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1. Introduction 
 
 
 

1.1 Introduction 
 
Cadiant Partners Actuarial and Consulting Solutions (Pty) Ltd (‘Cadiant Partners’) has been 
requested by Life Healthcare Group (‘Life Healthcare’) to provide commentary on the Health 
Market Inquiry (‘HMI’) Provisional Findings and Recommendations Report (‘HMI Report’), 
dated 5 July 2018. 
 
Cadiant Partners represented Life Healthcare Group (‘Life Healthcare’) at the Health Market 
Inquiry (‘HMI’) Data Room at the Competition Commission’s offices in Sunnyside, Pretoria on 
17 and 20 August 2018. 
 
This report provides commentary on the published report and incorporates findings from the 
Data Room access. 
 

1.2 Structure of the report 
 
The report considers the specific sections allocated by Life Healthcare to Cadiant Partners, 
as well as other aspects that we have noted from the contents of the HMI report and our time 
in the Data Room. 
 

1.3 Report signatures 
 
This report has been produced for Life Healthcare Group by Cadiant Partners Actuarial and 
Consulting Solutions and is signed by 
 

     
 

Jeanine Schubach    Ryan Erasmus 
Consulting Actuary    Managing Director 
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2. Technical report updates 
 
 
 

2.1 Expenditure Analysis Report 3: Prescribed Minimum Benefits 
 
We note that the results included in this report have changed significantly when compared to 
the version released in December 2017. It would seem that this is as a result of having 
resolved PMBD coding issues for specific schemes, including Liberty Medical Scheme, 
Momentum Health and Profmed.  
 
We note that despite the percentage of in-hospital PMBD claims increasing from 55.42% to 
60.71% in 2014, the effects of PMB diagnoses in the analysis included in Report 2 have not 
changed. This would suggest that the analysis has not been updated for the correction in 
PMB diagnoses data. These updates should be made. 
 

2.2 Narrow versus broad disease burden 
 
Paragraph 87.12 of Chapter 7 notes the following: 
 
“Given the inquiry has shown evidence of supply-induced demand in the private healthcare 
sector in Chapter 8 the broader disease burden analysis will overestimate the sickness of the 
population and will effectively hide or legitimise the supply-induced demand. Practitioners 
have acknowledged that in instances where a patient only has a hospital plan they will admit 
the patient to ensure that the patient will cover the consultation. This confirms our decision to 
use the narrower definition.”  
 
We note that the above statement referring to “practitioners” is incorrectly broad. The 
footnote clarifies that it refers to mental health care. Mental health care is a Prescribed 
Minimum Benefit condition where treatment is available both in and out of hospital. Whilst 
some practitioners may have indicated that they find it easier to admit patients in order to 
ensure payment of the claims, this is not always necessary. Further, psychiatric admissions 
account for less than 2% of admissions2. It is therefore far from “confirmation” that all claims 
can be analysed using a narrow disease burden definition.  
 
The supply-induced demand analysis in Chapter 8 utilises the narrow disease burden 
definition as one of its regression factors. No reasoning has been provided for why the 
analysis has not been undertaken using both a narrow and broad disease definition. The 
suggestion that the “broad disease burden analysis will overstate the sickness of the 
population” is disputed.  
 
Discovery Health Medical Scheme noted that the broad disease burden definition more 
accurately reflected the medical scheme’s chronic registrations. Discovery Health Medical 
Scheme and the majority of other medical schemes require members to meet pre-specified 
clinical criteria in order to be registered for chronic medication and consultations. Further, in 
the majority of instances prescribed minimum benefit conditions are potentially life-
threatening and taking medication that is not clinically necessary (thereby suggesting supply 
induced demand) is unlikely. 
 
It is therefore difficult to conclude that there is supply-induced demand based on a narrow 
disease burden definition when there is general industry consensus that the narrow disease 
definition is inappropriate.  
 
The narrow disease burden is further inappropriate because of the following: 
 

• It does not allow for maternity, which is a significant portion of in-hospital admissions 

• It does not allow for medical management and assumes that a patient will consult a 
medical practitioner at least twice in any given calendar year. A patient may consult a 
medical practitioner for several conditions at the same time, with only one of the ICD10 
codes used on the claim. 

                                                 
2 Tables 70 and 71 of “Competition Commission Health Market Inquiry Expenditure Analysis Report 4: Facility 
   Analyses 
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2.3 Inclusion of casualty consultations in in-hospital statistics 
 
Concern was raised with the previous HMI analysis released that casualty consultations had 
been included in the in-hospital statistics. As a result, updated statistics were provided for 
both day cases and overnight hospital cases, with day cases continuing to include the 
casualty consultations.  
 
Page 11 of the Technical Annexure to the Expenditure Analysis Reports notes that the GP 
overnight admission proportion has remained stable over time and that the trend effect will 
be mostly stable. We note that total admissions have increased by 28% over the five-year 
period whilst “other” GP admissions have increased by 29% and overall GP admissions by 
24%. These differences in trends in the overall databases is more significant than the relative 
changes in each admission type. Use of the split data is therefore critical.  
 
We further note the following in terms of the split of day cases and overnight cases: 
 

• Day cases continue to include approximately XXX of casualty/emergency cases (i.e. 
cases where no ward fee was charged). This will continue to impact the day cases and 
overall hospitalisation statistics provided in the report.  
 

• Approximately XXX of admissions flagged as overnight cases have no ward type 
allocated. In other words, the data does not reflect any number of days spent in any of 
the ward types included in the data. This would suggest that the admissions are likely 
to be casualty/emergency cases or not hospital events at all. This missing information 
would impact on the level of care analysis. 

 
The table below compares the results for in-hospital total costs per life for overall ‘in-hospital’ 
claims including casualty and for overnight admissions only.  
 
In-hospital cost attribution analysis including 2011 

 Overall  
in-hospital admissions 

Overnight  
admissions 

Difference 

Total increase 10.84% 10.99% 0.15% 

CPI 5.60% 5.60% 0.00% 

Explanatory factors 2.96% 3.78% 0.82% 

Unexplained factors 2.28% 1.62% -0.66% 
        

Admission rate 2.17% 2.13% -0.04% 

Explanatory factors 2.04% 2.84% 0.80% 

Unexplained factors 0.14% -0.71% -0.85% 
        

Length of stay 1.48% 1.60% 0.12% 

Explanatory factors 0.84% 0.52% -0.32% 

Unexplained factors 0.64% 1.08% 0.44% 
        

Level of care 0.60% 0.43% -0.17% 

Explanatory factors 0.43% 0.20% -0.23% 

Unexplained factors 0.17% 0.23% 0.06% 
        

Other 0.63% 0.87% 0.24% 

Explanatory factors -0.37% 0.19% 0.57% 

Unexplained factors 1.00% 0.68% -0.33% 
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We note that total costs are reflected as number of admissions multiplied by the number of 
days per admission multiplied by the cost per day. The “other” factor therefore reflects all 
other factors determining cost per day that are not reflected in level of care. How much of this 
“other” factor is therefore explained is therefore an important consideration. This has been 
added to the table and will be utilised in the Supply Induced Demand commentary.  
 
We note that the “other” factor has been determined geometrically, whilst some factors have 
been determined on an additive basis. We have determined the explained percentage as the 
geometric difference between the overall explained percentage and the percentage 
explained by other factors. The unexplained percentage is then the difference between the 
overall “other” and the explained factor, as is the calculation used for the other variables. 
Note that this inconsistency in calculation methodology results in the total unexplained 
factors not being equal to the total unexplained determined by geometrically adding the 
component parts. 
 
Whilst the overall increase for all in-hospital admissions versus overnight admissions is 
similar, the explanatory factor increases significantly. This is largely as a result of the 
improvement in the admission rate explanatory factors. This is not unexpected given that the 
profile of individuals utilising casualty facilities is significantly different from the profile of 
individuals being admitted to hospital. The split of the data therefore removes this 
unexplained difference.  
 
The unexplained reduction in admission rates should be considered in relation to the 
unexplained increases in day admissions, particularly when one excludes 2011. This may 
indicate a shift from a hospital setting to day clinics. 
 
The table below compares the results for in-hospital total costs per life for overall ‘in-hospital’ 
claims including casualty and for overnight admissions only excluding 2011.  
 
In-hospital cost attribution analysis excluding 2011 

 Overall  
in-hospital admissions 

Overnight  
admissions 

Difference 

Total increase 11.04% 10.55% -0.49% 

CPI 5.80% 5.80% 0.00% 

Explanatory factors 2.55% 3.91% 1.36% 

Unexplained factors 2.69% 0.83% -1.86% 
        

Admission rate 2.27% 1.21% -1.06% 

Explanatory factors 1.69% 2.55% 0.86% 

Unexplained factors 0.57% -1.34% -1.91% 
        

Length of stay 0.27% 0.88% 0.61% 

Explanatory factors 0.97% 0.72% -0.25% 

Unexplained factors -0.70% 0.16% 0.86% 
        

Level of care 0.98% 0.87% -0.11% 

Explanatory factors 0.49% 0.32% -0.16% 

Unexplained factors 0.49% 0.54% 0.05% 
        

Other 1.38% 1.47% 0.10% 

Explanatory factors -0.61% 0.27% 0.91% 

Unexplained factors 1.99% 1.21% -0.81% 
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The HMI notes from paragraph 331 of Chapter 6 that the length of stay has been decreasing 
in all years but 2010 to 2011, which is the years where concern has previously been raised 
regarding suitability of the data. However, the analysis shows a small increase in length of 
stay once only overnight admissions are considered.  
 
The report notes that length of stay is irrelevant for day cases. Therefore, if length of stay 
does not impact day cases and only impacts overnight admissions, the answers should be 
the same in both cases. The difference in results clearly shows the impact of the day cases 
having been included in the database. We note that a small increase in length of stay 
produces a very different conclusion that those presented in Chapter 6 of the report. 
 

2.4 Incomplete analysis of cost per day 
 
The previous section noted that cost per day has only been analysed in terms of level of 
care. No further analysis has been undertaken to explain the rest of the factors explaining 
“cost per day”, currently recorded as “other”. The suggestion is that tariff increases have 
been similar to Consumer Price Inflation although no further analysis has been undertaken 
and reported on this factor. In addition to tariff, cost per day is further influenced by: 
 

• The cost of health technology 

• The cost of tariff up-coding where doctors change the codes used or use more than 
one code where previously one code would have been used for billing purposes.  

 
Whilst medical technology is an accepted cost factor, up-coding is a concern in terms of 
inappropriate medical scheme cost increases. 
 
We note that paragraph 347 of Chapter 6 suggests that medical device cost increases are a 
proxy for increases in health technology. Medical device costs are said to have increased by 
0.84% from 2010 to 2016. These costs are represented in US Dollars and take no account of 
exchange rate changes, which have a significant impact on medical scheme costs. The table 
below shows the actual annualised cost increase after currency depreciation has been 
considered. 
 

Year of analysis 
Cost 

$ millions 

Rand/Dollar  
Exchange rate  

as at 1 July 

Cost 
R millions 

2010 1,048 7.78 8,149 

2016 1,102 14.56 16,042 

Annualised increase 0.84% - 11.95% 

 
Medical devices are only one aspect of medical technology. Medical technology extends 
further to the introduction of specialised medicine and surgical techniques, including: 
 

• Biological medicine for the treatment of conditions such as cancer and rheumatoid 
arthritis 

• Use of the da Vinci Surgical Robotic System for prostate cancer treatment. 
 
We note that certain disciplines will be more impacted by the cost of medical devices than 
others. As an example, ophthalmologists will be impacted by the cost of lenses. This will 
contribute towards the 10.42% noted as “other” in the analysis reflected in Table 7.12. 
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2.5 Medical versus surgical cases 
 
We note that the regression analysis undertaken does not accurately estimate costs when 
split between surgical and medical events.3 This is reflected in the table below. Note that 
values have been inflation adjusted. 
 

      

      

      

      

      

 
Section 4.2.6 of the Technical Annexure to the Expenditure Analysis Reports notes the 
following: “Firstly, the results are not used to assess actual cost against the predictions, but 
rather to create a so-called risk index which can be tracked over time and compared to 
trends in the dependant variable.” 
 
While we understand that the trends rather than the absolute figures are important to the 
HMI, the split between medical and surgical events is not producing realistic results. The cost 
for surgical cases are being under-estimated, which is expected given that theatre costs 
would result in higher costs, whilst the cost of medical cases is being over-estimated. This 
would impact on the specialist-specific analyses.  
 
Maternity cases account for a small percentage of claims and are therefore considered not to 
be significant.  
 
The above suggests that the current variables used in the regression analysis do not 
accurately estimate claims when split by medical and surgical admissions and that 
surgical/medical admissions should be included as a variable to add to the explanation of 
changes in the cost per day. 
 

 

                                                 
3 Data Room file “2.2.1 CC HMI Admission CPE Model”. 
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3. Supply Induced Demand 
 
 
 

3.1 Overall comments regarding analysis undertaken 
 
The HMI notes in Paragraph 1 of Chapter 8 that: 
 
“the HMI has demonstrated that a large part of healthcare cost escalation is driven by 
increases in the volume of services performed…This utilisation increase remains even after 
taking into account measures of underlying need…” 
 
We refer to the In-hospital cost attribution analysis table in the previous section and note that 
only 0.14% of overall in-hospital admissions could not be explained by patient need. Once 
day cases have been removed from this analysis, the unexplained factor become negative. 
We therefore struggle to see how HMI justified their commentary at the start of Chapter 8.  
 
We note that there is a positive unexplained admission rate increase for day cases, although 
it is still impossible to determine whether this is because of changes in casualty visits or 
actual day cases. However, the HMI has not distinguished between day and overnight cases 
in their commentary or analysis undertaken in Chapter 8.  
 
We note that the HMI defined supply-induced demand as service providers recommending 
more rather than fewer services to maximise revenue. Given that there is almost no 
unexplained increase in overnight admissions, one would assume that there is no supply-
induced demand. Alternatively, there is supply induced demand at a maximum level of 0.57% 
excluding 2011, which would not be a “significant cause of cost escalation” as suggested is 
being tested in paragraph 5.  
 
We note that paragraph 5 suggests that supply induced demand may also result in longer 
lengths of stay. This is less likely than increased admissions because of the following: 
 

• A surgical specialist (we focus on this group given that the majority of the analysis in 
Chapter 8 focuses on surgeries) will receive the majority of their income for the 
surgery, which will take place on day one. If a surgeon was looking to maximise 
revenue, he/she would keep the length of stay as short as possible and operate on a 
new patient as often as possible. 
 

• Whilst a medical scheme may struggle to influence the hospital admission, they are 
able to influence the length of stay. The large medical schemes have case managers 
stationed at the main hospitals to ensure that patients are being treated in the 
appropriate setting for as short a period as possible.  

 
Given the above, the analysis would suggest that there is only a small aspect of cost 
increases that remain unexplained that could be explained by supply-induced demand, which 
is tested in Chapter 8 of the HMI Report.  
 

3.2 OECD overall hospitalisation rate comparison 
 
The HMI has looked to compare South African medical scheme hospitalisation rates with 
those of other OECD countries. It is noted in paragraph 9 that “In all of the comparator 
countries citizens have universal coverage through publicly funded national health or 
insurance schemes.” This is an important distinction. South African medical scheme 
members have selected to have medical scheme cover. As a result, medical schemes attract 
a disproportionate number of unhealthy lives when compared to the population as a whole. 
This is not the case in countries where cover is available to the entire population. This would 
result in a higher expected number of hospital admissions all other things being equal.  
 
We further note that no adjustment has been made for factors such as the proportion of 
females in child-bearing ages and the proportion of females in general.  
 
Figure 8.1 of Chapter 8 provides age-standardised hospital admission rates for the South 
African private sector and a subset of 17 OECD countries. 
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We have reviewed the calculations undertaken to produce the information for South Africa 
that is then compared to the other OECD countries. We firstly note that the analysis is not of 
all hospital admissions. The analysis is of overnight hospital admissions. An overall single 
reduction factor per year has been applied to the South Africa hospital admission figures to 
adjust for day cases. We have the following concerns with this methodology: 
 

• Concern has been raised that South Africa is not appropriately using day case 
facilities. Only analysing overnight medical scheme admissions therefore potentially 
overstates South African hospitalisation figures. 
 

• There is no age adjustment to the factor that is used to ratio down total hospital 
admissions to obtain overnight hospital admissions. However, the remainder of the 
analysis age adjusts the South African data. These methodologies are inconsistent.  
 

• It is unclear how the factor for the removal of day admissions was derived. The factor 
is not in line with the data.  
 

We have looked to correct the analysis by removing all day case admissions, including day 
cases that the HMI has recognised are in fact casualty cases. Day cases have been removed 
both on an overall percentage adjustment basis and for each specific age group, with the 
results compared. The table below shows day cases as a percentage of overall admissions 
as well as the initial adjustment factor used. 
 

 2010 2011 2012 2013 2014 

Overnight admissions      

Day cases      

Total hospital 
admissions 

     

Percentage of day cases      

Initial day case 
adjustment made by HMI 

     

 
The table below provides the updated admission rates for South Africa. 
 
Revised admission rates per 100,000 

 2010 2011 2012 2013 2014 

Initial admission rate      

Overall percentage 
adjustment 

     

Adjustment by age      

 
The results using the two different methodologies are consistently XXXX different. We have 
used the higher rate in the revised graph shown overleaf. The graph shows a very different 
position than provided in the HMI Report.  
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Overnight hospital admissions only 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
We have further compared the overall hospital admissions for each country by rating up the 
overnight hospital admissions to allow for day cases using OECD day case admission data 
available for 2010 and 2015. The graph is shown overleaf.  
 
Whilst both graphs continue to reflect that South Africa is above the average, it is in line with 
other countries considered.  
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Total hospital admissions 
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3.3 OECD discretionary procedure comparison 
 
The analysis of arthroscopies has been undertaken to include all South African arthroscopies 
even though OECD international data is only available for total knee replacements and hip 
replacements. In order to compare total South African arthroscopies to OECD data, XXXXXX 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXX.  
 
We have therefore recalculated the arthroscopies by comparing South African hip and knee 
procedures to OECD country hip and knee procedures. The results are provided below. 
 

 

 
 

  

 

 
 

 

 
 

 
The above table shows a completely different picture when compared to those reflected in 
the HMI Report. In particular, XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 
XXXXXXXXXXXXXXXXXXXXXXXXXXX. 
 

3.4 Supply-induced demand discretionary procedure listing 
 
The HMI has chosen a list of hospital admission types where the admissions are considered 
to be “non-life threatening and non-emergency” and therefore provide the doctor with a lot of 
discretion in terms of admission. In this regard we note the following: 
 
It is uncertain how all paediatric admissions can be considered as non-life threatening. We 
note that the results in Figure 8.11 and Figure 8.12 differ for paediatrics despite all claims 
being included as discretionary. If all claims are included, then the results of the two analyses 
should be the same.  
 
We note similarly that Figure 8.11 and Figure 8.12 differ for psychiatry despite all claims 
being included as discretionary. If all claims are included, then the results of the two analyses 
should be the same.  
 

3.5 Predictor variables 
 
We note that the chronic condition predictor variable again utilises the “narrow disease 
burden” and therefore carries the same limitations as highlighted in Section 2.2 above.  
 
The scheme plan variable is said to evaluate options on a 4-point scale of coverage based 
on the average age-adjusted premium. XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXX 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXX 
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The results of the scheme plans have not been included in the report and no commentary 
has been made. It is therefore assumed that this variable was ultimately not used.  
 
We note that Table A8.1 provides the hospital specialties included under “Total doctors” for 
the overall hospitalisation model. It is unclear why the following medical specialists have 
been excluded as they account for a significant portion of admitting medical specialists: 
 

• Independent Practice Specialist Obstetrics and Gynaecology (from 743 specialists in 
2010 to 794 specialists in 2014) 

• Maxillo-facial and Oral Surgery (from 110 specialists in 2010 to 126 specialists in 
2014). 

 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXX. 
 

3.6 Conclusions reached 
 
The conclusions reached are based on a narrow disease burden analysis, where broad 
concern has been raised by the health care industry. Further, it is unclear why one of the 
largest specialist groups would be excluded.  
 
We note that if the analysis is not impacted by the above factors, finding a positive 
correlation between the number of hospital beds, doctors and number of admissions does 
not mean that there is supply-induced demand. In particular, one would expect doctors and 
hospitals to be placed in areas where the demographic profile of the membership in the area 
increases expected hospital admissions. As an example, an area with a large proportion of 
older beneficiaries can be expected to have a higher number of orthopaedic beds and 
doctors. 
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4. Other report statistics 
 
 
 

4.1 Introduction 
 
The HMI provides a number of comparisons of the number of medical practitioners in the 
private sector compared to the public sector and other countries. However, these statistics 
are often not compared to the number of medical practitioners required or considered 
“normal” and the suggestion instead is that the private sector has too many medical 
practitioners, resulting in supply-induced demand. This section looks at some of the statistics 
and international research that would suggest that the levels within the South Africa private 
sector are in line with expectations. 
 

4.2 General practitioners 
 
Table 3.3 of Chapter 3 shows the estimated number of health professionals in the private 
and public sector. The number of general practitioners in the private sector are estimated to 
be 8,768. The report notes that “these estimates may not be an accurate reflection of the 
situation as they do not reflect the substantial number of public sector practitioners who also 
work in the private sector”. This suggests a substantial understatement of the 8,768. 
However, later in paragraph 25 of Chapter 7 of the report the HMI shows that only 8,000 
general practitioners submitted claims in 2014. This shows that in fact the statistics in Table 
3.3 are overstated and that the ratio of 0.99 per 1,000 beneficiaries is likely closer to 0.92 per 
1,000 beneficiaries.  
 
The World Health Organisation (‘WHO’) tracks countries with less than 1 physician per 1,000 
population4, which would suggest that this is their minimum benchmark. Further, WHO notes 
that upper middle to high income countries (South Africa is considered by WHO to be an 
upper-middle income country and would certainly be categorised at this level or higher if only 
private health care members were considered) have between 1.61 and 2.87 physicians per 
1,000 beneficiaries5.  
 
The private health care industry is below this benchmark. Therefore, the concern is not that 
the private health care sector has too many physicians but rather than the public health care 
sector has too few. In particular, the public health care system is well below the average for 
low income countries of 0.5 per 1,000 beneficiaries. 
 

4.3 Nurses 
 
Nursing statistics are somewhat more complicated given that nurses can be employed in a 
number of environments, including primary health care and hospital care. It is therefore 
important to adjust for what type of nurses are being considered to make comparisons.  
 
If one assumes that all private health care sector nurses are employed in a hospital 
environment (which is an over-statement of the allocation of nurses to hospitals), then the 
39,904 nurses represent 1.1 nurse per hospital bed.  
 
The UK shows levels of above 2 nurses per day hospital bed as potentially insufficient to 
meet the Care Quality Commission’s standard for adequate staffing levels6. This is almost 
double the current levels in the South African private health care system. 
 
We note that the 39,904 nurses represent 4.5 nurses per 1,000 beneficiaries. This is again in 
line with WHO statistics for upper-middle income and high-income countries of 2.6 and 8.8 
respectively5. 

                                                 
4 http://www.who.int/gho/health_workforce/physicians_density_text/en/ 
5 WHO World Health Statistics 2015 
6 https://fullfact.org/health/more-nurses-hospital-bed-whats-catch/ 
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4.4 Medical specialists 
 
The HMI notes in paragraph 13 of Chapter 7 that “many of the stakeholder submissions to 
the HMI referred to an undersupply of medical practitioners in South Africa…There is no ideal 
number on which all agree.” 
 
We agree with the above statement. However, whilst it is difficult to agree on the ideal 
number, one can compare the number of medical practitioners to the number available in 
other countries to determine whether South Africa is broadly in line with the other OECD 
countries considered throughout the HMI Report. The table below compares the number of 
specialists in 2012 for specified countries7. South Africa statistics have been based on 
specialist numbers included in the HMI Report. 
 

Country 

Number of specialists 

per 10,000 beneficiaries 

All specialists Paediatricians 

Belgium 17.82 1.24 

Denmark 16.30 0.70 

Ireland 14.91 0.99 

Spain 24.10 2.57 

France 18.15 1.20 

Italy 29.00 2.84 

Luxembourg 19.74 1.56 

Austria 25.05 1.55 

Portugal 21.37 1.69 

Finland 19.31 1.46 

Sweden 21.47 1.03 

United Kingdom 19.42 1.49 

Average 20.55 1.53 

South Africa 8.16 0.58 

 
We note that the number of specialists per 10,000 beneficiaries is less than half of the 
average and lower than all countries considered in the above table. This applies equally for 
all specialists and for paediatricians in particular.  
 
It is possible that the older age profiles of the above countries necessitate more specialists, 
although the age differential is unlikely to fully explain this large difference. In contrast, South 
Africa has a younger age profile than the other countries considered, and one would 
therefore expect more paediatricians than the average. This is not the case. 
 

4.5 Hospital beds 
 
The World Health Organisation World Health Statistics 2009 show upper-middle income and 
high-income countries having on average 42 to 59 hospital beds per 10,000 population8. The 
South African private healthcare sector has 49 hospital beds per 10,000. 
 

                                                 
7 https://ec.europa.eu/eurostat/web/health/health-care/data/database 
8 WHO World Health Statistics 2009 
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4.6 Distribution of medical practitioners 
 
Paragraph 33 of Chapter 7 notes that “the distribution of medical practitioners across the 
population is uneven”. In this regard we note the following: 
 

• Specialists, surgical specialists in particular, are likely to be based around hospitals. 
One would therefore not expect to find surgical specialists in areas where there are no 
hospitals and would equally expect to find more specialists in areas where there are 
more hospitals. The statistics reflected in Figure 7.3 should be interpreted accordingly.  
 

• Specialists and hospitals are more likely to be based in areas where the demographic 
profile of the population results in a health profile that would be expected to require the 
services of the specialists. The allocation of specialists by district should therefore be 
considered in the context of the average age and overall demographic profile of the 
insured population in each area. 
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5. Bargaining power 
 
 
 
5.1 Data used for average tariffs 

 
There are data inconsistencies in the information used to review the “average tariffs”. 
 
The table below shows the average increase in the basket of tariffs achieved by XXXXXXX 
from 2012 to 2013 and from 2013 to 2014. 
 

Hospital group 2013 2014 Comment 

Netcare XXX XXX XXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 

Life Healthcare XXX XXX  

Mediclinic XXX XXX  

 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX. The “average tariffs” for each 
scheme, and not the individual tariff items, were provided in the data room. It was therefore 
not possible to review the above in detail to identify the potential error. 
 
We recommend that HMI review the files for anomalies in order to ensure accuracy of the 
data. This may impact on the results of the overall analysis. 
 

5.2 Size of negotiators - examples of smaller schemes that are able to negotiate favourably 
 
Paragraph 296 of Chapter 6 of the HMI Report notes that: 
 
“More notably, analysis shows that smaller schemes which had not outsourced negotiations 
to administrators were still able to achieve low tariffs through successful implementation of 
network arrangements with the respective hospital groups.” 
 
It is also worth noting that there are specific examples, such as XXXXXXXXXXXXXXXXX, 
who has consistently appeared in the Top 4 in terms of negotiating the lowest increases with 
XXXXXXXXXXXXXXXXXXXX for 2012 to 2014. This is despite having XXXXXXXXXXXXXX 
XXXXXXXXXXXXXXXXXXXXXXXXXXXX during this period. 
 
Paragraph 290 and Paragraph 291 of Chapter 6 conclude the following: 
 
“The results show a strong negative relationship between negotiator size and tariff, with the 
result largely driven by these two large negotiators – Discovery Health (the administrator) and 
GEMS. The evidence shows that the two larger negotiators have a larger degree of 
countervailing power in negotiations relative to schemes below a particular membership 
threshold. Over time, this has translated into lower tariffs for GEMS and Discovery Health. 
 
However, the evidence also shows a wide range and dispersion of tariffs achieved across 
small and medium sized schemes, which illustrates that factors other than size are important 
in tariff determination.” 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX: 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXX 
 
In our opinion, the above findings need to be emphasised in the final HMI Report. 
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5.3 Ability to channel patients - Networks options as a means to control costs 
 
Paragraph 297 and Paragraph 298 of Chapter 6 of the HMI report notes: 
 
“The results also show that there is no significant difference for non-network tariffs between 
schemes which offer a network option and those that do not. Where there is a difference, it is 
schemes that have a network option as part of their offering which receive relatively lower 
tariffs for their non-network options compared with schemes that do not offer a network 
option. 
 
Therefore, the results confirm that the introduction of network options has resulted in 
increased funder bargaining power during negotiations which has resulted in lower tariffs for 
these options. This appears to have been an important development in the market from a 
tariff perspective and has resulted in increased competition among hospital groups.” 
 
We strongly agree that schemes of all sizes have been able to negotiate favourably with the 
various hospital groups through the use of networks and designated service provider status, 
resulting in lower tariffs. 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX: 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXX 
 
This is a positive finding that indicates that funders are actively searching for hospitals and 
areas in which they can negotiate better rates for their members. This is not discussed in the 
HMI Report findings. 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXX 
 
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX
XXXXXXX 
 
This is an important conclusion that in our view should be included in the final HMI report to 
reflect the way in which tariff negotiations are conducted and implemented by the hospital 
groups. 
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6. General report commentary 
 
 
 
6.1 High hospital tariffs 
 

The HMI has suggested that the base tariffs that were in place for hospitals when the 
National Health Reference Price List (‘NHRPL’) ceased to exist were too high and that future 
increases on these base tariffs have been excessive. This excessive pricing would suggest 
excessive profits. However, the HMI acknowledged that these excessive profits do not exist. 
HMI then argues that profits do not exist because hospitals are inefficient. However, this 
argument is not substantiated.  
 
The above argument does not make economic sense. All hospitals cannot be and remain 
inefficient. Medical schemes look to create networks with hospitals that can charge the most 
competitive prices. Competitive pricing encourages hospitals to improve efficiency to 
maintain margins despite the competitive pricing. If hospitals continue to be inefficient their 
profits would reduce, or their tariffs would have to increase. Inefficiency across the entire 
market would encourage new entrants who are efficient, forcing existing hospitals to follow 
suit. 

 
6.2 Inefficiencies within the top three hospital groups 
 

Paragraph 350 of Chapter 6 notes that the cost per admission for NHN and other 
independent hospitals is lower than the cost per admission for Mediclinic, Life and Netcare. 
Although the HMI acknowledges that this may be as a result of case mix differences, the HMI 
concludes that the “higher unexplained costs per admission reflect some inefficiencies 
inherent in the system, particularly as they are not aligned to decreasing LoS.” 
 
There are a number of concerns regarding this conclusion reached. In particular: 
 

• As noted in Section 2, length of stay for overnight admissions is not decreasing. 
 

• The analysis explaining the factors that have resulted in cost increases from 2010 to 
2014 show that NHN has the highest percentage unexplained, even when only 
overnight admissions are considered. When one removes the admission rates (which 
may be explained by a shift in business between the hospital groups), NHN length of 
stay and level of care continue to have the highest unexplained factors of all hospital 
groups.  

 
Therefore, NHN has the highest unexplained cost increases per admission. It is therefore not 
possible to conclude that the other hospital groups are inefficient. 
 

6.3 Brokers 
 
Table 3.7 notes that it reflects expenditure on broker fees from 2005 to 2016. This is a mis-
statement. The amounts reflect broker, marketing and advertising fees for open medical 
schemes. 2016 broker fees as reflected in the 2016/2017 Council for Medical Schemes 
report are R1,905 million versus the R2,581 million reflected in the report. 
 
The R521 per beneficiary per annum (which equates to R95.52 per family per month based 
on an average family size of 2.2 in 2016 as noted by the Council for Medical Schemes) is 
higher than the maximum allowed in 2016 of R80 per family per month plus VAT (R91.20 per 
family per month). This again confirms that the amounts showed are not broker fees alone. 
Any commentary regarding the “steady rise” therefore needs to be reviewed. 
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7. Report recommendations 
 
 
 

7.1 Risk adjustment mechanism (‘RAM’) 
 
We are encouraged by the recommendation to implement a risk adjustment mechanism and 
consider it to be a critical aspect of ensuring continued competition in the medical scheme 
industry. Data collected by the Health Market Inquiry provides a comprehensive set of data to 
determine the cost of the majority of Prescribed Minimum Benefit (‘PMB’) diagnoses, which 
has been part of the concerns regarding previous Risk Equalisation Fund work undertaken.  
 
It is recommended that the risk adjustment mechanism adjust payments between schemes 
to allow for member compliance. The Health Market Inquiry data will show that the cost of 
ongoing treatment of PMBs differs significantly depending on member compliance. Schemes 
should be encouraged to ensure member compliance by not receiving full reimbursement if 
compliance has not been achieved. If this is not implemented, schemes will be encouraged 
to register members but not to ensure compliance.  
 

7.2 Tax credit regime 
 
We support the need for a review of the current tax credit regime. 
 
However, we do not support the proposal that this mechanism is administered outside of the 
South African Revenue Services due to the following: 
 

• Medical Schemes do not have information on the income earned by the majority of its 
membership. Only in the case of income-rated options will this information be 
available. The typical source used to verify a member’s income would be an IRP5 
certificate or recent bank statements. A number of members are retired and are 
therefore unable to provide such information. Schemes requesting bank statements 
may not receive information regarding all bank accounts. There is therefore 
considerable opportunity for members to understate their income.  
 

• SARS currently has a global view of income earned. This includes rental income, 
investments that produce income and Trust income. 

 

• To avoid duplication of work it would therefore be necessary for SARS to share 
information with RAM. 

 
The report notes that “RAM would be able to integrate both a risk and income adjusted 
subsidy in a manner consistent with similar arrangements around the world.” This comment 
is valid where the government/regulator runs a National Health Insurance type structure 
where there is control over all aspects of health care provision. 
 
The risk adjustment mechanism chosen should equalise the risks across the various 
schemes and should be a zero-sum game. Income-cross subsidies is a funding-related issue 
and should be dealt with separately from any risk adjustment mechanism. 
 
HMI has not commented on the most appropriate risk adjustment mechanism or the income 
cross subsidies. We will provide comments on these once proposals have been formalised. 
 

7.3 Mandatory membership 
 
Page 461, paragraph 53 of the HMI report notes the following: 
 
“53.  We note that stakeholders submitted that mandatory membership of all people earning 
above a defined income threshold would reduce anti-selection risk. This is true and though 
the inquiry supports the principle of mandatory membership, we do not believe that it should 
be implemented within the current flawed system. At this stage, mandatory membership 
would simply add more beneficiaries into a system with high and rising costs, significant SID, 
limited competition and no incentives to create value for members.” 
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We note that HMI agrees with the submissions of various stakeholders that mandatory 
membership would reduce anti-selection. HMI also supports the principle of mandatory 
membership. 
 
A number of the responses provided to HMI have indicated that mandatory membership is 
expected to reduce the cost of contributions as this would limit anti-selective behaviour to join 
the system only when care is needed. Two of the largest administrators, Discovery Health 
Administrators and Medscheme Holdings noted the following: 
 

• Paragraph 155 on Page 105 of the HMI report notes “… Proponents of mandatory 
membership argue that if medical scheme cover was made mandatory for those above 
the tax threshold, the average cost of membership would come down by approximately 
10%.” This was presented by Discovery Health at the HMI Seminar on Regulatory 
Gaps in Healthcare Financing, 1 February 2018. 

 

• The response to Question 4 on page 5 of the Medscheme submission on the 
Healthcare Financing Regulatory Framework and the Impact it has on Competition in 
the South African Private Healthcare Sector noted “The inclusion of mandatory cover 
or contributions, with (1) the improved average profile of lives and (2) the resulting 
reduction in anti-selection, would reduce the contribution rates on average. Previous 
estimates suggest that this impact could amount to a 10% to 15% reduction in 
contributions.” 

 
The above concurs with the Cadiant Partners submission prepared for Life Healthcare on the 
HMI regulatory gap discussion paper where we showed that claims would reduce by 
approximately 15% should the medical scheme membership demographic distribution be the 
same as the personal income tax distribution. Mandatory membership would reduce claims, 
and therefore reduce contributions.  
 
There is general industry consensus that mandatory membership will result in a once-off 
reduction in contributions of a minimum of 10%. 
 
We provide feedback below on the comment that mandatory membership should not be 
implemented due to “high and rising costs, significant SID, limited competition and no 
incentives to create values for members”. 
 
It is important to separate the issues of mandatory membership from the “flaws” in the current 
system. 
 
High and rising costs 
 
The comment on “high and rising costs” in the system is addressed below.  
 
One of the significant factors that contributes towards annual medical scheme contribution 
increases is the impact of an ageing population and utilisation of benefits.  
 
The Council for Medical Schemes Circular 24 of 2018, titled “Evaluation of cost increase 
assumptions by medical schemes for the 2018 financial year” noted the following: 
 
Scheme utilisation demographic increase assumptions for 2018 (Page 8) 
 
“The weighted average assumed impact of utilisation and demographic changes on 
contribution increases across all medical schemes for 2018 was 3.33% which is lower than 
the 2017 assumed rate of 3.96%. The assumed impact of utilisation and demographic 
changes on contribution increases assumptions differed by 0.66 percentage points between 
open medical schemes (3.62%) and restricted medical schemes (2.96%).” 
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Medical scheme total increase assumptions for 2018 (Page 9) 
 
“The weighted average total assumed increase for 2018 across all medical schemes was 
8.82%, excluding the allowance for reserve loading by medical schemes.” 
 
The average utilisation and demographic changes factor of 3.33% accounts for 
approximately 38% of the average total assumed increase for 2018 of 8.82%.  
 
Introducing mandatory membership will result in a once-off reduction in the “high” level of 
contributions. It will also reduce the future impact of ageing on the medical scheme 
population. A slow-down of ageing and the limiting of anti-selection will result in lower 
average increases in expected future claims, resulting in lower average medical scheme 
contribution increases, thereby positively impacting on “rising” costs. 
 
Significant supply induced demand 
 
Section 3 of this report covers various aspects of the supply induced demand analysed by 
HMI. A number of inconsistencies in the analysis undertaken by HMI are highlighted, and the 
resulting conclusions reached by HMI are questioned. 
 
The analysis by HMI needs to be reviewed before this can be used as one of the primary 
reasons not to implement mandatory membership. 
 
Limited competition and no incentives to create value for members 
 
Medical schemes have a strong incentive to create value for members in order to attract new 
lives to the Scheme.  
 
Value for members extends to contribution rates, benefit design that meets the needs at 
various stages of life, access to high quality health care providers and hospital groups and 
the effective administration of medical scheme benefits. 
 
The above factors are all thoroughly investigated by Schemes on an ongoing basis to ensure 
that on 1 January of every year they are able to go to market with their best value 
proposition. We would encourage HMI to work with CMS to identify additional ways in which 
medical schemes can report on the above to reflect the extensive work that is undertaken on 
an annual basis. 
 
Further analysis of the above can be done concurrently with the implementation of 
mandatory membership. 
 
Summary 
 
We are pleased that HMI agrees that it is true that the implementation of mandatory 
membership of all people earning above a defined income threshold will reduce anti-
selection risk. 
 
We disagree that mandatory membership should not be implemented for reasons such as 
high and rising costs, significant supply induced demand, limited competition and no 
incentives to create value for members, as there is currently inconclusive evidence to support 
the above statement.  
 
Should HMI believe that the above factors need to be addressed in some form, we do not 
see why these cannot be addressed concurrently with the implementation of mandatory 
membership. 
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7.4 Scheme design 
 
The HMI has recommended that each scheme be required to offer a standardised ‘base’ 
benefit package. This package would be easily comparable across schemes. We agree with 
this recommendation. However, we raise concern that without standardised reimbursement 
and implementation of risk equalisation as addressed in Section 7.1, standardised benefits 
will not achieve the objective of increased comparability.  
 
Medical schemes currently set their own tariffs in terms of medical practitioner 
reimbursement. This tariff may not fully reimburse the member for all services rendered. The 
member is unaware of this difference in tariff when comparing scheme options. It is important 
that members are made aware of the tariff that will be paid for benefits included in the 
package. The same applies to reimbursement of medicine and the use of formularies. 
 

7.5 Proposed regional based medical schemes 
 
We note the recommendation to encourage small new entrants into the medical scheme 
market and in particular schemes focused on specific regions.  
 
It is unclear how this would work in practice. Currently open schemes are required to allow 
any member in the country to join. Regional schemes with agreed tariffs in the chosen region 
will therefore face difficulty when members outside of the region join and are allowed to use 
any provider for services because they are too far from a designated service provider. This 
would increase costs, forcing the scheme to price accordingly. Alternatively, if the scheme 
was allowed to restrict membership to a specified region, then the medical scheme would 
need to be registered as a restricted medical scheme.  
 

7.6 Waiting periods and late joiner penalties 
 
The HMI has reported that Alex Van Den Heever has suggested that the reason for the drop 
off in medical scheme membership between the ages of 20 to 30 is due to previously 
uninsured members being unable to afford medical scheme membership and that this “bigger 
dip for the black population will gradually level out as the income related patterns normalise.” 
This suggests that similar patterns currently exist for individual taxpayers and that as 
affordability at the younger age improves so will medical scheme membership. This seems to 
argue against the theory of anti-selection.  
 
The two graphs below compare medical scheme membership to taxpayers in 2006 and again 
in 2016. 
 
The graphs show a significant change in the proportion of individuals with medical scheme 
cover compared to those paying tax. The medical scheme membership has reduced relative 
to the percentage of tax payers at younger ages and has increased relative to the percentage 
of tax payers at older ages. This would suggest a shift in the medical scheme membership 
profile in the opposite direction to the shift that has occurred in taxpayer ages.  
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2006 membership comparison – individual taxpayers versus medical scheme members 
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2016 membership comparison – individual taxpayers versus medical scheme members 
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The above, as well as a number of other submissions referred to in the report, indicate levels 
of anti-selection. The HMI has acknowledged in paragraph 160 of Chapter 5 that, despite the 
above argument, “there are some people who refrain from joining a medical scheme even if 
they can afford it. However, medical schemes may implement underwriting to disincentivise 
this behaviour. The level of underwriting may thus need to be reconsidered and increased, if 
necessary.” The SID analysis further confirms this anti-selection.  
 
Despite the above confirmations, the HMI notes in paragraph 51 of Chapter 10 that “it is not 
clear to the inquiry (nor is known to stakeholders) is whether the current legal provisions 
against adverse selection…offset the financial implications of anti-selection.” and accordingly 
looks to recommend the removal of late joiner penalties and introduce discounts for new 
joiners younger than 35. We have the following concerns with this proposal: 
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• Stakeholders have provided significant evidence regarding the cost of anti-selection 
and calculations showing that late joiner penalties do not offset these costs. Removing 
late joiner penalties in their entirety will allow members to join a medical scheme not 
only when they require medical care but when they are able to determine that the cost 
of care will be higher than the medical scheme contributions given that there is no 
penalty going forward should the member choose to delay joining.  
 

• Late joiner penalties are currently costed when medical scheme contribution levels of 
determined. Removing this penalty will require that the remaining scheme members 
cover the cost, resulting in an increase in overall contribution levels for all members.  
 

• Scheme options are community rated. Any reduction in contribution levels for 
members under the age of 35 will re-introduce age-rating of contributions. A 
meaningful reduction in contribution rates in order to encourage members joining will 
result in an increased contribution for the remaining scheme members.  

 
Paragraph 52 of Chapter 10 notes the following: “The HMI affirms that non-risk benefits 
(such as medical savings accounts) should not attract any waiting periods as schemes do 
not bear any risk for any claims paid from non-risk benefits. Further, savings accounts cannot 
be part of the basic obligatory package.” 
 
Savings accounts form part of New Generation options. In the design of some of these 
options risk benefits are reintroduced once savings accounts have been exhausted. These 
risk benefits could be in the form of Rand limits or an allocated number of visits to doctors. 
The structure is such that benefits cannot be pro-rated over the year. The scheme is 
therefore at risk if savings are used during the waiting period and risk benefits are therefore 
accessed earlier than would otherwise have been the case. 
 
Savings accounts are usually allocated annually in advance or in the case of members 
joining half way through the year, half of the year in advance. The scheme is therefore at risk 
during the general waiting period that a member is able to access a full year of savings and is 
accordingly able to cover the cost of claims during the waiting period. If the member does not 
feel the impact of the waiting period he is more likely to accept this “penalty” when joining.  
 

7.7 Restriction of hospital market share 
 
The HMI has recommended that the top three hospital groups be restricted in terms of being 
unable to increase the number of beds in existing hospitals or start new hospitals until their 
market share has each reduced to 20%. It is unclear how this recommendation has been 
reached given that analysis undertaken in the report shows: 
 

• Hospital groups are not making high profit margins despite high market share 

• That high concentration of hospitals does not increase costs and in fact increases 
competition.  

 
The HMI has noted in paragraph 40 of Chapter 1 that Discovery Health administrators would 
not be encouraged to purchase a hospital because of the shared shareholders with 
Mediclinic. This suggests that the HMI would encourage medical scheme administrators to 
purchase their own hospitals. Medical scheme administrators are for-profit organisations and 
it is therefore unclear why medical scheme administrators owning hospitals would improve 
the cost of hospital admissions.  
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7.8 Hospital tariff setting 
 
Chapter 10 proposes that a multilateral tariff negotiation be undertaken by the Supply Side 
Regulator to determine reference tariffs and PMB tariffs for providers, including hospital 
groups. Whilst we agree that this approach would be valuable for practitioners, where it is 
difficult for each scheme to negotiate with over 7,000 specialists, we do not see arguments 
suggesting why this would be necessary for hospitals. Hospital groups currently negotiate 
separately with each medical scheme, with specified tariffs set sometimes by scheme option 
in order to accommodate, amongst other things: 
 

• Designated service provider arrangements 

• Network structures 

• Alternative reimbursement arrangements 

• Expected volumes of business. 
 
This bilateral negotiation structure has been successful to date, with the Bargaining 
Technical Annexure showing that scheme size is not a determining factor in negotiations, 
despite Discovery Health and GEMS being strong negotiators. Therefore, the only reason we 
can see why multiple tariff negotiations would be required is if HMI were looking to set 
hospital tariffs at a lower base than is currently in place. Section 6.1 has highlighted reasons 
why this would not be required.  
 
There is further concern regarding the suggestion that separate tariffs will be set for 
Prescribed Minimum Benefits (‘PMBs’) versus non-PMBs. Currently hospitals charge the 
same tariff regardless of the reason for admission. In contrast, practitioners often charge 
different tariffs for PMBs and non-PMBs because the medical scheme is required to cover 
PMBs at cost. If, in future, tariffs for PMBs are set at a national level and at a level 
considered to be too low for practitioners, practitioners may choose to charge higher tariffs 
for non-PMBs. This will have the opposite effect compared to what is currently happening – 
instead of practitioners coding non-PMBs as PMBs to ensure payment they may code PMBs 
as non-PMBs in order to be in a position to charge higher tariffs. It is unclear why the HMI 
would look to place hospitals in a similar position when potential code manipulation is not 
currently a risk in hospitals. 
 


