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Terms of reference

This research studies the medical scheme funded 

sector and draws on international experience to:

 identify important cost drivers that impact on 

affordability and access to medical services, and 

 Identify helpful strategies for making insured

healthcare services more affordable.

The principal objective is to find better ways of 

making the financial system work more effectively to 

address the needs of poorer families 



Why this study is important

 An understanding of medical scheme cost drivers provides 

useful insights for policy makers considering any system of 

insurance (pre-payment and risk pooling) for increasing access 

to health services in South Africa.

 Similarly, strategies that may be helpful to address cost drivers 

in the medical scheme system are likely to be relevant to any 

insurance based system of financing health care in South 

Africa.

The reasons why this study is important at this time (2009) when South 

Africans are debating the merits of Social Health Insurance and National 

Health Insurance reform alternatives for health system financing, are as 

follows:
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 Key findings: strategies
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Project Team and Resources

Experts that have given input:

•Mbasa Mxenge (Medical schemes)

•Dr Reno Morar (Low cost medical scheme 

solutions)

•Dr Sophy van der Berg (Low cost  scheme 

solutions)

•Prof. Eric Buch (Public sector delivery)

•Roly Buys (Private hospital costs and delivery 

solutions)

•Dr Laubi Walters (Managed care and claims data 

analytics)

•Prof. Sam Fehrsen (medical scheme low cost 

solutions)

•Prof. Alan Rothberg (PBM design and cost 

modeling)

•Stavros Nicalou (SA Pharmaceutical 

Manufacturers)

•Val Baumont (International Pharmaceutical 

Manufacturers)

•Christo Rademan (Medicine cost trends)

•Dr Guni Goolab (Local & International Pharma 

industry)

•Vikani Funda (Medical Scheme experience)

Researchers:

•Reg Magennis (Chartered Accountant)

•Dr Johann van Zyl (Medical Doctor) 

Core project databases:

•Council for Medical Schemes (detailed data: 

2005 to 2007)

•Polmed (medical claims, medicines, managed 

care)

•Clothing Industry Health Care Fund (low 

cost benefits with own primary clinics and 

PPP)

•Platinum Health Medical Scheme (HMO)

•MediClinic (Polmed hospital costs)

•Mediscor (non-hospital medicine costs)

Review Panel:

•Anja Smith (Economist)

•Doubell Chamberlain (Economist).

•Roseanne da Silva (Actuary)

•Rob Rusconi (Actuary)

•Howard Bolnick  (International Actuary)



Key Finding

There is widespread international 

consensus that providing universal 

coverage (access for all to a full range 

of personal and non-personal health 

services they need, with social health 

protection) is part of the package of core 

obligations that any legitimate 

government must fulfil.



Key Finding

 Align more closely with the public sector so as 

not to perpetuate the current mal-distribution of 

resources; and

 Effectively address its cost levels and cost 

increases.

If the medical scheme industry is to address the 

concerns of policy-makers and play a meaningful role 

in the future financing of health care in future, the 

industry will need to:



Key Findings

The vast majority of the 10.2 million South African households that do 

not have medical scheme cover incur out of pocket medical 

expenditure and affordability is a major reason for not belonging to a 

medical scheme.

There appears to be a significant and attainable opportunity for 

medical schemes to be more inclusive of low income families if 

premiums could be reduced.

E.g. there are 3.6 million persons in households with permanently 

employed members for whom a monthly payment of R100 (2006 prices) 

per person would not exceed 10% of household earnings per capita.



Total
permanently
employed:

7,959,390

Informal
sector
employees
: 279,567

Domestic
employees:

559,051

Formal
sector
employees:

7,083,728

Private sector
employees:

4,931,713

Employees that
can afford at
R100 (51%):

1,478,109Unserved
employees (65%):

3,198,941

Employees not covered
(90%):

2,571,156

Government*
employees:

1,848,153

Unserved
employees (19%):

358,933

Employees that
can afford at
R100 (38%):

196,425
Unserved

employees (99%):

551,484

Total number of
people:

379,529

Total number of
people:

3,088,440

Private sector
employees:

235,533

Employees that

can afford
atR100 (32%):

56,781Unserved
employees (82%):

192,483

Total number of
people:

116,918

Source: LFS 2007
* Includes parastatals e.g. Telkom or Transnet

Covered by other household
member (10%):

325,101

Employees not covered
(89%):

319,653

Employees not covered
(95%):

523,653

Covered by other household
member (5%):

27,831

Employees not covered
(93%):

178,082

Covered by other household
member (7%):

14,401

Analysis of permanently employed persons



Key Findings (international 

experience)

Health insurance  drives new technology

Fee-for-service drives supplier demand

Therefore:

Benefit package  design & provider reimbursement  play a key role in cost

Health insurance markets fail due to factors such as:

•moral hazard, 

•provider billing arrangements

•risk selection 

•trust based relationships between providers and patients, 

•licensing and educational standards.



Key Finding (Medical schemes)

Over the period 1997 to 2007:

• Medical scheme per capita expenditure grew on average at 5% in 

excess of CPIX.

• One third of this excess was due to price inflation (in excess of 

CPIX), and 

• Two thirds was due to factors such as service utilisation, mix of 

services and the introduction of new technology (medicines, procedures, 

prosthesis, devices, equipment).



Medical scheme costs: 1997-2007

% of 
total 

benefit 
spend

% annual 
growth 

in excess 
of CPIX

% annual 
growth in 
excess of 

medical price 
inflation rather 

than CPIX

Benefit category

Private hospital 28.4 6.6 5.2

Medicine 18.4 0.5 2.6

Medical Specialists 17.5 5.4 4.9

Other benefits 13.8 3.2 2.4

Non-healthcare 13.4 11.7 11.7
General medical 

practitioner (GP) and GP 
coordinated care 8.6 4.3 1.7

Total benefit expenditure 100.0 5.0 3.1

Total contributions 5.9 4.0



Key Findings

 Number and cost of inpatient days

 Private hospital billing practices

 Specialist billing practices

 Regulation of medicine prices and dispensing practices

 Medicine pricing relative to State Tender pricing

 Changes in general practitioner (GP) billing arrangements

 Impact of new legislation on non-healthcare costs

 Impact of membership changes on non-healthcare costs 

An analysis of industry level medical scheme expenditure information over 

the period 1997 to 2007 in South Africa revealed the following important 

drivers with impact on cost:



Hospital industry
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Polmed in-hospital costs

2006 2008

Annualised

%
2-year 

period %

Total Billed R215m R258m 9.3 19.4

Volume (No of Admissions) 21,384 21,380 0.0 0.0

Billed/Case R10,090 R12,051 9.3 19.4

Price 100 117 7.9 16.5

Case mix and age 100 102 0.9 1.9

Residual related to technology 1.0

Total 19.4

CPIX (average for a given calendar year) 100 121 9.9 20.8



Medicines

[1] Mediscor, 2007. Medicines Review 2007. Mediscor

Rand 
pbpa %

Expenditure per beneficiary: 2005 1815

Drivers of “cost per item”: 211 60

Attributable to SEP 33 9

Attributable to units dispensed per item & change in mix 136 39

Attributable to new entities 41 12

Drivers of “No of items per beneficiary” 140 40

Existing medicines: prevalence 18 5

Existing medicines: intensity 97 28

New chemical entities 25 7

Expenditure per beneficiary: 2007 2165 100

Growth in expenditure per beneficiary (2007/2005) 350
Growth in expenditure per beneficiary per annum compared to 
CPIX of 5.55%: 9.22%



Medicines: hypothetical 

restatement of scheme costs at 

State prices: 2007

Comparison with State tender prices

Medical 
scheme ave 

cost per 
benef

Restated at 
State tender 

price 
equivalent

Original products 1 142 282

Original products (patent expired) 405 137

Generic equivalents 618 112

Total (which cannot be compared) 2 165 530

Adjustment for private sector distribution costs 
and VAT (not paid by the State): 239

Comparable Total: 2165 769

Percentage of medical scheme cost per 
beneficiary: 100 35.5



GP billing arrangements



Administration costs 2002- 2007

Open 
schemes

Restricted 
schemes Total

% % %

Annual compound growth in average gross 
administration cost per beneficiary 7.8 5.7 7.1

Cost growth attributable to growth in 
beneficiaries 9.4 32.6 14.8

Cost growth attributable to increases in 
average price per beneficiary 79.8 82.0 80.3

Attributable to movements between 
administrators 10.8 -14.6 4.9

100.0 100.0 100.0
Source: Compiled by the authors from Annual Reports of the Council for
Medical Schemes



Key Findings

 Benefit utilisation, price and mix 

 High prevalence of lifestyle diseases

 High growth in claims that include charges for procedures

 Impact of Prescribed Minimum Benefits (PMBs)

 Healthcare service provider billing practices

 Anti-selection

 Member income level

An analysis of recent expenditure information supplied by the South 

African Services Police Medical Scheme revealed the following important 

cost drivers:



Prevalence of lifestyle diseases: 

Polmed 2008

Diagnosis categories

% of total 
insured 

benefits: 2008

Volume of 
claim lines: 

2008

Growth in 
insured 

benefits: 2008 
compared to 

2006

% % %

ICD-10 Group

Z-coding 23.9 30.6 2.0

Disease - respiratory system 13.0 18.6 5.9

Disease - digestive system 8.3 8.0 8.3

Disease – musculoskeletal system 7.0 6.6 10.5

Other 6.2 4.2 7.6

Disease - circulatory system 6.0 5.3 10.3

Disease – genitourinary system 5.1 4.2 1.3

Neoplasms 4.4 2.2 14.9

Behavioural disorders 4.2 4.1 4.6



Polmed claims with procedures

Top 20 Procedures

% of total 
insured 

benefits: 
2008

Growth in 
insured 

benefits: 2008 
compared to 

2006

Volume of 
claim lines: 

2008
% %

Anatomical region

Claims with no procedures (medical claims) 56.0 5.3 74.8
General 19.1 10.4 12.8
Obstetrics 3.0 8.0 0.9
Heart 3.0 4.3 1.1
Radiology 2.9 9.1 2.0
Spine 2.0 6.9 0.7
Peritoneal cavity 1.5 4.4 0.9
Ankle 1.4 0.0 0.7
Hips 1.3 15.9 0.4
Colon 1.3 6.5 0.9
Kidney 1.2 29.1 0.6
Stomach 1.2 15.5 0.9
Eye 1.0 14.4 0.4



Provider billing practices
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2006 2007 2008

2006 96.10% 98.1% 94.4% 98.9% 93.88%

2007 95.64% 97.5% 94.0% 98.6% 93.16%

2008 61.69% 68.2% 56.4% 95.7% 46.80%

All PMB Non-PMB In-hospital OOH



Strategy: benefit design

 Restrict and explicitly define benefits. Basic options 

(primarily PMB benefits) are currently offered by medical 

schemes at substantially lower costs than savings and 

comprehensive options. Similarly certain schemes have 

obtained exemption from PMB regulations in order to focus 

on priority primary care needs within very low income 

communities.  

 International experience has shown that defining a package of 

benefits is one of the key strategies in improving the 

effectiveness of health systems, the equitable distribution of 

resources and improving the overall health of the populations. 



Medical scheme benefit 

categories

Net Healthcare Expenses by benefit design category

Total Industry

Source: Compiled from data supplied by the Council for 

Medical Schemes
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Strategy: benefit design

 Reflect conditions for access in benefit structures. Cost 

advantages have been shown by schemes that have 

implemented strict referral protocols to gain access to higher 

levels of care.



Strategy: provider arrangements

 Restrict the choice of service providers and implement 

alternative reimbursement arrangements. Capitation options 

(involving restricted provider networks) have been successfully 

implemented by medical schemes to offer a more 

comprehensive range of benefits than basic options at a similar 

cost structure. 

International experience has also shown that fee-for-service and pricing 

systems incorporating perverse incentives lead to massive cost increases

and should be avoided. Remuneration systems such as salary plus 

performance bonus (for health care professionals) & alternative 

reimbursement based on risk sharing (such as reimbursement for 

inpatient care based on episodes or diagnosis-related groups (DRGs)) 

create incentives to use resources more efficiently than fee-for-service.



Scheme design: Cost differences 

due to provider arrangements 

Polmed/PHMS
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Strategy: provider arrangements

Eliminate balance billing and other out-of-pocket 

expenditure using designated providers. Certain schemes 

have avoided out-of-pocket expenditure by beneficiaries by 

employing and contracting with healthcare professional 

practitioners.



Medical scheme design

EXPENDITURE 2008 2008 2008 2008 2008

Polmed PHMS Polmed CIF LIMS
Total Total Low 

Plan
Rpbpm Rpbpm Rpbpm Rpbpm Rpbpm

Hospitals 225 179 185
Specialists 60 58 49

General Practitioners (GPs)/ Primary 
Healthcare

88 45 68 31 41

Network GPs (capitated FFS) 14

Health centres 17
Medicines 138 80 59 2 36
Dental 30 20 22 5 7
Optometry 20 8 12 1 12
Radiology 28 25 15 0 1
Pathology 35 25 18 0 2
Maternity benefit (supplement to 
wages)

0 0 0 2 0

HIV/AIDS/ Health promotion 0 0 0 1 4
Emergency transport 0 0 0 0 5
Administration 29 46 29 12 12
Total costs before build up of reserves 
and marketing/ distribution costs

587 453 480 53 120



Strategy: delivery system 

structure

International experience has shown that service providers can 

respond innovatively to budgetary constraints without 

compromising quality, by applying the following principles 

innovatively:

 Specialization (of products, services).

 Pricing (advantages through economies of scale).

 Capital intensity (buy equipment in bulk & use full capacity).

 Talent leverage (build less costly teams: delegate complex tasks through 

training). 

 Workflow (organise roles and work processes to optimise skills and capacity 

utilization) 

 Customer Acquisition (link customers to services more efficiently). 

 Values and Organization (adopt patient care values of quality & 

efficiency).



Strategy: delivery system 

structure

Complementary public/ private sector arrangements.

Some low cost solutions in South Africa have effectively used 

structured relationships between private providers and public 

sector facilities in a synergistic manner. This approach could be 

designed to encourage investment into State owned healthcare 

delivery solutions available to employed and non-employed 

populations.  

Ideal PPP relationships will differ for the different levels of 

care



Strategy: quality of care

Cautiously sacrifice quality of care. In tight financial 

circumstances, the beneficiaries of certain schemes in SA have 

accepted some compromises to quality. For example, in a 

partnership with State facilities, aspects of care may need to be 

delivered in a manner that is considered to be fragmented ie: 

partly in private and partly in State facilities. 



Strategy: procurement

 Control procurement of medical supplies and diagnostic 

services. Certain schemes achieve significant savings in costs 

by requiring beneficiaries to obtain medicines and diagnostic 

services from their own or from contracted facilities.

 Exemption from regulations and arrangements may offer a 

valuable solution. A case could be made under certain 

circumstances for exemption from elements of the price 

regulations and arrangements affecting medicines and 

consumables, in order to achieve critical levels of affordability 

for defined low income populations.



Strategy: integrate with 

workplace health

Coordinate workplace health and medical services.

Employed nurses (at the workplace) that provide certain 

primary and preventative health care services in a coordinated 

manner can generate cost advantages because they are well 

placed to address issues with respect to preventative care, 

absenteeism and referrals to higher levels of care (e.g. 

hospitalisation) more effectively.



Thank you

Feedback session
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Discussion questions

Group 1: PMBs or primary care as foundation for the 

future?

Group 2: How do we deal with the behavioural disparity 

between income groups?

Group 3: Fee-for-service, capitation, both or neither: 

how do we get the incentives right and the costs 

down?

Group 4: What can the private sector do to assist the 

public; and what can the public sector do to assist 

the private?


