Workshop 1: Facilities market concentration and remedies
9 TH APRIL 2019

Agenda
1. DHMS overall experience
2. Roemer’s Law
3. DHMS experience when hospital beds increase

4. Co-ordinated licensing recommendations
5. Network principles
6. Concluding remarks

2

DHMS Experience 2010-2018
Increasing healthcare claims utilisation is the main driver
Average annualised inflation rates (2010 – 2018)
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If tariff differential was 0% since 2010:
Contributions would be 3.1% lower

Note: Updated with 2018 data
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If utilisation was constant since 2010:
Contributions would be 33.8% lower
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DHMS Experience

Hospital admission rate over time
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• Actual hospital admission rates progressively exceed expected admission rates
• The “expected” figures indicate what the admission rate should have been, taking into account changes in plan mix, age, gender,
chronic status and tariff structures
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Roemer’s law: “..in an insured population, a hospital bed built
is a filled bed…” cited extensively
quantified in the literature
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US and UK trends in hospital bed supply and utilisation
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European trends in hospital bed supply and utilisation
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Quantifying the Financial Impact of New Hospitals
CASE MIX
A measure of the type
and severity of hospital
admissions.

To understand how new hospitals have
contributed to the residual cost experience, we
need to look at the change in bed day
utilization within the tertiary referral regions,
then compare regions with new hospitals
opening with regions that do not have new
hospitals opening
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Methodology

New Hospital Opens
12 months post

12 months prior

Members in
Referral Region
of the new
hospital

VS.
Members
outside Referral
Region of the
new hospital

Risk Adjustment
Comparisons Metric
Bed days
Demographic profile
considered:
Plan, age, gender and
chronic profile
Random Forest
Algorithm

Compare benchmark distribution increase
to actual increase: If the utilization change
is statistically significantly different (95% CI),
attribute excess bed day change over and
above mean change of the comparator
population as the financial impact of the
new facility opening
Population A

Population B

Population C
95% Confidence Interval
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Results of regional analysis
Cumulative increase in bed days per 1000 lives
16%

14%

Cumulative Increase Percentage
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General upward trend in
admission rates
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Average of Increase (24,36) to (36,48)

Month period of increase where zero is the point of new hospital

Total - Not Significant
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Total - Regions without New Hospitals

Utilisation levels in tertiary referral regions with new facilities continue to increase at higher
rates compared to other regions after the first year of the facility opening
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Length of stay trends

(medical and surgical excl neo-natal)
Average length of stay
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Financial impact
More hospital beds lead to higher admission rates and longer length of stay in the whole region.
Over a 10 year period (2008 to 2018), the cumulative financial impact was an additional R 3.3 billion.
There is no evidence that this additional expenditure improved access to care or quality of care
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Another perspective of DHMS experience (2010-2016)
Growth of private hospital beds has outstripped
the growth of the insured population.
Total bed days per 1 000
lives

7.4%

40.7%

+23%

962,9

781,7

Before new
hospital opening

After new
hospital opening
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Co-ordinated licensing
▪ Provisional HMI report recommends a centralised licensing framework informed by Certificate of
Need criteria; and supported by prescribed reporting from the licenced establishments.
– DH supports the proposed principles for centralised licensing and an approach based on a
scientifically sound methodology and that is implemented consistently across the country.
– Number of hospital beds per risk adjusted capita in a region more important than issues of
market concentration or dominance.

▪ Additional factors to strengthen the application of a centralised licensing framework:
– Consultative process
– Accurate regional population data for risk-adjusted needs analysis
– Accurate assessment of available healthcare supply per region
– Review of PMB package to include more value-based healthcare at primary level
– Mandatory reporting on health outcomes
– Regulatory support for alternative reimbursement mechanisms
– Ongoing reporting and compliance monitoring (OHSC)
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Designated Service Provider (DSP) networks
▪ Tariff negotiation for hospitals, facilities and pathology should continue to be done through bilateral
negotiations
– Allows for competitive forces and contracting for value (quality measurements)
▪ Networks need to be structured to arrive at the correct balance of member access, healthcare
quality and cost-effectiveness.
▪ Example: Network savings passed on to members for Delta options
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Network principles – selected recommendations
1.

Transparency of network agreements will be promoted by sharing information that includes pricing
information
– There is a risk of unintended consequences if pricing information is shared – more likely to increase
prices than reduce them, and to undermine competition, with adverse consequences for members.

2.

Networks constructed on an open tender basis
– Useful tool - providers willing to commit to requirements – quality, cost and access
– But there needs to be channelling of volume consistent with above principles for value to members
– Leads to a more inclusive approach but needs to be balanced with associated costs

3.

Amendments to HPCSA rules
– Strongly supported. In order for network arrangements to reduce fragmentation of care, the HPCSA
rules must be amended to permit doctor employment and global fees.

4.

Facility and pathology DSP arrangements limited to two years, and subject to open tender processes.
– Not clear that this constraint would benefit schemes or members
– Removes flexibility and competitiveness from bilateral negotiations

5.

Agree that ARM expenditure should be expanded (DHMS ARM spend in 2017 was 14% of total)
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DH supports the promotion of alternative models of care
PARAGRAPH 30 OF PROVISIONAL REPORT

▪ Multidisciplinary team-based care
▪ Investing in models of care where appropriate providers provide primary care
▪ Re-affirming/strengthening the care co-ordinator role of GPs
▪ Investing into innovative delivery systems
▪ Employment of doctors in specific value-based quality-assured managed care service provision
▪ Designing alternative reimbursement models that shift more of the risk of excess utilisation onto providers
▪ Essential that HPCSA rules change to support ARMs
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Subsequent experience
▪ Hospital expenditure for DHMS (paid claims)

Other
NHN
Life, Netcare, Mediclinic

2015
2.7%
13.3%
84.0%

2016
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2017
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2018
2.4%
15.4%
82.2%

Change
2015-2018
-0.4%
2.1%
-1.7%

▪ Expansion of ARMs hampered by HPCSA rules
▪ DSPs / Networks play important role in countervailing power and promoting quality of care through contracting
requirements
▪ Approaches for addressing concentration (in addition to licensing regime):
– Addressing types of beds - reductions in acuity follows international trends
– Facilitating ARMs that incorporate practitioners – does not necessarily mean employment
– PMB at cost provisions create perverse incentives for practitioners to admit
– Expand access to cover (PMB review and low cost cover mechanism)
– Contracting to provide/enhance public sector capacity
▪ DH supports use of registered beds for analysis
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Concluding observations
▪ Clear evidence of increasing effects of supply side factors (in addition to demand side factors)
▪ Non-proportional remedial measures can have unintended consequences
▪ Scientific approach to co-ordinated licensing required
▪ Monitoring outcomes vital for quality care
▪ Network approach appropriate for managing quality and driving cost efficiency
▪ Funders should be able to engage in bilateral arrangements with corporate healthcare providers
▪ Enforced open tenders and price transparency more likely to undermine competition and increase
prices than to benefit consumers
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