A HEALTH EXPENDITURE REVIEW OF THE SOUTH AFRICAN

PRIVATE HEALTH CARE SECTOR FROM 2003 TO 2006

Submitted to:

NELSON R. MANDELA SCHOOL OF MEDICINE

UNIVERSITY OF KWAZULU-NATAL DURBAN

SOUTH AFRICA

For:

Submitted in partial fulfilment of the academic requirements for the degree:

Masters in Medicine (Public Health) in the School of Family and Public Health

Medicine, University of KwaZulu-Natal

BY
Dr Nisha Nadesan-Reddy
Student No: 973124603
2010

SUPERVISOR

Professor Indres Moodley




ABSTRACT

Introduction

South Africa has a two tiered health care system: a private sector catering for seven of
the 47 million people and public sector providing care to the majority. The private sector
consists of for-profit providers that are funded either through medical schemes, health
insurance policies or out of pocket expenditure. To attain the goal of the health care
system of improving health, it is essential that healthcare financing is understood. The
provision of quality, accurate and comprehensive financial data is necessary for the
efficient mobilization and allocation of financial resources. Health Expenditure Reviews

and National Health Accounts provide such invaluable information.

Aim
To provide a trend analysis of health financing and expenditure data for the private health
care sector in South Africa from 01 January 2003 to 31 December 2006.

Methods

This study is employs an observational, descriptive cross-sectional design.

The methodology used in the study is adapted from the World Health Organization’s
guide to producing National Health Accounts. Data was obtained from the Council for
Medical Schemes annual reports and from Statistics South Africa Income and
Expenditure Survey. The annual average medical inflation for each of the years was

removed from the nominal value so that a real trend analysis could be observed.

Results

For the four year period, the overall cost-drivers of consolidated schemes were private
hospitals (31.0-35.0%), medical specialists (20.0-21.0%), medicines dispensed out of
hospital (17.0-22.0%) and non-healthcare expenditure like administration and broker fees
(14.0-15.0%).



From the households’ consumable expenditure on health, 37.0% was spent on medical
services, 35.0% on pharmaceutical products and 11.0% on hospital services.

Discussion

The majority of expenditure in the private sector is through medical schemes. The
precise amount spent by households is unknown due to the lack of data but it is a large

amount for the South African household.

Proper National Health Account Matrices could not be constructed since access to data

was limited, not routinely available and not disaggregated at the required level.

Recommendations

Better quality information on out-of-pocket household expenditure and expenditure in the
traditional sector is needed. To improve access to the private sector, the proposed policy

and legislative changes need to be implemented.
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CHAPTER I

1.1 ORGANIZATION OF THIS REPORT

This dissertation has six chapters. The first chapter introduces the concepts of National Health
Accounts (NHA) and Health Expenditure Reviews (HER). It expands on the South African
context for the report, describes the organisation of the present health care system and finally
looks at the purpose and specific objectives of the report. The second chapter presents the
literature review. It details the framework of a health system and looks at the financing of such
a system. It also discusses in depth the framework and concepts of National Health Accounts.
Chapter three describes in detail the methodology and data sources used in this research report.
Chapter four presents the results of the Health Expenditure Review of the South African private
health care sector for the four year period from 2003 to 2006. Chapter five discusses the results
in relation to the research objectives and the National Health Accounts framework. The
limitations of the research are also presented in this chapter. Finally, chapter six concludes the

report and makes recommendations for improving a similar study in the future.

1.2 INTRODUCTION

This chapter draws a distinction between National Health Accounts (NHA) and Health
Expenditure Reviews (HER) and describes the importance and purpose of such financial
reports. The background describes the country of South Africa in terms of its socio-economic,
epidemiological and health indicators. This is followed by a description of the present day
South African health system and the challenges that it faces. Finally the purpose and objectives

of this study are discussed.

NHA consists of two components: Health Expenditure Reviews and the health finance

outcome indicators associated with health expenditure.
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Health Expenditure Reviews provide health-related financial information quantifying the total
expenditure on the health sector, the sources of health finance, how much each source

contributes to the health sector and how these funds are spent. *

NHA are a progression of Health Expenditure Reviews using the same analytic framework and
presenting the same type of data. The difference between the two is reflected in the particular
methodology with data collection for Health Expenditure Reviews usually being once-off while
NHA rely more on statistical modelling since they are compiled on a continuous basis." NHA
also includes the financing intermediaries which are the organisations that receive funds from

sources and pay for or purchase health care with those finances. *

Health Expenditure Reviews and NHA evaluate the size of the health sector relative to other
sectors in the country, the pattern of the flow of funds within the health sector, the distribution
of health care financing between the different sources (public, quasi-public and private) and the
different financing intermediaries and the distribution of expenditure. This evaluation provides

information on the efficiency and equity of health care financing.

This descriptive cross-sectional study was commissioned by the South African National
Department of Health (NDOH) to undertake a health expenditure review of the South African
Public and Private health care sector for the following four financial years i.e. 2003, 2004, 2005
and 2006. This study focuses on the private health care sector only. The public health care

sector expenditure review will be dealt with in another report.

The purpose of the study is to describe and analyze the flow of funds into the services and

activities in respect of the private sector for the above-mentioned years.

1.3 BACKGROUND

As part of the background, the country of South Africa will be described so that the Health

Expenditure Review can be understood in terms of the context in which it occurs.
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1.3.1.1 The South African Context

The country of the Republic of South Africa will be described in terms of its geographical
location, its socio-economic and epidemiological profile in terms of the health status of its

people.

1.3.1.2 Geography

South Africa, located at the southern most tip of the African continent, is bordered by the
Atlantic Ocean on the west and the Indian Ocean on the south and east. Its immediate
neighbours are Namibia in the northwest, Zimbabwe and Botswana in the north, and
Mozambique and Swaziland in the northeast.® South Africa has a population of almost 47.8
million people* comprising four predominant ethnic groups: African 75.2%, White 13.6%,
Coloured 8.6% and Indian 2.6%. It has eleven official languages and is rich in cultural and

religious diversity.

South Africa is demarcated into nine provinces: Gauteng, Northern Province, Mpumalanga,
North West, KwaZulu-Natal, Eastern Cape, Western Cape, Northern Cape, and the Free State
(Figure 1). Each province has urban and rural areas. These have been further demarcated into
52 health districts (Figure 2).
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Source: South African Health Review, 2007°
Figure 1: Map showing South Africa and the nine provinces
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Source: District Health Barometer 2006/07*
Figure 2: Map of 52 health districts of South Africa, as per 2006 demarcation

1.3.1.3 Socio-economic Indicators

South Africa is classified as a middle-income, emerging market with an abundant supply of
natural resources that include inter alia, gold, iron, coal, copper, platinum, and gem diamonds
It possesses well-developed financial, legislative, communications, and transport sectors. A
modern infrastructure supporting an efficient distribution of goods to major urban centres
throughout the region constitutes a significant asset. The South African macro-economic
policies focus on targeting inflation and liberalizing trade so as to increase job growth and

household income.

6
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However, due to the legacy of apartheid, there remain remnants of inequity, inequality and poor
access leading to poverty, high unemployment and a lack of economic empowerment among

the disadvantaged groups.

According to the 2001 Census, 57.5% of the population lived in the urban areas while the rest
reside in the rural areas. Its population typically reflects the demographic features of a
developing country, with 32.1% falling below the age of 15 years while only 7.3% are over the
age of 60.” According to a 2006 report for the Department of Social Development, the average
unemployment in the rural areas was 79.1% whilst 62.6% experience this social phenomenon in
the urban areas.” However, the unemployment rate according to the official definition is merely
25.5%.

In 2006, 14.5% of the population resided in informal housing, with 63.5% using electricity for
cooking and 85.8% having access to piped water.” There nevertheless remain 9.5% of
households that have inadequate sanitation i.e. no toilets.” Currently, 10.4% of the population
aged 20 years and older have undergone no schooling, the majority of these being both female
and from the Black population group.’

Approximately half of households (47.2%) lived on an income of less than R800.00 per month
in 2005.* The Gini coefficient, which is a measure of income inequality, was 0.685 in 2006 (1
being total inequality).”

1.3.1.4 Epidemiological Profile and Health Indicators

South Africa is committed to the Millennium Development Goals (MDGs) which aims to
decrease infant, children under 5 and maternal mortality by 2015. Target 8 of MDG 5, aspires
to halting and reversing the spread of Tuberculosis (TB), Malaria, Human Immunodeficiency
Virus (HIV), Acquired Immune Deficiency Syndrome (AIDS) and other infectious diseases by
2015.% Despite this, South Africa remains one of four countries in which life expectancy at

birth has decreased by four years or more between 1990 and 2001.” According to Statistics
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South Africa, the life expectancy at birth for females was 51.7 years in 2007, while that of
males was 48.4 years.” Such data regarding the longevity of the general population has been

largely attributed to the burden of infectious disease, particularly HIV.

According to the World Health Report of 2006, South Africa spends 8.4% of its Gross
Domestic Product (GDP) on health.® This figure represents a high proportion for a middle-
income country according to international standards.'® According to the same report,
government’s expenditure on health is 3.2% of the GDP which is 38.6% of the total expenditure
on health. The South African government allocated R59.2 billion from their annual budget for
health in the public sector in 2007/08. This amount constitutes 3.1% of GDP and 11.1% of
government expenses.** However, when compared to other middle-income countries, the
health status indicators in South Africa score worse in comparison with certain other middle-
income countries that spend a smaller percentage of their GDP on health, such as Brazil, Cuba
and Thailand (Table 1).
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Table 1: Comparison of health care expenditure and health status indicators in certain high and middle

income countries

Country | Health care expenditure | Life expectancy ‘ Infant mortality rate per
as % GDP, 2002 at birth, 2003 1000 live births, 2003
South Africa 8.3 48 53
Australia 9.5 80 B
Canada 9.6 80 5
United Kingdom 1.7 78 5
Brazil 7.9 71 33
Chile 5.8 78 8
China 5.8 72 30
Costa Rica 9.3 78 8
Cuba 7.5 77 B
Egypt 49 70 a3
Estonia 51 i 8
Malaysia 3.8 73 7
Thailand 4.4 70 23

Source:  UNDP 20052 WHO National Heolth Accounts database®
Source: Chapter 3, South African Health Review, 2007

In 2005, the South African infant mortality rate was recorded at 53.6 per 1000 live births and
according to the Actuarial Society of South Africa (ASSA) 2003 model, was estimated to be
46.1 per 1000 live births in 2007.” In 2005, the under 5 mortality rate was 72.1 per 1000 live
births. This mortality rate was either equivalent or higher than other developing countries that
do not have access to the financial resources and existing infrastructure present in South Africa.
The most common causes of death were lower respiratory tract infections, gastroenteritis and

septicaemia. In 60.0% of such cases, a link to HIV being present could be established.’

The number of maternal deaths in South Africa has also been increasing over the past few
years. The maternal mortality in 2003 was 1154 (Maternal Mortality Ratio = 110).” This figure
was higher than the number reported in 2001 and 2002 of 990 and 1078 respectively, and was

partly attributed to an improvement in reporting following the Saving Mothers report.” The
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increase occurred also as a result of an increase in non-pregnancy related infections, the

majority of which are HIV related.

HIV and HIV-related infections represents the major health challenge facing the South African
health system owing to the health consequences of the disease and its impact on other aspects
of the individual’s life, their family and the community. It is estimated that 64.0% of the 39.5
million people living with HIV in 2006 live in Sub-Saharan Africa *® and that South Africa is
firmly located at the centre of this pandemic. The majority of these victims of the pandemic
include the vulnerable i.e. Black Africans, women, children, the economically active age group,
those residing in rural and informal areas and those falling within the poverty bracket.
According to the 2006 antenatal sero-prevalence survey, the HIV prevalence was estimated to
be 29.1%. Approximately a quarter of those infected (23.1%) were in the age group 15-24
years.” The highest HIV prevalence rates, according to this survey, were in the KwaZulu-Natal
(39.1%) and the Mpumalanga provinces (32.1%).’

There is also a high rate of HIV and Tuberculosis co-infection in South Africa. As a result
thereof, the country contributes approximately 80.0 to the global burden of TB cases and ranks

as seventh out of 22 high-burden TB countries.*

Therefore, the HIV hyper-epidemic possesses far-reaching social consequences beyond merely
the health sector and has resulted in an excess of a million children being orphaned.” This
desperate situation has furthermore impacted on the South African economy with the inevitable
loss of productive employees and skilled labourers. There are currently a significant number of
child-headed households and more people are requiring social grants, creating a further

financial burden on an already resource-strained economy.

1.3.2 The Organization of the South African Health System

The present day health system will be described in terms of the transformation it has undergone

and the current status, with the challenges it faces, will be discussed.
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1.3.2.1 The Policy and Legislative Environment

The advent of democracy in 1994 led to the transformation of the South African government
and all its departments. The process of transformation has been and remains evolutionary
leading to ongoing restructuring and reformation, particularly in the health care sector which
was fragmented and inefficient.’ The cornerstones for rebuilding the health system were
equity, affordability, accessibility and efficiency. Therefore, understanding health care

financing flows is especially important for the effective and efficient mobilization and

allocation of resources to enable the new health system to attain its ultimate goals of improving

the health status of all South Africans.

Health care in South Africa is provided by a complex combination of government (public) and

private sector providers (Figure 3). Within this two-tiered health system, the public sector

provides health care for approximately 40 million people, while the private sector caters for 6.9

million people or 14.0% of the population.*
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Figure 3: Organisation of the South African health system

The constitution of South Africa adopted in December 1996, provides the context for the
legislative framework for the reformation of the health care sector. Section 27 1(a) of the
constitution states that everyone, including vulnerable groups such as children and prisoners,
has the right to have access to health care services. The State has an obligation to respect,
protect, promote and fulfil the stipulated health care rights.'® This obligation of the State
extends to the private health care providers and in the particular instance of anyone who may
require emergency care. Therefore, no person may be refused emergency treatment even if they

are not a member of a medical scheme or cannot afford the private sector’s user fees.

In January 1995, the Minister of Health at the time, Dr NC Dlamini-Zuma, appointed a
Committee of Inquiry into a National Health Insurance System with the objective of achieving
universal, non-discriminatory access to quality primary health care (PHC) via a National Health
Insurance System.'” This report recommended five main policy changes:*®
e The Primary Health Care benefits package: free access to comprehensive Primary
Health Care services
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e Building Primary Health Care delivery capacity

e Financing improved Primary Health Care services

e Containing overall health care costs

e Reforming the private sector to promote cost-containment and the re-distribution of

resources as well as reforming medical aid schemes and private insurances.

In 1997, a follow-up committee recommended a phased approach towards improving the access
of all South Africans to health care by beginning with the introduction of a scheme for Social

Health Insurance (SHI), followed by National Health Insurance.

The 1997 White Paper for the Transformation of the Health System in South Africa *° paved
the way for health care reform from the viewpoint of equity, accessibility and affordability.
This policy document outlined the government’s goal of achieving a unified, equitable health
system based on a comprehensive Primary Health Care approach. The fragmented and ethnic-
based health system inherited from the apartheid era would be replaced by a single national
department of health whose management would be decentralized by the creation of a district
health system. The policy framework also made provision for greater collaboration between

the private and public sectors, for example, through public-private partnerships.

In the process of transforming the health sector more than 23 pieces of legislation were enacted.
The National Health Act (Act 61 of 2003) promulgated in April 2005 replaced the Health Act
of 1977.%° The National Health Act, based on and reflecting the principles of the White Paper
of 1997 reaffirmed the right of pregnant women and children under six years of age to access
free health care services and the right of everyone to free primary health care services Chapter
five established a district health system based on the Primary Health Care approach and
involved the decentralization of management through the process of devolution, delegation and
de-concentration. The function of the district health system would be to promote co-operative
governance between the national, provincial and local spheres of government and ensure the

co-ordination and integration of services within the health district.
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The introduction of the Medical Schemes Act (Act 131 of 1998) %! and its amendments in 2001
provided the legislative environment to regulate all medical schemes to ensure the fair
treatment of its beneficiaries. The Medical Schemes Act of 1998 replaced the previous Act of
1967 that permitted the practice of risk-rating. The new Act made provision for open-
enrolment and community-rating to improve equity and access, particularly for those in need
and the elderly. Community-rating ensured that members of a scheme paid standardised
contributions irrespective of their age, gender or state of health. A set of prescribed minimum
benefits (PMBs) was introduced that ensured provision of care for 27 chronic conditions

including HIV that medical schemes had previously not been obliged to provide.

Section 3 of the Medical Schemes Act of 1998 established a statutory body designated as the
Council for Medical Schemes (CMS).** The CMS regulates medical schemes and accredits
brokers, administrators and managed care organizations that provide services to medical
schemes. The Council supervises a large health care industry consisting of approximately 124
medical schemes.?? An amendment to the Medical Schemes Act in 2007 expanded the role of
the CMS to operate the Risk Equalisation Fund (REF), a provision which will create a medical

scheme’s industry-wide risk pool and community rating for PMBs.

The overarching government funding strategy for health services was underpinned by
introduction of the consecutive macro-economic policies of the Growth, Employment and
Redistribution Strategy (GEAR) introduced in 1996, and the Accelerated Shared Growth in
South Africa (ASGISA) introduced in 2006.% These policies focused on economic growth by
promoting private investment, improvement in productivity and better improved
competitiveness." Growth, Employment and Redistribution Strategy focused on reducing
government debt by restraining government expenditure in line with the prevailing fiscal and

economic realities.*
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1.3.2.2 Health Care Financing and Expenditure in South Africa

The main sources of finance for health care in South Africa include the government,
households, employers, donors and non governmental organizations (NGOs).> Government
provides the major source of health care financing for the public sector generated through tax
revenues that includes general income tax, company tax, value added tax (VAT), taxes from the
sale of alcohol and cigarettes, licenses and from the sale of certain public sector utilities inter
alia electricity and water. All spheres of government, national, provincial and local, contribute
to the health sector. However, government health budgets were constrained in the late 1990s
due to the Growth, Employment and Redistribution Strategy macroeconomic policy so that
health care expenditure, although showing a real increase, failed to maintain a parallel increase
in accordance with population growth. Since 2002/03, a steady increase in the health budget as
been observed, with R62.7 billion being allocated for the 2007/08 financial year."* However,
such a development is not leading to a significant increase in the real per capita spending on
this vital sector since there is a greater demand on the public health segment of resources due to
the HIV pandemic.’® Health has also received a diminished slice of the budget allocation in
recent years, decreasing from 11.5% in 2000/01 to 10.9% in 2007/08.* Reflecting this reality,
social security and welfare, other social and economic services have had their contributions

increased instead.

Health may indeed have enjoyed a sizable allocation from the budget compared to previous
years but it is an established fact that the private sector consumes the majority of the resources.
For the fiscal year 2006/07, a total of R135 billion was spent on both public and private health
care which was equivalent to 8.0% of GDP.” R58 billion was devoted to the public sector
consisting of 40 million people, while R79 billion was spent on the 6.9 million people in the
private sector.” Of the R79 billion spent in the private sector, R59 billion was from medical
schemes while the balance of R20 billion was funded out-of-pocket (OOP). Such a skewed
distribution translates into R1500 per capita in the public sector versus R9420 per capita in the
private sector. Despite the reformation of the health system that has already been completed,
resulting in improved access to health care, there remains a major inequity in the financial

distribution of resources between the public and private health care systems.

35



Households comprise the second largest source of health care financing in South Africa.’® This
occurs via contributions to medical schemes, health insurances and direct out-of-pocket
expenditure to allopathic and alternative health care providers and pharmacies. The out-of-
pocket expenditure accounts for almost 14.0% of all health care financing and 25.0% of private

health care expenditure but this amount is almost certainly an under-estimation.*?

Employers constitute the third largest source of health care financing and include both private
companies and government and its subsidiaries.’® They may provide health care services on
site at the workplace or make contributions to medical schemes and insurances for their
employees. The latter includes the Workman’s Compensation Fund which is a financing
intermediary in the public health care sector. In South Africa, government is the largest
employer and contributes to medical schemes on behalf of their employees but these
contributions are funded from tax revenues. It is for this particular reason that the government
created the Government Employees Medical Scheme (GEMS), a restricted scheme for civil

servants which became operational in January 2006.%*

Donors and NGOs are the fourth source of health care financing but, unlike other countries in

Africa, are not the main sources in South Africa.*

Figure 4 shows the flow of funds from the financing sources to the health care providers while
Figure 5 indicates the health care expenditure in South Africa for 2005. The financing
intermediaries are the organizations that receive the health care funds and purchase health
services. In South Africa, approximately 40.0% of total health care funds flow via the public
sector financing intermediaries: the national, provincial and local health departments. The
majority, 60.0%, flows via the private sector intermediaries, the medical schemes and private
health insurances. Medical schemes form the largest financing intermediaries receiving 46.0%
of the funds, while provincial health departments follow, being the recipient of 38.0% of

finances (Figure 5).%?
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Figure 4: Flow of funds from financing sources to financing intermediaries in the public and private health
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Figure 5: Health care expenditure in South Africa in 2005

1.3.2.3 The Public Sector

In South Africa, the majority of the population is uninsured and dependent on the public sector
for their health care. This amounted to 40 824 000 people according to the 2006 General
Household Survey (GHS).” The majority of the uninsured reside in KwaZulu-Natal, Gauteng,

Eastern Cape and Limpopo provinces and originate from a Black ethnic background.’

The health sector is divided between the three spheres of government with the national sphere
responsible for policy formation, the provincial sphere undertaking policy implementation and
local government accountable for providing municipal health services and primary care service
delivery, if agreed with province.”® Previously the health system in South Africa was structured
on the basis of ethnicity and provided a predominantly hospi-centric service with hospitals
consuming 89.0% of the budget while a mere 11.0% was allocated to Primary Health Care.*
With the advent of democracy and the policy of transformation adopted, the Primary Health
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Care approach was prioritised and this focused on essential, comprehensive (prevention,
treatment and health promotion), and accessible, acceptable and affordable care. As a result
thereof, a redistribution of expenditure among the different health care levels occurred, with
more than a third now allocated to the district level i.e. primary care and district hospitals,
followed by the provincial level (almost a fifth) and finally by tertiary and central hospitals
(Figure 6).*

Central & Tertiary
Other hospitals 16%

Provincial
hospitals 19%

Primary
health care

oy
17% District

Chronic hospitals 17%

hospitals 5%

Source:  Mational Treasury.®4

Source: Chapter 3, South African Health Review, 2007%
Figure 6: Distribution of total government health care expenditure in 2005
Other includes administration, facility maintenance, health professional training, ambulance and other

patient transport

At present, there are a total of nine provincial health departments, with 52 demarcated health
districts and 263 sub-districts. The primary level of care consists of approximately 4100 clinics
and community health centres while the secondary and tertiary levels comprise 400 provincial

hospitals, the majority being at a district level while the rest are regional and central facilities.?®
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1.3.2.4 The Private Sector

Private health care is purchased from health care providers predominantly by medical schemes
which receive their funding via contributions form both employers and employees. Providers
include health care workers, indispensable health facilities such as laboratories and hospitals,

complementary, traditional and allied health professionals.

Medical schemes are voluntary, private health insurance organizations that came into operation
in South Africa in 1889.2 They operate as non-profit organizations that are recognized as a
scheme when registered under section 24 (1) of the Medical Schemes Act No. 131 of 1998.%
According to section 1 of the Medical Schemes Act, No. 131 of 1998,

the “business of a medical scheme” means the business of undertaking liability in
return for a premium or contribution to:

(a) make provision for the obtaining of any relevant health service;

(b) grant assistance in defraying expenditure incurred in connection with

the rendering of any relevant health service; and

(c) where applicable, to render a relevant health service, either by the

medical scheme itself, or by any supplier or group of suppliers of a

relevant health service or by any person, in association with or in terms of

an agreement with a medical scheme. (Medical Schemes Act, No.131 of 1998)%

According to the 2006 General Household Survey, 13.7% (approximately 6.9 million) of the
population belonged to medical schemes, yet approximately 56.0% of health care expenditure
was funded from the private sector.?® This number has remained largely unchanged in the last
few years. In 2005, approximately R9500 per person was spent on those covered by medical
schemes, R1500 per person was spent by those using private Primary Health Care services and
only R1300 per person was spent on patients using public health care sector facilities.*?
Private hospitals are not accessible to the majority of South Africans since they are expensive
and usually situated in urban areas. There are approximately two hundred private hospitals in

South Africa, of which the majority are small, short-stay hospitals with less than two hundred
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beds on average and where patients are admitted for less than thirty days.”” There are nine
private hospital groups which enjoy ownership of a total of 216 hospitals. The majority of
these private health facilities are located in Gauteng province (n=95), Western Cape (n=39) and
Kwazulu-Natal (n=27)." The Northern Cape and Limpopo province possess the least number
of private hospitals, numbering merely three and five respectively. The three largest private
hospital groups are Netcare, Medi-Clinic and Life Health care which account for 66.5% of

private hospitals, 75.6% of private hospital beds and 80.0% of theatres.?’

The number of private hospitals has increased by 34.0% since 1998 and the number of private
beds by 32.0%.2" Such a phenomenon could be explained by the preference of the insured
population for the private sector due to the long waiting times in the public sector and the
perception that the public sector provides poor quality health care. There has also been a
reduction in the number of beds in the public sector.

Expenditure in the private health care sector has increased annually and has exceeded the
inflation rate in the last few years.*? The main cost drivers have been private hospitals, medical
specialists, non-administrative costs and medicines. Out-of-pocket expenses, as a result of co-
payments for medications, medical and dental specialists, account for approximately 25.0% of

private health care financing.*?

There exists also a mal-distribution distribution of health care workers between the public and
private health care sectors (Figure 7). Furthermore, a skewed distribution of the workload is
extremely pronounced. For example a pharmacist working in the public sector sees twelve
times and a generalist doctor consults seven times the number of patients compared to those
working in the private sector. A nurse in the public sector is responsible for six times more and
a specialist doctor sees twenty-three times more the number of patients than the private sector.*
According to the ethical rules of the Health Professions Council of South Africa (HPCSA),
private hospitals are not allowed to appoint doctors or other health professionals except for
nurses.?” Therefore, the use of various incentives to attract health professionals to establish

practices in their institutions is resorted to. It is estimated that 7000 medical specialists practise
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in the private sector compared to 4000 in the public sector.?’” Among the 4000 in the public
sector, a number practice under a Limited Private Practice Scheme. Therefore, it is difficult to
establish the precise number of such specialists in the private sector, except to conclude that the

majority thereof work in the private domain of the health industry.

Nurses
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Pharm .
B Public

Dentists

Doctors

Source: PowerPoint Presentation in National Health Systems Module, Masters in Public Health, University of KwaZulu-Natal,
2007%
Figure 7: Distribution of health personnel between the public and private health care sectors

The private sector thus faces many challenges including®:

= A lack of affordability and sustainability due to annual increases in medical scheme
contributions accompanied by decreased benefit packages.

= Inequity, since a minority of the population belongs to medical schemes, most of the
private health facilities are located in urban areas and the majority of health care
workers work in the private sector. Government also subsidies medical scheme
contributions and the training of health workers through tax exemptions.

= A lack of universal coverage of essential services. The private sector focuses on
curative rather than preventive services

= There is inadequate competition in the private health care sector with the overriding

reality of three groups dominating.
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= There are many inefficiencies in the medical care of patients by health care workers

and specialists due to financial incentives.

1.3.2.5 Medical Inflation and the Consumer Price Index

The consumer price index (CPIX) is an economic indicator that measures the monthly and
yearly price changes in the cost of basic goods and services (e.g. food and beverages, transport,
medical care) in comparison with a fixed base period. It assesses how much it would cost to
purchase the same group of foods and services compared to a base-time period.?® Inflation is
measured employing a basket of goods and services that a typical consumer uses and this is
then constructed by a statistical agency using the Income and Expenditure surveys conducted
every five years by Statistics South Africa. The inflation basket reflects the influence of price

increases for the average consumer and, in South Africa, this basket includes 1200 items.?

Medical inflation is an economic condition characterised by an increase in the prices of medical
goods and services and the subsequent declining purchasing power.* In South Africa, medical
inflation constitutes 8.1% of the consumer price index (CPIX), a figure which the authorities
utilise as the preferred inflation measure.?® The core components that make up medical
inflation includes: doctor and nursing fees, hospitals and nursing homes, medical and
pharmaceutical products, therapeutic appliances, contribution to medical schemes and

insurance.?®

In South Africa, the mean medical inflation index has invariably been above the mean
consumer price index (Figure 8). This implies that beneficiaries have been paying more for the
same medical services and goods over the years and such an amount has consistently been
above the rate of increase of basic consumer goods and services. Figure 8 shows the trends of
the mean medical inflation index and the CP1X from 2003 to 2006. Over the four years, both
indices have exhibited an upward trend with the medical inflation index exceeding the
consumer price index. Such an increase has also reflected the steeper trend with an average
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increase of eleven points in the mean medical inflation index compared to four points in the

consumer price index.
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Figure 8: Mean medical inflation index compared to the mean consumer price index from 2003 to 2006 "

Figure 9 compares the average medical and consumer inflation percentages from 2003 to 2006.
Medical inflation increased by approximately 1.0% in 2004 when compared to 2003 and
showed a decrease of 3.2% in 2005 when compared to the previous year. Medical inflation
peaked in 2004 at 9.9% when the CPIX was at its lowest at 1.4%. During 2004, medical
inflation exceeded the CPIX by 8.5%. The last time the CP1X had experienced such a low level
was in 1963.3" The reason for this disparity remains unclear but the rapid economic growth
prevalent at that time proved a major factor in causing the phenomenon of such a lower

consumer price index.

The difference between the medical and consumer price indices began narrowing in 2005 when
the CPIX began increasing. In 2006, medical inflation exceeded the CP1X by 1.4%.

“ Jammine A. Personal Communication - Econometrix, 14 January, 2008.
"Twala L. Personal Communication — Council for Medical Schemes, 14 January, 2008.
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Figure 9: Mean medical inflation compared to the consumer price index (percentage) from 2003 to 2006
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Figure 10: Contribution rate changes and the Consumer Price Index 2003 to 2006

Figure 10 compares the average CPIX trend and the medical scheme contribution rate trend
from 2002 to 2006. The contributions made to medical schemes have always exceeded the

consumer price index. However, from 2003 onwards, the beneficiaries’ contribution rate to
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medical schemes has mirrored the changes in the consumer price index with a narrowing in the
difference between the two rate changes. From 2005, the contribution rate trend has shown a
similar trend to the CPIX.

1.3.3 Previous National Health Accounts Reports in South Africa

The first Health Expenditure Review was completed by Mclintyre et al in 1995 and reviewed
the 1992-1993 financial years.*® This report provided information to the new policy-makers

aiding the reformation of the health system following the advent of democracy.

The second, a NHA study, commencing in 1999 was conducted for the following three
financial years: 1996/97, 1997/98 and 1998/99. This was conducted for both the private and
public sectors, thereby producing an overall picture of health care financing and the uses of the

funds.> The report on the private health care sector in South Africa was published in 2001.%

The second report on the public sector demonstrated increased government (public) spending
on health care, a re-distribution of funds between the different provinces and a shift of funds to
Primary Health Care up until 1997/98.1 However, the period,1998/99 revealed a decrease in the
per capita spending of government on health care, a reversal of re-distribution between
provinces and a limited increase in Primary Health Care expenditure. This change was
attributed to the macroeconomic policies arising from the adoption of GEAR, fiscal federalism

and the reality that the health sector now received a smaller proportion of the overall budget.

On the other hand, the private health sector report showed an increase in expenditure, an
increase in the number of private beds but a decrease in the number of people who would enjoy
regular access to private health care. The report concluded that both the cost and inequity
existing between the public and private sectors increased in the three financial years that were

reviewed.!
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Among the recommendations suggested were that government improve its collaboration and
interaction with the private sectors. It was also recommended that the private sector be
regulated by government due to its expansion and that various necessary steps be taken to stem
the exodus of health care workers from the public sector as a result of better remuneration

elsewhere.

However, the NHA report was not without its limitations, particularly due to the lack of
accurate data obtainable from both sectors. The private sector data was largely limited to those
arising from medical schemes which at the time still needed much organization. Out-of-pocket
expenditure was inclined towards having been both inaccurate and under-estimated but there
was no other source for triangulation. Basic information on the numbers and location of private

health care providers was inadequate.

1.4 PROBLEM

For a Health Expenditure Review to provide valuable information to improve the health system,
it remains essential that it be conducted periodically, at one or two-yearly intervals. However,
in South Africa there has existed a distressing gap between 1999 and the present. Therefore,
financial information has not been available to policy-makers to enable them make evidence-
informed decisions and address the important issues of financial sustainability, efficiency and

equity.

It is therefore hoped that this report bridges that gap by providing information on the financial
years from 2003 to 2006. The data used in this report is from the submissions that the various
medical schemes made to the Council for Medical schemes. The quality and quantity of the
submitted data has gradually improved following the establishment of this statutory regulatory
body. This report is therefore based on the published data from the Council for Medical

Schemes Annual Reports and from the Statistics South Africa website.
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It is hoped that the information generated by this report can be used by the relevant policy-
makers to make evidence-informed decisions allowing for better planning of health services, for
the improvement of the health system, for the evaluation of policy implementation and for the

efficient and equitable allocation of resources.

1.5 PURPOSE OF THE RESEARCH

The purpose of the study is to undertake a health expenditure review of the South African
private healthcare sector from 2003 to 2006. The report will undertake a comparative trend
analysis of contributions and expenditure in the South African private health care sector over
the four year period and how these funds have been expended on the different provisions of

healthcare.

1.6 SPECIFIC OBJECTIVES OF THE RESEARCH

The objectives of this study included the following:

a. To identify all components of private healthcare sector expenditure
b. To describe the flow of resources in the private health care sector

c. To analyze the main functions of healthcare financing; resource mobilization and

allocation; pooling and insurance; purchasing of care and the distribution of benefits.
d. To address the following questions:

=  Where do the health resources come from in the private health care sector in
South Africa in the financial years 2003 to 2006?

=  Where do these resources go?

= What kinds of services and goods are provided in the private health care sector
in South Africa in the financial years 2003 to 20067

= Whom do they benefit and the population covered by the private healthcare
sector in South Africa in the financial years 2003 to 20067
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= The distribution of financing between different sources in the private healthcare

sector in South Africa in the financial years 2003 to 2006.

1.7 OPERATIONAL DEFINITIONS USED IN THE STUDY

The Council for Medical Schemes categorises medical schemes as follows:
1) Registered medical schemes

These are medical schemes registered by the CMS under section 24(1) of the Medical
Schemes Act No. 131 of 1998.%

2) Registered open medical schemes

Medical schemes registered under section 24(1) of the Medical Schemes act and open

to all individuals who want to join.**
3) Registered Restricted Medical Schemes

Medical schemes registered under section 24(1) of the Medical Schemes act and the

rules of this scheme restrict the eligibility for membership by reference to*-

e employment or former employment or both employment or former employment

in a profession, trade, industry or calling;

e employment or former employment or both employment or former employment
by a particular employer, or by an employer included in a particular class of

employers;

e membership or former membership or both membership or former membership

of a particular profession, professional association or union; or
e any other prescribed manner
4) Consolidated Medical Schemes

This includes all medical schemes.
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5) Bargaining Council Medical Schemes

These are low-income schemes that focus on certain industries like clothing workers or
food workers and they provide partial cover in South Africa e.g. The Clothing Industry
Health Care Fund (CIHCF). Bargaining council schemes are unique in that benefits are
negotiated as part of terms and conditions of service. They have not been able to
comply fully with the Medical Schemes Act and have been granted exemptions for

certain benefits like the Prescribed Minimum Benefits (PMBs).?
6) Non-health expenditure

These include administration fees; fees paid for managing health benefits (managed

health care), broker fees, other acquisition costs and impaired receivables (bad debts).
7) Acquisition costs

Expenditure incurred by a medical scheme in initiating, underwriting and selling a
policy of membership. These costs are ultimately fees paid to brokers and other

distribution costs.

1.8 SUMMARY

South Africa is a middle-income country located at the tip of the African continent but it is
fraught with socioeconomic inequalities. Historical legislation during the apartheid era led to
inequities in the access to health care and this resulted in a fragmented and inefficient health
system in South Africa. It has dual system with a first-world private health care sector
consuming the majority of resources while serving a minority of the population and a

challenged, overburdened public health system serving the majority.

Health sector reform was lead by the introduction of legislation such as the Medical Schemes
Act No.131 of 1998, which was aimed at increasing access to wider population through
removing barriers of adverse selection bias and risk rating. However, there have not been

regular, systematic expenditure reviews which made financial information available to enable
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policy-makers to make evidence-informed decisions and address the important issues of

financial sustainability, efficiency and equity in the private sector.

The aim of this health expenditure review is to provide information on the total amount spent
on health care in the private sector in South Africa from the 1 January 2003 to the 31 December
2006, to identify the sources of financing and the goods and services that these were spent on.
A comparative trend analysis will be done to provide information on how these have changed
over the years. It is hoped that the provision of this information will enable policy makers to

make decisions to improve the health system for all South Africans.
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CHAPTER II: LITERATURE REVIEW

2.1 INTRODUCTION

This chapter presents the literature reviewed for this study. It begins by describing a health
system as defined by the World Health Organisation. It then looks at financing such a health
system with emphasis on what constitutes health expenditure. It examines the history of health
accounts and describes the concept, attributes, uses and limitations of NHA in greater detail.
As mentioned in the introduction in Chapter one, both Health Expenditure Reviews and NHA
are based on the same analytic framework and use the same type of data, and since there isn’t
an abundance of literature on Health Expenditure Reviews, the literature on NHA was

reviewed.

2.2 PURPOSE OF THE LITERATURE REVIEW

The purpose of this literature review is to understand the concepts of the health system and
financing of the system as defined by an international organisation like the World Health
Organisation. It also examines the framework of NHA according to international standardised
methodology as detailed in the Organization for Economic Co-operation and Development

manual so that health accounts across different countries can be compared.

2.3 SCOPE OF LITERATURE REVIEW

The following databases and websites were searched for literature on NHA:
= Pubmed, including Medline (598 abstracts retrieved)
= EbscoHost Reseach Database (113 abstracts retrieved)
= ScienceDirect (359 abstracts retrieved)
= Sabinet (2 abstracts retrieved)
= The World Health Organization
» The World Bank
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= The Organization for Economic Co-operation and Development

= Partners for Health Reform

There were approximately 1,100 articles, reports and/or publications identified. The titles
and/or abstracts of the articles, reports and/or publications were examined and the following
keywords were used to determine which literature was suitable:

= National Accounts

= National Health Accounts or NHA

= NHA conducted in developed countries

= NHA conducted in OECD countries

= NHA conducted in developing countries

= Methods for conducting NHA

= Uses of NHA in budgeting

= Health Expenditure Reviews

The abstracts of those articles containing those keywords were printed and examined in relation
to their relevance. Those that contained information relevant to this analysis and those that

matched keywords were selected for use.

2.3 LITERATURE REVIEWED

Literature was reviewed on concept of a health system and its functions, how such a health
system is financed. The history of health accounting was explored and finally NHA was

reviewed in depth.
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2.3.1 The Health System

A health system is defined by the World Health Organization’s 2000 report as all the activities
whose primary purpose is to promote, restore and improve health.* It has four functions
namely;

1. Stewardship (oversight)

2. Creating resources (investment and training)
3. Delivering services (provision)
4

Financing (collecting, pooling and purchasing)
These functions allow the health system to reach its objectives of not just improving health, but

also being responsive to the legitimate needs of the population it serves and allowing for the

fairness of financial contribution (Figure 11).

Functions the system performs Objactives of the system

Source: The World Health Report 2000%
Figure 11: Relationship between the functions and objectives of a health system
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Stewardship is probably the most important function of the health system from the viewpoint
that it facilitates the promotion of good governance. Stewardship involves the careful and
responsible management of the well-being of the population and establishing the best and
fairest possible health system. It is concerned with the trust and legitimacy with which its
activities are viewed by the people and it is concerned with maintaining and improving such

national resources for the benefit of the population.?®

The conclusion can therefore be drawn that the health system does not constitute an isolated,
vertical entity but represents a multidimensional, collaborative effort to improve the health of

the population it serves.

2.3.2 Financing of the Health System

Health care is financed from different sources which can be categorized as public, e.g. general
tax revenue, dedicated taxes, deficit financing and donor funding; quasi-public e.g. social health
insurance, lotteries; and private e.g. direct household expenditure, medical aid schemes,

community financing and charitable donations.*

The four main sources in South Africa include the following: government (the largest
contributor), households, employers (government and private companies) and donors and non-

governmental organizations.™
These different sources of financing and the distribution of each source leads to outputs from

the health system in the form of programmes and services. This is termed the flow of funds and

these flows can be rather complex (Figure 12).
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Figure 12: Flow of funds through the health system

Health care financing forms an essential and important consideration in improving health,
especially for middle- and low-income countries since financial resources enjoy an important
role in improving and maintaining the health of a population. The mobilization of health
finance and their efficient and effective allocation are essential to meet the needs of the health

system and the population it thereby serves.

To achieve the health system goals, there needs to be adequate and fairly accurate financial data
which is often lacking in developing countries, including South Africa. Policy and decision-
makers may have inadequate financial information for the health sector and as a result make ill-
informed decisions which could have a negative impact on the health system and the
population. Health Expenditure Reviews and NHA provide invaluable information that aids the
health policy process so that evidence-informed decisions are made and the health system’s
performance is improved.®® They were therefore established to understand and track the flow
of funds in the health system and to link these expenditures to health outcomes in the form of
indicators thereby improving the overall performance of the health system.
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To track this flow of funds in the health sector, it is important that the boundaries of the health
system are clearly delineated at the outset since it helps standardize what is included as health
care expenditures and facilitates cross-country comparison. Partnerships for Health Reform

(PHR) have used the following comprehensive definition for health expenditures:

Health expenditures are defined as all expenditures or outlays for prevention, promaotion,
rehabilitation, and care; population activities; nutrition and emergency programmes for the
specific and predominant objective of improving health. Health includes both the health of

individuals as well as of groups of individuals or populations.

Expenditures are defined as health expenditures on the basis of their primary purpose,
regardless of the primary function or activity of the entity providing or paying for the
associated health services. Expenditure for the purpose of training or education of
health sector personnel, which impacts health-sector specific knowledge and skills, as
well as health-related research and administration, are defined as being for the purpose

of health improvement when applying this definition. (Berman and Thompson 1999)*

Thus the expenditure can be summarized as measuring what was spent, in monetary terms, on a
certain good or service and is retrospective unlike a budget which is prospective. NHA
examines what health activities are done rather than who does it or where it is done. It also
does not distinguish between effective and ineffective health activities, so that it is the purpose

of the activity that is important and not the outcome.

2.3.3 The History of Health Accounting

Historically, the origins of health expenditure reviews began in 1960 when Abel-Smith,
together with the World Health Organization, conducted the first national study comparing the
health expenditure of Sri Lanka (formerly Ceylon) and Chile.”’ In 1967, he then undertook a

follow-up study of fourteen developing countries from Africa, America, the Eastern
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Mediterranean, and the Western Pacific. Thereafter, in the 1970s and 1980s, other countries
began conducting their own reviews. The United States has been collecting data since 1964
and the Organization for Economic Co-operation and Development (OECD) has compiled data
of health expenditure in 24 OECD countries since the 1960s.*" It is estimated that more than 60

countries have conducted one or more exercises in health accounting.**

Although this data was very useful, no comparison or analysis between countries could be
undertaken due to different methods having been used. Thus, towards the latter part of the
1980s and the beginning of the 1990s, a need for a standardized methodology in drawing up
NHA was recognized.”® Thereafter, there have been various publications issued by the World
Health Organization, the World Bank, the OECD, and the United States Agency for
International Development and Partners for Reform on NHA methodology, uses and

implementation.

2.3.4 \What Are National Health Accounts?

NHA can be seen as a tool used worldwide to describe, analyze and summarize the financing of
health systems, thereby providing necessary and important evidence to policy-makers so that
informed decisions can be made to improve the performance of health systems.*?

It addresses four basic sets of questions:*!
e where do health resources come from,
e where do they go,
e what goods and services they purchase and

e whom do they benefit?
The expenditure data is systematically organized into a standard set of tables according to an

international classification scheme. It is uncomplicated and can be read and understood by

decision-makers, even those without knowledge of health economics.*’

58



Alternatively, NHA can be viewed as the following:**

Sources of total
financing =
taxes + private
disbursements

Expenditure = Provision of
consumption + goods and
investment Services

Source: Poullier et al. National Health Accounts: Concepts, Data sources and Methodology, 2003*

Figure 13: National Health Accounts - a sequence of identities

This means that the value of all the resources spent on health is equal to the sum of the value of
all goods and services produced and delivered in that health system, which in turn is equal to

the resources provided to the system.*!

The methodology used in NHA is drawn from the principles of health accounting arising from
the System of Health Accounts (SHA) of the OECD. This manual, published in 2000, provides
a framework for those who wish to use the OECD standardized approach.*® It also provides the
International Classification for Health Accounts (ICHA) scheme, which categorizes such health
expenditures.’” System of Health Accounts measures health expenditure and covers the
financing agents, providers and functions. NHA employs the International Classification for
Health Accounts scheme but simplifies it further, based on the needs of the country. NHA uses
System of Health Accounts classification of health expenditures but disaggregates it further and

examines an additional aspect, namely financing sources.

The main purpose of NHA is as a management tool for planning, monitoring and evaluation of
the health policy process. However, the information it provides must be supported by other
non-financial data such as the epidemiology of disease in that country and provider utilization

rates so that an appropriate decision can be made.
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2.3.5 The National Health Accounts Framework

NHA measures health expenditure as a percentage of the Gross Domestic Product (GDP). Such
comprehensive analytical data identifies the following categories of health care entities in the

health system:**’

2.3.5.1 Financing Sources — Where Does the Money Come From?

The major categories of funding for health care expenditure which is not always attributed to
the ‘original source’.? These are the institutions and entities that provide money to the
financing agents and include general tax revenue, social security, the private sector such as
companies, Non-governmental organizations, the medical schemes and out-of-pocket

expenditure.

2.3.5.2 Financing Agents (also known as Financing Intermediaries) — Who Manages and
Organizes the Funds?

Financing Agents refers to the organisations or groups who receive funds from sources and pay
for or purchase health care therewith. These include the department of health, private medical

insurance, NGOs and companies.?

2.3.5.3 Uses

Uses refer to the activities that health care funds are actually spent on. These include different
categories:?
i. Providers — To whom did the money go?
The explicit categories of organizations or individual practitioners who provide health
services, namely public and private hospitals, clinics, nursing homes, community health
centres, private practices.

ii. Functions — What type of service or product was actually produced?
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The type of health service provided (curative, preventive, pharmaceutical products, etc.)
with the funds.

iii. Line items (Cost of factor of Production):
The type of inputs to health services (personnel, drugs, medical equipment, etc.)

iv. Beneficiaries:
The value of goods and services produced are classified according to: geographic
boundaries,  demographic  characteristics, economic  strata and  disease

categories/interventions.

NHA therefore analyses and reflects the flow of funds from*’:
» Financing sources to Financing Agents
= Financing Agents to Providers
= Financing Agents to Functions

= Providers to Functions

2.3.6 Attributes of National Health Accounts

The NHA process possesses ten attributes* *:

a. Comprehensiveness: The data covers the entire health system, both public and private,
as well as any other institution providing or paying for an activity whose primary
purpose is to improve health. Thus, it monitors all health care expenditure, sources,

inputs and outputs and financial flows within the health system.

b. Consistency: The same standardised classifications, definitions and concepts are used
for each entity and every transaction is measured. This maintains internal validity and
avoids contradictions. It also allows for any gaps and deficiencies to be identified in the

system of reporting and allows for quality improvement.

c. Comparability: applying identical rules and methods is necessary for analyses of

changes in health financing over time and across countries.
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d. Bookkeeping and imputations: Economic functions, which are not quantified in the
available sources of information, must be estimated and entered as an accounting system

does not just stop at integrating dispersed data from various sources;

e. Multidimensionality and compatibility: expenditure information is complemented by
non-financial information (demographic, epidemiological and human, tangible and

intangible capital), thereby providing an estimate of flow in an overall context.

f. Accuracy and transparency: the levels and time series provides information that

policy-makers can safely use to make appropriate decisions.

g. Timeliness: trends of selected components of NHA may demonstrate rapid and deep
changes compared to survey data which constitute structural information whose
relationships evolve only slowly. NHA provides policy makers with information when

they require it.

h. Recurrence: Continuity of estimates represents the only way whereby to judge if results
of estimates are exceptional or expected. This entails the benefit of learning to improve

the quality of the estimates and diminish the costs of producing them.

I. Policy sensitivity: Provides information describing components of the health system
and this may be used in planning suitable macroeconomic policies. The information

should include everything that is relevant to a country’s health policy development.

j. Distributions: The amount of resources spent among different health care providers,

patients, goods and services.

2.3.7 Uses of National Health Accounts

The following describes the uses of NHA according to the World Health Organisation guide for

low-income and middle-income countries**:
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I. The flow-of-funds information contained in the NHA allows policy makers to identify
whether financing is in line with policy priorities. It also enables policy makers to

determine where effective levers for policy change lie.

I1. NHA information on financing sources, financing agents, functions or providers can

provide snap shot comparisons between countries.

I11. NHA tables can be constructed to link financing sources or agents to cost of factors of
production. This information can help policymakers assess whether there is an appropriate

allocation of funds on personnel, on pharmaceuticals, and on equipment.

IV. NHA tables can be constructed to reveal the beneficiaries of health expenditure,
addressing distributional equity and effectiveness issues. Such tables reveal to policy

makers whether scarce resources are actually spent on national priorities.
V. Beneficiary groups:

o demographic characteristics of beneficiaries:— age, sex, race, urban or rural

residence, ethnicity, etc;

o0 socioeconomic status of beneficiaries:— grouped along the lines of educational

attainment, income, wealth, or occupation;

o0 health status of beneficiaries:— groupings typically include condition or disease

state, functional status, or type of intervention received

VI. Regions: sub national groups of the entities involved in the financing or consumption of

goods and services transacted within the health accounts boundaries.

2.3.8 Limitations to National Health Accounts

Despite its multifold benefits to the health system, there are some drawbacks to NHA:*®

= They do not provide information on how efficiently (both allocative and technical)

finances are allocated and spent i.e. value-for-money.
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= They do not provide information on how to improve the financing of services by
increasing the amount of resources available and by using and allocating existing

resources more efficiently.

= Policy-makers may use information from national health accounts selectively i.e. only
when it supports their existing policies.

= Access to good quality data is often difficult, especially in developing countries,
particularly in respect of the private sector who often entertain fears that the data may be

used against them.

= NHA does not include other economic costs e.g. indirect non-medical costs (time off

work), intangible costs (pain, suffering).

2.4 SUMMARY

The health system can be viewed as a dynamic entity whose goal is to improve the health of the
population it serves. This is done by responsible, good governance whereby the population
served is not impoverished as a result of their contributions to health care. To attain the goals
of the health system, financial resources need to be allocated equitably, efficiently and
effectively. The allocation of funds in health can be tracked in the form of health accounting so
that policy makers are informed when introducing changes to improve the country’s health

system’s performance.

NHA has been undertaken since the 1960s but due to different methodologies, comparisons
between countries could not be done. It is for this reason that the International Classification
for Health Accounts was developed to categorise health expenditures and NHA disaggregates
this and examines the flow of funds from financing sources to financing agents to providers and
the health service provided. This comprehensive financial information, if done reliably and
according to standardised methodologies provides valuable information to policy makers when
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considered together with non-financial influences like the country’s human resources,

demographic and epidemiological profile.

Despite the wealth of information that NHA provides, it is not without its limitations. It is
difficult to construct comprehensive, accurate tables particularly in low and middle-income
countries, due to a lack of good quality data. From the information that is provided, one cannot
determine if a country’s resources have been allocated so that the best value for money is
obtained. However, these limitations do not obviate the need for both health expenditure

reviews and NHA since the information they provide far outweighs any limitations.
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CHAPTER I1l: METHODS

This chapter describes the methodology employed in undertaking this study of the private
health care sector in South Africa from 2003 to 2006. It describes the study design, the study
population, the data sources and statistical analysis and lists the ethical approval by the

University of KwaZulu-Natal.

3.1 INTRODUCTION

The methodology used in conducting this Health Expenditure Review is based on the World
Health Organization’s guide to producing National Health Accounts: with special applications
for low-income and middle-income countries.** ** The World Health Organization’s guide
demonstrates how to implement NHA using the International Classification for Health
Accounts developed by the Organisation for Economic Co-operation and Development. This
international classification has already been reviewed and validated and standardizes
presentation of data so that comparisons on health expenditure can be formulated across
countries. It has been adapted for local use in South Africa which is classified as a middle-

income country.

The approach in generating the Health Expenditure Review began with the assembling of a
team consisting of collaboration between the University of KwaZulu-Natal Health Outcomes
Research Unit and the Department of Public Health Medicine. The researcher identified the
sources of data required for the expenditure review and collected, entered, analyzed and wrote

this report.

3.2 TYPE OF RESEARCH

Health systems research — a health economic analysis
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3.3 STUDY DESIGN

This study uses an observational, descriptive cross-sectional study deign.

3.4 TARGET POPULATION

The population using the private healthcare sector in South Africa

3.5 STUDY POPULATION

This study focuses on the private health care sector in South Africa and includes all contributors
to the private health care sector from 2003 to 2006. This includes all people that contribute to

medical schemes for the aforementioned time period.

3.5.1 Selection of study population

There was no sampling of the study population since all contributors to medical schemes were
included as per the data collected by the Council for Medical Schemes. Those people using the

private health care sector and paying out-of-pocket were also included.

3.6 PERIOD OF STUDY

The study focuses on four specific financial years beginning on the 01 January 2003 and ending
31 December 2006. It is important to acknowledge that, in South Africa; the private health care
sector’s financial year begins 01 January and ends on the 31 December. In contrast, the public

sector’s financial year begins on the 01 April and ends on the 31 March.
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3.7 DATA SOURCES

There were two main data sources that were used in this Health Expenditure Review: the
Council for Medical Schemes database and Statistics South Africa’s Income and Expenditure
Survey (IES) of 2006.

3.7.1 Council for Medical Schemes

This provided the main data source for this study. Data on heath care and non-health care
expenditure by medical schemes was provided by the Council for Medical Schemes database
for the years 2003-2004, 2004-2005, 2005-2006 and 2006-2007. This covers the fiscal years
from 01 January 2003 to 31 December 2006. Expenditure data was obtained for all elements
relevant to the private health care sector including private hospitals, general practitioners,
medical specialists, pharmacies, dentists, traditional and complementary practitioners, non-
governmental organizations, insurance companies, employers and households. These elements
were available in the Registrar of Medical Schemes database which has already been audited.
Where there was a need for clarification of data, the researcher approached the Council for

Medical Schemes directly.

The Council for Medical Schemes administers the data of people who spend their money on
medical scheme benefits. This Annual Statutory Return (Appendix 1) is the data source for the
Council for Medical Schemes database. All registered medical schemes are required to
electronically submit an Annual Statutory Return containing information on the demographic
profiles of beneficiaries, member movement between schemes, waiting periods imposed,
utilisation of health care services, expenditure on health care services and annual financial

statements.*

*Willie M. Council for Medical Schemes - Personal Communication: Information on Data Collection for Medical
Schemes, 10 December, 2007.
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3.7.2 Statistics South Africa for Household Out of Pocket Expenditure on Health

The data source on out-of-pocket expenditure i.e. household expenditure was obtained from the
IES that was conducted by Statistics South Africa from September 2005 until August 2006.*’
This survey is undertaken every five years and collects information on the various sources of
income (monetary or in-kind) acquired by the sampled households and the manner whereby this
income was spent. One of the objectives of this survey is to provide an independent source of
information that is required to estimate the final private consumption expenditure component of
NHA.

The survey employed a two stage sampling technique. The first stage sampled 3000 primary
sampling units (PSUs), which were obtained from the Statistics South Africa’s Master Sample.
The second stage involved the selection of eight dwelling units from each PSU resulting in a
total of 24 000 dwelling units being sampled. This sample was then spread out over twelve
survey periods of one month each i.e. each household participated over one month.

For the first time, the IES survey used both a diary and recall method to collect data from the
households. Fieldworkers administered a main questionnaire over five separate visits which
collected data on the acquisition of goods and services in the preceding eleven months. During
the month in which the household was surveyed, they had to keep a diary in which they
recorded their acquisitions on a daily basis. The purpose of the diary was to decrease or
eliminate recall bias introduced by the questionnaire. Both methods recorded a response rate of
93.5%.

Data was collected on the following household expenditure categories: housing, water,
electricity, gas and other fuels; health; education; food and non-alcoholic beverages; clothing
and footwear; transport, recreation and culture, etc. These categories were coded according to
the United Nations’ Classification of Individual Consumption According to Purpose
(COICOP), which ensures that the items receive a high quality description. The data was

further disaggregated by sex, population group, province and settlement type (urban or rural).
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This survey forms the only easily accessible and available source of information on a relatively
“grey” zone in expenditure but it is subject to limitations. According to Statistics South Africa,
the two major limitations of the survey were movement of households and boundary changes.
Certain households relocated from rural to urban areas, while others moved out of areas due to
seasonal changes and because of vacations.

3.8 VARIABLES

1. Total expenditure on health care by the private sector in South Africa

2. Total number of medical schemes submitting annual statutory returns. This was then
disaggregated by medical scheme type

Membership of consolidated medical schemes and by scheme type

Age distribution of beneficiaries including the pensioner ratio.

Non-health expenditure by medical schemes

IS

Nominal and Real expenditure by medical schemes disaggregated according to scheme
type i.e. consolidated, open and restricted:
a. Total overall benefits paid. This category was further disaggregated according to
the benefits paid out of the risk and saving pool and included the following:
= Medical Specialists and Clinical support specialists. This was disaggregated
further according to the different sub-specialities
= General Practitioners
= Dentists
= Dental Specialists
= Supplementary and allied health professionals
= Total hospital expenditure which includes both the private and provincial
hospitals.
= Private hospital expenditure which includes ward fees, theatre fees,
consumables, medicines dispensed in hospital and managed care arrangements
(in-hospital benefits).
= Provincial hospital expenditure which includes ward fees, theatre fees,
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consumables and medicines dispensed in hospital.

= Complementary Medicines

= Medicines. This was disaggregated according to dispensation by pharmacists,
practitioners, medical specialists, allied and support health professionals and
other professionals

= Managed care arrangements (out-of-hospital benefits)

= Ex-Gratia Payments

= Other Benefits which includes appliances, prostheses, home oxygen, blood

courier services, ambulance services, and other.

7. Utilization of services by the different types of medical schemes which looked at the

following categories:

a.
b.

Burden of chronic diseases

Average length of stay by medical scheme beneficiaries in both private and public
hospitals

Vital statistics i.e. number of births, number of live births and number of deaths by
medical scheme beneficiaries in both public and private hospitals

Number of medical scheme beneficiaries admitted to private and public hospitals.
This was disaggregated according to the scheme and ward type i.e. day clinic,
theatre, intensive care unit, high care and the general ward. It also looked at those
beneficiaries admitted to hospital for Prescribed Minimum Benefits.

Number of beneficiaries of the different medical scheme type visiting a Primary
health care provider which includes the general practitioner, dentist and private

nurse.

8. Awverage expenditure, in both nominal and real terms, per beneficiary per month out of

the risk pool and medical savings account

9. South African household expenditure on health

10. Contributions per annum to out-of-pocket expenditure on health

11. Percentage of out-of-pocket expenditure on health according to the different categories
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3.8.1 Reliability and Validity of Data Source

This was a secondary analysis of data published by the Council for Medical Schemes in their
annual reports for the four financial years. There was no access to the primary data source but
the Council for Medical Schemes has a number of quality assurance steps in place to ensure
that medical schemes submit complete and accurate data when completing their online annual
statutory return submission. This data is audited by accredited accountants prior to being
published and therefore the data published by the Council for Medical Schemes can be assumed

as reliable and valid.

The data on out-of-pocket household expenditure published by the Statistics South Africa IES
of 2006 must be interpreted with caution due to the lack of good quality, reliable data when
conducting such a survey. Again, there was no access to the primary data sources but Statistics
South Africa validates its data before publishing the results of the survey. This was the best
available and accessible data on out-of-pocket expenditure at the time of the study.

3.9 BIAS AND LIMITATIONS

Since the study population included all those that contributed to medical schemes, who
submitted their annual statutory return from 2003 to 2006, there was no selection bias.
However, there was no access to the primary data source to confirm this.

There was no access to other data sources on out-of-pocket expenditure on health for

triangulation of the information published in the IES.

Information on contributions to short and long term health insurance policies could not be

accessed.

There are no confounders and measures of association in this study since it is a descriptive,

cross-sectional study. The results of this Health Expenditure Review cannot be generalised to
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the health sector in South Africa or that of other middle-income countries since it is limited to

the private health sector only.

3.10 STATISTICAL ANALYSIS

Data was entered onto Microsoft Office Excel 2003 spreadsheets by the researcher. This entry

was cross-checked by a data analyst in the Health Outcomes Research Unit.

The average medical inflation and consumer price index for the year was calculated for each
year from 2003 to 2006. The respective inflation percentages were removed from the nominal
value for each year to obtain the real value, which was used compare all expenditure relative to
the base year of 2003.

The data was shown in line graphs, column graphs, bar charts, tables and descriptive statistics.
The software package, Microsoft Office Excel 2003 was used to generate the graphs, charts,

tables and calculate the descriptive statistics.

3.11 ETHICS

The study protocol was approved by the University of KwaZulu-Natal, Nelson R. Mandela
School of Medicine’s Post-graduate Education Committee for a Masters in Medicine degree
(Public Health), PGR 006/07 (Appendix 2). The study received expedited ethical approval
from the Biomedical Research Ethics Committee of the Nelson R Mandela School of Medicine
South Africa: Reference number BEO 27/08 (Appendix 3 and 4). No permission was required
for the use of the data since all data sources were in the public domain and the source

acknowledged.
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3.12 SUMMARY

This Health Expenditure Review forms part of health systems research and presents the flow of
funds in the South African private health care sector from its two main sources viz. medical
schemes and households. This cross sectional study examined all the available and accessible
financial data for the private health sector from 2003 to 2006 and analysed it using descriptive
statistics and graphical representation. Due to the study design, expedited ethical approval was

granted.

All data used in this study was validated prior to being in the public domain and the researcher
had no access to the primary data to confirm any reduction in bias. However, the data was
published by the Council for Medical Schemes and Statistics South Africa which are two
organizations that produce reliable and valid information so the data can be assumed to be of
the best available quality.
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CHAPTER IV: RESULTS

4.1 INTRODUCTION

This section analyses the flow of funds in the private health care sector i.e. where the money
came from (income) and where it went (expenditure) from 2003 to 2006. Analysis of this trend
would enable stakeholders to determine the biggest cost-drivers and expenditure trends. This
would allow for appropriate planning of health services to improve the efficiency and

effectiveness of the health system.

In order to analyze the impact of inflationary pressures on private healthcare, both the nominal
and real values were compared. The nominal value represents the face or par value of the
money in the different years. The real value is the amount that takes inflation into account and
is equal to the nominal value less inflation. This expenditure review considered both the
nominal and the real values in the different expenditure categories from 2003 to 2006. Real
values have been calculated as the nominal value less medical inflation so that prices were

standardized to the base year of 2003 and, therefore, a true comparison of trends was reflected.

4.2 FLOW OF FUNDS FROM THE SOURCES TO THE FINANCING
INTERMEDIARIES

This section describes the mechanism by which private healthcare is funded. The two most
important sources of funding in the private sector are employers, employees and households.
Figure 14 shows a schematic representation of the flow of funds from the two main financial
sources to the financial intermediaries which are the medical schemes and the households
themselves. Funds flow from the financing intermediaries to the providers which are the
organisations or practitioners who provide these health care services. These providers include
predominantly general practitioners, medical specialists, dentists, private hospitals, medicines,
supplementary and allied health professionals. A significant proportion of the funds received
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by the medical schemes also go towards non-health care expenditure which includes

administration costs.

The flow of funds from these providers was then analysed to determine the functions that these
funds served i.e. the type of service that these funds provide - preventive, curative, etc. This
final pathway is difficult to demonstrate explicitly and inferences were made from the
utilisation of services data. Finally, the outcomes in terms of demographic data, clinical
outcomes and disease categories are difficult to determine since such data is not collected.

However, the amount per capita expenditure was calculated.
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Figure 14: Schematic representation of the flow of funds in the private health sector in South Africa from

its sources to the providers and functions

Employers contribute partly of fully to employees’ medical schemes and some private

companies offer occupational health services at the workplace. Government, which functions

as the largest employer in South Africa, also contributes to medical schemes. Prior to January

1996, government paid the contribution to the medical scheme of the employees’ choice but

since the introduction of the Government Employees Medical Scheme (GEMS) which came

into operation in 1996, government provides contributions to members belonging to this

scheme only.
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Households which include employees and other members of the population also contribute to
medical aid schemes and other private insurances. Contributions of members to medical

schemes represent the major sources of funding for privately purchased medical care.

Households also pay out of pocket for health care by directly paying health practitioners and
dispensing pharmacies as well as co-payments for benefits not covered or partially covered by

schemes.

Table 2 shows the total expenditure on health care in the private sector from 2003 to 2006 from
the two main sources: medical scheme contributions and household expenditure. The Council
for Medical Schemes Annual Reports provided the data on the gross contribution income for
the medical schemes. The IES conducted by Statistics South Africa provided the information
on out-of-pocket expenditure for 2006. The previous survey was conducted in 2000. Based on
the 2006 figures, medical inflation was removed and an estimate of out-of-pocket expenditure

was then calculated for the years 2003 to 2005.

Table 2: Total expenditure (in Billions of South African Rands) on health care in the South African private sector from 200:
to 2006

2003 2004 2005 2006

1. Medical Schemes:
Gross contribution income R 48,600,000,000 R 51,500,000,000 R 54,200,000,000 R 57,600,000,000
2. Out-of-pocket Expenditure on health R 8,897,000,000 R 9,766,000,000 R 10,838,000,000 R 11,620,000,000

Total expenditure on health in private sector R 57,497,000,000 R 61,266,000,000 R 65,038,000,000 R 69,220,000,000
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4.2.1 Medical Schemes

Medical schemes are the largest financing intermediary/agent in the private health care sector in
South Africa. Membership to schemes can be either to open schemes, restricted schemes and
bargaining council schemes. Open schemes are registered under section 24(1) of the Medical
Schemes act and open to all individuals who want to join. Restricted schemes are also
registered under the Medical Schemes act and restrict the eligibility for membership to
employees or former employees of employer managed schemes such as Bankmed, to which
only the banking sector employees may belong. The bargaining council schemes are low-
income schemes providing partial cover in South Africa e.g. The Clothing Industry Health Care

Fund. They are unique in that benefits are negotiated as part of terms and conditions of service.
The total number of registered medical schemes varies each year due to the processes of

liquidation or amalgamation. These schemes submit financial and other information to the

Council for Medical Schemes each year.
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Figure 15 shows the total number of medical schemes submitting statutory returns from 2003 to

2006. In 2006, there were 124 registered medical schemes which submitted their information

in an Annual Statutory return.”® As mentioned previously, as a result of consolidation,

liquidation and the non-submission of returns, this number has steadily decreased over the years

from a high of 157 in 2003.
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Figure 15: Total number of medical schemes submitting annual statutory returns from 2003 to 2006
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Figure 16 indicates the number of medical schemes submitting annual statutory returns by

medical scheme type i.e. open, restricted and bargaining council schemes. For a medical

scheme to be recognised as an operational entity, it has to be registered under section 24 (1) of

the Medical Schemes Act No. 131 of 1998.2*All these schemes are then required to

electronically submit an Annual Statutory Return. Therefore all schemes must be registered in

order to operate but may fail to submit an Annual Statutory Return like Bargaining Council

medical schemes. There are no medical schemes that submit an Annual Statutory Return but

are not registered.

The decrease observed in the overall number of operational medical schemes, although present

in all schemes is most obvious in Bargaining Council schemes who have failed to submit

complete returns for 2005 and 2006. The reason for this is not clear but may be due to the fact

that the maintenance of such schemes is becoming increasingly difficult.
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Figure 16: Number of medical schemes submitting annual statutory returns by scheme type from 2003 to

2006
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Figure 17 shows the total number of principal members belonging to consolidated medical
schemes from 2003 to 2006. It is important to note that for the years 2005 and 2006,
bargaining council members have been excluded since data on those schemes were not
submitted. The small decrease in 2005 from 2004 is likely to be due to the exclusion of
members belonging to this scheme type. In 2006, the total number of principal members
belonging to medical schemes was 2 985 350, representing an increase of 6.2% from 2005.
This large increase was most likely due to GEMS which came into operation in January 2006

and has resulted in more people being covered by a medical scheme.
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Figure 17: Number of principle members belonging to consolidated medical schemes from 2003 to 2006
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Figure 18 shows the total number of beneficiaries (principle members and their dependants)
covered by a medical scheme for the period 2003 to 2006. Despite the exclusion of bargaining
council schemes in 2005 and 2006, this number has remained fairly constant at around seven
million people from 2003 until 2005. However, the number increased marginally in 2006 by
4.3% compared to the previous year. This increase in beneficiaries is again partly attributed to
the introduction of GEMS.
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Figure 18: Total number of beneficiaries covered by a medical scheme from 2003 to 2006
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Figure 19 shows the distribution of beneficiaries according to the three types of medical
schemes. Open medical schemes have always attracted the most members and have reflected an
upward trend since 2003. The number increased from 4 718 797 in 2003 to

5050 438 in 2006. The majority of people enjoying medical scheme cover now belong to open
schemes which may suggest that employer operated schemes have become less financially
viable. The bargaining council schemes are not represented in 2005 and 2006 due to incomplete

statutory returns.
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Figure 19: Number of beneficiaries belonging to the different types of medical schemes from 2003 to 2006
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Figure 20 shows the average age of beneficiaries belonging to medical schemes for the period
from 2003 to 2006. This ranged from 32 years in 2003 and 2004 to 31 years in 2006. In the

last two financial years there was a bimodal distribution of the ages of beneficiaries with

coverage being lower in the 20-29 year old age group. ***°
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Figure 20: Average age of beneficiaries belonging to medical schemes from 2003 to 2006
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Figure 21 shows the pensioner ratio percentage for medical schemes from 2003-2006. The
proportion of pensioners i.e. the number of beneficiaries aged 65 years and older has decreased
since 2004. The pensioner ratio in 2005 and 2006 was 6.4% and 6.3% respectively, compared
t0 6.7% in 2004 (Figure 21). Restricted schemes possessed a higher proportion of pensioners
when compared to open schemes and this was a common trend observed for all the years.*
This is likely to be due to the fact that members of restricted schemes are former employees or
dependants of former employees of corporations with such schemes and, as a result of

subsidization, remain beneficiaries.
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Figure 21: Pensioner ratio in medical schemes from 2003 to 2006
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Table 3 shows the income and expenditure of consolidated medical schemes from 2003 to
2006. Revenue from contributions has steadily increased from R48.6 billion in 2003 to R57.6
billion in 2006. This revenue is collected voluntarily from employers and individual
beneficiaries. Despite this increase, the medical schemes only generated a surplus from
operations in 2003 and 2004. This was followed by an operating deficit which increased
substantially in 2006 when compared to 2005 from R406.54 million to R2.15 billion. However
when income from investments and other sources were taken into account, the medical schemes
showed a net surplus in each year. Both health and non-health expenditure has increased over
the last four years.

Table 3: Income and expenditure (in Billions of South African Rands) for consolidated medical schemes
from 2003 to 2006

2003 2004 2005 2006
Gross contribution income 48.60 51.50 54.20 57.60
Savings contribution income 5.00 5.50 6.30 6.20
Net contribution income 43.60 46.00 47.90 51.40
Net claims incurred 34.50 35.30 40.30 45.20
Other operating income 0.21 0.25 0.36 0.42
Net investment income 1.70 1.60 1.80 1.90
Total expenditure on health benefits 38.70 40.80 45.80 51.10
Total non-health expenditure 6.60 7.10 8.00 8.30
Surplus/Deficit from Operations 2.40 2.80 -0.40 -2.10
Net surplus/(Deficit) 4.40 5.00 2.30 1.10

4.2.2 Out-of-Pocket Expenditure on Health

South African households provide the second source of finances for the private health care
sector in terms of out-of-pocket expenditure. This source is difficult to accurately record and
quantify since there are no accurate recording of transactions that occur outside the allopathic
health care sector and such information is accompanied by several biases, the most common

being recall bias.
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Statistics South Africa conducts an IES every five years in South Africa. Table 4 shows the

income and expenditure of the South African household in the latest IES conducted in 2006.

Table 4: Income and expenditure of the average South African household for the year 2006

2006
Average Household Income R 74,589
Average Household Expenditure R 56,152
Average Household expenditure on health per annum R 933
Percentage of total expenses 1.7%

Source: Statistics South Africa Income and Expenditure Survey, 2006*

According to the Statistics South Africa IES of 2005/2006, the average household in South
Africa receives an income of R74, 589 and spends approximately 75.0% of their income on
consumable expenditure. Health care comprises 1.7% of the overall consumable expenditure
and includes payment to health practitioners (both allopathic and complementary), dispensing
pharmacies and co-payments. It also includes the traditional practitioners who are reportedly
consulted by the majority of the population (60.0%).*° It does not include contributions to
medical schemes and private insurances. At the end of August 2006, the average household
spent R933 on health care.

The last time the IES was conducted was in 2000, so there were no precise expenditure amounts
for 2003 to 2005. Therefore, medical inflation was removed from the 2006 amount and the
average Out-of-pocket expenditure on health care was determined (Figure 22). It must be noted
that 2006 provided the baseline for this calculation. This amount has therefore reflected an
increase comparable to the medical inflation trend but this is likely to be both inaccurate and
grossly underestimated. Unfortunately, there are no other sources providing information on the

household expenditure.
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Figure 22: Average South African household expenditure on health per annum from 2003 to 2006

The Out-of-pocket expenditure on health was disaggregated according to the different
categories including medical services, dental services, hospital services and paramedic services.
These and the other categories are shown in Figure 23. It is evident that medical services,
which included consultations with General Practitioners (GPs), specialists and traditional
healers, accounted for the largest expense i.e. 37.0%. Pharmaceutical products represented the

next largest expense accounting for 35.0% of the health expenditure.

The data collected by the survey was also disaggregated according to ethnic groups. It showed

that the Black population spent approximately half of the amount allocated to health on medical
services while the Coloured, Indian and White populations spent the majority of their budget on
pharmaceutical services.*’
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Figure 23: Percentage of out-of-pocket expenditure on health according to the different categories for the

year 2006

If one compared the Out-of-pocket on health to the contributions made by beneficiaries to

medical schemes, it is visibly apparent how much more is spent per beneficiary per annum on

medical schemes than per household on health care (Figure 24).
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Figure 24: Contributions per annum to out-of-pocket expenditure on health compared to the contributions

per annum per beneficiary to medical schemes from 2003 to 2006

Information on out of pocket expenditure in South Africa is scarce. However, the Low Income
Medical Scheme (LIMS) specific national household survey (the HH survey) provides some
additional information on out of pocket expenditure. However, this survey interviewed
approximately 5.1 million non-rural households with a gross household income of R6000 or
less per month. Therefore, this interview was targeted to the South African households with a
lower income and low levels of medical scheme coverage and formal employment.®
Therefore, any results would be biased due to the small sample size covered by medical

schemes.

According to this survey, of the individuals of medical schemes that attended out-patient
facilities, transport, professional fees and medicines were the largest expenditures accounting
for 43.0%, 33.0% and 20.0% of the total out of pocket expenditure, respectively.>* Households
earning an income between R2500 — R6000 and partially covered by medical schemes, spent an
average of R40 per month or 1.0% of their income on out of pocket on health expenditure.™
This result is not too far off from the 1.7% according to the IES survey. Households, with an

income in the same band and full medical aid cover, spent an average of R38 per month or
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1.3% (95% Confidence Interval -0.7% - 3.3%) of their income on out of pocket health

expenditure. These results are not a true estimate of the population in that income group owing

to the wide confidence interval >

No other data sources could be found to provide information on out of pocket expenditure.

4.3 THE FLOW OF FUNDS FROM THE FINANCING INTERMEDIARIES
TO THE PROVIDERS
This section will be discussed according to non-health and health expenditure. Health

expenditure is then disaggregated according to the overall benefits paid by the different scheme

type and further disaggregated to benefits paid out of the risk and savings pools.

4.3.1 Non-Health Care Expenditure

According to Professor Heather McLeod, medical aid scheme members pay one of the highest
non-health care costs in the world.>® Figure 25 shows the non-health care costs per member per
month from 1974 to 2006 in real terms (2006 South African Rands). This cost has increased
from about R20 per member per month in 1974 to approximately R240 in 2006.>
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Non-health care costs make up between 14.0% and 15.0% of medical schemes’ annual

expenditure (Figure 26).

16

150 | O Administration O Bad debts
W Mett Reinsurance O Cther
1484 W Cwn facility cost O Managed Care
) W Eroker foes O Trustee Remuneration
13% 11 mTotal Non-Healthcare

1204 -
11% -
1004
Q%% 1

T% 4 M

Proportion of Contributions
|
|
|
|

5%
497 1
3%
2% 1

0%

Source: McLeod H. PowerPoint presentation at Annual Board of Healthcare Funders Conference, 2008

Figure 26: Non-health care costs as a percentage of members’ contributions

Table 5 shows the different categories of non-health care expenditure for consolidated medical
schemes from 2003 to 2006. This amount has increased from R6.6 billion in 2003 to R8.3
billion in 2006. Non-health care expenditure has consistently increased from 2003 but the
largest increase of R900 million was observed between 2004 and 2005. This represented an
increase of 12.7% when compared to 2004. The percentage increase in 2004 was 7.6% when
compared to 2003 and was 3.8% in 2006 when compared to 2005.

Administration expenditure accounted for 68.0% of the total non-health expenditure in 2003,
69.0% in 2004 and 2005 and 71.0% in 2006. Acquisition costs are the costs incurred by
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medical schemes when initiating, underwriting and selling a policy of membership. These costs
are ultimately paid to brokers and for other distribution costs.* This category was not
calculated for the 2003 and 2006 financial years and the reason for this non-calculation remains
unclear. It may have been incorporated into broker fees but this is not made explicit in the
report.

According to the Medical Schemes Act, brokers are those people who provide a service or
advice by introducing a member to a medical scheme or ongoing advice regarding access to, or
benefits offered, by a medical scheme.> At present, there are more than 9000 brokers and they
are paid 3.0% of the monthly premiums received by medical schemes.>* Broker fees include all
commissions, service fees and other distribution costs paid to brokers. These costs have
substantially increased in the four years. In 2006, broker fees increased by 7.2% when
compared to 2005. The largest percentage increase was seen in 2005 when broker fees
increased by 30.3% when compared to 2004. This increase was almost a third more than the

21.2% increase observed in 2004 when compared to 2003.

Table 5: Different categories of non-health care expenditure for consolidated medical schemes from 2003 to
2006

2003 2004 2005 2006
1. Administration Expenditure (Billions) 45 4.9 55 59
2. Managed Health Care Expenditure (Billions) 1.1 1.2 1.3 14
3. Acquisition Costs (Millions) NC 769 939 NC
4. Broker Fees (Millions) 581 704 917 983
5. Reinsurance (Millions) -123 -7.8 2.6 2.1
6. Impaired Receivables (bad debts) - (Millions) 322 213 202 72.4
Total non-health Expenditure (Billions) 6.6 7.1 8 8.3

NC = Not captured
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Figure 27 shows the different categories that contribute to non-health expenditure from 2003 to

2006. Administration and Managed Health Care (MHC) are the main contributors to non-

health care expenditure while impaired receivables, also known as bad debts, have decreased by

64.2% since 2005.%
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Figure 27: Different categories of non-health expenditure by consolidated medical schemes from 2003 to
2006

4.3.2 Expenditure on Healthcare Benefits by Medical Schemes

This section analyses the total expenditure for all registered medical schemes (open and
restricted). The expenditure refers mainly to payments made out of medical savings accounts
and risk pooled benefits. It excludes any out of pocket benefits made through co-payments.

The benefits paid are analysed both in nominal and real terms (excluding medical inflation).
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4.3.3 Analysis of Overall Benefits Paid to the Various Service Providers from
2003 to 2006

This section looks at all the money that was paid to the various service providers over the four

year period and disaggregates this financial data according to scheme type.

4.3.3.1 Consolidated Schemes

From the income generated by all schemes, Figure 28 shows the nominal and real values of the
overall benefits paid by the consolidated medical schemes to the various service providers from
2003 to 2006. The nominal value of the total benefits paid shows a much steeper curve than the

real value which is derived when medical inflation is removed.
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Figure 28: Nominal versus the real (without medical inflation) value of the total benefits paid by

consolidated schemes to the various service providers from 2003 to 2006

Table 6 shows the nominal and real values of the overall benefits paid by consolidated medical
schemes to the various service providers from 2003 to 2006. There was a 12.4% increase in the
nominal value in 2006 when compared to 2005 and an increase of 32.5% when compared to the
base year, 2003. However, the real increase in 2006 was 5.7% when compared to 2005 and
14.9% when compared to the base year of 2003.
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Table 6: Nominal and real values (without medical inflation) paid by consolidated medical schemes to the

various service providers from 2003 to 2006

2003 2004 2005 2006
R'000 R'000 R'000 R'000

TOTAL OVERALL BENEFITS - nominal R 38,697,052 R 41,473,538 R 45,620,539 R 51,290,062

TOTAL OVERALL BENEFITS - real R 35,253,014 R 37,371,805 R 38,342,054 R 40,516,306

In contrast, when the nominal value is compared to the real (without CPIX), the difference
observed between the two is negligible. Figure 29 shows the nominal value against the value

without the consumer price index.
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Figure 29: Nominal versus the value without the Consumer Price Index of the total benefits paid by

consolidated medical schemes to the various service providers from 2003 to 2006
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Table 7 shows the difference between the nominal value and that without CP1X paid by
consolidated schemes to the different service providers across the four years. The increase in
the nominal value in 2006 was 12.4% when compared to 2005 and 32.5% when compared to
2003. The increase observed when CPIX was removed was 7.2% in 2006 when compared to
2005 and 27.8% when compared to the base year of 2003.

Table 7: Nominal versus the values, without The Consumer Price Index, paid by consolidated medical

schemes to the various service providers from 2003 to 2006

2003 2004 2005 2006

R'000 R'000 R'000 R'000

TOTAL OVERALL BENEFITS - nominal R 38,697,052 R 41,473,538 R 45,620,539 R 51,290,062
TOTAL OVERALL BENEFITS - real without CPIX R 36,452,623 R 40,897,056 R 43,456,875 R 46,595,405

Figure 30 shows both nominal and real values (without medical inflation) of the overall benefits
paid by consolidated medical schemes to the various service providers for the period from 2003
to 2006.
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Figure 30: Comparison of the nominal and real values of the overall benefits paid by consolidated medical

schemes to the various service providers from 2003 to 2006
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The top five overall cost-drivers for the years 2003 to 2006 were private hospitals, medical
specialists, medicines, supplementary and allied health professionals and general practitioners.

The other categories have not shown as great an increase as these five mentioned.

The overall benefits paid to private hospitals has shown a steep increase from approximately
R12 billion in 2003 to approximately R18 billion in 2006. Over a period of one year from 2005
to 2006 there was a marked increase from R15.9 billion to R17.7 billion (Table 8). It should be
noted that hospital billing includes theatre fees, ward fees, consumables and medicines
dispensed but not fees paid to health care practitioners within both the private and public sector
hospitals. In contrast actual benefits paid to public hospitals used by private patients remained
fairly constant but at a negligible level. Total hospital expenditure has been the largest
expenditure in all four years accounting for 34.3% of overall expenditure in 2003, 38.0% in
2004, 35.3% in 2005 and 35.0% in 2006, amounting to more that one third of total benefits paid

from medical aid contributions.

Benefits paid to medical specialists has shown an increasing trend over the four year period.
This category includes the clinical support specialists, amongst others anaesthetists, radiologists
and pathologists. In 2006, this accounted for the second largest expenditure (21.4% of total

expenditure), with an increase of 17.2% from the previous year (2005).*

Medicines were the third largest expenditure paid by medical schemes. This category includes
payment of medicines dispensed by practitioners, specialists, pharmacists, allied and support
health professionals and other health professionals. While this expenditure was increasing
markedly compared to other categories in the 1980s and early 1990s, this increase appeared to
be in line with inflation (medical). In contrast with other categories of expenditure, benefits
paid for medicines began decreasing in 2003, with the largest decreases in 2004 and 2005.*
While medicines accounted for 22.3% of total expenditure in 2003, it has decreased to 15.8% in
2005 and 16.9% in 2006.%> **°
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The decreases shown in Figure 30 were due to two regulatory interventions. Pharmacists were
required by law to offer patients a generic substitute for any medicine prescribed unless the
doctor stated that the medicine should not be substituted. This increased use of generic
medicine (increase of 14% between 2003 and 2005) led to a decrease in the amount of money
spent on medicines.’? The Medicines and Related Substances Control Amendment Act (Act 90
of 1997) brought about regulations to control the price of medicines. Discounts to private
hospitals and dispensing doctors were outlawed. This had previously been an incentive for
these institutions to keep a medicine on their formulary. Manufacturers were required to sell at

a Single Exit Price (SEP) which has led to an average price decrease of approximately 22.0%."

Benefits paid to General Practitioners and Supplementary and Allied Health Professionals have

also shown an increasing trend across the four years.

Tables 8 and 9 shows the nominal and real values of the overall benefits paid by consolidated

medical schemes to the different service providers for the period from 2003 to 2006.
Medicines have started showing an increase in 2006 when compared to 2004 and 2005. This
may be due to the prescribed minimum benefits which have disease management programmes

for chronic diseases including HIV.

Dentists have shown a decrease while managed health care, also known as out of hospital

benefits, has shown an increasing trend over the four years.
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Table 8: Nominal values of the overall benefits paid by consolidated medical schemes to the various service

providers from 2003 to 2006

Consolidated Schemes Nominal
2003 2004 2005 2006

R'000 R'000 R'000 R'000
General practitioners R 2,955,394 R 2,904,348 R 3,633,079 R 4,393,335
Medical specialists R 7,604,740 R 8,240,506 R 9,366,224 R 10,972,992
Dentists R 1,772,584 R 1,680,059 R 1,716,293 R 1,737,575
Dental specialists R 293,997 R 305,528 R 368,672 R 433,702
Supplementary and allied health R 2,673,648 R 2,737,137 R 4,600,186 R 4,470,804
professionals
Total hospitals R 13,283,344 R 15,743,973 R 16,106,734 R 17,976,795
Private hospitals R 11,847,504 R 14,159,969 R 15,863,749 R 17,703,161
Provincial hospitals R 248,792 R 261,908 R 242,986 R 273,634
Medicines R 8,617,709 R 7,959,349 R 7,185,153 R 8,674,563
Ex-gratia payments R 24,315 R 26,015 R 56,771 R 50,387
Other benefits R 1,047,237 R 990,223 R 1,373,737 R 1,236,892
Managed care arrangements R 424,084 R 886,399 R 1,213,690 R 1,343,017
(out of hospital benefits)
Total benefits R 38,697,052 R 41,473,538 R 45,620,539 R 51,290,062
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Table 9 shows the overall benefits paid by consolidated medical schemes with medical inflation

removed. Private hospitals, medical specialists and medicines remain the three biggest cost-

drivers with supplementary and allied health professionals and general practitioners making up

the rest of the top five expenditure categories.

Table 9: Real values of the overall benefits paid by consolidated medical schemes to the various service

providers from 2003 to 2006

Consolidated Schemes Real

2003 ® 2004 ® 2005 ® 2006 ®

R'000 R'000 R'000 R'000

General practitioners R 2,692,364 R 2,617,108 R 3,053,443 R 3,470,491
Medical specialists R 6,927,918 R 7,425,520 R 7,871,899 R 8,668,055
Dentists R 1,614,824 R 1,513,901 R 1,442,469 R 1,372,588
Dental specialists R 267,831 R 275,311 R 309,853 R 342,601
Supplementary and allied health R 2,435,693 R 2,466,434 R 3,866,254 R 3,531,687
professionals
Total hospitals R 12,101,126 R 14,186,894 R 13,537,001 R 14,200,672
Private hospitals R 10,793,076 R 12,759,548 R 13,332,783 R 13,984,516
Provincial hospitals R 226,650 R 236,005 R 204,219 R 216,156
Medicines R 7,850,733 R 7,172,169 R 6,038,805 R 6,852,424
Ex-gratia payments R 22,151 R 23,442 R 47,714 R 39,803
Other benefits R 954,033 R 892,290 R 1,154,565 R 977,076
Managed care arrangements R 386,341 R 798,734 R 1,020,053 R 1,060,909
(out of hospital benefits)
Total benefits R 35,253,014 R 37,371,805 R 38,342,054 R 40,516,306

®: Real values (medical inflation removed)

Table 10 shows the real percentage increase or decrease paid by consolidated medical schemes

to the various service providers from 2003 to 2006. The table excludes medical inflation.

Private hospitals increased by almost 30.0% by 2006 when compared to the base year of 2003.

Medical specialists increased by 25.0% in 2006 when compared to the base year of 2003 while

supplementary and allied health professionals grew by almost 50.0%. Managed health care has

exhibited the largest increase of 175.0% when compared to the base year of 2003.
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The three categories that have shown a decrease when compared to the base year includes

dentists, provincial hospitals which claim the revenue for the private sector patients admitted

there and medicines.

Medicines demonstrated an increase in 2006 of 13.5% when compared to 2005 but an overall

decrease of 13.0% when compared to the base year of 2003. As mentioned previously,

medicines showed a decrease of 9.0% in 2004 when compared to 2003 and a decrease of

approximately 16.0% in 2005 when compared to 2004.

Table 10: Real percentage increase/decrease paid by consolidated schemes to the various service providers

when compared to the previous years and the base year of 2003

Consolidated 2003® 2004 ® 2005 ® 2005 ® 2006 ® 2006 ® 2006 ®
Schemes vs 2004 vs 2003 vs 2005 vs 2004 vs 2003
General Practitioners 0.00 -2.80 16.67 13.41 13.66 32.61 28.90
Medical Specialists 0.00 7.18 6.01 13.63 10.11 16.73 25.12
Dentists 0.00 -6.25 -4.72 -10.67 -4.84 -9.33 -15.00
Dental Specialists 0.00 2.79 12.55 15.69 10.57 24.44 27.92
Supplementary And 0.00 1.26 56.75 58.73 -8.65 43.19 45.00
Allied Health

Professionals

Total Hospitals 0.00 17.24 -4.58 11.87 4.90 0.10 17.35
Private Hospitals 0.00 18.22 4.49 23.53 4.89 9.60 29.57
Provincial Hospitals 0.00 4.13 -13.47 -9.90 5.85 -8.41 -4.63
Medicines 0.00 -8.64 -15.80 -23.08 13.47 -4.46 -12.72
Ex-Gratia Payments 0.00 5.83 103.54 115.40 -16.58 69.79 79.69
Other Benefits 0.00 -6.47 29.39 21.02 -15.37 9.50 242
Managed Care 0.00 106.74 27.71 164.03 4.01 32.82 174.60
Arrangements

(Out Of Hospital

Benefits)

Total Benefits 0.00 6.01 2.60 8.76 5.67 8.41 14.93

®: Real values (medical inflation removed)
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4.3.3.2 Registered Open Medical Schemes

Figure 31 shows the overall trend paid by registered open medical schemes to the different
service providers from 2003 to 2006. The majority of members belong to this type of medical
scheme since there are no strict eligibility criteria. The top five cost-drivers remain the same
for both the nominal and real values: private hospitals, medical specialists, medicines,

supplementary and allied health professionals and general practitioners.
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Figure 31: Comparison of the nominal and real values of the overall benefits paid by registered open
medical schemes to the various service providers from 2003 to 2006
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Table 11 shows the nominal values paid by registered open medical schemes to the different

service providers from 2003 to 2006. The increased amount paid to total hospitals is largely

attributable to private hospital expenditure and not due to the provincial hospitals. This implies

that provincial hospitals do not submit any claims to medical schemes for private patients

admitted to their facilities either because they are not aware that the patient belongs to the

medical scheme or they are unable to classify illnesses and procedures using the correct billing

practice.

Ex-gratia payments, other benefits and out of hospital benefits have also shown an increasing

trend since 2003.

Table 11: Nominal values paid by registered open medical schemes to the various service providers from

2003 to 2006
Registered Open Schemes Nominal
2003 2004 2005 2006

R’'000 R'000 R’'000 R'000
General practitioners R 2,017,075 R 1,891,372 R 2,367,083 R 2,712,848
Medical specialists R 5,329,095 R 5,822,115 R 6,924,692 R 8,024,938
Dentists R 1,235,415 R 1,129,262 R 1,179,897 R 1,155,523
Dental specialists R 204,650 R 211,839 R 260,575 R 281,705
Supplementary and allied health professionals R 1,960,570 R 1,923,567 R 2,812,043 R 3,301,621
Total hospitals R 9,105,319 R 10,989,839 R 11,520,668 R 13,077,111
Private hospitals R 8,131,406 R 9,966,935 R 11,411,188 R 12,949,113
Provincial hospitals R 126,502 R 112,770 R 109,480 R 127,997
Medicines R 6,064,263 R 5,201,125 R 5,427,538 R 5,835,228
Ex-gratia payments R 9,744 R 12,084 R 46,362 R 40,215
Other benefits R 467,539 R 537,971 R 706,544 R 787,196
Managed care arrangements R 292,388 R 741,400 R 990,223 R 1,126,761
(out of hospital benefits)
Total benefits R 26,686,058 R 28,460,575 R 32,235,625 R 36,343,145
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Table 12 shows the real values, without medical inflation, paid by the registered open medical

schemes to the different providers from 2003 to 2006. It is interesting to note that the real

amount paid to dentists has shown a downward trend over the four years from approximately
R1.1 billion in 2003 to R912.8 million in 2006.

Table 12: Real values paid by registered open medical schemes to the various service providers from 2003

to 2006
Registered Open Schemes Real
2003 ® 2004 ® 2005 ® 2006 ®
R'000 R'000 R'000 R'000
General practitioners R 1,837,555 R 1,704,315 R 1,989,429 R 2,143,000
Medical specialists R 4,854,806 R 5,246,308 R 5,819,899 R 6,339,256
Dentists R 1,125,463 R 1,017,578 R 991,651 R 912,799
Dental specialists R 186,436 R 190,888 R 219,002 R 222,531
Supplementary and allied health professionals R 1,786,079 R 1,733,326 R 2,363,398 R 2,608,098
Total hospitals R 8,294,946 R 9,902,944 R9,682,614 R 10,330,193
Private hospitals R 7,407,711 R 8,981,205 R 9,590,601 R 10,229,081
Provincial hospitals R 115,243 R 101,617 R 92,013 R 101,111
Medicines R 5,524,544 R 4,686,734 R 4,561,607 R 4,609,507
Ex-gratia payments R 8,877 R 10,889 R 38,965 R 31,768
Other benefits R 425,928 R 484,766 R 593,819 R 621,841
Managed care arrangements(out of hospital R 266,365 R 668,076 R 832,239 R 890,079
benefits)
Total benefits R 24,310,999 R 25,645,824 R 27,092,623 R 28,709,070

®: Real values (medical inflation removed)
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Table 13: Real percentage increase/decrease paid by registered open medical schemes to the various service

providers when compared to the previous years and the base year of 2003

Registered Open Schemes 2003® 2004 ® 2005 ® vs 2004 2005 ® vs 2003 2006 ® vs 2005 2006 ® vs 2004 2006 ® vs 2003

General Practitioners 0.00 -7.25 16.73 8.26 7.72 25.74 16.62
Medical Specialists 0.00 8.06 10.93 19.88 8.92 20.83 30.58
Dentists 0.00 -9.59 -2.55 -11.89 -7.95 -10.30 -18.90
Dental Specialists 0.00 2.39 14.73 17.47 1.61 16.58 19.36
Supplementary And 0.00 -2.95 36.35 32.32 10.35 50.47 46.02
Allied Health

Professionals

Total Hospitals 0.00 19.39 -2.22 16.73 6.69 4.31 24.54
Private Hospitals 0.00 21.24 6.79 29.47 6.66 13.89 38.09
Provincial Hospitals 0.00 -11.82 -9.45 -20.16 9.89 -0.50 -12.26
Medicines 0.00 -15.17 -2.67 -17.43 1.05 -1.65 -16.56
Ex-Gratia Payments 0.00 22.67 257.84 338.96 -18.47 191.74 257.87
Other Benefits 0.00 13.81 22.50 39.42 4.72 28.28 46.00
Managed Care 0.00 150.81 24,57 212.44 6.95 33.23 234.16
Arrangements

(Out Of Hospital

Benefits)

Total Benefits 0.00 5.49 5.64 11.44 5.97 11.94 18.09

®: Real values (medical inflation removed)

Table 13 compares the real (without medical inflation) percentage increase or decrease paid by
the registered open schemes to the different service providers compared to the preceding years

and the base year, 2003.
General practitioners initially showed a decrease of 7.0% in 2004 but subsequently have been
paid an overall increase of 16.7% in 2005 and 7.7% in 2006 when compared to the previous

years. In 2006, they received an increase of 16.6% when compared to the base year of 2003.

Private hospitals, medical specialists, supplementary and allied health professionals and ex-

gratia payments all showed an increase of more than 30.0% when compared to the base year.
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Medicines, dentists and benefits paid by registered open schemes to provincial hospitals

showed a downward trend over the four years when compared to the base year of 2003.

4.3.3.3 Registered Restricted Medical Schemes
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Figure 32: Comparison of the overall benefits, both nominal and real, paid by registered restricted schemes

to the various service providers from 2003 to 2006
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Figure 32 is a line graph showing the nominal and real (without medical inflation) overall

benefits paid by registered restricted schemes to the various service providers from 2003 to

2006.

The cost drivers in this scheme type remain the same as for open schemes i.e. private hospitals,

medical specialists, medicines, supplementary and allied health professionals and general

practitioners.

Table 14 shows the nominal values of the overall benefits paid by registered restricted schemes

to the various service providers from 2003 to 2006. The amounts paid by registered restricted

are much less than registered open schemes since the latter has a smaller number of members.

Table 14: Nominal values paid by registered restricted schemes to the various service providers from 2003

to 2006
Registered Restricted Schemes Nominal
2003 2004 2005 2006
R'000 R'000 R'000 R'000
General practitioners R 880,402 R 954,689 R 1,265,996 R 1,680,488
Medical specialists R 2,169,248 R 2,306,296 R 2,441,533 R 2,948,055
Dentists R 514,298 R 525,953 R 536,397 R 582,052
Dental specialists R 86,467 R 90,660 R 108,097 R 151,996
Supplementary and allied health professionals R 691,426 R 782,400 R 1,788,143 R 1,169,183
Total hospitals R 3,996,439 R 4,529,998 R 4,586,066 R 4,899,684
Private hospitals R 3,539,130 R 3,979,647 R 4,452,560 R 4,754,048
Provincial hospitals R 117,671 R 142,666 R 133,506 R 145,636
Medicines R 2,471,130 R 2,674,301 R 1,757,614 R 2,839,335
Ex-gratia payments R 12,485 R 13,750 R 10,409 R 10,172
Other benefits R 576,997 R 444,656 R 667,193 R 449,696
Managed care arrangements(out of hospital benefits) R 129,290 R 144,999 R 223,467 R 216,256
Total benefits R 11,528,183 R 12,467,702 R 13,384,915 R 14,946,917
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Table 15 shows the real values, without medical inflation, of the overall benefits paid by

registered restricted schemes to the various service providers from 2003 to 2006. The amounts

paid by restricted schemes are smaller than that of open schemes since there are fewer

members. While ex-gratia payments have shown a real decrease when compared to the base

year in restricted schemes they have increased by more than 200.0%, in open schemes.

Table 15: Real values paid by registered restricted schemes to the various service providers from 2003 to

2006
Registered Restricted Schemes Real
2003 ® 2004 ® 2005 ® 2006 ®
R'000 R'000 R'000 R'000
General practitioners R 802,046 R 860,270 R 1,064,014 R 1,327,492
Medical specialists R 1,976,185 R 2,078,203 R 2,052,001 R 2,328,800
Dentists R 468,525 R 473,936 R 450,818 R 459,789
Dental specialists R 78,771 R 81,694 R 90,851 R 120,068
Supplementary and allied health professionals R 629,889 R 705,021 R 1,502,855 R 923,590
Total hospitals R 3,640,756 R 4,081,981 R 3,854,387 R 3,870,479
Private hospitals R 3,224,147 R 3,586,060 R 3,742,181 R 3,755,434
Provincial hospitals R 107,198 R 128,556 R 112,206 R 115,044
Medicines R 2,251,199 R 2,409,813 R 1,477,197 R 2,242,917
Ex-gratia payments R 11,374 R 12,390 R 8,748 R 8,035
Other benefits R 525,644 R 400,680 R 560,746 R 355,235
Managed care arrangements(out of hospital benefits) R 117,783 R 130,659 R 187,814 R 170,830
Total benefits R 10,502,175 R 11,234,646 R 11,249,432 R 11,807,236

®: Real values (medical inflation removed)

Table 16 shows the real percentage (without medical inflation), increase or decrease in the

various expenditure categories for registered restricted medical schemes. This is the overall

expenditure paid and the year on year comparison to the base year of 2003.

When compared to Table 13, presented earlier for registered open schemes, general

practitioners received an increase of almost 8.0% in 2006 when compared to 2005 and an

overall increase of 17.0% when compared to the base year. This figure is in stark contrast to
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registered restricted schemes where general practitioners were paid an increase of 25.0% in
2006 when compared to 2005 and an overall increase of 66.0% when compared to the base
year. However, medical specialists and private hospitals also showed increasing trends as was

demonstrated with open schemes that showed a higher percentage increase.

Ex-gratia payments and managed care arrangements, which showed a more than 200.0%
overall increase in registered open schemes, followed different trends in registered restricted
schemes. Ex-gratia payments declined after 2004 and decreased by an overall 29.0% in 2006
when compared to the base year. Managed care arrangements showed an overall increasing
trend but this was much smaller when compared to open schemes, a mere 45.0% compared to
234.0%.

Table 16: Real percentage increase/decrease paid by registered restricted medical schemes to the various

service providers when compared to the previous years and the base year of 2003

Registered Restricted Schemes 2003® 2004® 2005® 2005® 2006® 2006 ® 2006 ®

vs 2004 vs2003 vs2005 vs2004 vs 2003
General Practitioners 0.00 7.26 23.68 32.66 24.76 54.31 65.51
Medical Specialists 0.00 5.16 -1.26 3.84 13.49 12.06 17.84
Dentists 0.00 1.15 -4.88 -3.78 1.99 -2.99 -1.86
Dental Specialists 0.00 3.71 11.21 15.33 32.16 46.97 52.43
Supplementary And Allied Health Professionals 0.00 11.93 113.16 138.59 -38.54 31.00 46.63
Total Hospitals 0.00 12.12 -5.58 5.87 0.42 -5.18 6.31
Private Hospitals 0.00 11.23 4.35 16.07 0.35 4.72 16.48
Provincial Hospitals 0.00 19.92 -12.72 4.67 2.53 -10.51 7.32
Medicines 0.00 705 -38.70  -34.38 51.84 -6.93 -0.37
Ex-Gratia Payments 0.00 8.94 -29.39 -23.08 -8.15 -35.15 -29.35
Other Benefits 0.00 -23.77 39.95 6.68 -36.65 -11.34 -32.42
Managed Care Arrangements 0.00 10.93 43.74 59.46 -9.04 30.75 45.04

(Out Of Hospital Benefits)

Total Benefits 0.00 6.97 0.13 7.12 4.96 5.10 12.43

®: Real values (medical inflation removed)
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4.3.4 The Cost Drivers

The three main cost drivers in the private health care sector for the financial period from 2003
to 2006 were medical specialists, private hospitals and medicines. These are discussed further

in the section below.
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4.3.4.1 Medical Specialists

Medical specialists were one of the biggest cost-drivers in the four years. Figure 33 shows the

nominal and real overall benefits paid by consolidated medical schemes to the category of

medical specialists. This category has exhibited an increasing trend over the four years. There

was a nominal increase of 13.7% in 2005 when compared to 2004 and an increase of 17.2% in

2006 compared to 2005. However, the real increase in 2005 was 6.0% when compared to 2004
and 10.1% in 2005 when compared to 2006.
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@ 2003 R 7,604,740 R 6,927,918
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O 2006 R 10,972,992 R 8,668,055
Year

Figure 33: Nominal and real values paid by consolidated medical schemes to medical specialists from 2003

to 2006
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Tables 17 and 18 indicate the nominal and real benefits paid by consolidated medical schemes
to selected categories of medical specialists from 2003 to 2006. These tables do not include all
the categories of medical and clinical support specialists paid by the schemes but these

categories account for more than 75.0% of the expenditure (an average of 77.9%).

Table 17: Nominal values paid by consolidated medical schemes to the different categories of medical
specialists from 2003 to 2006

Nominal
2003 2004 2005 2006
R'000 R'000 R'000 R'000
Total R 7,604,740 R 8,240,506 R 9,366,224 R 10,972,992
Medical specialists
Obstetricians & Gynaecologists R 568,120 R 622,156 R 698,301 R 755,629
Physicians R 378,726 R 419,492 R 475,272 R 573,058
Cardiologists R 188,620 R 228,774 R 267,934 R 300,320
Ophthalmologist R 341,826 R 346,835 R 401,653 R 462,818
Orthopaedic Surgeon R 384,104 R 424,958 R 495,713 R 570,186
Paediatrician R 230,319 R 257,741 R 316,222 R 388,329
Surgeons R 375,886 R 406,876 R 459,979 R 500,681
Clinical support specialists
Anaesthetist R 570,249 R 623,253 R 715,253 R 967,900
Radiologist R 1,459,040 R 1,589,423 R 1,818,287 R 2,100,266
Pathologist R 1,195,532 R 1,468,425 R 1,832,835 R 2,088,678
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Table 18 shows the real values, without medical inflation, paid by all medical schemes to

medical specialists for the four year period.

Table 18: Real values paid by consolidated medical schemes to different categories of medical specialists

from 2003 to 2006

Real
2003 2004 2005 2006
R'000 R'000 R'000 R'000
Total R 6,927,918 R 7,425,520 R 7,871,899 R 8,668,055
Medical specialists
Obstetricians & Gynaecologists R 517,557 R 560,625 R 586,891 R 596,905
Physicians R 345,019 R 378,004 R 399,445 R 452,684
Cardiologists R 171,833 R 206,148 R 225,187 R 237,236
Ophthalmologist R 311,403 R 312,533 R 337,572 R 365,601
Orthopaedic Surgeon R 349,919 R 382,930 R 416,625 R 450,415
Paediatrician R 209,821 R 232,250 R 265,771 R 306,758
Surgeons R 342,432 R 366,636 R 386,592 R 395,510
Clinical support specialists
Anaesthetist R 519,497 R 561,613 R 601,139 R 764,587
Radiologist R 1,329,185 R 1,432,229 R 1,528,190 R 1,659,094
Pathologist R 1,089,130 R 1,323,198 R 1,540,417 R 1,649,940

The categories not included in Tables 17 and 18 are listed below and the nominal and real

values (without medical inflati