Private hospital inflation is lower than overall medical inflation
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Why are inflation measures important?

Recently, the private hospital sector was again accused of overcharging patients – and, as evidence, mainly two issues were cited, namely the overcharging of certain medical items and the increasing total payments by medical insurers to private hospitals.

Medical inflation is a political “hot potato” in many countries around the world, as typically it is higher than general inflation. Most countries that measure medical inflation tend to have a higher medical inflation rate than an overall inflation rate.

Private hospitals form a very important part of the South African medical sector. Therefore it is important that these issues are researched and addressed. Private hospital inflation is the most important way to test these two claims, because, if private hospital tariff increases are to blame, the private hospital sector had better look into its costs.

While measuring inflation cannot indicate if individual items are overcharged or not, private hospital inflation can indicate whether or not this practice is widespread and increasing. A low private hospital inflation would indicate that overcharging is not widespread and probably not of an increasing nature.

When measuring inflation, a basket of goods and services that a typical consumer uses is constructed by a statistical agency, using income and expenditure surveys. StatsSA conducts a survey of income and expenditure of households every five years. This survey is conducted by enumerators visiting a number of households throughout South Africa to obtain details of their income and expenditure. The information obtained in this survey is weighted according to the population census figures in order to represent all households in South Africa.

This survey is conducted according to international standards and the methods to categorise goods and services are described by international agencies such as UNstats. The Special Data Dissemination Standard of the International Monetary Fund (IMF) describes the way in which this information is collected and distributed by each country.

Depending on spending patterns of consumers, inflation baskets are made up to reflect the influences of price increases on an average consumer. In South Africa, the inflation basket is made up of 1 200 items. Medical inflation makes up 8,07% of the CPIX (inflation rate, excluding interest rates, which is the preferred inflation measure).

Table 1 lists the components that make up medical inflation. Apart from these components, StatsSA has another breakdown of medical inflation, which incorporates private hospital inflation. Moreover, doctors’ fees and some other medical consultation fees are split. Unfortunately, not all medical fees are available, as inflation works on a selected-basket principle. Nonetheless, the major medical components in the table offer a good way to analyse the performance of the private hospital sector. 

Table 1: Medical inflation and the weights of the individual components

	
	Weight
	Weight

	CPIX Medical Inflation Components
	of CPIX
	of medical inflation

	Doctor and nursing fees
	2,58
	31,97

	Hospitals and nursing homes
	0,72
	8,92

	Medical and pharmaceutical products
	2,95
	36,56

	Therapeutic appliances
	0,18
	2,23

	Contributions to medical scheme
	1,11
	13,75

	Insurance
	0,53
	6,57

	Total medical inflation weight
	8,07
	100,00

	Source: StatsSA and RBA
	
	


Private hospital inflation and high medical costs

StatsSA measures private hospital inflation under the total hospitals and nursing homes component, together with public sector hospitals. The latest available figures from StatsSA show an annual increase of 4,9% for private hospital inflation in June 2007. 

Private hospital inflation for the whole of 2006 was also measured by StatsSA as an increase of 4,9% over the whole of 2005. RBA’s private hospital inflation is 5,6% for 2006 – and the difference is minor, taking into account that StatsSA measures selected tariffs from the private hospital sector, while RBA studies all private hospital data.

While overall CPIX showed an increase of 4,6% in 2006, which was slightly lower than the two inflation measures on private hospitals in South Africa, medical inflation in total increased by 6,1% in 2006. 

Private hospital inflation in South Africa was, therefore, well below medical inflation in 2006. Both sets of private hospital inflation figures show that private hospitals have not been a big driver of medical inflation in South Africa.

Moreover, taking a long-term view of the industry since January 2002, the earliest period that StatsSA can readily supply, indicates that private hospital inflation increased by a total of 29,9% against overall medical inflation, which increased by 47,1% over the same period.

These figures certainly disprove the notion that private hospital inflation has been a major factor in the increase of medical inflation. Table 2 shows some of the components in medical inflation and their increase from January 2002 to June 2007.

Table 2: Total percentage increase in medical inflation and its components since 2002, compared to overall CPIX

	Medical inflation component
	Total % change since 2002.

	Provincial hospitals
	-1,2

	Prescription medicine
	7,3

	Therapeutic appliances
	14,1

	Physiotherapists’ fees
	23,1

	Private hospitals
	29,9

	Other medicine
	34,9

	CPIX
	34,6

	Dentists
	38,6

	Occupational therapists
	40,9

	Total medical 
	47,1

	Opticians
	47,6

	Medical schemes
	70,2

	Doctors 
	96,3


Source: StatsSA (for basic data) and RBA (for calculations)

Private hospital inflation is lower than the overall CPIX. However, doctor fees and contributions to medical schemes respectively showed inflation rates as high as three and two times that of the CPIX.

Taking the normal index approach that 2000 = 100, as applied by StatsSA, it becomes clear that the highest inflation rate over the past seven and a half years has been from contributions paid to medical schemes. These contributions have an implied increase of more than 135% over this period, which is 2,7 times more than the actual CPIX inflation rate and more than double that of the private hospital sector.

No actual medical inflation component (as supplied by StatsSA) has seen an increase as big as that of contributions to medical schemes. Doctor fees and, by implication, nursing fees, have increased by more than 125% since 2000. This is two and a half times the rate of overall CPIX inflation over the same period, which indicates that medical insurance schemes are the least efficient in containing costs. 

It is clear that private hospital tariff increases cannot be held responsible for medical scheme contribution increases. As private hospital tariffs have increased at half the rate of medical scheme contributions, they cannot be responsible for the extra spending on private hospital care.

Members’ usage of medical schemes could be a contributing factor, but not private hospital prices and efficiency. Government and independent data demonstrate that private hospitals in South Africa are able to contain costs often below the official CPIX.

Growth in the private hospital sector is another indicator that more patients are choosing to get high quality medical care in the private sector, as patient numbers continue to grow in the private sector.

RBA figures show that the private hospital sector grew by 32% between 2002 and 2006. This real growth in patient numbers in the private sector also indicates that private sector hospitals are growing market share, as public hospitals showed a decline of 3,2% between 2002 and 2005.

Growth in patient numbers, rather than tariff increases, was responsible for higher medical scheme payments to the private hospital sector since 2002. This is also borne out by data from the Council for Medical Schemes that shows an increased usage rate of private hospitals per 1 000 beneficiaries. This is another good indicator that efficiency (and utilisation) in the private hospital sector is growing – hence the tariff increases to cope with the increase in demand.

Chart 1: Official inflation rates of medical scheme contributions and private hospital inflation
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