World Health
Organization

INTERNATIONAL COMPARISON OF
SOUTH AFRICAN PRIVATE HOSPITAL
PRICE LEVELS
HMI seminar, August 30, 2016
Luca Lorenzoni, Economist, OECD Paris
Tomas Roubal, Health Economist, WHO South Africa
Joe Kutzin, Health Financing Coordinator, WHO HQ
Sarah L Barber, Senior Policy Advisor, WHO AFRO
Rufaro Chatora, WHO Representative South Africa
1

World Health
Organization

Review process

WHO/OECD received 7 critiques in total between March –
July 2016, from 2 hospitals groups and Discovery:
– Discovery
– 2 reports commissioned by Nortons Inc for Netcare:
Compass Lexicon (Netcare-CL) and FTI Consulting
(Netcare-FTI) as well as Insight Actuaries and
Consultants
– 3 reports commissioned by Mediclinic: PriceMetrics
(Mediclinic-PriceMetrics), econex competition and
applied economics (Mediclinic-econex), and Scenarium
(Mediclinic-Scenarium)
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Review process

• WHO/OECD responded directly to Discovery and Insight
and formally submitted to HMI a consolidated response
to the 2 commentaries on June 27, 2016.
• The commentaries commissioned by Nortons/Netcare
and Mediclinic were submitted to HMI but were not
previously shared directly with WHO or OECD. HMI gave
all five to WHO on or after 28 June 2016.
• Both of the reports commissioned by Nortons Inc for
Netcare were provided by HMI to WHO in redacted form.
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Review process (2)

• WHO/OECD submitted to HMI a second consolidated
response responding to all critiques received to date.
• This presentation aims to respond to the key points as
outlined in the consolidated response.
• Major issues that arise during the seminar beyond the
existing submissions will need to be formally addressed at
a later date.
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After careful review of the comments across all seven
critiques, we find no merit to the arguments that would
alter our main findings and conclusions.
We continue to support the technical and methodological
soundness of the study.
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•
•
•
•
•
•
•

Overview

Technical review process
Misinterpretation of the main findings
Misunderstandings regarding the research design
Clarifications about the definition of prices
Issues related to the analysis
Note on the IFHP international price comparisons
Framing of the study and interpretations: South Africa
specific analysis
• Framing of the study and interpretations: international
comparison
• Arguments against price regulation (separate submission
forthcoming)
• Policy interventions and innovations
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Technical review
process

• The methodology has been applied, evaluated, and
refined over a period of eight years by Eurostat and the
OECD.
• 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.
• The working paper underwent extensive technical peer
review for accuracy and technical soundness prior to its
publication. This includes review by experts in
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economics, statistics, and health financing policy.
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Main results

Misunderstanding
of the main results

• 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 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.
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Misunderstanding
of the main results (2)

The study demonstrates empirically that South Africa
private hospital prices are on par with OECD countries.
However, the services primarily serve South Africans. They
are, therefore, 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.
It appears that the authors of these commentaries agree
with the comparable price levels, but they disagree with
the interpretation.
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Misunderstanding
of the purpose and scope of the study
The objective of the study was to compare South African
private hospital price levels internationally. We compiled
Purchasing Power Parities (PPPs) and Comparative Price
Levels (CPLs - the ratio of PPPs to exchange rates) from price
data from South Africa and 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 the hospital prices were
in line with prices in the economy.
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Misunderstanding
of the purpose and scope of the study (2)
We did not aim to carry out analysis of profitability, nor
analyze the determinant of “health care inflation,”
determinants of out of pocket payments, or the structure of
co-payments.
Specifically, the recommendations of the UK Competition
and Markets Authority (CMA) regarding price regulation are
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.
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Objectives and
justification for the report

The purpose of the study is stated in the first paragraph of the
report. Link at OECD website:
http://www.oecd.org/southafrica/private-hospital-prices-insouth-africa-are-expensive-for-citizens.htm

The FAQs issued with the report also clarify how the study is
related to the HMI at the WHO South Africa website:
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
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Misinterpretation of
relative price levels

South African Private Hospital Price Levels and GDP price levels
relative to a 20 OECD countries, 2011-2013

In 2012, the South African private hospital price level was 3%
higher than the OECD average, while in 2013 it was 6% lower. The
results are consistent in the position of prices of South African
13
private hospitals relative to other OECD countries.
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Misinterpretation of
relative price levels (2)

South African private hospital sample and GDP price levels relative
to a sub-set of OECD countries (average= 100), 2011-2013

The study gathers data for three years to check the consistency of
results. Each year should be analyzed separately for consistency.
This reinforces the study’s finding and conclusions that South
Africa’s private hospital prices are expensive relative to income.14
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Misunderstanding of
the cost-component analysis

Prices refer to the complete episode of hospital care
rather than the fees charged by hospitals.
This is explained in the methods section of the report,
and the OECD manual.
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Misinterpretation of the finding that
“Prices in South African private hospitals are
increasing above the rate for other goods and
services.”
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.
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.
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Correlation between GDP
levels and prices is an empirical finding not theory
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.
This is not a model or theory; it is an empirical finding
based on the analysis of the data
.
17

Hospital comparative price levels and GDP per capita,
2013

Each country’s comparative price level is expressed relative to the mean of 100.

South Africa’s prices are on par with France, UK, Germany
18
– countries with much higher income levels.

World Health
Organization

Misunderstandings
regarding the research design

Sampling methods are designed to obtain
representative prices
• 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. This is in line with the percentage reported for the South
African sample.
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Sampling methods
designed to obtain representative prices
• 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.
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Controlling for case mix

• The research design is based on a set of cases, which are
typical of the services that hospitals normally provide - many of
which are planned and routine medical and surgical cases.
• Hospital PPP calculation takes into account differences in casemix 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.
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Controlling for case mix (2)

• 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. Many procedures included are routine
and/or standardized and thus severity/gender 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 adenoidectomy.
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Controlling for case mix (3)

• 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.
• 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.
• OECD WP 75 (2014) examined the ALOS across all countries
and inpatient case types in a multilevel model analysis. A large
part of variation in ALOS was accounted for by systematic
differences between countries in the way that hospital services
are provided -- rather than factors that are associated with
individual case types.
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Treatment of
outliers

• “Typical” cases are those who have undergone a normal
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.
• Differences in length of stay between age bands will be
smoothed by removing outliers.
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Treatment of
outliers (2)

• 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.
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Treatment of
day surgeries

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

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.
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Treatment of
day surgeries (2)

Prices are policy instruments that can be used to encourage daysurgeries and more efficient service delivery, i.e., UK best practice
tariffs.
• Countries can use prices to shift services towards outpatient
settings, i.e., cataract, other minor surgeries.
• If more cases are treated as day surgery, the remaining
impatient case mix would be more severe
• If this is true, we would expect that the cases admitted would
be higher prices.
This is a policy option for countries that wish to reduce/control
health care spending.
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Misinterpretation
of Purchasing Power Parities (PPPs)
General misunderstandings of the PPP calculations:
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/purchasingpowerparitiesfrequentlyaskedquestionsfaqs.htm
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Rand depreciation

• 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.
• 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.
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Rand depreciation (2)

• 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.
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Rand depreciation (3)

• As listed in Annex 1 of the main report, 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
31
fully the reasons for high prices.
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Misinterpretation
of the methods to analyze affordability
• 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.
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South Africa private hospital prices rank as least
affordable in comparison with other countries

…because there is a large difference between hospital
price levels and general price levels – i.e., prices of food,
clothing and other common goods
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Differences in
accounting methods across countries
• 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 overheads.
• 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 differences in accounting methods are addressed in the
34
survey.
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Response rate: OECD countries
• 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.
• 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
35
to influence the results.
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Clarifications
on the definitions of prices: negotiated prices
• Many OECD countries approximate the monetary value of
services provided by hospitals. These provide an indication of
the purchasers’ willingness-to-pay and the providers’
willingness-to-accept these values as the prices.

• 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.
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Negotiated prices (2)

• 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).

• 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.
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Output-based prices
require no adjustment for productivity
• 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.
• Therefore, there is no need to adjust for productivity
differences.
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Standardized
case types minimize bias

• 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 an assumption implicit in other
PPP comparisons.
• 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
39
homogeneous.
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Informal payments
are irrelevant to the price comparison
• 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.
• 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.
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Profit margin analysis:
outside of the scope of the study

• A profit margin analysis is out of the scope of the study.
• However, a profit margin analysis could be informative for HMI
to study the differences in price levels between medical and
surgical services.
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Wait times analysis:
outside of the scope of the study

• 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.
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Components of the price
are defined and standardized

Section 4 (pp 14-15) of the WP 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.
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Price regulation
in Eastern Europe could have controlled prices
• 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 post-socialists countries private providers
play significant role in service delivery - mostly as
ambulatory specialists, but also as private hospital.
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DRGs

Hospitalization (case) or at category/DRG level
• If data are available at case level, a mean price by case type is
estimated by taking the average price of the “typical” cases
selected through codes and rules for each case type.
• If data are available at category level, correspondence between
case types and DRG categories are reviewed to decide whether
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% threshold was
chosen by experts on the basis of their experience with
analyzing case-mix data.
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Bulgaria, Latvia, Lithuania, Serbia, Bosnia and
Herzegovina, and Romania are omitted from the study
• 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.
• Thus the concerns about the “volatility” of DRG systems
in Bulgaria, Latvia, Lithuania, Serbia, Bosnia and
Herzegovina, and Romania are not applicable to this
study.
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International comparison

3 points by Mediclinic-Pricemetrics
1) Case types included in the PPP studies were selected by
country experts because 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
hospitalization and medical case types had to be for medical
conditions that were clearly identifiable.

The OECD study identifies a representative sample of hospital
activity. Each case type includes large number of procedures,
pharmaceuticals, inpatient days aggregating many treatments into
hospital admissions.
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International comparison (2)
2) The authors state that “if private sector hospitals used quasiprices 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.

3) 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.
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US and Slovakia comparison
Neither the US or Slovakia are not included in the study.
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Medical schemes provided
data and participated in the validation process
• Medical scheme experts were consulted on the adaptation of the
OECD methodology to the South African medical scheme
environment.
• The participating medical schemes 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.
• No mention was made of “seriously flawed methodology” during
this process.
• We received a commentary from one medical scheme, who
focused not on the methods but the interpretations – stating that
“results and trends of the study on admission rates per medical
case, average length of stay and average total hospital costs
50
closely match (our) experience(s).”
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Larger share of
price for hospital component

• A submission from one data provider did not follow the requested
format. Section 12 of the report was updated (Feb 2016).
• “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.
• The main report and findings for the international comparisons
remain exactly the same.
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Coefficient of variation:
misunderstanding of Quaranta editing procedure
• Mediclinic-Scenarium 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, which involves analyzing the dispersion
among the PPP indices (and not among the average
length of stay or price).

• See paragraph 5.110 from the PPPs manual.
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Representativeness
of case types and invalid comparisons (Mediclinic-Scenarium)
• To reiterate: OECD methodology weights each case type by
number of cases and price. Thus, differences in the distribution of
cases among case types by country are taken into account.
• 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.
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Mediclinic-Scenarium(2)

• Validity and comparability of the authors’ comparison is
unconvincing.
• Mediclinic-Scenarium compares data from only one hospital
group to Germany, and thus the comparison lacks external
validity.
• Mediclinic represents only one share of the private hospital
system estimated 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.
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Mediclinic-Scenarium(3)

• 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 results are not consistent with the short
South African average length of stay findings. If cases were
indeed more complex, we would expect longer lengths of
stay.
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Justification
for the use of Gross Domestic Product (GDP)
• 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.
• “Arbitrary denominator.” The GDP per capita in volume is
the value reported on the x axis of Figure 1 (section 2.6).
• Therefore it is neither arbitrary nor is it used as a
denominator.
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Note on IFHP comparisons
• IFHP data includes public and private facilities and
cross-country comparability is questionable given
very different sources
• IFHP methodology in unavailable and cannot be
evaluated
• IFHP international price comparisons uses US
dollars
• The 2012 IFHP results are similar to the OECD
report
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Hospital comparative price levels, using IFHP 2012
published data (100=mean)
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Overview

•
•
•
•
•
•
•

Technical review process
Misinterpretation of the main findings
Misunderstandings regarding the research design
Clarifications about the definition of prices
Issues related to the analysis
Note on the IFHP international price comparisons
Framing of the study and interpretations: South Africa
specific analysis
• Framing of the study and interpretations: international
comparison
• Arguments against price regulation (separate submission
forthcoming)
• Policy interventions and innovations
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Health care
is a right for all

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.
• 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.
• 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
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Health care
is a right for all (2)

Sustainable Development Goals for 2030 was endorsed by all
United Nations member states, and commits countries to
ensuring universal health coverage by 2030:
Achieve universal health coverage, including financial risk protection,
access to quality essential healthcare 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.
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UHC

Universal health coverage, unpacked:
• Equity in use of services related to need
• Quality of those services
• Financial protection
In practice, this often translates into reducing explicitly
inequalities in benefits and funding per capita between
groups.

62

World Health
Organization

Health care
is a right for all (3)

Bill of Rights of the South African Constitution, Section 27:
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.

• The right to equal access to health services relates to the whole
population. Thus, the government is obligated to act in order to
ensure the progressive realization of this right.
• High prices in the private sector drain resources away from the
majority of the population, and hence undermine this objective.
Under the SA 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.
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Health care
is a right for all (4)

South Africa’s National Development Plan
Prerequisite to building NHI: lowering relative cost of
private health care
Goal 8: Universal health care coverage
• Everyone must have access to an equal standard of care,
regardless of their income.
• A common fund should enable equitable access to health care,
regardless of what people can afford or how frequently they need
to use a service.
(High private health insurance spending) attracts scarce skills away
from the public sector: a large proportion of South Africa’s specialists,
pharmacists, dentists, optometrists and physiotherapists work in the
private sector.
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Health care
is a right for all (5)

National Health Insurance
• 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.
• 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.
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Market failures
in health (1)

• 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).
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Market failures
in health (2)

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.
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Empirical evidence on supplier-induced demand: Caesarian
section rates under different price\payment regimes in
Thailand
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Supplier-induced
demand in South Africa?

According to data provided by the Medical Schemes, 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. Such rates reported from South African private
hospitals are dangerous and risk influencing demand for
unnecessary service use across the system.
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Affordability:
Societal and system level perspective
South Africa spends 43% of total health expenditures on private
voluntary health insurance - the highest share globally.

Private voluntary health insurance expenditures as a percent of total
health spending
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Affordability:
Societal and system level (2)

• This situation is unique to the historical development of
Southern Africa.
• The system of for-profit hospitals and medical schemes
expanded but remained until recently 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.
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.
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Affordability:
Societal and system level (3)

Private voluntary health insurance (PVHI) in OECD countries and South Africa,
as share of total health expenditures (THE), and population covered
Country
South Africa
USA
Chile
Ireland
France
Canada
Israel
Germany
Australia
Portugal
New Zealand
Spain
UK

PVHI as % of THE
42.9
33.2
19.0
14.0
13.3
12.6
10.3
8.9
8.4
5.3
4.3
4.4
3.4

% pop covered by PVHI
16
52.5
18.3
44.6
95
67
82.9
11.0/22.0
54.9/47
21.1
29.7
12.5
10.6

Italy

1.0

15
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Affordability:
Societal and system level (4)

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.
• Public and private hospitals compete for employees. There are
financial incentives, particularly for specialists, 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).
• High prices in the private sector combined with limited healthcare
resources in South Africa destabilize the whole healthcare system.
This ultimately affects the health of all South Africans, most
especially the poorest, and promotes and maintains the dual
public-private system with all of its inequities.
73

World Health
Organization

Affordability:
Societal and system level (5)

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
This totals nearly R 40 billion in 2014 alone in government subsidies
and transfers to private medical aid environment,* amounting to
nearly 30% of total medical scheme expenditures.
During the recent negotiation of public sector wage increases, the biggest
driver was contribution to medical aids.
Thus the government has a direct concern in reducing the increases in
health care prices in private voluntary health insurance, managing growth
in premiums, and improving the quality of this care.
*Source: National Treasury Budget Office: Public Sector Remuneration Analysis and
Forecasting
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Affordability:
Societal and system level (6)

Other ways in which the government (indirectly) subsidizes
medical schemes: Huge spillover effects and crossutilization between public and private health care sectors
in South Africa
a) Medical scheme members use public facilities as “Designated
Service Providers”
b) Medical aid patients are referred to public facilities for many
major health problems –including HIV and TB
c) Incidents where the private sector “dumps” patients into the
public sector
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Affordability:
individual level perspective

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 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 is
not acceptable.
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Within South Africa, private hospital prices are high -even for people with higher incomes

Hospital comparative price levels and household consumption expenditure per capita
(US$PPP), including South Africa’s high income populations (expenditure deciles 7-10)
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•

Overview

Technical review process
Misinterpretation of the main findings
Misunderstandings regarding the research design
Clarifications about the definition of prices
Issues related to the analysis
Framing of the study and interpretations: South Africa
specific analysis
Framing of the study and interpretations: international
comparison
Note on the IFHP international price comparisons
Arguments against price regulation (separate submission
forthcoming)
Policy interventions and innovations
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Misunderstanding of the
functions of the private health sector in OECD
countries

Private voluntary health insurance in OECD countries performs
different roles, 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.
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South African private voluntary health insurance offers
duplicative services

Private voluntary health insurance (PVHI) in OECD countries and South
Africa, as share of total health expenditures (THE), population covered,
80
and type of coverage
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Problems of
unregulated voluntary insurance markets
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.
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Focusing on total private spending is misleading and
irrelevant because it does not distinguish between out of
pocket and voluntary health insurance spending.
Private expenditures on health as a percent of total health expenditures (2014),
using countries selected in the Discovery critique

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 Nambia.
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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.
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
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Demographics and aging
would not be expected to influence prices
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.
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Health expenditures
are not driven solely by aging and
demographics
Large changes in demographics have not been reported by
CMS. In their analysis of cost-drivers, they find that
changes in age cannot explain increases in cost and
utilization.
The OECD study covered a short timeframe from 2011-13,
which enabled 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.
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Very large increases in utilization detected in the OECD
study are more plausibly explained by the financing and
organization of care rather than population aging

Large increases in hip and knee replacements
(31% and 53%) between 2011-13
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Higher utilization
cannot be explained by public policy
decisions to restrict access
• The Discovery 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.
• There was no public sector decision to restrict access to
planned surgeries.
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Countries demonstrate large variations in age-specific
health care spending, attributed to modifiable supply side
factors such as the organization and financing of care
Annual per capita health Care costs, by age and country
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ALOS, quality and admissions comparisons
a) Japan is not included in the study.
b) The study found lower average lengths of stay (ALOS) in
South Africa 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.
c) The hospital groups and medical aids should publish data on
health outcomes and quality of care
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Overview

•
•
•
•
•
•
•

Technical review process
Misinterpretation of the main findings
Misunderstandings regarding the research design
Clarifications about the definition of prices
Issues related to the analysis
Note on the IFHP international price comparisons
Framing of the study and interpretations: South Africa
specific analysis
• Framing of the study and interpretations: international
comparison
• Arguments against price regulation (separate submission
forthcoming)
• Policy interventions and innovations

90

World Health
Organization

Price regulation

Price schedule combined with payment methods 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. It can create incentives to drive provider behaviours
towards quality and efficiency.
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. Better pricing
could help push forward on good policy.
91

World Health
Organization

Price regulation

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.
We have taken note of these comments on price regulation, 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.
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Policy
interventions and innovations
• 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.
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Drivers of cost escalation
amenable to change

• 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.
• 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.
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Some illustrative examples of how governments
use price regulation to support policy objectives.
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Maryland All-Payer System
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.
In recognition of the failure of health care markets to operate in a
rational and effective fashion to achieve major health policy goals,
in the 1970s, the Maryland Legislature created the institutional
and operational infrastructure sufficient to implement a
comprehensive solution to the most prevalent health policy
challenges of the day:
•
•
•
•
•
•

Cost Control,
Improved Access to Care;
Payment Equity;
Accountability and Transparence;
Financial Stability and Predictability;
Improved Effectiveness (Care Quality).
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The Maryland Health Services Cost Review
Commission (HSCRC)
• Health Services Cost Review Commission (HSCRC) was
established as an independent public agency with the
authority to set prices for all hospitals in the state.
• Its broad mandate is 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 HSCRC to identify the details of
these processes, which enabled the commission to adapt
the rate system to changing dynamics.
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US vs. Maryland Payment Systems
• USA fragmented (different payment levels and structures)
• Fragmentation dilutes incentives; unpredictable system
Having many
different
funding “silos”
dilutes
effectiveness

Maryland’s
system harmonized
payment structures
payment levels
across all payers
Public and Private

• Maryland’s Consistent per case payment “platform” that rewarded
“true” efficiency and good care, provides superior results
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Allowed Maryland to Bend the Cost Curve
• Lowest Rate of Cost Growth of any State 1976-2010
• 1976: Maryland Cost per case was 25% ABOVE the US average
• 2010: Maryland Hospital cost per case 3% BELOW the US average (1)
• Estimated $45 billion savings to the State over the period 1976-2010

Indexed
Rate of
Growth

“Bending the Curve”
Growth in Hospital Costs per case (MD vs. US)
9.00
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Maryland achieved
by growing the
system more slowly
– at Inflation + 1%
vs. the U.S. grew at
Inflation +2-3%

US hospital
cost growth
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• Had the US grown at the slower Maryland rate of growth – hospital
spending would have been $2.0 trillion lower
Note (1): Medpac identified a “most efficient” cohort of hospitals nationally with high quality scores – that are 9-11% below average US cost per adjusted admission
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Explicit use of price setting as a policy
instrument: Japan example
• Single fee schedule for hospitals, 80% of which are
private
– Ministers of Finance and Health, together with their top
bureaucrats, decide on the rate
– Volume weighted price revision rate of all services and drugs
– Reflects government commitment to expanding health service
availability while managing expenditure growth

• Use of prices as a policy instrument: item-by-item
revisions
– Some prices go down: MRI imaging fees reduced by 30% in
2002 to reduce overuse
– Some go up: Home visits physician fees to end-of-life patients
– Most pharmaceutical prices go down and contribute greatly to
limiting overall expenditure growth
– All revisions are adjusted so that their cumulative effect will be
made equal to the global revision rate
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Conclusions
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Conclusion (1)

• The vast majority of the comments are categorized as
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 against price regulation.
• We find no substantive issues related to the data and
analysis that alter the main findings and conclusions.
We continue to support the technical and
methodological soundness of the study.
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Conclusion (2)

• Unlike other sectors, health care markets are characterized by
severe market failures, particularly information asymmetry.
• Private Voluntary health insurance spending in South Africa
amounts to 3.8% GDP, and account for 43% of total health
expenditures. Government cannot ignore this.
• While the inequalities in the dual health care system is a result of
the history of Southern Africa, it does not have to be accepted as
the status quo.
• Spillover effects of high prices inhibit the realization of Section 27
of South Africa’s constitution, which guarantees access to right to
health care services for all.
The design of the health system is a policy choice and can be
changed through appropriate legislation, regulation, and sound
policies to eliminate inequities.
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Conclusion (3)

• Global evidence illustrates wide variations in growth for total health
care spending primarily related to factors that are amenable to change.
• Countries characterized by fee-for service payment mechanisms, lack
of controls on volumes, lack of price regulation, and hospital based
service delivery platforms see rapid increases in health expenditures.
• These characteristics exist in the South African private health sector.
• Other countries have controlled increases in health spending by
implementing payment reforms; controlling volumes; regulations on
medicines and prices; and building up primary care systems and
programs to avoid preventable hospital admissions.

Blaming aging and demographics for “medical inflation” avoids
critical discussions of the far greater systemic problems that drive
increases in health care costs and are under the control of decision104
makers.
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Conclusion (4)

• All of the reports go well beyond the study and pose strong arguments
against government intervention in the private health care market.
• This suggests that the authors are unaware of the severity of the problem
caused by rapidly escalating prices in the private health care sector, and
their impact on households, communities, and the wider health system.
• 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, individuals and society bear the burden of high prices in terms
of lower access to care, 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.
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Thank you!
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