rates and may be subject to large variations in line with exchange rates 
swings and should therefore be interpreted with caution."33 The depreciation of the 
rand exchange rate is a good example.” 
 

Comparative price levels (CPL), the main index used in the study, take into account 
exchange rates as they are actually computed by dividing PPPs by exchange rates. 

http://www.oecd.org/std/purchasingpowerparities-frequentlyaskedquestionsfaqs.htm
http://www.oecd.org/std/purchasingpowerparities-frequentlyaskedquestionsfaqs.htm
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Exchange rate changes are reflected in the CPI as well as in the hospital prices. In 
addition, the data for 2011–13 demonstrate consistent results and the magnitude in the 
price difference is the same.  

 
We note the changes in the value of CPL for South Africa between 2012 and 2013. The 
different CPL values reported for private hospitals and GDP for South Africa in 2013 (as 
compared to 2012) largely depends on the exchange rate changes between 2012 and 
2013. Using the previous year’s exchange rate for South Africa – other things being 
equal – CPL for private hospitals would be 108 for 2012 and 114 for 2013 for South 
Africa. 

 
The study collected prices of hospital services, not on the cost components, which might 
be influenced by the prices of imported goods. The input costs of some imported goods 
might be influenced by changing exchange rate, but it is not clear how such changes are 
reflected in the prices observed. With the current data, we are unable to determine the 
share of the hospital component dedicated to pharmaceuticals and medical devices. We 
did suggest that the Health Market Inquiry collect these data, and we provided the 
format to do so. It is also possible that Netcare and Mediclinic provide these data 
themselves.  

 
As listed in Annex 1 of the main report and Table 3 (below), however, the hospital cost 
component includes many elements. Therefore, the prices of imported commodities 
could explain part of the very high price - but not all of it. 

 
Moreover, South Africa is not unique in importing pharmaceutical and medical products 
to deliver health services. The impacts of exchange rate variations are present in all 
countries. Given that the calculation of price per case is the same, this enables a price 
comparison across all countries regardless of the source of the product. As noted 
previously, the study aims to carry out an international price comparison, but does not 
seek to explain fully the reasons for high prices.  
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Table 3. Cost items covered in the OECD study 
 

 
 

3.4. Misinterpretation of the methods to analyze affordability  
 

 Discovery states “the OECD paper attempts to assess the affordability of private 
hospital services for the average South African. This methodology is fatally flawed, 
given the significant proportion of unemployed and/or low income South African 
households who are unable to afford private healthcare at any price.”  
 

 Mediclinic-Scenarium (pp 18-21) “according to common practice—any consideration 
of affordability should focus on financial protection rather than on service prices.” 
 

The study looks at affordability from a price level perspective by comparing the 
difference between the hospital price level and the general price level. This measure 
does not reflect the “average” South African, but compares two price levels. It reflects 
the relative price paid for private hospital services compared with the price level for all 
goods and services in the economy.  

 
The data showed that the difference between the two price levels is the greatest in 
South Africa among all countries studied. Therefore, we conclude that the prices in 
South African private hospitals are the least affordable among all countries in the study. 
You may refer to Annex 4 (p 64) in the study, and the figure is reproduced below (Figure 
2). 
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Figure 2. Ranking of countries based on hospitals and GDP comparative price levels, 2013 

 

 
3.5. Differences in accounting methods across countries  

 

 Netcare-CL (point 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.”  
 

 Mediclinic-Pricemetrics (P. 31). It is clear that the cost accounting systems used by 
the countries will not be harmonized (reference omitted), but the results should be 
comparable.” 

 
At noted in the manual, for each round of the Eurostat/OECD data collection, a 
metadata survey asks countries to provide information on costing/pricing methods. The 
survey seeks information on costing principles and inclusions such as the compensation 
of employees, capital consumption, intermediate inputs, and taxes on production, as 
well as costs relating to health services directly and overhead costs. The survey also 
collects information on items that should have been excluded such as expenditure on 
“research and development in health” and “education and training of health personnel”. 
Prices are then adjusted on the basis of the metadata survey findings in consultation 
with countries. Thus any differences in accounting methods are addressed in the survey.  
 
3.6. Response rate: OECD countries  
 
Mediclinic-Price Metrics. P 30. “The report used an average of OECD levels of the 30 
countries in the survey. The response rate to the survey which was used by the report’s 
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authors was mixed with some countries providing a high response to the survey and 
others a very low response. Low responses were received from France (5% of hospitals), 
Finland (17%), Ireland (23%) and Switzerland (38%). Averaging countries quasi-prices 
based on such major differences may lead to unreliable averages of the quasi-prices.” 
 
In the working paper, the average across OECD countries is shown only for descriptive 
purposes. The PPPs methodology is based on the comparison of price ratios between 
pairs of countries (see the PPPs manual, chapter 12). 
 
In most of the OECD countries studied, prices are regulated across the whole sector and 
are quite similar for public and private providers. Relatively small sample size can reflect 
the prevailing prices on the market due to such regulatory measures, as there is very 
limited price variation across providers. 
 
Prices for each country are collected and reported by national expert who verifies the 
reliability of the information for each country. Thus any differences in response rates 
would not be expected to influence the results.  
 
 
4. Clarifications on the definition of prices  
 
4.1. Definition and estimation: negotiated prices 
 
 Mediclinic-econex (p. 19) "The use of quasi prices is also problematic because those 

prices are in fact fictitious - calculated to reflect the average cost of providing the 
service/ product - and not comparable to South African prices that are determined by 
market forces " (p 12) In the study 'price' refers to the amount paid to the healthcare 
providers from the risk pools of medical schemes, patients' savings accounts at their 
schemes, and out-of-pocket payments, rather than the amount claimed. It must be 
noted that the exact amount of out-of-pocket spending in South Africa is uncertain. 
While the South African data reflect the actual average prices as provided by the 
medical schemes, the data for the OECD in fact reflect quasi prices collected as part 
of the OECD-Eurostat Purchasing Power Parities survey. The study describes 'quasi 
prices' as the unobserved prices that would have been charged in a competitive 
market, equal to the average cost per product. Quasi prices are taken from the 
databases of health administrators and national insurance funds. These may be the 
prices negotiated between hospital service providers and purchasers (third party 
payers), or the administered prices regulated to typically reflect the average cost of 
providing the services. This is in contrast to the prices charged by the private 
hospitals in South Africa which are determined by market forces. The average quasi 
prices are determined for each case type and include direct costs, capital costs and 
overhead costs. Importantly, this should cover the same costs in all the countries 
concerned. It is unlikely that the South African data reflect the same costs.” 
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 Mediclinic-PriceMetrics (p 19) “...public sector does not charge market prices which 
have to cover costs but instead as a non-market sector provides services which are 
either free or bear no relationship to the opportunity costs of providing the service. (p 
20.) The difficulty for the authors is to calculate accurately market prices in 
competitive markets when they do not exist.”  
 

To reflect the true value and opportunity costs of products and services, the prices used 
in comparative studies should be observed from transactions in open and competitive 
markets. Primarily this means that it should reflect the price that the seller and 
purchaser agree on for a given product or service. Such price observations are not 
always readily available in a number of sectors including health care. Alongside the 
introduction of output-based funding, many OECD countries have put systems in place 
to approximate the monetary value of services provided by hospitals. These provide, in 
theory, an indication of the purchasers’ willingness-to-pay (usually government or 
insurer) and the providers’ willingness-to-accept these values as the price for hospital 
services. We use the term ‘quasi-prices’ in recognition that the values are frequently not 
based on the result of transactions in a competitive market. They are those 
(unobserved) ‘prices’ that emulate a competitive situation where prices equal average 
costs per product. Unit costs can be treated as if they were prices. We use the term 
‘quasi-prices’ in recognition that those values are frequently not observed in open and 
competitive market transactions and are imputed to approximate what a market price 
might have been, if there were a market. Therefore, such prices are not “fictitious.”  
 
In South Africa private hospital prices are negotiated and are not based on the results of 
transactions in an open and competitive market. In particular, studies have noted that 
the “increased concentration may have improved the medical schemes' and 
administrators' countervailing buyer power vis-à-vis the private hospitals over the past 
few years.” (Erasmus and Theron 2016).12 
 
Countries provided hospital prices to Eurostat and OECD that were estimated 
following very detailed guidelines. The authors of the study did NOT calculate any 
price on their own. 
 
4.2. Output-based prices require no adjustment for productivity  

 

 Mediclinic-econex (pp 11, 19) “While the 2016 OECD study in question does not 
explicitly state whether it uses revised data based on the output-based approach for 
the years 2011 and 2012, its use of quasi prices implies that only data based on the 
output-based approach were used in the study..  It must be noted that the output-
based approach used in the Eurostat-OECD Purchasing Power Parities study since 
2013 takes into account productivity differences between the countries surveyed. 

                                                        
12

 Erasmus M and Theron N (2016). Market concentration trends in South Africa’s private healthcare 
sector. SAJEMS (19): 53-63. 
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However, there is no mention in the 2016 study of adjusting the South African data 
to reflect productivity differences." 

 
We confirm that the study uses output-based hospital prices for OECD countries and for 
South Africa (2011, 2012 and 2013). Shifting from an input-based to an output-based 
approach allows – among other things – to account for productivity differences across 
countries. All countries in the study reported hospital prices estimated on the basis of 
an output approach. So there is no need to adjust for productivity differences. 
 
4.3. Standardized case types minimize bias 
  

 Mediclinic-Pricemetrics (p 29) “If there is significant heterogeneity in the 
characteristics of each country's products quasi-price comparisons between countries 
and average quasi-prices are less reliable. p. 32. The wide range of quasi-prices in 
OECD countries reduces the reliability of the average price level indices used in the 
comparison to South Africa. P. 33. Using a simple average with such a very 
substantial variance in the indices makes the number unlikely to be representative 
when comparing to another set of data like the South African data. P. 34-35. Prices in 
separate markets are not strictly comparable unless they are quality-adjusted.” 

 
The methodology compares South Africa to each other country in study on a case by 
case basis. It does not compare SA to an average across OECD countries. 
 
The comparison of product types across countries assumes that these services are 
delivered with the same level of quality. This is a strong assumption but it should be 
noted that it is also implicit in other PPP comparisons. Also, the methodology has been 
designed to minimize biases through quality differences by only comparing hospital 
products with the same or very similar characteristics. In this way, stratification keeps 
quality constant if the products included in a particular stratum are relatively 
homogeneous (Atkinson, 2005).13 
 
4.4. Informal payments are irrelevant to the price comparison 

 

 Mediclinic-econex (p. 19) "It must be noted that the exact amount of out-of-pocket 
spending in South Africa is uncertain.” 
 

 PriceMetrics (p 24) “The quasi-prices are understated by not including informal co-
payments.” 
 

 Netcare CL (point 38) “the OECD Working Paper No. 75 noted that prices could differ 
substantially across countries where there are substantial “informal” and “patient 

                                                        
13

 Atkinson T (2005). Atkinson Review: Final report. Measurement of Government Output and Productivity 
for the National Accounts. Great Britain: Palgrave MacMillan. 
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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.” 

 
When the payor decides on the price paid to the hospital, informal payments are not 
included in the calculations. The reason for the existence of informal payments in some 
health systems is driven by different drivers then the prices paid by the payors to 
hospitals. In many CEE countries, informal payments speed-up the access to services. 
Moreover, the informal payments are usually directed to the physicians and not the 
hospitals – and thus are not used by hospitals as part of their incomes. The argument of 
the existence of informal payments is thus irrelevant to the price comparison.  

 
4.5. Profit margin analysis and wait times analysis: outside of the scope of the study 

 

 Mediclinic-PriceMetrics (p 13) “.. comparing a set of market prices in one country to 
a set of largely non-market prices in other countries is valid only if there is evidence 
the non-market prices would replicate accurately actual market prices in those 
countries. We find that the methodologies and data for estimating quasi-prices used 
by the authors do not meet this standard: they substantially understate the prices 
that would have to be charged in the markets if private hospitals are to be profitable 
in OECD countries and in South Africa. p 26. If revenues are less than their costs 
hospitals incur deficits which means that quasi-prices are set at too low a level.” 
 

 Mediclinic-PriceMetrics (p 37) “A serious weakness in the report's methodology: not 
accounting for waiting times for diagnosis and treatment… For the purpose of the 
report and given the high waiting period in many OECD countries, an adjustment by 
the authors would most likely lead to a substantial increase in quasi prices to make 
them comparable to private sector prices in OECD countries and South Africa. While 
we have no statistical evidence to support the argument it is common cause that a 
primary reason for using private health care services is to avoid the waiting times in 
the public healthcare sector.” 

 
A profit margin analysis is out of the scope of the study. However, the authors imply 
that the profitability of South African private hospitals is the main driver of the price 
differences in comparison to hospitals in OECD countries, which is an interesting 
perspective for which empirical evidence is needed. Moreover, efficiency improvement 
can usually be made in the production of hospital services. 
 
The study shows a price comparison from a provider/payer perspective. It is NOT an 
international comparison from the perspective of a user of health services. Although 
waiting time is an important topic, it is not sound to adjust hospital prices by waiting 
time or additional costs related to patient suffering, pain or disability. Moreover there is 
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no uniform information on waiting times in South Africa and compared with other 
countries. 
 
4.6. Components of the price are defined and standardized 

 

 Netcare CL (Points 37-40) “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. P 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 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.  
 

 Mediclinic-PriceMetrics (p 22). “A review of the costs included in the calculation show 
that there is no cost of capital included in the quasi-prices. The only capital cost is the 
consumption of fixed capital, i.e. depreciation. In contrast the market prices in South 
Africa will include a return on capital to shareholders and other providers of capital. 
Without a return on capital the services provided by private hospitals would not 
exist. The quasi-prices calculated in OECD countries therefore need to be adjusted 
upward for the cost of capital to make them comparable to prices in South Africa 
(table 2 page 7). p.25. The quasi-prices in OECD countries do not include "research 
and development expenditure in health" and "training and education expenditure on 
health personnel.”  

 

 Mediclinic-Pricemetrics (p. 28) “In their calculation of quasi-prices for the Eurostat 
survey some countries did not include consumption of fixed capital (CFC) from their 
cost calculation. Koechlin et al state: "To account for those differences, 4.8% was 
added to prices for consumption of fixed capital for the following countries: Bulgaria, 
Croatia, Denmark, Germany, Hungary, Ireland, Latvia, Lithuania, Norway and 
Switzerland. Countries were identified on the basis of the results of the 2013 hospital 
PPP metadata questionnaire. The add-on figure was estimated on the basis of 
National accounts data from the German Statistical Office." The approach is an 
arbitrary one and the use of an average rate of 4,8% for the depreciation (equivalent 
to an economic life of average assets of over 20 years) of fixed assets seems 
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implausibly low, particularly for hospital plant and equipment. The application of 
German data to other countries is also open to question.” 
 

Section 4 on page 14-15 of the working paper describes all data sources. Consumption 
of fixed capital is included in the prices for all countries in study. Payments to all private 
provider types are included in the analysis for South Africa. The term “price” relates to 
the amount paid to healthcare providers rather than the amount claimed. Price 
observed include also the taxes in the respective country. It is correct that prices do not 
include R&D and health worker training as per the agreed upon methodology. The 
approach and the add-on figure of 4.8% for depreciation of assets were endorsed by 
both Eurostat and OECD countries; thus it is not an arbitrary figure but the result of a 
technical consultation and agreement by pricing experts. 
 
4.7. Price regulation in Eastern Europe could have controlled prices 
 

 Netcare CL (Point 14) “prices in Eastern Europe provide unreliable benchmarks 
because… they are comprised of public hospitals with regulated prices, payments to 
hospitals are below operating costs.  
 

 Mediclinic-Pricemetrics (p. 31) “Koechlin et al add: "Some of the results reported in 
this paper require further interpretation and analysis as there is the possibility of 
systematic under- or over-valuation of quasi-prices for some of the lower income, 
primarily CEE, countries." (P. 36) Koechlin et al's conclusions is: "Some of the results 
reported in this paper require further interpretation and analysis as there is the 
possibility of systematic under- or over-valuation of quasi-prices for some of the 
lower income, primarily CEE, countries." In the comparison with South Africa five of 
these countries are CEE (Central and Eastern Europe) countries. 
 

 Mediclinic-PriceMetrics (p 33). “Lorenzoni, and Roubal acknowledge the problem and 
use a subset of lower GDP per capita PPP countries to compare to South Africa but 
the sample is very small: seven countries comprising the Czech Republic, Estonia, 
Hungary, Poland, Portugal, Slovenia and Spain. Five of these countries are former 
socialist countries where there was no private sector healthcare and which currently 
have a small private health care sector, albeit growing significantly. It is difficult to 
see the relevance of comparing countries with socialist-style health care systems to 
South Africa's private healthcare system. The size and structure of these Eastern 
European countries' economies are also very different to South Africa (and also to 
the remaining countries in the sample, Portugal and Spain), making comparisons of 
their health care systems to South Africa even more difficult to justify. 
 

The level of price regulation and the government interventions into the healthcare 
market could explain the relatively low hospital prices. This represents an example of 
countries where tight price regulation achieved very low hospital prices. In many of the 
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post-socialists countries private providers play significant role in service delivery - 
mostly as ambulatory specialists, but also as private hospitals). 
 
4.8. Use of Diagnostic Related Groups (DRGs); Bulgaria, Latvia, Lithuania, Serbia, 

Bosnia and Herzegovina, and Romania are omitted from the study 
 

 Mediclinic-econex (p. 19) "Even in the OECD data, however, not all prices are 
available at the individual patient level, but instead only at the category level of 
Diagnosis Related Groups (DRGs).” 
 

 Netcare CL (point 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.”  

 

 Netcare CL (point 60) “in some Central European countries such as Bulgaria, Latvia, 
Lithuania, Serbia, and Bosnia 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. 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. (point 14) 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.” 

 
Quasi-prices can be available at hospitalization (case) level or at category/DRG-like level. 
If data are available at case level, a mean quasi-price by case type has been estimated 
by taking the average quasi-price of the “typical” cases selected through codes and rules 
identified for each case type. If data are available at category level, the correspondence 
between case types and DRG-like categories has been reviewed to decide whether the 
DRG definition matches the case type definition. The decision was made on the basis of 
an agreed threshold of at least 80 % of cases within each DRG for which the selected 
case type-specific diagnosis and/or procedure codes could be assigned. As a 
consequence, only a subset of the case types might be included in the analysis. The 80% 
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threshold was chosen by experts on the basis of their experience with analysing case-
mix data. 
 
In the OECD health working paper (2014) we say that “the increased use of DRG-based 
systems for hospital financing should contribute to improving comparability further in 
the future.” Furthermore, South Africa may be compared to other benchmarks as data 
become available. 
 
We confirm that Bulgaria, Latvia, Lithuania, Serbia, and Bosnia and Herzegovina are NOT 
part of comparator countries in this study. The analysis does not include Romania. 
 
4.9. Public and private ownership of facilities does not affect price comparison 

4.9.1. Points by Mediclinic-PriceMetrics  

 

 Mediclinic-PriceMetrics (p 16) “public/private hospitals prices in OECD countries 
cannot be compared with private hospitals in South Africa for several reasons. Firstly, 
the OECD "prices" calculated for the case types, known as "quasi-prices," in the 
Eurostat database are available only for a small-subset of treatments: the authors do 
not explain how the private sector would set prices for the remaining large set of 
treatments given there are no quasi-prices available. Secondly, as we outline below, 
if private sector hospitals used quasi-prices as a benchmark they would not be able 
to cover their costs and would go out of business. Thirdly, there is direct evidence in 
at least one OECD country, the U.K., to contradict the authors' assumption. The U.K.'s 
Competition and Markets Authority (CMA) investigated the private healthcare 
market including price-setting by private hospitals. In both its provisional and final 
report there is no mention of quasi-prices. Rather, in its Provisional Report the CMA 
stated how prices were set, which is very similar to the price-setting process in South 
Africa.”  
 

Regarding the first point, the case types identified for inclusion in the PPP studies have 
been selected by country experts on the basis that they were common procedures or 
diagnoses and account for a significant percentage of hospital expenditure. In addition, 
selected surgical case types had to be procedures that would be the principal procedure 
within one hospitalisation and medical case types had to be for medical conditions that 
were clearly identifiable. Quasi-prices are available also for additional (to the basket for 
this study) services.  
 
As an example, Eurostat and OECD countries gather prices for additional four case types 
– M08 Chronic obstructive pulmonary disease, M09 Acute bronchitis /bronchiolitis, M10 
Concussion, M11 Multiple sclerosis – since 2015.  
 
The OECD study identifies a representative sample of hospital activity. Each case type 
includes large number of procedures, pharmaceuticals, inpatient days aggregating many 
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treatments into hospital admissions. The prices of individual hospitals can vary, but the 
OECD report presents the average price available on the market. 
 
Regarding the second point, the authors state that “if private sector hospitals used 
quasi-prices as a benchmark they would not be able to cover their costs and would go 
out of business.” This is an anecdotal statement, for which the authors have provided no 
supporting evidence.  
 
Regarding the third point, Eurostat and OECD gather prices from Governments. In 
England, the NHS may contract out to private hospital for service provision. In this 
context, hospitals are price takers of posted prices by the NHS. The study uses those 
prices for international comparison. We do not see any contradiction to the study 
assumptions here.  
 
We urge continued collection of hospital services prices in the future in order to 
understand the impact of new policies and regulations, especially under the National 
Health Insurance. 

4.9.2. US and Slovakia comparison 

 

 Mediclinic-PriceMetrics comments related to the US (p 17) and Slovakia (p 18) “… 
fees in private sector are the product of a negotiation and large differences exist 
between public and private sector prices.”  
 

The US and Slovakia are not included in the report. 
 

In Slovakia until 2003 payment mechanisms and prices for health services were 
determined at the central level by the ministry of finance and the ministry of health. 
Slovakia was using “per diem” payment mechanism combined with global budget limits 
and tapered fee-for-service payments above this budget. Slovakia thus did not use a 
DRG system for reimbursing hospital services during the period for data collection in the 
OECD study (it was planned to start in 2016 and Slovakia plans to implement the 
German DRG system – G-DRG – initially including the relative weights). This resulted in 
price differences among hospitals and insurance companies which were driven mainly 
by the historical development of global budgets which assigned historical payments to 
individual hospitals. Although the insurance funds were able to negotiate prices, they 
did not change the payment/reimbursement structure/base.  
 
The payment mechanisms to all hospitals by insurance funds in Slovakia were based on 
historical prices of individual discharges without reflecting whether they were surgical 
or medical. Due to increasing waiting time, the largest insurer decided in 2013 to 
increase reimbursement for surgical admission in all hospitals (extra 200 EUR per 
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admission with surgery).14 Some elective surgeries (hip/knee replacements) are 
reimbursed per procedure and are excluded from the global budget payment.  
Each insurance company has the same payment conditions across all contracted 
hospitals – public and private.15 The price differences between hospitals are thus not 
between public and private hospitals, but rather between individual insurers 

 
5. Issues related to the analysis 

 
5.1. Medical schemes provided data and participated in the consultation process 

 
Discovery points to “seriously flawed methodology“ on one hand but also recognizes 
that “results and trends of the study on admission rates per medical case, average length 
of stay and average total hospital costs closely match (our) experience(s).” 

 
Medical scheme experts were consulted on the adaptation of the OECD methodology to 
the South African medical scheme environment. The participating medical scheme 
collected and provided the data to WHO/OECD for the study. The administrators were 
given the opportunity to comment on the methodology. The methodology is publicly 
available and thus can be replicated.  

 
However, the medical scheme did not provide any comments on the methodology 
during this extended consultation phase, and no mention was made of “seriously flawed 
methodology.” We also do not find any concrete arguments that critique the 
methodology, but rather a focus on the interpretations.  
 
5.2. Larger share of price for hospital component  
 
This was the result of a submission from one data provider who did not follow the 
requested format. Section 12 of the report has been updated.16 “Hospitals” are the 
major cost component accounting for 55-70% of the total claim in 2013. “Specialists” 
was the second most important component of the claims, comprising 13-27% of total, 
followed by “pathology” accounting for 1-10% of the total. This strengthens the 
supplemental finding that hospitals comprise the largest share of the price, and 
underscore the need for additional information regarding price components for 
hospitals. We emphasize, however, that those figures are relevant only for the South 

                                                        
14

 Source: interview with the CEO of Štátna Všeobecná zdravotná poisťovňa (VšZP), Marcel Forai, 
September 2013, http://www.teraz.sk/zdravie/forai-vszp-rozhovor/58956-clanok.html or 
http://www.ta3.com/clanok/1026950/host-v-studiu-m-forai-o-odmenovani-nemocnic-vszp.html (in 
Slovak) 
15

 Source: http://hpi.sk/cdata/Publications/hpi_zakladne_ramce_2014.pdf Page 86 
16

 As noted previously all final reports are publicly available at http://www.oecd-ilibrary.org/social-issues-
migration-health/international-comparison-of-south-african-private-hospitals-price-levels_5jrrxrzn24wl-
en  
 

http://www.teraz.sk/zdravie/forai-vszp-rozhovor/58956-clanok.html
http://www.ta3.com/clanok/1026950/host-v-studiu-m-forai-o-odmenovani-nemocnic-vszp.html
http://hpi.sk/cdata/Publications/hpi_zakladne_ramce_2014.pdf
http://www.oecd-ilibrary.org/social-issues-migration-health/international-comparison-of-south-african-private-hospitals-price-levels_5jrrxrzn24wl-en
http://www.oecd-ilibrary.org/social-issues-migration-health/international-comparison-of-south-african-private-hospitals-price-levels_5jrrxrzn24wl-en
http://www.oecd-ilibrary.org/social-issues-migration-health/international-comparison-of-south-african-private-hospitals-price-levels_5jrrxrzn24wl-en
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African specific analysis. The main report and findings for the international comparisons 
remain exactly the same.  

 
5.3. Coefficient of variation: misunderstanding of Quaranta editing procedure 

  
Mediclinic-Scenarium (pp 25-33) “OECD HWP 85 ...fails to disclose fundamental 
measures that determine the validity of the price comparisons carried out. One such 
fundamental measure is the coefficient of variation: If prices within one case type vary to 
a great degree, it is not possible to make valid statements concerning differences in price 
levels. In order to validate the OECD HWP’s findings, this report (in Section 6) analyses 
two samples compiled using the OECD authors’ specifications for all inpatient case types: 
a) South African sample of all Mediclinic inpatient cases fulfilling the specifications in 
2013 (83,777 cases) and a DRG-based sample for Germany (2013). For 24 out of 28 case 
types in the South African sample, coefficients of variation range far above the critical 
value specified in the OECD-Eurostat methodological guidelines; this is also the case for 
13 out of 28 case types in the German sample. There is a significant correlation (R2 = 
0.53528) between coefficient of variation (indicating variability within the case types) 
and reported difference in price level. These findings raise serious doubts concerning the 
validity of the price comparisons carried out in OECD HWP 85.” 

 
The Mediclinic-Scenarium authors use a threshold of 33% to identify case types for 
which the coefficient of variation in the ALOS or price is too high. To set this threshold, 
they make reference to the Quaranta editing procedure. Unfortunately, the authors 
misunderstood the editing procedure. The editing procedure involves analysing the 
dispersion among the PPP indices (and not among the average length of stay or price).  
 
See the paragraph below from the PPPs manual, which states: 
 

“5.110 The Quaranta editing procedure also involves analysing the dispersion 
among the PPP Indices. For this purpose, three variation coefficients are 
calculated: the product variation coefficient that measures dispersion among the 
PPP-Indices for a product; the country variation coefficient that measures the 
dispersion among PPP-Indices for a country; and the overall variation coefficient 
that measures average dispersion of product dispersions. The higher a 
coefficient’s value the less reliable are the PPP-Indices to which it refers. The 
critical value for all three variation coefficients is 33 per cent. Coefficients with 
values above 33 per cent are outliers requiring countries to investigate the PPP-
Indices that are flagged among the PPP-Indices covered by the coefficient.” 
  

The results of the analysis of variation or the Quaranta editing was conducted as part of 
the standard process of hospital price comparison as described in the OECD-Eurostat 
methodology. Among the countries in the OECD study, only four countries show a value 
higher than 33%. Mediclinic-Scenarium also reported a significant correlation between 
the coefficient of variation in price for Germany and the difference between the average 
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price for OECD countries and the SA price by case type. It is unclear how the coefficient 
of variation in prices for Germany was estimated. It is also unclear why they qualify the 
latter (Y axis variable) as price level. The estimation and the implications of the 
regression analysis are unclear, therefore.  
 
5.4. Representativeness of case types and invalid comparisons  

 
Mediclinic-Scenarium (pp 33-39) “there are marked differences in the sample structure 
between the OECD authors’ sample for South Africa and the OECD sample for the 
comparator countries: While in the sample for South Africa, only three case types—M06 
(normal delivery), M07 (pneumonia) and S02 (Caesarean section)—account for 57.5% of 
all sample cases, these make up only 32.5% of all cases in the OECD sample. Excluding 
these three major groups, there still remain substantial differences in the share of case 
types between the two samples. Especially highly underrepresented case types, e.g. S06 
(discectomy) and S13 (PTCA) show dramatic differences in price levels as reported in 
OECD HWP 85: + 52.6 % and + 39.3%, respectively. To check for differences in complexity 
of case types, this report compares case mix indices (CMIs) calculated from the 
Mediclinic sample to CMIs in the German sample. Almost all outliers in price level 
differences reported in OECD HWP 85 also show marked differences in CMI. For S06 
(discectomy) for example, the reported difference in price level is + 52.6%. The CMI for 
the South African (Mediclinic) sample is 3.489, whereas the German CMI is only 2.251. 
For one apparent exception from this trend—M01 (acute myocardial infarction)—there 
are strong indications for a higher CMI in the OECD authors’ sample for South Africa due 
to restrictive selection criteria.” 
 
Regarding the comment about the representativeness of cases, as noted previously, the 
OECD methodology weights each case type by its number of cases and price. By so doing 
we take into account differences in the distribution of cases among case types by 
country.  
 
The Mediclinic-Scenarium authors conclude that “there is a higher case mix index for 
South Africa” – meaning that cases in the SA sample are more complex as compared to 
the OECD average. To provide evidence in support of this statement, they appear to 
have used Mediclinic relative weights by DRG, rebase those weights to the average 
observed in the sample for Germany, and then compare results at case type level. But 
even if you rebase to the average, the two original set of relative weights used in the 
comparison are different at item level. Therefore, it is not sound to conclude that one 
case type is more complex than the other. Eventually, the same set of relative weights 
should be used to carry out this analysis.  
 
Furthermore, the validity and comparability of the authors’ comparison is unconvincing, 
primarily because of the limited sources of data. Mediclinic-Scenarium compares data 
from only one medical scheme to Germany, and thus the comparison lacks external 
validity. Mediclinic represents only one share of the private hospital system estimated 
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at 25%, and thus cannot be generalized as it is unclear whether data from Mediclinic 
represents the industry as a whole. Similarly, the external validity of comparing a sample 
Mediclinic data comprising a share of the private voluntary to the country of Germany is 
questionable.  
 
The content validity and comparability of the Mediclinic data to the OECD study is 
similarly doubtful. The data themselves are not described; it is unclear whether the 
Mediclinic-Scenarium authors used only the hospital component of the total price –thus 
omitting the pathology, radiology, diagnostics, and specialists components which were 
used to estimate the prices as per the standards set forth in the OECD manual. In 
addition, the short South African average length of stay argument remains valid in this 
case. If cases were indeed more complex, why would there be exceptionally low average 
lengths of stay? The analysis thus lack face validity, as the results are not consistent.  
 
5.5. Justification for the use of Gross Domestic Product  
 

 Mediclinic-econex states that “The choice of GDP per capita is however not justified 
in the report (p 19) 
 

 Insight refers to GDP as an “arbitrary denominator.”  
 
GDP measures production in an economy and is a core macroeconomic aggregate that 
OECD uses for comparing economies. Furthermore, to compare GDP in volume for 
countries with different currencies – and different purchasing power parities for those 
currencies – OECD calculates spatial volume/price breakdown using PPPs for GDP. The 
GDP per capita in volume is the value reported on the x axis of Figure 1 (section 2.6). It 
is not used as a denominator. Therefore, it is neither arbitrary nor is it a denominator.  
 
 
6. Note on the International Federation of Health Plans (IFHP) international price 

comparisons, 2012 
 
6.1. IFHP data includes public and private sectors, and cross-country comparability is 

questionable 
 

 Discovery states that the IFHP international price comparison is superior to the 
OECD methodology because “data for all countries is provided from the private 
sector only“.  

 
However, this statement is incorrect. The IFHP’s report for 2012 states that public sector 
price data were used. Prices for Canada, New Zealand, Switzerland, and the United 
Kingdom are from the public sector, with data provided by one health plan in each 
country, whereas prices for Australia, Chile, the Netherlands, Spain and South Africa are 
from the private sector and represent prices paid by one private health plan in each 
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country. Prices for France and Argentina are a blend of public and private sector prices 
with the data provided by one health plan in each country, while prices for the United 
States are calculated from a database with over 100 million paid claims that reflect 
prices negotiated between thousands of providers and almost a hundred health plans. 
Thus the comparability of these different prices is put into question given the very 
different sources.  
  

6.2. The IFHP methodology is not publicly available and cannot be evaluated.  
 
Discovery states that the IFHP international price comparison is superior to the OECD 
methodology because “The analysis is done on a case type level“. However, the 
methodology is not publicly available and cannot be evaluated. It is unclear how these 
case types were identified in individual countries and which cost components were 
included into the price. In contrast the OECD methodology is publicly available and is 
consistently implemented across all participating countries. We therefore do not 
recognize this argument as valid. 

 
6.3. The 2012 IFHP results are similar to the OECD report  
 
Discovery states that the IFHP international price comparison results in very different 
findings in comparison with the OECD report. However, the results of the IFHP analysis 
are similar to the OECD report, in that it reports relatively high comparative hospital 
price levels in South Africa. 

 
Using the data from the available report in 2012, we calculated the hospital comparative 
price levels. Using the IFHP figures, we applied a methodology similar to the one used to 
carry out the OECD study to ten countries – including South Africa – and eight hospital 
services/products. Each hospital service weight is set at 1, given that we do not have 
figures concerning the number of hospital admissions by service by country.  
  

Figure 12 presents these results. It illustrates that private hospital prices in South Africa 
are above the average, using the very limited sample represented by the ten countries 
in study (the average is set to 100). In the figure South African private hospital price 
levels are higher than in Spain, the Netherlands and comparable to Chile and New 
Zealand.  
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Figure 12. Hospital comparative price levels, using IFHP 2012 published data (100=mean) 

  

 
  
 

6.4. IFHP international price comparison uses US Dollars, which does not reflect the 
relative price level or other economic realities of each country  
 

Discovery stated that the IFHP international price comparison is superior to the OECD 
methodology because “data is provided in US Dollars“. We consider this as another 
major weakness of the IFHP analysis. The exchange rate from US Dollars into national 
currencies does not reflect the relative price level or other economic realities of each 
country. To correct for this major flaw in the IFHP analysis, we standardized the IFHP 
prices to USD Purchasing Power Parities (PPPs). We found very similar results in that 
private hospital prices in South Africa are relatively high compared to other countries.17  

 
The IFHP international price comparison report of 2012 presents all prices in USD. We 
have used exchange rate to calculate prices in national currencies and recalculated them 
into USD PPP using the GDP PPP deflator. Data for these calculations are available at 
OECD.stat. In Figure 11, you can see that prices of private hospital services in South 
Africa are relatively high, which is in line with the findings of the OECD report. 
 
6.5. Critical limitations exist in the analysis by Ramjee  
 
Discovery stated that external factors (i.e., exchange rates and pharmaceutical costs) 
are the main drivers of increases in hospital prices, citing an analysis by Ramjee 
(2013).18 The authors state that “private hospital CPE was just 5.8% higher than the CPE 
in the public sector”. However, in examining the report in detail, several critical 
limitations prohibit its use for comparison between public and private hospitals. 
Ramjee’s analysis was commissioned by the Hospital Association of South Africa to 

                                                        
17

 WHO Submission to HMI 27 June 2016 Attachment 2 http://www.compcom.co.za/comments-received-
from-discovery-have-been-claimed-confidential-and-thus-not-been-published/  
18

 Ramjee S. (2013), Comparing the cost of delivering hospital services across the public and private 
sectors in South Africa.  

http://www.compcom.co.za/comments-received-from-discovery-have-been-claimed-confidential-and-thus-not-been-published/
http://www.compcom.co.za/comments-received-from-discovery-have-been-claimed-confidential-and-thus-not-been-published/
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support their argument that the private hospitals are not more expensive than public 
hospitals. 
 
The main limitations include the following.  

6.5.1. The comparators are not valid 

 
The comparison is not based on “like with like” but rather on available data. Patient day 
equivalent in public hospitals is compared to the average cost per admission in private 
hospitals. The author states “we know that public sector hospitals treat a large number 
of outpatient and emergency cases. These cases are reflected in the average cost per 
patient day equivalent, but are not reflected in the average length of stay.“ These two 
sources of data are not compatible, and thus the comparison is not valid.  

6.5.2. No actual data were collected 

 
No actual data on costs of inputs or prices of hospital admission were collected, and 
many assumptions were used instead based on non-standardized information.  
The authors did not actually collect data but made a series of assumptions; while 
different assumptions would have produced significantly different results, this was not 
taken into consideration in the analysis and no sensitivity analysis was done. The 
analysis’s ratio analysis method cannot replace the incompatibility of data between the 
public and private hospitals.  

6.5.3. Assumptions are not justified 

  
The report assumes 65% costs for employees in public hospitals but provides no 
supporting evidence for this assumption. The report states that “These assumptions are 
based on costs in the Western Cape which appear to be more comparable to the private 
sector in terms of vacancy levels and utilisation of medical specialists.” No further 
evidence or data are provided.  
 
The analysis assumes 25% lower costs of pharmaceuticals without any evidence or 
justification. The authors state that “In order to accurately calculate the financial impact 
of the State discount, data on the mix and volume of products purchased is required. 
Allowance would also need to be made for differences in the basket of goods purchased 
between the two sectors. This information is not available in the public domain.” 

6.5.4. Differences in hospitals, differences in patient case mix, and differences in types 
of care provided were not accounted for.  

 
The analysis compared very different types of hospitals and, therefore, different types 
of care and admissions without accounting for these differences, thus producing 
incomparable results. The analysis did not adjust for differences in case-mix in 
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admissions among the sectors. The public hospitals included specialist hospitals such as 
psychiatric, TB and rehabilitation centers, which influences average length of stay and 
patent day equivalent.  

6.5.5. Adjustments do not account for variability in admissions 

 
The adjustment for the “national mix of regional and central/tertiary hospital beds” was 
calculated by the number of beds and cannot account for variability in admissions. This 
adjustment was set by level-of-care index=1.45, based on weights of hospital beds – 1 
for district hospital, 1.3 for regional and specialised hospitals and 2.8 for central and 
tertiary hospitals. Such weighting is arbitrary.  
 
The adjustment for national mix of district, regional and central/tertiary hospital beds 
does not directly represent a fair explanation of the costs of hospital admission, as the 
length of stay in these hospitals is different and using admission as a measure of 
comparison is influenced by the length of stay in these hospitals, not only number of 
beds. This further skews the estimate. 

6.5.6. Incorrect estimations for VAT, shareholder returns, profits 

 
VAT is acknowledged in the report but incorrectly calculated. The authors state that 
“because all figures in Annual Financial Statements are reported net of VAT it is not 
possible to determine the actual percentage from publicly available information.” 
 
Shareholder returns, interest payments, corporate tax and profits are not included in 
the calculation as “input costs”. Therefore the EBITDA ratio was deducted from the 
private hospital price of admission. In reality profit is part of the price, which is paid by 
patients or medical schemes. 
 
7. Framing of the study and interpretation: issues related to South Africa specific 

analysis 
 
For many of the commentaries, the starting point is to treat health care similar to any 
other commodity -- comparing health with steel and rail industries, for example 
(Netcare-FTI), and arguing that price is equal to economic costs. We disagree strongly 
with this perspective.  

 
7.1. Health care is a right for all citizens 
 
International commitments exist that establish health as a human right, and commit 
countries to achieving universal health coverage or access to essential health services 
regardless of the ability to pay.   
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Health is recognized as a human right under the Universal Declaration of Human Rights 
proclaimed by the United Nations General Assembly in December of 1948. Article 25 
states that:  

 
Everyone has the right to a standard of living adequate for the health and well-being 
of himself and of his family, including food, clothing, housing and medical care and 
necessary social services, and the right to security in the event of unemployment, 
sickness, disability, widowhood, old age or other lack of livelihood in circumstances 
beyond his control.  
 

A second international commitment is the Covenant on Economic, Cultural, and Social 
Rights, which South Africa ratified for entry into force on 12 April 2015. Article 12 
recognizes the right of everyone to the enjoyment of the highest attainable standard of 
physical and mental health. It states that: 

  
“The steps to be taken by the States Parties to the present Covenant to achieve the 
full realization of this right shall include those necessary for: 
 
(a) The provision for the reduction of the stillbirth-rate and of infant mortality and for 
the healthy development of the child; 
(b) The improvement of all aspects of environmental and industrial hygiene; 
(c) The prevention, treatment and control of epidemic, endemic, occupational and 
other diseases; 
(d) The creation of conditions, which would assure to all medical service and medical 
attention in the event of sickness. 
 

Most recently, the Sustainable Development Goals for 2030 was endorsed by all United 
Nations member states, and commits to ensuring universal health coverage by 2030. 
Specifically, it commits countries to:  

 
Achieve universal health coverage, including financial risk protection, access to 
quality essential health-care services and access to safe, effective, quality and 
affordable essential medicines and vaccines for all. 

 
The commitment to implement universal health coverage reflects the values of equity, 
fairness and social solidarity. It also establishes that health care is not a commodity, 
employment perk or privilege, but it is a social right for all.  
 
In the Bill of Rights of the South African Constitution, Section 27, states that “Everyone 
has the right to have access to…health care services… The state must take reasonable 
legislative and other measures, within its available resources, to achieve the progressive 
realisation of each of these rights.” This is consistent with the international declarations 
and commitments around universal health coverage, in particular that this right to equal 
access to health services relates to the whole population. Thus, the government is 
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obligated to act in order to ensure the progressive realization of this right. High prices 
and high costs in the private sector drain resources away from the majority of the 
population, and hence undermine this objective. From this perspective, under the SA 
Constitution, government is therefore obligated to take action to address these prices 
and costs because of their implications for achieving equal access to health services. 
 
Such action has been reflected in South Africa’s National Health Insurance (NHI) White 
Paper, which realizes the constitutional commitment for the state to take reasonable 
legislative and other measures, within its available resources, to achieve the progressive 
realisation of the right to have access to health care services including reproductive 
health care. The NHI White Paper realizes the values of justice, fairness and social 
solidarity. Its implementation is consistent with the vision that health care should be 
seen as a social investment and not be subjected to market forces. It also recognizes 
health as investment that contributes towards improved human capital, labour 
productivity, economic growth, social stability and social cohesion. 
 
7.2. Market failures in health 
 
Health care markets are characterized by market failures. Market failure implies that 
there is a violation of one or more of the basic assumptions for free market interactions 
to lead to an efficient result. Such a violation thus provides the basic rationale for public 
policy intervention in the market to either correct the failure or mitigate its 
consequences.  
 
One assumption of the market model is that buyers and sellers are both well-informed 
and equally informed with regard to the goods and services available. This is likely to be 
true among buyers and sellers of steel, for example, but health care is characterized by 
uncertainty (i.e., patients are unsure whether aches and pains may be serious illnesses) 
and thus rely on the health care provider (“the seller”) for information to make a 
decision. This results in an asymmetry of information between consumers (patients) and 
providers (i.e., doctors and hospitals).  
 
At the same time, fee-for-service payments are in place, where health care providers 
are paid for volumes of services rather than outcomes or quality. Information 
asymmetry, combined with fee for service context, provide health care providers with a 
financial interest in recommending more services and/or services with a higher margin 
between price and cost. This results in “supplier-induced demand.” This is both a 
theoretical construct and an empirical reality demonstrated by studies from countries 
around the world.  
 
The mechanisms by which competition are expected to promote quality improvements 
in the steel industry, for example, do not work in health care markets. This is 
attributable to widely documented failures in health care markets, including information 
asymmetry. Thus, it is not sound reasoning to assume that the same market 
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mechanisms that promote quality in the steel and rail industries will work in similar 
ways in health care markets.  
 
7.3. The affordability of private voluntary health insurance is relevant for all South 

Africans: societal and system level perspective  
 

 Mediclinic-econex p 16. Private hospital prices do not influence public hospital prices 
as there is no competition between them (mainly due to quality differences).  

 

 Mediclinic-econex p.18. “The decision to access healthcare in the private sector is a 
voluntary decision and the price paid for this service does not impact at all on the 
price of accessing the public sector.”  
 

 Discovery commented that “The fundamental difference between South Africa and 
the OECD counterparts is that citizens purchasing private voluntary cover in South 
Africa make exclusive use of the private sector.”  

7.3.1. South Africa spends 43% of total health expenditures on private voluntary 
health insurance - the highest share globally.  

 
South African ranks as the highest globally in its share of spending on private voluntary 
health insurance amongst all WHO member states reporting health expenditures. We 
illustrate just how unusual this is in the figure below. Among the 131 countries in the 
WHO database, just over one third (34%) report spending in excess of five percent on 
private voluntary health insurance. The global (unweighted) average is 4.3%.  
 
Figure 3 uses from all of these countries to illustrate the share of private voluntary 
health insurance spending (red) as a percent of total health expenditures. Among these 
countries, it is notable that South Africa spends the highest share of total health 
expenditures (43%) on private voluntary health insurance. More remarkably, it covers 
only 16% of the population.  
 
The second highest is the U.S. – spending 33.9% of total health expenditures on private 
VHI that serves 61% of the population in that year - a much larger share. In this figure, 
Botswana and Namibia also rank as spending a very high share on private voluntary 
health insurance, amounting to 32.8% and 24.5% of total health spending. Similar to 
South Africa, this large spending covers a small share of the total population.  
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This situation is unique to the historical development of Southern Africa, where the first 
organizations to offer private voluntary health insurance (medical aid schemes) were 
established in the late 1800s to serve private sector mining companies and restricted by 
race until the 1970s. The system of for-profit hospitals and medical schemes expanded 
in the 1980s, but were inaccessible to the majority of the population because of racial 
discrimination and income inequality. The current pattern of expenditure and 
population coverage is thus a legacy of the past political system which has yet to 
change.  

 
 
Figure 3. Private voluntary health insurance expenditures as a percent of total health 
expenditures, 2014

19
 

 

 
 
However, such a history does not have to be accepted as the status quo. It is a policy 
choice and can be changed through appropriate legislation, regulation, and sound 
policies to eliminate these inequities.  

7.3.2. South African private voluntary health insurance offers duplicative services   

 
Private voluntary health insurance (PVHI) in OECD countries tends to fill in the gap 
above public cover (Table 4). In South Africa, not only do we find an exceptionally high 
private voluntary health insurance spending – this spending covers duplicate services for 
a small segment of the population. Again, this represents the long history of segregation 
in South Africa in health services that is amenable to policy changes.  
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 Source: WHO, Global Health Expenditure Database, http://apps.who.int/nha/database/  

http://apps.who.int/nha/database/
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Table 4. Private voluntary health insurance (PVHI) in OECD countries and South Africa, as share of total 
health expenditures (THE), population covered

20
 

 

Country PVHI as % of THE % pop covered by PVHI 

South Africa 42.9 16 

USA 33.2 52.5 

Chile 19.0 18.3 

Ireland 14.0 44.6 

France 13.3 95 

Canada 12.6 67 

Israel 10.3 82.9 

Germany 8.9 11.0/22.0 

Australia 8.4 54.9/47 

Portugal 5.3 21.1 

New Zealand 4.3 29.7 

Spain 4.4 12.5 

UK 3.4 10.6 

Italy 1.0 15 

 

7.3.3. South Africa dedicates 3.8% of GDP to private voluntary health insurance 
spending –with implications for the economy as a whole.  

 
Given the magnitude of private voluntary health insurance spending (3.8% GDP), 
interactions between medical schemes and private health care providers spill over to 
the whole health system. In example, public and private hospitals compete for 
employees – be it nurses, administrative staff or other allied health professionals. 
During the market inquiry, many hospital groups complained about the impact of public 
sector wages on the private sector wages of nurses. There is a clear competition for 
such resources. Indirectly, there is a competition for medical specialists as well. Prices 
set in the private sector set labor market benchmarks that specialists face in choosing 
between working in public/private facility. There is therefore a clear financial incentive, 
particularly for specialists, to chose to work in the private health care sector.  
 
High private prices restrict the ability of the government to use private services to 
achieve universal health coverage under National Health Insurance (NHI). The South 
African government has made several attempts to contract private providers to support 
the delivery of public services; however, the prices demanded by private providers are 

                                                        
20

 Primary coverage is where private health insurance represents the only available access to health 
coverage either because there is no government/social coverage or individuals are not eligible or not 
entitled for coverage under government programs (or individuals are eligible for coverage but have 
chosen to opt out of such coverage). Complementary coverage is where private health insurance covers 
all or part of the residual costs not otherwise reimbursed – for example, patient copayments. 
Supplementary private health insurance provides coverage for additional health services that are not 
covered at all by the government or the social scheme – such as private rooms. Data Sources: WHO Global 
Health Expenditure Database figures for 2014, OECD publications, Authors.  
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excessive and unaffordable to government. Therefore, high prices in the private sector 
combined with limited healthcare resources in South Africa could lead to a 
destabilization of the whole healthcare system. This ultimately affects the heath of all 
South Africans, most especially the poorest, and promotes and maintains the dual 
public-private system with all of its inequities.  
 
In high and middle-income countries, the primary reason for implementing health care 
reforms is to control the growth of health care costs. We have seen that well-designed 
reforms can have wide-ranging impacts on families and economies by, for example, 
reducing the growth in health care costs through increases in efficiency and quality; 
promoting greater financial security among households by ensuring that they are 
protected from catastrophic spending; and strengthening labor markets by, for example, 
promoting labor mobility where health care access is no longer tied into whether 
someone has a job or not.  

7.3.4. The South African government contributes annually nearly R 40 billion to the 
medical scheme environment in subsidies and transfers.  

 
At the same time, the South African government contributes heavily to the medical 
scheme environment – and thus has the right to be concerned about value for money. 
Medical scheme members obtain a tax credit from the government for medical scheme 
premiums and co-payments, which makes membership partly publicly funded. In 
addition, the government pays directly through medical scheme contributions for public 
servants (e.g. GEMS, Polmed, and Parmed). Preliminary estimates21 for 2014 indicate 
that the Government of South Africa provided R 19 billion in tax credits, R 5.7 billion in 
transfers to the South African Police Service Medical Scheme (POLMED), and R 14.9 
billion in subsidies to public servants for medical scheme contributions – totally nearly 
R 40 billion in 2014 alone in government subsidies and transfers. This amounts to 
nearly 30% of total medical scheme expenditures.  
 
Thus the government has a direct interest in the increases in health care prices in the 
private voluntary health insurance, the increasingly higher premiums, and the quality of 
this care.  

7.3.5. Medical scheme members use public facilities as “Designated Service Providers”  

 
Mediclinic-econex authors recognize that a large share of the total population in South 
Africa use and pay directly private health services beyond the medical aid members, 
thus recognizing that the affordability of private hospital services are an issue for all 
South Africans. At the same time, Discovery claims that the medical aid population has 
“exclusive use of the private sector” – a claim that is not based on evidence of actual 
health seeking behavior. The choice of healthcare provider is often driven by medical 

                                                        
21 Source: National Treasury Budget Office: Public Sector Remuneration Analysis and Forecasting 
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schemes rules and their decision to contract a network of Designated service providers 
(DSP), where no co-payments are applied for prescribed minimum benefits. Nearly all 
medical schemes in South Africa offer options that identify public hospitals as their 
“designated service provider.” One of the largest medical schemes, Government 
Employee Medical Scheme (GEMS), states that “The State is GEMS's DSP for the 
treatment of in-hospital PMBs.”22 Therefore, it is not correct to segregate the public and 
private health service sectors because of huge spill-over effects and cross-utilization. 
 
Medical aid patients are referred to public facilities for many major health problems 
including HIV and TB. Patients suspected of Ebola Virus Disease during the West Africa 
outbreak were referred to the public sector. Needless to say, while there were no 
confirmed cases in South Africa, referral of potentially infectious patients represents an 
important public health risk.  

7.3.6. Incidents where the private sector “dumps” patients into the public sector  

 
During the Honorable Minister of Health’s presentation to the Competition Commission, 
he cites many reports of private sector “dumping” patients to the public sector. Such 
dumping occurs in the cases where the medical scheme did not authorize the 
procedures, the medical scheme funding was exhausted, or the patient could no longer 
afford the copayment (Table 5).  
 

Table 5. Examples of “Patient Dumping” presented by the Honorable Minister of Health
23

 
 

 

                                                        
22

 https://www.gems.gov.za/default.aspx?VH117TWPC5aQP1U94ML1088nQGjFNlzNbYWckNTPd9I=  
23

 Source: slide 82, Patient Dumping in National Department of Health presentation to the Competition 
Commission Inquiry into Private Healthcare Market, 11 March 2016 http://www.compcom.co.za/wp-
content/uploads/2016/03/NDOH-Minister-Presentation.pdf 
 

https://www.gems.gov.za/default.aspx?VH117TWPC5aQP1U94ML1088nQGjFNlzNbYWckNTPd9I
http://www.compcom.co.za/wp-content/uploads/2016/03/NDOH-Minister-Presentation.pdf
http://www.compcom.co.za/wp-content/uploads/2016/03/NDOH-Minister-Presentation.pdf
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7.3.7. Membership with the medical schemes in South Africa is voluntary  

 
Membership with the medical schemes in South Africa is voluntary – similar to the 
member choice of healthcare providers – whether public or private. Medical scheme 
members in South Africa often choose to access health services within the public sector. 
This is done for multiple reasons, including as part of referral to public designated 
service providers or to access specialized services unavailable in the private sector. 
Some medical aid scheme members may also use the public sector to avoid or reduce 
co-payments.  Access in South Africa is driven by the affordability of these services – and 
thus private providers are accessible to very few.  

 
In many OECD countries, public payers and purchasers contract with both public and 
private providers under regulated price schedules. Thus, the public purchaser pays 
similar or identical prices regardless of whether the services are delivered in a public or 
private facility. Similarly, therefore, the issue of affordability is not related to whether 
the service is delivered in a public or private facility.  

 
7.4. The affordability of private voluntary health insurance is relevant for all South 

Africans: individual level perspective  

7.4.1. South African private hospital services are used by people of all income levels  

 Mediclinic-econex (p 1) “While only 17% of the population has medical insurance, we 
know that a much higher percentage (between 28%-38%) of the population accesses 
the private sector and prefer to pay out of pocket for private sector services.” 
 

 Mediclinic-Scenarium (pp 18-21) “South Africa’s economic reality is characterised by 
stark income inequalities reflected in a Gini coefficient of 63.4%. Independent of the 
issue of the undesirable dichotomy of the South African health system, the private 
health sector currently serves only that part of the population which is roughly 
identical with medical schemes beneficiaries. This report shows that matching the 
prices of the subgroup of private hospitals with the average income (approximated 
by average consumption expenditure) of the private sector clientele, puts South 
African private hospital prices right on the international sample’s trajectory.” 
 

As noted in the Mediclinic-econex comment, it is widely recognized that many South 
Africans across the economic spectrum access private hospital services. At the same 
time, Insight, Discovery, Netcare-CL, Mediclinic-PriceMetrics, Mediclinic-Scenarium 
stated that the income of the medical aid members should be used to analyze 
affordability.  
 
We maintain the fundamental principle that it is not valid to analyze affordability based 
on a sub-set of the population that can already afford health services, particularly given 
market failures in health, international commitments to health as a human right, and 
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international commitments to achieving universal health coverage or access to essential 
health services regardless of the ability to pay. In addition, South Africa’s history and its 
constitution suggest that a perpetuation of the dual health system idea is not 
acceptable.  

7.4.2. South African private hospital services are likely to be expensive for the vast 
majority 

 
However, to address these concerns and to emphasize the importance of affordability at 
the individual level, we have now included in the working paper the additional analysis 
using data from South Africa’s Income and Expenditure Survey that was presented to 
the Panel last February 2016.  
 
In this analysis, we compared household final consumption expenditure per capita 
against hospital price levels for the countries in this study. Household final consumption 
expenditure data are available at OECD.stat (http://stats.oecd.org/). Data were 
converted to a common currency and adjusted to take account of the different private 
consumption purchasing power of the national currencies. For South Africa, we also 
looked at the distribution of household final consumption expenditure per capita by 
income decile. The graph is reproduced below (Figure 4).  
 

Figure 4. Hospital comparative price levels and household final consumption expenditure per 
capita (US$PPP), 2013 

 

 
 

For this analysis, we relied on the 2015 Council for Medical Schemes report that stated 
that medical scheme members fall primarily into expenditure deciles 6, 7, 8, 9, and 10.24  
Therefore, individuals with higher incomes are defined as people falling within the top 
four expenditure deciles as measured by household consumption.25  

                                                        
24

 Out of pocket payments by medical scheme members, 2 February 2015, CMS, page 23. 

http://stats.oecd.org/
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As the figure clarifies, prices in South African private hospitals may be affordable for the 
very well off individuals (SA Decile 10) that fall to the far right – indicating that prices are 
low relative to their income level. But Deciles 9 and below are to the far left of the line – 
indicating that the prices they are likely to be expensive even for individuals with higher 
income levels in South Africa.  
 
Based on the CMS report, the annual income for households in decile 9 is between 
R21,003 and 57,099 – thus implying not only that the services are unaffordable but that 
households in Decile 9 and lower would suffer financial hardship from high health-
related payments.  
 
Netcare CL stated that “tables taken from Statistics South Africa that show the top three 
deciles account for 92% of total private spending on health.” The Insight commentary 
presents a conflicting view and illustrates a much more serious picture, in that medical 
scheme members belong to all income deciles, with the majority of the medical scheme 
population in deciles 1 to 9 based on data from 2010/11.  

 
This suggests that the proposal by Insight and Discovery for mandatory private health 
insurance would result in financial hardship for many families in income deciles 1 to 9, 
particularly given no price regulation.  Increases in health care prices are passed on as 
increases in premiums to members and employers – which can then lead to individuals 
bearing the burden (i.e., higher co-payments, reduced benefits). 
 
The Mediclinic-Scenarium analysis simply hides the variation by expenditure decile, and 
thus provides a less detailed and misleading picture.  

 
7.5. The reviews label private hospital services as “private good” based on the type of 

hospital ownership – rather than the good itself. 
 

 Discovery states: “The fundamental flaw is that the OECD is assessing the 
affordability of a private good for a large proportion of the South African population 
that is unemployed, or has low income levels.”  

 

 Mediclinic-econex states that “the unemployed would not seek private hospital 
care.”  

                                                                                                                                                                     
25 According to the South African Income and Expenditure Survey 2010/11, values from the household 
survey for 2011 were converted into 2013 values using the consumer price index. To convert data from 
“household” to “per capita”, expenditures were divided by the average household size (i.e. 3.85) with an 
equivalence elasticity of 0.73. Oxford equivalence scale.  
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7.5.1. Anyone who chooses to access private hospitals could pay for the services 
provided, including those who are unemployed or have low income. 

 
These reviews label private hospital services as “private good” based on the type of 
hospital ownership – rather than the good itself. Anyone who chooses to access private 
hospitals could pay for the services provided, including those who are unemployed or 
have low income. The private hospital market is part of the economy of South Africa and 
there are no legal barriers for anyone to access private hospitals. The fact that private 
hospital services are expensive for the majority of the South African population does not 
imply that affordability of these services cannot be measured for the whole population.  

7.5.2. Many OECD countries protect the unemployed by organizing and financing 
health services to allow access to private providers through pooling and prepayment 
arrangements.  

 
Many OECD countries with high levels of unemployment (e.g. Greece – 26%, Spain – 
24%, Portugal – 13.5%) organize and finance health services to allow access to private 
providers through pooling and prepayment arrangements. Such arrangements may 
include pooling resources across the whole population (and not only well-off 
subgroups), which allow for the widespread affordability of health services for the 
whole population.  
 
The key however is to ensure that the prices are reasonable and affordable. Thus the 
ability to ensure this access depends critically on managing prices and cost growth in the 
private sector. 
 
8. Framing of the study and interpretation: issues related to international 

comparison 
 

8.1. The role of the private voluntary health insurance sector is a policy choice 
 

 Discovery stated “In the OECD countries, the large majority of citizens purchasing 
private voluntary cover use the public system as their primary funder and/or provider 
of care, with the private sector typically providing care for supplementary services 
such as elective surgery or dental care and/or providing policy holders with greater 
freedom of choice and/or quicker access to care than is available in the public 
system.”  

 
These comments reflect a misunderstanding of the functions of the private health care 
sector in most OECD countries. Health services such as those in the study – for normal 
delivery, pneumonia, and acute myocardial infarction, among others – are essential 
services. Payers in OECD countries have price setting and purchasing functions for these 
services as part of their entitlements to citizens. As explained previously, these services 



56 
 

are can be purchased from both public and private hospitals for similar or identical 
prices, under price regulation.  

 
 

Table 5. Private voluntary health insurance (PVHI) in OECD countries and South Africa, as share of total 
health expenditures (THE), population covered, and type of coverage

26
 

 

Country PVHI as % of THE % pop covered by PVHI Type of coverage 

South Africa 42.9 16 Duplicate/supplementary 

USA 33.2 52.5 Primary 

Chile 19.0 18.3 Primary 

Ireland 14.0 44.6 Duplicate  

France 13.3 95 Complementary 

Canada 12.6 67 Supplementary 

Israel 10.3 82.9 Supplementary 

Germany 8.9 11.0/22.0 Primary/complementary 

Australia 8.4 54.9/47 Supplementary/duplicate 

Portugal 5.3 21.1 Duplicate 

New Zealand 4.3 29.7 Duplicate  

Spain 4.4 12.5 Supplementary/Duplicate 

UK 3.4 10.6 Duplicate 

Italy 1.0 15 Complementary 

 
 

Private voluntary health insurance in OECD countries performs different roles, typically 
shaped by the design of the statutory health coverage and delivery systems, and is 
therefore a policy choice of each country how to achieve equitable access to quality 
services for all. Access to private voluntary health insurance is a policy issue of concern 
to governments across Europe. Governments have, therefore, intervened heavily to 
ensure that the activities undertaken in voluntary health insurance markets do not 
undermine the objectives of widespread access to affordable coverage regardless of 
income or employment, pre-existing conditions, or age, and that the core commitment 
to solidarity in the financing and receipt of care is not compromised even as more 
choice is given to citizens through the purchase of VHI.  
 
There are some regulatory arrangements, which differentiate private voluntary health 
insurance (PVHI) in South Africa with other countries. However, the underlying main 
feature is the same – the voluntary decision of a person to purchase it. 

                                                        
26

 Primary coverage is where private health insurance represents the only available access to health 
coverage either because there is no government/social coverage or individuals are not eligible or not 
entitled for coverage under government programs (or individuals are eligible for coverage but have 
chosen to opt out of such coverage). Complementary coverage is where private health insurance covers 
all or part of the residual costs not otherwise reimbursed – for example, patient copayments. 
Supplementary private health insurance provides coverage for additional health services that are not 
covered at all by the government or the social scheme – such as private rooms. Data Sources: WHO Global 
Health Expenditure Database figures for 2014, OECD publications, Authors.  
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The study did not investigate the impact of the PVHI in South Africa on prices itself. The 
study used data from the private health sector to estimate the prices of private hospital 
services, as medical scheme members are the largest group of consumers accessing 
private hospital services.  
 
8.2. Voluntary private health insurance in OECD countries 
 
Discovery states: “Furthermore, unlike South Africa, in these OECD markets, private 
voluntary cover is traditionally risk-rated without rules of open enrolment and 
guaranteed acceptance, which means that access to the private sector in OECD countries 
is restricted relative to South Africa’s system of open enrolment and guaranteed 
acceptance.”  

8.2.1. OECD countries intervene to ensure access and affordability  

 
In the absence of regulation, risk selection is typical of private health insurance markets 
aiming to increase their profit. Risk selection can take the form of cream skimming 
(selection of healthy members), denial of coverage based on pre-existing conditions, 
clauses, policy exclusions, or age; charging higher premiums for higher risk populations, 
or post claim underwriting, whereby an insurance company denies coverage after claims 
have been made.  

 
While risk selection is highly profitable for insurers, it reduces accessibility for those 
populations in greatest need of health care and limits solidarity based risk sharing across 
the population. Risk selection also represents a loss to society, whereby insurers spend 
large sums of money towards administrative procedures to implement risk selection, 
which do not promote health, welfare, or quality of care. 

 
Government in OECD and other countries intervene to prevent or address the 
consequences of risk selection by statutory and voluntary health insurance schemes.27 
In example, governments have implemented policies to ensure access to health services 
and that vulnerable groups are not priced out of PHI markets.28 Thus, the Government 
of South Africa’s policies on open enrolment to prevent risk-rating by medical schemes 
are in line with policies implemented in other countries that aim to increase access to 
healthcare.  
 
8.3. Focusing on total private spending is misleading and irrelevant because it does 

not distinguish between out of pocket and voluntary health insurance 
spending.  

                                                        
27

 Mossialos E., Thomson S. (2004), Voluntary health insurance in the European Union, European 
Observatory of Health Systems and Policies, World Health Organization, Brussels 
28

 OECD (2004), Private Health Insurance in OECD Countries, DOI: 10.1787/19901291  
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8.3.1. It is irrelevant to compare high private out of pocket spending in India or 
Bangladesh with high private voluntary health insurance spending in South Africa.  

Comments from Discovery, Netcare-CL, Mediclinic-PriceMetrics compare total private 
health expenditure as a percentage of total health expenditure.  
 
In response to several commentaries that focused on total private spending vs private 
voluntary health insurance spending, we generated the graph below (Figure 10) using 
the same countries illustrated in the Discovery critique, where we illustrate the three 
main components of private spending (voluntary private health insurance, out of pocket 
spending, and NGO/international contributions). Private out-of-pocket payments are 
direct payments for services from the household primary income.”29 Private voluntary 
health insurance constitutes pre-payment of funds for health services over time and 
over group of people who voluntary purchase insurance.  
 
We illustrate the share of private voluntary health insurance spending (red) as a percent 
of total health expenditures, while also showing the share dedicated to private out of 
pocket spending (green) and NGO/international spending (blue) as a percent of total 
health spending.  
 

Figure 10. Private expenditures on health as a percent of total health expenditures (2014),
30

 using 
countries selected in the Discovery critique 

 

 
 
As illustrated in Figure 10, the countries with the highest total private spending in 
Discovery’s graph are those with high private out of pocket spending as opposed to 
private voluntary health insurance spending. Thus, it is irrelevant to compare high 
private out of pocket spending in India or Bangladesh with high private voluntary health 
insurance spending in South Africa, Botswana and Namibia.  
 

                                                        
29

 A SYSTEM OF HEALTH ACCOUNTS 2011 © OECD, EUROPEAN UNION, WORLD HEALTH ORGANIZATION 
30

 Source: WHO, Global Health Expenditure Database, http://apps.who.int/nha/database/  

http://apps.who.int/nha/database/
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We illustrate this point once again using data available from all countries in the world 
where private voluntary health insurance spending exceeds 5% (Figure 11). Countries 
are then ranked by level of private voluntary health insurance spending.  
 
The critiques’ emphasis on total private spending vs private voluntary health 
insurance spending simply hides the fact -- South Africa spends more on private 
voluntary health insurance spending as a share of total health spending than any 
other country in the world.  
 

Figure 11. Sources of private health spending on health as a percent of total health 
expenditures, among countries with spending on private voluntary health insurance >5%, 
2014

31
 

 

 
 

8.3.2. Mediclinic-PriceMetrics’ BRICS comparison is misleading  

 
Mediclinic-PriceMetrics use BRICS countries to establish a comparison, stating that 
“South Africa’s proportion of total health expenditure spent in the private sector is very 
similar to Brazil and the Russian Federation, but significantly above China and 
significantly below India. Overall it is close to the average of the BRICS countries.”  
 
Again this comparison hides major differences in the type of private expenditures on 
health. We recreated the author’s table (Table 6) using updated data for 2014, and 
added in several additional columns (in yellow). As the table suggests, it is not relevant 
to compare countries such as China with high private out of pocket spending with South 
Africa where the source of private spending is private voluntary health insurance.  

 
Table 6. Public and private health expenditures, BRICS countries, with a breakdown of private 
health expenditures (out of pocket, private voluntary health insurance, and other sources), 2014  

                                                        
31

 Source: WHO, Global Health Expenditure Database, http://apps.who.int/nha/database/  

http://apps.who.int/nha/database/
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8.4. Demographics and aging would not be expected to influence prices 

8.4.1. Confusing increases in prices with increases in health expenditures 

 

 Discovery, Netcare-CL, Mediclinic-econex argue that the study fails to analyze impact 
of demographic change in South African medical scheme members between 2011 
and 2013.  

 
We would not expect to see that demographic changes impact prices, unless, for 
example, higher volumes would enable reduction in input costs and promote 
efficiencies – thereby resulting in reductions in prices.  

 
Several reviews continually confused the price increase of a group of services with 
health expenditure increases, estimated as price multiplied by volume. For example, 
Discovery stated that “stakeholders from both the provider and funder sectors have 
unanimously proven that the excessive healthcare inflation is the private sector is largely 
driven by demographic factors.” This critique is referring to expenditure increases, which 
are driven by service level price increases and volume changes.  

 
Moreover, we do not agree with the statement that health expenditure increases are 
driven solely by demographics and population aging. We would conclude from our study 
that it is both high prices and high volumes of unnecessary care and waste, as measured 
by rapid increase in planned surgeries over the two year period, as one example.  

8.4.2. Large demographic changes have not been reported by the Council for Medical 
Schemes 

 
The CMS 2012-13 annual report stated that medical schemes as a whole had the same 
age profile in 2012 as in 2000.32 Figure 5 illustrates CMS data showing little change in 
                                                        
32

 See press release summarizing the findings of CMS annual report 2012/13 
http://www.medicalschemes.com/files/Press%20Releases/PressRelease16Of2013.pdf. 

a b c d e f g h

Private Out of 

Pocket

Private voluntary 

health insurance

Other external 

resources* Total private 

Brazil 8.3 47.2 49.7 3.1 54.0 46.0 26.8 2.2

Russia 7.1 95.9 3.5 0.6 47.8 52.2 1.7 0.1

India 4.7 89.2 2.5 8.3 70.0 30.0 1.8 0.1

China 5.5 72.3 10.2 17.5 44.2 55.8 4.5 0.2

South Africa 8.8 12.5 82.8 4.7 51.8 48.2 42.9 3.8

*Other includes international aid and other sources of external funds. 

Source: WHO National Health Accounts, 2014.  

http://apps.who.int/nha/database/Key_Indicators_by_Country/Index/en 
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http://www.medicalschemes.com/files/Press%20Releases/PressRelease16Of2013.pdf
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medical scheme age distribution between 2011 and 2012, during the period of our 
study.33 In their analysis of cost-drivers, they find that changes in age cannot explain 
increases in cost and utilization.  
 

Figure 5. Age and gender distribution of medical aid beneficiaries in 2011 and 2012  
(CMS 2012/13 Annual Report) 

 
 

8.4.3. Data collected for the study cover a short time frame (2011-13)  

 
As reported in the OECD study, we noted that medical aid schemes reported only minor 
changes in the age categories for beneficiaries between 2011 and 2013 (Figure 6). The 
OECD report finds that admission rates per 1000 beneficiaries is stable or slightly 
decreasing, finding significant structural changes in the admission rates. This enables us 
to identify changes taking place that are not affected by changes in demographics, given 
that any demographic change would be relatively minor during the 2 year time-frame.  
 

Figure 6. Medical aid schemes reported slight changes in the share of beneficiaries by 
age categories in 2013 compared to 2011 

 

 
8.5. Changes in utilization detected in the three-year study are more plausibly 

explained by the financing and organization of care rather than population 
aging 

                                                        
33

 Report downloadable at CMS website  
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The increase in the number of enrolled beneficiaries studied (by 12%) and no major 
change in the age of the sample population thus cannot explain fully the increases in 
planned surgical cases. For example, the study found a massive increase in admissions 
for planned hip and knee replacements of 32% and 54%, respectively, over a two-year 
time frame between 2011 and 2013 (Figure 7).  
 

Figure 7. Large increases in hip and knee replacements (32% and 54%, respectively), 
2011-13, compared with relatively small increases in emergency surgeries. 

 

 
 
Such a large increase in admissions over a two-year period cannot possibly be explained 
by changes in aging of the beneficiaries, but is likely indication of supplier-induced 
demand. It could be noted that the prices in this study for knee replacement were in 
excess of R 114,000; and for hip replacement, over R 120,000.  
 
We also found that 75% of all deliveries in South African private hospitals were done by 
Caesarean section- an astoundingly high rate. Generally, WHO considers caesarean 
section rates higher than 15 to 20% as indicating overuse and unnecessary care.34 Such 
rates reported from South African private hospitals cannot be explained by aging or 
demographic factors.   
 

8.5.1 No public sector policy decision to restrict access to planned surgeries  

 

 Discovery stated that “admission rates for specific surgeries (such as knee 
replacements and hysterectomies) will be higher in a private voluntary environment 
(even after adjusting for population age/sex structures), as individuals purchasing 
private voluntary cover do so if access to care for these services is constrained in the 

                                                        
34

 Gibbons et al. 2010. The Global Numbers and Costs of Additionally Needed and Unnecessary Caesarean 
Sections Performed per Year: Overuse as a Barrier to Universal Coverage, WHO. 
http://www.who.int/healthsystems/topics/financing/healthreport/30C-sectioncosts.pdf  

http://www.who.int/healthsystems/topics/financing/healthreport/30C-sectioncosts.pdf
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public sector.”  
 
We are unaware of any public sector policy decision to restrict access to knee and hip 
surgery in the public sector in South Africa, nor were any data or evidence provided in 
the critique. The argument that the sudden sharp increase in hip and knee replacements 
is due to the public sector constraints is not plausible. If this argument were true, then 
there should be evidence that the public sector in the past few years took a decision to 
significantly reduce hip and knee replacements. We are not aware of any such decision.  

 
In the WHO/OECD study, we observe that, during the two-year period, structural change 
in admissions occurred as described in Figure 7, i.e., rapid increases in planned 
surgeries. However, the study reports that the overall admission rate per 1000 members 
did not change for the observed case types. This change in structure is a result of 
financing arrangements and the organization of care as explained above, and can 
explain the massive increases in admissions for knee and hip replacements, for example, 
seen over a two-year period, between 2011 – 13 (Figure 7).  

8.5.2. Global evidence reports wide variations in age-specific per capita health 
spending, related to modifiable factors such as the organization and financing of 
health care 

 
While generally true that people suffer more health problems as they age, it is not 
inevitable that age-specific per capita health spending will increase exponentially with 
age. Countries such as the US that have studied the impact of aging on health spending 
conclude that the effect of aging on health care spending small relative to other factors 
(Figure 8).  
 

Figure 8. Aging is a small contributor to increasing health care costs, US
35

 

 

 
 

                                                        
35

 Uwe E. Reinhardt, Does The Aging Of The Population Really Drive The Demand For Health Care? doi: 
10.1377/hlthaff.22.6.27; Health Aff November 2003 vol. 22 no. 6 27-39 
http://content.healthaffairs.org/content/22/6/27.long#xref-ref-2-1  

http://content.healthaffairs.org/content/22/6/27.long#xref-ref-2-1
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At the same time, the US reports exceptionally high age-specific health spending at 67 
years of age and older (Figure 9). Such wide variation across countries points to other 
factors, which are critical in health care expenditure levels.  
 

Figure 9. Annual per capita health Care costs, by age and country 
 

 
 
In example, exceptionally high US age-specific health spending can be attributed to how 
health care is funded, patient management, and use of medicines and technologies. For 
example, in the US, Medicare eligibility is at 65 years, which has resulted in larger health 
care expenditures for older persons at 65 years. Costs are lower where a strong primary 
care system is in place to prevent avoidable admissions such as diabetes related 
complications. In addition, the use of cost-effective procedures, medicines and 
technologies can increase quality and lower cost.  
 
8.6. Average length of stay, quality of care, and admissions comparison 

 

 Discovery stated that the average Length of Stay (ALOS) for Japan is long relative to 
other countries, and thus the ALOS comparison in the WHO/OECD report is not valid.  
 

 Netcare CL stated that “Low average LOS does not directly suggest poor quality.” 
 

 Mediclinic-econex (p 28) “ALOS found in other local studies is within a reasonable 
range of that found by the OECD study. Therefore whilst we cannot validate the 
OECD’s ALOS values for South Africa because of differing formulas and samples, we 
do not find their results for South Africa to be vastly out of line.” 

8.6.1. Japan is not included in this study  

 
The study calculates and compares prices, length of stay or admission rate in selected 
OECD countries for which data is available. Thus Discovery’s argument about the long 
ALOS in Japan is not relevant to this study and does not influence the results, as Japan is 
not included. The definition of length of stay was the same in all countries studied. We 
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reiterate that the point of international comparison is prices, based on clear definition 
and criteria of selected case types and inclusion/exclusion criteria used to select 
standardized cases.  

8.6.2. Low average length of stay in South Africa is a finding of concern  

 
The study found lower average lengths of stay (ALOS) for every case that we studied in 
comparison with OECD averages. We expressed great concern about these unusually 
low ALOS in private hospitals in South Africa in terms of patient outcomes. Unusually 
low ALOS could not be interpreted without information about health outcomes and 
quality of medical care received. We agree with the Netcare-CL statement that 
exceptionally low ALOS does not equate quality- but information about quality is 
required to interpret these surprising figures.  

8.6.3. The hospital groups and medical aids should publish data on health outcomes 
and quality of care  

 
Discovery Health, Netcare and Mediclinic have reported in its public testimony to Health 
Market Inquiry that they collect data on health outcomes and quality of care. We would 
thus urge these organizations to publish these data. Given exceptionally low ALOS, it 
would be critical to monitor health outcomes and quality indicators such as readmission 
rates for patients who may be discharged prematurely as a result of Discovery’s pre-
authorized length of stay policy, and internationally comparable indicators on morbidity, 
mortality, and hospital-acquired infections. Useful references include the OECD Health 
Quality Indicators project,36 U.S. Hospital Compare program,37 the Dutch Health Care 
Performance Report,38 U.K. NICE quality standards and indicators,39 and the 
Commonwealth Fund’s Scorecard on Health System Performance,40 among others. The 
establishment of the South African Office for Health Standards Compliance offers an 
opportunity to engage on national quality indicators and standards.  
 
 
9. Issues unrelated to the study put forward as arguments against price regulation  

 

We have taken note of these comments, which are outside of the scope of the OECD 
study. We are in the process of preparing additional submissions on government 
regulation in private voluntary health insurance markets to the HMI and will address 
these issues in greater detail in forthcoming submissions.  

                                                        
36

 OECD http://www.oecd.org/els/health-systems/health-care-quality-indicators.htm  
37

 Medicare https://www.medicare.gov/hospitalcompare/search.html  
38

 Dutch Health Care Performance Report 
http://www.rivm.nl/en/Documents_and_publications/Common_and_Present/Newsmessages/2014/Dutc
h_Health_Care_Performance_Report_2014_published  
39

 UK NICE https://www.nice.org.uk/standards-and-indicators  
40

 The Commonwealth Fund http://www.commonwealthfund.org/interactives/2016/jul/local-scorecard/  

http://www.oecd.org/els/health-systems/health-care-quality-indicators.htm
https://www.medicare.gov/hospitalcompare/search.html
http://www.rivm.nl/en/Documents_and_publications/Common_and_Present/Newsmessages/2014/Dutch_Health_Care_Performance_Report_2014_published
http://www.rivm.nl/en/Documents_and_publications/Common_and_Present/Newsmessages/2014/Dutch_Health_Care_Performance_Report_2014_published
https://www.nice.org.uk/standards-and-indicators
http://www.commonwealthfund.org/interactives/2016/jul/local-scorecard/
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9.1. Argument that competition is sufficient and no price regulation is needed 

 

 Netcare CL: Point 10: “The most efficient and effective pressure on prices and quality 
is competition.” Point 21. “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. Point 57: “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.” 

 

 Mediclinic-econex: P 15. “research on negotiations between hospital groups and 
funders has found that these negotiations have become more competitive over time. 
Negotiating power is now well balanced between the buyers and sellers of 
healthcare. Funders have implemented hospital networks, promoted efficiencies 
through large administrators and progressively developed managed care.” p 16. 
Prices set in the private hospital sector are the result of robust negotiations between 
strong buyers (medical aid funds) and individual hospital groups 

 
There is no consensus about the appropriate level of competition in health care, under 
what conditions competition may be used to effectively control prices and increase 
quality, and at what level competition is most appropriate. This statement appears to be 
based on ideology and the interests of the stakeholder, and no evidence is provided to 
substantiate this claim. In the US, more competition exists in the health care sector than 
any other industrialized nation. However, prices are amongst the highest in the world – 
now exceeding US$10,000 per person per year. The US also reports poorer health 
outcomes in comparison with OECD countries; and wide variation in quality exists 
unrelated to patient case mix.41  

 
As is widely recognized, what may work in normal markets does not work in health care 
markets. Health markets are characterized by such failures as information asymmetry, 
lack of information on prices and quality that preclude consumer choice; adverse 
selection; and moral hazard. In this setting, competition may result in supplier-induced 
demand, and generally the provision of unnecessary services that provide commercial 
incentives but do not result in better quality or patient outcomes. It can also exacerbate 
inequalities where access to health care is based on ability on pay.  
 
9.2. Price regulation42 
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9.2.1. A price schedule is an important public good 

 
A price schedule is an important public good. It can be used by the public sector to 
better link payments or budgets with activities. It can create a basis on which the public 
sector can draw on private services, and it can be used by private insurers to scale prices 
to reflect their complexity. Above all, pricing benchmarks provide certainty to doctors 
and users/patients. Given the extent of distrust between key health care actors in South 
Africa today, better pricing could help push forward on good policy. 
 
As we mentioned previously, South Africa lacks these measures for price setting. This 
makes it hard for the public sector to draw on private health care services to expand 
access to care, and makes negotiations between private insurers and private facilities a 
more difficult process. 
 
In most OECD countries the public sector tends to have some form of price setting for 
specialist medical services. This is used to purchase services from the private sector and 
can provide benchmarks for private insurers. Developing credible prices is common to 
OECD countries that have drawn on private sector facilities to expand access to 
hospitals in recent years.  
 
A suggestion from Kumar et al in a previous OECD report of price setting for South Africa 
is that South Africa should separate the ‘technical’ task of establishing a schedule of 
medical services ranked according to their complexity. This should be separate from 
‘political’ negotiations over overall payments to providers.  
A technically sound price schedule involves transparent technical process and agreed 
upon methodology for establishing the price schedule. Some countries establish 
independent technical agencies for the process of establishing a technically sound price 
schedule.  
 
As illustrated in many OECD countries, a price schedule harmonizes public and prices for 
services in the public package. Where a price schedule exists, prices for services in the 
public package are similar – whether delivered through public or private facilities.  
 

9.2.2 Price regulation in OECD countries 

 

 Discovery states: “In some OECD countries (for example Switzerland and the United 
Kingdom), private providers contract with both private voluntary insurance 
companies and with public funders. When private providers contract with public 
funders, tariffs may be set at the regulated rate or determined with reference to 
benchmarked prices (usually the tariffs applicable to public providers). However, it is 
uncommon that these regulated or benchmark tariffs are applicable to contracts 
between private voluntary insurance companies and private providers. For example, 
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in Switzerland, providers servicing those with supplementary insurance set their 
prices freely in negotiations with supplementary insurance funders. Although these 
negotiations usually reference the national agreed point structure (TARMED), 
TARMED is not a reference price structure. Instead, TARMED is a point structure 
where “points” are assigned to each medical service based on the intensity of each 
service.” 

9.2.3. Price setting typically involves two processes: technical and negotiation 

 
Price setting typically involves two processes: a) the technical process of determining 
the actual price of delivering the service, establishing the relative weights, and setting a 
price schedule, and b) the negotiation process of setting the fee for contracting services. 
In most OECD countries, the public sector tends to have some form of these two 
processes, which enables price setting for specialist medical services and hospitals. 
These prices are then used to purchase services from the private sector and provide 
benchmarks for private insurers. 

9.2.4. The first step is the technical process of determining the actual price 

 
The first step is the technical process of determining the actual price, establishing the 
weights, and setting the price schedule, which can then be used as the basis for fee 
negotiations. TARMED is an example of a national price schedule in Switzerland, which is 
used to signal prices also to the private sector. As critiques correctly observe, such 
prices set through this technical process are used in negotiations between private 
payers and providers. The extent to which the prices negotiated between private 
insurers and providers differ depends on the country- specific roles of the payers and 
providers.  

9.2.5. South Africa currently lacks a price schedule for services and the relative 
weights, based on a sound technical process.43  

 
As is well known, the South African NHRPL is no longer in use, nor has the 
methodological process of investigating and setting the prices been agreed upon. 
Therefore, this first step of determining the actual prices, establishing the weight, and 
setting the price schedule is not yet in place.  
 
9.3. Australia has a nation-wide fee schedule with calculated National Efficient Price 

for hospital services.  
 

 Discovery states “Similarly in Australia, private hospital tariffs are determined via 
negotiations between private insurance companies and private providers, in a similar 
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manner in which tariffs are determined between medical schemes and private 
providers in South Africa.3 South Africa is thus not unique in lacking price measures 
for its voluntary private market, contrary to the OECD assertion in this paragraph.”  

 
In Australia, as part of the broader National Health Reform Agreement in 2011 to 
improve access, quality, responsiveness, and efficiency in health services, the 
government established the Independent Hospital Pricing Authority (IHPA) to achieve 
transparency and consistency in prices nationwide. Under these reforms, the states 
pledged to use activity base funding (ABF) to be calculated annually. For this purpose, 
IHPA specifies and collects data to be submitted for public hospitals in all States and 
territories. Using these data, the IHPA determines the National Efficient Price (NEP) for 
hospital services, as well as payments in the case that the hospitals are block-funded in 
rural or remote areas or where an ‘availability payment’ is made to support an 
emergency department where volumes are low. IHPA is the Commonwealth agency 
responsible for setting the NEP and the NEC for public hospital services. This then 
determines the Commonwealth’s contribution to public hospital funding. 

The number of base units of measurement of costliness of episode, the National 
Weighted Activity Unit (NWAU) for individual services, is determined annually by IHPA. 
NWAU is nonmonetary value estimating the effort needed to perform service. The 
number of NWAU multiplied by the NEP provides the total reimbursement for a hospital 
service that would be paid if NEP were used for federal as well as state payments. 
Costing (setting up numbers for particular services) is multi-layered process in which 
general costs of hospital are dissected and allocated to particular products (services 
rendered). 

Beyond the national pricing architecture providing private health insurers with 
benchmarks for hospital prices, making a ‘clean’ analogy between South Africa and 
Australia glosses over critical differences in the scope of voluntary private health 
insurance across these countries. In Australia, when a patient visits a private hospital 
and pays using private health insurance, the cost of this stay is separated into a 
physician and hospital component. The Government provides a reimbursement toward 
the physician fees based on a national price schedule (Medicare). Private health insurers 
only cover the hospital costs (e.g. nursing, some drugs and accommodation), with 
Australian regulations precluding them from paying for specialist physician costs that 
attract Medicare funding. This public funding of specialist costs is undertaken so that 
the government can support access private physicians but not pay for technologies or 
superior accommodation that may be part of the private sector’s service offering.  
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As stated above, South Africa currently lacks a price schedule – similar to that used in 
Australia and Switzerland – nor is a sound technical process established to estimate 
actual prices.44  

 
9.4. UK price regulation experiences  

 
Some of the critiques make comparisons between South Africa and the United Kingdon. 
In the United Kingdom, hospitals are reimbursed based on the “results-based” payment 
mechanisms. Case-based payments are using HRG groups into which most of the 
admissions are classified using primary diagnosis (ICD10), procedures rendered (OPCS-
4.5), age and complexity of the admission. The version 4 of the HRG includes 1400 
groups in 22 chapters. Some types of inpatient care (e.g. psychiatry, high-costs 
pharmaceuticals) are excluded from this payment mechanism and contracted 
individually. The relative weights of all groups are annually updated to reflect the costs 
of delivery of these services. All NHS hospitals report their activity within this framework 
including the cost data. The costs include current costs as well as capital costs. They do 
not include costs of training and education. National department of health sets the 
hospital payment ex ante, every year for all hospitals. To some hospitals, specific extra 
payments are transferred based on evaluation of the “market power” index which 
reflects the costs of human resources, geographical location and building status.  

 
10.  Justifications for high prices in South Africa that represent innovations  

 

 Netcare-CL: Point 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.” 

 

 Mediclinic-PriceMetrics. point 54: “The authors generally ignore differences in the 
institutional framework of a country’s healthcare and socioeconomic system in their 
comparative analysis.”  

 

 Netcare: FTI: “There are many reasons why costs for similar services, such as private 
hospital care, might vary between different jurisdictions. These reasons may 
include:(1) differences in the input prices of consumables (e.g. medical and surgical 
consumables); (2) energy; (3) labour costs; (4) taxation; (5) subsidy by the state 
(either directly or through running of deficits); (6) the relative size and bargaining 
power between the public and private providers where the state may procure 
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services from the private sector etc.; and (7) the structure of the market and specific 
issues within that market, e.g. the burden of disease, the age of the population or the 
costs of intermediate goods such as drugs or surgical consumables.” 

 
10.1. Rationale for international comparisons is to identify replicable policies and 

systems. 
 
The study did not aim to fully explain the differences in price levels. However, we would 
note that the rationale for international comparisons is to identify outliers, and 
subsequently structural differences, policies and practices in other countries that can be 
replicated or lessons learned to increase access to quality health services and maximize 
health benefits. 

 
The hospital consumption basket for the selected case types across the countries is very 
similar (labour, electricity, land, buildings, consumables etc.), yet we do not have 
information why it should be structurally different in South African private hospitals. 
The general price level in each country relates similarly to the costs structure of hospital 
production.  
 
The OECD study did not seek to explain the differences in prices. However, it is notable 
that these commentaries cite differences between South Africa and OECD countries that 
can explain why the prices are so high in South Africa. These authors cite policies, 
regulations, and possible areas where changes could be made and innovations 
implemented to reduce prices and reduce the growth of health care costs. These 
include, for example the organization of services, the lack of price regulation in South 
Africa, and the high use of specialists. Remarkably, however, the critiques cite these 
differences in the context of explaining why prices are high or claiming that the 
international comparison is invalid. In fact, such policy options are those that South 
Africa could implement to reduce high prices for private hospital services. 
 
 10.2. Drivers of cost escalation that are amenable to change 
 
Many of the commentaries focused on the problem of “medical inflation,” which was 
not explicitly analysed in the OECD study. Mediclinic-econex states that “In any event, it 
is well documented that medical inflation is higher than general inflation.” While this 
phenomenon has been observed in many countries, it is important to examine closely 
its determinants and causes and identify those amenable to change rather than 
accepting rapidly increasing health care costs. The basis of health care reforms in the 
industrialized world is to slow the growth of health care costs.  
 
Evidence globally illustrates wide variations in growth rates for total health care 
spending. Such variations are primarily related to factors that are amenable to change 
because the health sector is dominated by supply side factors. These factors include 
the way in which health care providers are paid, price regulatory measures for 
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medicines and service, and the service delivery platforms. Simply stated, countries 
characterized by fee-for service payment mechanisms, lack of price regulation, lack of 
mechanisms to control service volume, and hospital based service delivery platforms 
will very likely see rapid increases in health care expenditures. These characteristics are 
present in the South African private health care market. Alternatively, other countries 
have controlled increases in health spending by implementing reforms in payments to 
health care providers (i.e., capitation or global budgets aligned with health outcomes 
and quality); putting into place price regulations on medicines and prices, and health 
technology assessments; and building up primary care systems and public health 
prevention programs and policies to avoid preventable hospital admissions.  
 
10.3. Examples of cost control 

10.3.1. US Affordable Care Act  

 
One of the driving factors behind US reforms was to reduce the rapidly escalating 
growth in health care costs. And perhaps the most significant result, particularly since 
2010, is the substantial deceleration in health care costs and prices as a result of the 
health care reforms to achieve universal coverage.  
 
Reduction in the growth of health care expenditures dropped to the lowest level on 
record since the 1960s for 5 consecutive years. National health expenditures rose just 
1.4 % in real per capita terms in 2013.45 In 2015, there was an increase in health 
spending but this is attributed to more people gaining coverage and the associated 
increases in demand.  
 
Since ACA became law, health care prices have risen at an annual rate of just 1.7% – 
lowest in 50 years. Between late (Oct) 2013 and 2014, there was a 1.5% increase in 
prices for health care goods and services - lower than the 1.6% increase in consumer 
prices during the same period.46 These impacts are attributed to reforms in payment 
mechanisms aligned with quality and health, which enabled a reduction in spending on 
high-cost medical care that yielded no health benefits or low benefits relative to the 
cost. In addition, there were improved efficiencies in administration that reduced excess 
payments to providers and insurers. In addition, there was a spill-over effect into the 
private sector as they adopted Medicare payment policies.  
 
The US also reported the slowest growth on record in terms of health care spending per 
person enrolled for both Medicare run by the government as well as private insurers 
between 2010 and 2014. Reductions in the growth in insurance premiums are estimated 
to have saved $US 2600 per family per year that could be returned to workers in the 
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form of lower premiums and/or increased take home pay.46 This impact is attributed to 
combined effect of the different ACA cost -cutting initiatives and more importantly, a 
shift in thinking about payment reforms and the phasing out of fee-for-service 
payments.  
 
The example from the US shows some of the broader economic and health impacts that 
can result over a relatively short timeframe where health care reforms to achieve UHC 
are well-designed and well-implemented.  

10.3.2. The Maryland “All-Payer” system47 

 
Under an exception to national payment rules for Medicare and Medicaid, the US State 
of Maryland was granted a waiver in 1977 to introduce a single, unified payment system 
for hospital services. It was recognized that legislation was needed because of health 
care market failures that prohibited the achievement of major health policy goals. The 
legislature viewed access to healthcare as a right for all citizens and that hospitals had 
a societal responsibility to comply with the provision of that care. It established the 
Health Services Cost Review Commission (HSCRC) as an independent public agency with 
the authority to set prices for all hospitals in the state. Its broad mandate was to 
constrain hospital costs; ensure access to hospital care for all citizens, improve the 
equity and fairness of hospital financing; ensure financial stability; and make all parties 
accountable to the public. It allowed however the HSRC to identify the details of these 
processes, which enabled the commission to adapt the rate system to changing 
dynamics. 
 
In particular, Maryland recognized that the pricing mechanism in the health care market 
didn’t work in an effective way. Thus, the legislature articulated sound economic 
principles for design of the payment system. These include the principles that prices 
should be known in advance and set at the beginning of the year. Prices should reflect 
the actual resources required for service delivery. They should be consistent and 
equitably established. Notably, the prices and payment methods used for inpatient care 
apply to all insurers in the state, whether public (e.g. Medicare or Medicaid) or private – 
the HSCRC exercises full authority over these across all payers and all general acute care 
hospitals. The aim has been to generate consistent payment incentives for hospitals 
across insurers. This arrangement – called the All Payer System – has now been in place 
for about 40 years. 
 
Reference pricing of procedures was done, where the reference price was established 
based on the best health outcome as well as the best cost performance – i.e., lowest 
prices for the optimal health outcome. Data were also collected on hospital 
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performance and quality, and these indicators are published online as open access and 
presented in easily accessible way to the public.48  
 
This mechanism has contributed greatly to both equity and efficiency over this period. 
Equity is served because hospitals have no incentive to provide more/better services on 
the basis on someone’s insurance status – in particular, there is no incentive to 
discriminate against the Medicaid patients (the public insurance program for the poor).  
 
At the same time, hospital performance targets and benchmarks were established to 
both reward and penalize hospitals for their performance. These systems required 
extensive investments in infrastructure and a reliable system for collecting and analysing 
data. Systems for collecting data were critical to ensure timely and accurate data were 
used to inform prices, and systems to update regularly these data.  
 
Overall, Maryland achieved lower rates of growth in health care costs in comparison 
with any other US state between 1976 and 2010, with an estimated cumulative savings 
of US$ 40-45 billion US dollars. Maryland reduced/”bent “the cost curve, where health 
care costs grow more slowly (1%) vs. the U.S. as a whole (2-3%).  
 
This was done by taking a long-term institutional approach to reducing prices and costs, 
and improving quality.  Investments in infrastructure and institutional mechanisms were 
needed for robust data collection and monitoring mechanism, and such mechanisms 
need to be integrated into the core purchasing mechanisms.  

10.3.4. Strengthening primary health care 

 
The way in which South Africa insurance packages are funded is primarily hospital-
based. This is an inefficient and costly way of providing health care, given the rule of 
thumb that some 80% of health care conditions can be handled at primary care level, 
and in some cases by nurses or paraprofessionals.  
 
In many high income countries, they do not provide routine care at hospitals because 
the cost of delivering care at hospital level is far more expensive. Patients are only 
admitted to hospitals under medical necessity. There has been an important shift in 
health care systems in other countries to deliver health care at the primary level – both 
to save costs but also provide care closer to the patient/user of the service, which 
increases patient satisfaction and also helps provide continuity of care. Gatekeeping 
functions can be done at primary care level, to assist and guide patients/users as to 
whether a higher level of care is medically necessary.  
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10.3.5. Payment mechanisms 

 
Payment mechanisms – or how health care providers are paid – are essential to aligning 
the financial incentives to quality of care, health outcomes, and the management of 
expenditure growth. To be able to implement changes in service delivery, you also need 
to provide the financial incentives to do so and provide rewards for quality, continuity, 
and prevention of illness.  
 
In the OECD study, we essentially calculated the prices for a “bundle of services” , i.e, 
hospital, specialist, pathology and radiology services needed to deliver a specific medical 
or surgical service. This illustrates that it would be very possible to use this to establish 
“bundled payments” or one payment for all of these services required to deliver care for 
a specific condition or episode of care.  Such bundled payments similar to DRG systems 
can also be used as incentives to efficiently provide high quality care, for example where 
the payment is linked to delivery of cost-effective procedures, or readmission rates are 
monitored with reductions possibly incentivized.  

10.3.6. Innovations  

 
We noted that the Revised Statement of Issues also mentioned the lack of innovation in 
the private sector. At the same time, many innovations are taking place in the public 
health sector in South Africa. Therefore there seems to be scope in which the public 
sector can share innovations with the private sector. For example, the public sector has 
carried out task shifting in which nurses or other health professionals are trained to 
deliver certain services – such as nurse initiated HIV treatment and care, HIV Counselling 
and testing for example. Medication adherence – a major problem in maintaining 
quality of care – is addressed by adherence clubs. The public sector has also introduced 
some important technology such as Apps to help doctors understand and follow basic 
treatment protocols.  

10.3.7. Savings in procurement  

Major savings in procurement of medicines, diagnostics and supplies can be made 
through joint procurement, whereby health facilities can join large scale bulk 
procurement by national authorities. 


