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·= -. Health Care Beyond Apartheid· 
Economic Issues in· Reorganisation of South Africa's Health Services 

max price 
The consequences of apartheid/or health policy in South Africa are profound. Racial differences in health 

status and the allocation of health care reflect the inequalities of power and wealth produced bj:the political 
economy of apartheid. Furthermore, health policy is itself instrumental in furthering apartheid goals. It might 
be tempting then, to rely on the demise of apartheid and subsequent democratic redistribution of power and 
wealth to redress the fundamental inequalities in the provision of health care. Yet, as has been seen in 
Zimbabwe for example, radical political change is not sufficient in itself fully to transform the health services. 

-..1Likewise in South Africa, it will require more than the mere removal ofapartheidpolicies to attain health for 
- :· all. This article analyses the economic organisation of health-services in SA, so as to identify various 

structuralobstacles to the provision o] health care/or all, which could well survive the demise of apartheid, 
The article analyses the proposed options for reorganising the economic structure of the health services to 
decide whether they make economic sense and to indicate the likely consequences of particular choices. It does 
no~ssess the political possibility of their implementation. 
The-article is qbstractedfrom the author's Master's dissertation to the London School of Hygine and Tropical 

Medicine, published in full in Critical Health, March 1987. 
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IN 1944, in South Africa (SA) the Gluckman commission 
1 proposed the establishment of a comprehensive national 

health service. Few of the commission's recommenda 
tions were implemented. However, while riot committed to 

!-~ihe principle of a national health service, the Nationalist 
0 :.- government steadily increased its control over the health 

- services during the 1960s and 1970s. Since the late 1970s 
the trend has turned towards greater privatisation. This 
has recently been accelerated by the. state's current fiscal 
crisis, combined with escalating health care costs.Thereare · 
also strategic political and ideological. reasons for the 
change in the state's policy towards increasing the number 
of people who use private sector providers. This trend has 
been supported by various private sector organisations, 
.think-tanks, companies and professionals. On the other . 

~ l · ··. 1hand, there is also a growing concern about the inadequacy 
¥of the present health services amongst some professionals 
and political organisations, many of whom have called for 
the establishment of a national health service. Thus the 
debate on the choices to be made regarding how the health 
services should be financed, has again flourished. 
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Not surprisingly, it is often emotive, and positions are 
taken primarily because they are in line with the broader 

. ideologies of the authors. But more importantly, when eco 
l nomic arguments are marshalled, they are frequently con 
'\Jysed. Choices are crudely defined, since the options of 
'privatisation' and 'nationalisation' are presented as if 
they were each a single uniform phenomenon. On closer 
examination however, it will be seen that the nature of 

~. ~ch is more complex, and defined by a range of possible 
t-combinations rather than one essential feature. The choices 
in the economic reorganisation of the health services, there 
fore, comprise a series of options which should be exam 
ined discretely. · 

The effects of the system of apartheid on health and 
health care have been extensively researched and debated: 
These studies have focussed largely on those aspects of 
the health services that fall under direct government 
control- viz'. the public health sector; There has been very 
lhtle research or debate on the health service as a whole and 
in particular, its economic structure. Recently, however, 
this debate has flourished. 

Although for most of the 1970s the government. 
seemed to view the provision of health services primarily 
as an obligation of the state, and seemed to tolerate the 
private sector with some suspicion and a good measure of 
control, the recession and fiscal crises.of the late 1970s and: 
1980s have resulted in a dramatic shift of attitude: 

Curtailed by the lackof resources, especially financial, 
· .. .. a more active process of privatisation of health 
services is -indicated. Dr. Francois Retief, Director Gen 
eral of the Department of Health and Welfare, 1985. 2 

We wm have to guard against being compelled to move. 
away from the free market system. (The Minister of 
Health and Welfare in parliament, March 1984.) 3 

Health authorities. must not be seen as an infinite 
source of health facilities and medical care. More people 
should be able t~ make use of private health facilities as· 
.their economic circumstances improve. (Dr. M.H. Ross, 
Department of Health and Welfare, 1982.) 4 

The government appointed the Browne Commission of 
Enquiry into the Health Services in. the Republic of South 
Africa.in the early 1980s. Although it has recently submit 
ted its report, this.is not yet published at the time of writing.. 
Since 1980, SYNCOM (PTY) Ltd, a private sector 
'think-tank' organisation, has received several commis 
sions to research the future of health care services in SA 
from the Pharmaceutical Society of SA (PSSA) and .the, 
Health Strategy Group (fJSG). The HSG is composed :Qf. 
the Medical Association of SA, the Dental Association of. 



SA, the Chemical Manufacturers Association of SA PSSA, 
the Propriety Association of SA, the Representative Asso 
ciation of Private Hospitals, and the SA Nursing Associa 
tion. In August 1985, the department of health convened 
a meeting at which representatives of the HSG, industry, 
academia and the public sector deliberated on the options 
for privatisation of health care. Out of this, four working 
groups were established which presented their consoli- 
dated report in February 1986. s . 

Between August 1985 and June 1986, the South African 
Medical Journal (SAMJ) carried 14 letters, an editorial and 
an opinion column on the subject . of whether or not a 
National Health Service (NHS) would be appropriate for 
S A.. So the future economic organisation of health services 
in South Africa is.very muclron the agenda, 
The 'Ideological' ·, Arguments .. 

Much of the debatesimplyreflectsparticipants' vested 
interests and ideological tendencies, with little attempt to 
explore the consequences of proposals honestly and ration 
ally. For example, one opponent of NHS, in a letter to the 
South African Medical Journal (SAMJ), claimed, ."They 
(the advocates of NHS) are simply advocating socialism", 
as if that were sufficient reason for his opposition. Far 
more disturbing though, is the following allegation by 
SYNCOM about a report it prepared for the HSG in 1982 
(known as the SYNCOMIII report): "The draftto the final 
report contained chapters on the future role of the Associ 
ated Health Service Professions, on the changing scientific 
paradigm, and on the need to shift the incentive in health 
care from the curative aspects to primary .health care with 
emphasis on life styles and prevention., It was unfortu 
nate that most of these chapters and observations had to be 
deleted, since they were perceived to clash with vested 
interests. 117 And, on the other side of the debate: "In our 
view, the right to health implies provision of health serv 
ices which are free, .... 118 There may be good reasons why 
sorrie or all people should not have to pay for health careat 
the point of service, but this has to be argued and the 
consequences examined, and certainly does not derive auto 
matically from the premise that health is a right· 
· The examples of these arguments which follow are 
given in order to Illustrate my. contention that they are 
confused because of the analytic approach they adopt. The 
substance of the arguments will only be assessed later, 
since the point here is only to justify the presentation of 
an alternative analytic framework. ~ 

· AJ.though presented witlj man.Y. ~inor variations, most of 
the 'arguments for privatisation are _coveired "in the report 
of the four working groups on privatisation and deregula 
tion, and may be summarised as follows: 

1. As the demand for health care, and health care .costs 
escalate, the government and taxpayer will not be able to 
afford the health· care bill. Privatisation reduces the costs to 
the state of health care because: 

4 

(a) Privatisation shifts this burden from the public sector : 
to private individuals. The implication is that because I 
private health care is not.provided free, patients have to. .\ 
pay for it and therefore they carry the costs, J?Ol the J 
government:. · , 
(b ). If people have to pay for health care, th_e tendency to.--"\~_·· , ':-.'?:. 
overuse health services can be reduced considerably. -~ 
(c) Since all partiesare agreed that a minimum level of ;" 
healthcare mustbe provided fortheindigent,theaged,the 
chronically ill etc, where necessary the government 
should subsidise the individual, not the institution.c'Ihis 
is claimed to be cheaper for the government because ... 
privite providers in a competitive market are more 
efficient than bureaucratically controlled, non-competi- 
tive public providers. . 

' • . .1 '110, 
2. Privatisation permits a range of'tevels ofhealth~e/."' co be 
offered by providers, This not only increases cot?umers' 
choice of provider, it also permits discrimination, or ration: 
ing of health care along non-racial lines, thus depoliticising 
the issue. · · · 

3. People attach more value to services for which they have : 
to pay. 

Argument l(a) is concerned with the possibility of rais- 
ing funds by making private individuals pay to use health" ~ 

· services, thus easing the burden on the state. Yet, hospitals ;/ 
do not have to be privately owned, nor do doctors have to be 
in private practice for this to occur, since such charges 
could quite conceivably be made for publicly owned serv 
ices. Thus this argument relates to methods of paying for 
health services (public versus private sources of funds), not 
the pattern of ownership of services (the provision of '\ 
services by private, independent health workers and facili- 
ties). . 

Arguments l(b) and 3 are concerned with reducing the -" 
demand on the health services, using fees as a'disincemive-j. - 
to patients so that they do not use the services 'unnecessar- } 
ily'. These incentive effects on demand for health care 
depend ·on the use of user charges, third party systems of 
payment and other factors all related to the methods of 
financing health care, not the pattemof ownership ofhealtb 
services. For example, if patients have IOP per cent health 
insurance, then there is much evidence that their demand 
for health care increases, regardless of whether they are 
being treated in the private or public health sectors. ~ 

Just as public facilities can charge for their services, .,.,; 
public funding can be used to pay private providers, as is0 )~ 
suggested, in argument l{c). This argument is obviously 
concerned with ~ different sense of privatisation, viz, 
multiple private owners · of health services rather than 

• ' j private sources of funds. · ~- 
Argument 2 is about rationing scarce resources and the ·x: 

consequences for equity. Privatisation here refers to a 
particular pattern of ownership, viz., multiple providers; a 
particular method of financing, viz., private payment via 
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'user charges' or voluntary health insurance; and a particu 
lar form of remuneration of providers, viz., on a fee-for 
service basis. Only with such a combination can the 

1~ . quantity and quality of service be varied according to how 
, ': ~ much a patient is willing to pay. 

i. ;! ,· Much of the confusion in the debate on privatisation 
' ·. results from ·the failure to separate out three distinct 
. aspects of privatisation: (1) private sources of funds; (2) 
i payment of providers on a fee-for-service basis; and (3) 
1 pri~e ownership of .services. More generally, it. is 

- n,¢cassary analytically to recognise three Qistinct compo 
nents in the economic organisation of any particular 
health service. These components are: (I) Methods of 
financing health services, i.e. how funds are raised to pay 
for health services; (2) Methods of remuneration of pro 
viders;~~ (3) Patterns of ownership of the health services. 
· When -- we turn _to the international literature to throw 
some light on the debate about the economic organisa 
tion. of health services, we find similar confusions 
arising from the same analytic failure to disaggregate the 
components of the economic organisation of health care as. 
was found in the South African debate. Two .examples are 

\' :~ . examined here t? ill~strate this. r-< Debate About Private Practice 
In an article entitled 'Private Medical Practice: Ob 

stacle to Health For All' Roemer identifies the following 
problems associated with private practice: (1) perverse 
incentives leading lo unnecessary investigation and treat 
ment, and escalating heal.th service costs; (2) inequity re- 
sulting from ,the inability of lower income patients .to 
afford fees to cover treatment costs; and (3) maldistribu- 

1 tion ~f medical manpower caused by doctors' attempting 
to maximise their income by moving to areas where. 
demand is high, i.e. where there are large numbers of people 

. who can afford private medical fees. 9 
But are these problems endemic to private practice or do The more serious criticism though, is that the discus- 

they apply to a particular form of private practice? If the sion fails .to recognise that the economic organisation of 
· latter, how can we identify what itis precisely about that health care (in this case, private practice) has three 
form so that it can be selectively altered? I will.take the analytically distinct components viz. financing, remu 
problems Roemeridentifies in turn. neration and patterns of ownership .. The failure to 

1. The problem of. perverse incentives and escalating disaggregate the institution into its component parts masks . 
costs arises because, in the health care market, the supplier the fact that judgements made about the institution as a 

_ . is an important determinant of demand and therefore whole, are in fact the tesult of judgements about one or 
{ perfect competition fails. This problem may be aggra- other component of the institution. It is this failure to 
\ _ vated when the provider is reimbursed on a fee-for-service apply evaluative criteria to the separate components 
-·basis, such that the more expensive the investigations and individually that results in much of the confusion that 
treatment, the more the provider benefits. As I will.show surrounds debates about the pros and cons of different ways 
l~er if private practitioners were paid on a capitation basis, of organising health services. 

, whether by the patient directly or by the government or One way in which authors frequently deal with the 
. Yother third party, the perverse incentives would disappear · conceptual difficulties that arise, is by apparently restrict 

although ownership of the services would remain private. In ing their discussion to the first component - the financ 
other words, the problem needs to be analysed by fo- ing of health services. However, their failure to identify 
cussing on the method of remuneration of the provider the- other two components often results in "the de facto 
since this is not inherent in the pattern of ownership (i.e. inclusion of the latter under a discussion of 'financing', 

: I 

private practice). 
2. Unequal access to health care due to inability to afford 

fees is mainly a problem for poor people who do not 
participate in any risk sharing scheme, In W estem 'Europe, 
where 90 per cent to 100 per cent of the population are 
covered by social security, the inability of the poor to afford 
the fees of private health care is largely solved. {This is not 
to say, of course, that non-fee costs, utilisation, quality of 
care or distribution of burden of financing is equitable.) 
Again, the point here is that the criterion in this discus 
sion, equity, relates specifically to the method of financing, 
rather than to the institution of 'private practice'. - - . 

3. The maldistribution of doctors in favourof the urban 
rich again depends primarily on the method.of financing. 
For example, if private, self-employed doctors were paid 
an adequate fee-for-service by the government on behalf of 
the poor (i.e. by subsidising the jndividual), they might 
move to areas where they could maximise the number of 
patients per doctor: This could produce a reasonable 
distribution of doctors. The maldistribution of private prac 
titioners is more accurately attributable to whether private 
or public sources of finance are used, than to how they are 
reimbursed, or the pattern of ownership. 

Thus we can only make sense of Roemer's criticisms, 
. given a strict definition of 'private practice' as entailing 
self-employed providers, dependent on fee-for-service for 
their income, where the fees are paid by patients with no 
risk sharing arrangements or third party payment systems. 
Roemer probably intended this definition. However, as the . 
responses to his article exemplify9, others may not accept 
such a strict definition and the different meanings of 
'private practice' (e.g. direct payment by private individu 
als, competing privately owned practitioners, etc.) are one 
source of confusion in the debate. Yet this could be readily 
overcome by making one's definition explicit 
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and the same confusion Tecurs. Zschock, for example, 
categorised. the possible ways of financing health services as follows: . 

(a) Public and quasi-public sources- general tax reve 
nues; deficit financing (including foreign loans); sales tax 
revenues; social insurance; lotteries and betting. 
· {b) Private sources direct financing of health care by 
employers; private health insurance; charitable contribu 
tions (including foreign grants in aid); direct household ex 
penditures forhealth: communal self-help.'? 

Although these categories appear to relate only to 
financing, the discussion that follows this classification 
suggests otherwise. For example, with respect to general 
tax revenues, Zschock argues that "to increase signifi 
cantly the proportion of general tax revenues allocated .to 
health care ... would imply a movementtowards increased 
socialisation of the health sector by providing free or low 
cost health care services for most or all members of 
society.'?' Yet there is no necesary connection between 
the extent of'government funding (a financing issue) and 
-the socialisation of the health sector (which concerns pat 
terns of ownership, if socialisation means the extent to 
which health workers are employed by the state). Public 
funding very frequently goes to the private sector directly 
as fees (e.g. Medicare in thelJS), or as subsidies to social 
security, or as capitation fees to GPs. The methods of re 
muneration, the patterns of ownership of the health serv 
ices arid the various combinations of financing methods are 
all separate questions. 
• Social insurance or social security is another example of 

confused debate. Some authors do attempt to distinguish 
different forms which social security systems might take, 
e.g. direct(employing health workers and owning facili 
ties) and indirect (paying independent private practitioners 
aria facilities), multiple or single providers. 12•13•14 Abel 
S&iith makes the point that the many problems attributed 
to health insurance are not intrinsic to health insurance as 
a system of financing services, but to other associated 
features- e.g. in Europe, the fee-for-service remuneration 
system, . and in Latin America, the separation from the 
ministry of health and the competition amongthe many 
social security schemes for scarce personnel. 15 Thus 
analysing social security as a method or source of 
firiancing is confusing unless the point is· to show that very 
little can be said that is true of social security systems. in 
general, Once again, the analysis would be facilitated by 
disaggregating the three components. 

Ari Alternative Framework 
:The left hand column of table 1 sets out an alternative 

framework for the analysis of the economic organisation of 
health services. This has firstly been divided into its three 
component parts. Secondly, within each component a 
number of possible methods are identified: The methods 
within any component are not mutually exclusive, and 

frequently occur together in the same organisational form. 
For example, private health insurance may require co-pay- 
ment and thus the method of financing includes user 
charges. For. Jhe sake of continuity with the conventional 1 taxonomies, the table attempts to indicate the links )-/2'~ 
between the categories used in this analysis and conven: .. :1/ 
rional categories {in the right hand column}. Also in the - 
right hand column are the institutional forms which usually 
manifest the particular method of financing, or remumera- 
tion, or pattern of ownership. ;- ~. 

I' 
Increasing Finances For Health Care 

In the debate on health care financing in SA, privatisation 
has most frequently been supported on the b~sis,of the. 
claim that it will result in more funds being made'i'vailable 
for health care. The argument, typical of that common in 
the international, literature, usually runs something like 
this: The level of resources that a government can raise 
and devote to-health services will always be less than is 
requiredto meet the health needs of the whole-population; 
(Indeed, even if the whole GNP were allocated to health, 
this would not meetthe total needs}. If, however, there are 
individuals ~r groups of individuals who are willing to pay--~-~~r 
more for better health services than can.be provided through j 
the public health sector, this should be encouraged because 
it can release the public funds spent on these individuals. 
Thus total resources allocated to health services can be 
increased, and public health expenditure can be concen- 
trated on.the poorer members of society. · 

This type of argument in favour of privatisation de 
pends on a number of assumptions· which are only valid 
under certain conditions. The following discussion identi- 
fies the conditions under which each assumption would { .r'"' 
hold, and shows that these do not obtain in SA at present. lt '';/ 
_suggests how these conditions would have· to change in ) 
order Ior.privatisation to make economic-sense as a means 
of increasing the total financial resources devoted ,to health 
care, 
First Assumption: Public and' Private Methods of 
Financing are Independent 

The first assumption is that the increased expenditure 
by other sectors (private individuals, medical schemes, 
employer- provided services) releases public expenditure 
that would have been spent on the beneficiaries of those, 
sectors. Thus, for example, · 

(The private sector} is self-perpetuating and inde 
pendent of government finance. . .. {it) is thcrefore-, 
riot to be considered a drain on public funds. (Sub:._-:;,:"" 
mission from Hoffman Hospital Group to the Browne 
Commission Enquiry. • 

(P) rivatisation ofhealth services ... would lead to 
considerable savings jn terms of demands made on' 

6- .. r 
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J Table 1 : Three Components in Economic Organisation of Health Services and Available Options 

Components of health service 
, .,;_, organisation and options within each component 

ll-:: .-- h- A. Methods of Financing: 

Public Mefhods of Financing: 

Taxes '.- l - General 
- Sales tax, import/export duties 
- Charging out costs to those who generate them 

Deficit financing 
Fo·JJgn Aid grants (bilateral/multilateral) 
L~ies and betting. 

Public, Quasi-public or Private Financing Methods: 
Employer & employee contributions (other than generaltaxes) 

Conventional categories and 
Institutional form usually taken 

Income, company, property taxes 
Sales tax, tariffs and duties 
Motor vehicle licences and compulsory ,third party insurance 
Taxes on tobacco, alcohol 
Workmen's compensation contributions.from employers 
Deficit financing and'foreignloans 
Foreign Aid grants (bilateral/multilateral) 
Lotteries and-betting 

Private Methods of Financing: 
Charitable contributions 
Private health insurance 

User charges 

n. Reinmbursement ofProviders 
Fee-for-service 

Capitation /pre~payment fe~s 

Salaried/budget allocation · 

Others eg, bonus systems, merit award 

C. Patterns of Ownership 
Predominantly public owned health 

service (other sectors very small) 
Multiple sectors, Many private providers 

as well as public and quasi-public sectors 

Community owned health services 

Direct provision of, or payment for health, services by employer 
Payroll taxes 

-National' health insurance 
-Social security, coml?ulsory health insurance 
-Private health insurance 

Charges relatedto generation.ofcosts 
eg. workmen's compensation 

Frequently from wealthy families, firms, religious groups 
Private health insurance 
Direct-household expenditure 
Direct household expenditures-for treatment and drugs etc. 
Co-payments - proportion of total costs, deductibles, 

excess above ceilings, for excluded' benefits 

Privatepractice 
"Indirect." social security (eg as found' commonly in Westem Europe) 
Private health. insurance 
Direct household expenditures 
Health maintenance organisations 
National Health Service "contract 
arrangements" with· GPs (eg Britain) 
Community based/cooperative financing 

(eg Brigade level, health care, China) 
Government provided :heal~h services 
"Direct" social security systems 

(eg as found commonly in Latin, America) 
Employer provided.health services 

,eg National, Health Service (UK), smallprivate 
sector, small or no quasi-public sector, 

Public sector as well as one or more social 
security schemes and/or employer 
providers and/or self employed practitioners 

Community financing 16 

I 
1, 
I 
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. 
the central coffers (Report on Privatisation and De 
regulation of Health Care in S. A., 1986- hereafter 
referred to as the Report on Privatisation.) 

However, the private sector is not, at present, "self - 
perpeuiating and independent of government finance." 
For, ·the public sector subsidises the private sector in numer- 

_ ous ways. 
Tax concessions: Under corporate tax law, the contri 

butions paid by employers are tax deductible and the 
contributions paid by individuals are abatements under in 
dividual_ tax provisions. In 1982, medical schemes' 
income from contributions was approximately 54 per cent 
of total private health expenditure (26 per cent of total 
health expenditure) of which at least one-third is subsi 
dised by the state, i.e. .the real cost is 50 per cent more 
than whatemployers _and employees pay .17 This loss of tax 
r _ ue {at leastR337 million in 1982), was equivalent to 
1 ier cent-of total pub1ic sector health expenditure, and 
more than twice the total amount spent on preventive 
se.r·. ices. · 

Subsidies For Medical Education: The major share of 
the costs of medical education is borne by the public 
sector. This is a form of 'human capital' investment by the 
state. When the doctor is employed in the public sector, it 
may be assumed that his/her salary undervalues his/her 
output by anamount equivalent to the return to the state 
on its investment. When a doctor is either self-employed 
or employed PY another sector, the additional value 
acci:ues to him/her and to his/her patients. This value is an 
effective subsidy to those sectors from the public sector. 

Estimates of the cost to the state of the undergraduate 
training of a doctor vary from R36, 000 18 to RIOO, 000; 19 
937 doctors qualified in ·1985, half of whom will eventu- · 
al
- 

1 
- Second Assumptio_ n: Only Private Sector Services -,,,,...' 

· '1y work in private practice. This is -equivalent to a state ..r 

b 
'd f 

4 
Can Raise Funds from Private Sources. ·· ,,· .. ' · 

su s1 Yo· R 7 million (2.4 per cent of public expenditure) f 
to ~~ 1private sector, excluding the costs of post-graduates' 'Fhe second assumption in the argument that privatisa- · 
trammg. tion ipcreases total funding for health services, is that 
Subsidised Use of Public Facilities: Publicly financed publicly owned services are· financed from public sources 

facilities are usually available to private sector patients (es- . o_f funds, ~d- privately owned services, from private 
pecially_ for sophisticated tertiary care), but also frequently . sources which would not otherwise come into the health 
fo~ ~outme care under private doctors. Most patients · re- sector· As the Report on Privatisation expressed it "Priva 
qmn~g . emergency admission are admitted to public tisation .s~~s to imply a shift towards health as a personal 
hosp1tals_regardless oftheir income and whether or not they responsibility and feel and unlimited access to health care 
are covered by medical aid. These patients are charged at · as a privilege." -... 
less than the running costs of maintaining the beds (i.e. Yet this assumption fails to separate, .and distinguish j , 
ward costs), let alone the full costs of investigation and between, private ownership of services and private )--.._ 
treatment. In 1984/5, in the Cape, the average daily cost for sources of finance. Privatisation of ownership is only one 
an in-patient at a teaching hospital was R130.14, for which way of getting private individuals to finance their own 
the maximum fee of R45.00 was charged. (In provincial heal~h care. For, user charges can be a method of financing 
non-teaching hospitals the costs and maximum fees were pubhc .sector providers just as it is for the fee-for-service, _I 
R55.45 and R36.00 respectively.) " Thus the government providers. Publicly owned services need not oe finance'ci'' 
is subsidising the non-public sectors. entirely from taxation, but can draw on other methods of 

Other Forms of State Subsidisation: The government, financing as well, e.g. social security, health insurance and 
asoneofthe largest employers' pays employer's contribu- usercharges." . . 

lions so that its own employees will have medical aid 
coverage, and be able to use the private sector providers. · 
Many other forms of subsidy would be too complicated to 
measure - e.g. the costs of training nurses and other : 
heal~ workers, the ~ost. of research, drug testing ~4...-k_:; ,,..",-, 
control, and other parts of . the health service 'l\_--i' 
infrastructure which benefit private sector, and public· 
sector patients alike. 

Thus it is not at all clear that the private sector does 
indeed release public resources for use on services for 
those who cannot afford private health care. - --· 

ft is likely that the· individual who uses the priv~ 
sector providers costs the government more in subsidies 
than is spent by the government on individuals who depend 
on the publicly funded services. 21 The subsidy to the 
private sector therefore, distorts public sectorre~ce allo 
cation in favour of those who are already the most privi 
Ieged. However, there is no theoretical reason 'why 
subsidisation of the private ·sector cannot" be reduced. 

The state could quite· conceivably withdraw tax 
concesions; it could charge private patients the full cost for 
the use of public facilities; doctors who leave the public 
sector could be obliged to pay an additional tax on their 
earnings, etc: Withdr~wing aH subsidies· may raise thtr: - 
costs of private health care so high that demand is "· . 
transferred to the public sector. The costs of meeting this ' 
demand may therefore reduce the net savings to the state. 

Nevertheless, the assumption that other sectors release 
publ!c. resouFc~s which can bedirected to higher priority 
services, oftenignores the many ways in which the public 
sector subsidises other sectors, and the distortive effects 
this has on public sector resource allocation. 
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·Third Assumption: Political Pressure for Public 
Funding Will Not Decrease. 

The third assumption is that the existence of a private 
sector would not inhibit or depress the amount raised by 

,, . . public methods of financing and allocated to health care. 
i' ;r--· Yet, in the presence of other methods of financing from 

·,~. ·. private sources, and alternative private providers, it is 
, likely that the people with political influence (usually the 
, relatively wealthy, urban dwellers with regular employ 

ment), will not be dependent on the publicly financed ,,,...._ 
;,,,services. There is a strong chance, therefore, that they 

_-.< would not lobby either for increasing the tax effort or for 
allocating-a greater proportion of public expenditure to the 
health services. · 
, Th~ privatisation has been seen as a way of offering 
urb~middle-class blacks access to racially integrated 
medic'm-care of better quality than is available in the public 
sector. This has been motivated precisely by the belief that 
it defuses the political pressure from this articulate group to 
improve public health services for blacks in general, 
which would be extremely expensive. And as the Report 
on Privatisation concludes, "There is likely to be an overall 

h saving to the taxpayer." Yet this may be one of the greatest :-:r __ .,,..- dangers of privatisation, and may result in little increase in 
· '\c the total resources allocated to health care, and a decline in '- 

public sources of finance for the health services. 
It is possible, though, that if a future democratic 

government were committed lo providing the best public 
service the country could afford, that the existence of the 
private sector would not reduce the political pressure for 
raising public finances, and therefore total finances could 
be increased by permitting other sectors to operate and 
raise funds. Roemer's research in Latin America, for 
example, suggested that there was no decrease in the '-t· allocation of public funds to health services .with the 
growth of the social security systems there. The overall 
level of resources available was indeed increased, and he 
argues that money that would otherwise have been spent 
on the costly and inefficient private health sector (ifit had 
been spent on health at all) was channelled into the more 
efficient social security sector. At the same time, govern 
ments were able to· devote larger proportions of their 
expenditure to deprived rural areas," 

The economic organisation of the health services should . i . ensure that, for any given total expenditure, the health 
- 

1 
... / outcome is maximised. The concept of 'efficiency' encom- 

passes both (1) financial efficiency and (2) economic effi- 

• 

l 

ciency. 

Financial Efficiency 

Financial efficiency is a measure of the proportion of 
total expenditure that is spent in the direct 'production' of 
health care. If system 'A' produces the same output of 
health care as system 'B' but at lower cost, then' A'is more 
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efficient, financially, than 'B '. 
With respect lo methods of financing, financial effi 

ciency refers to the difference between the gross and net 
. yields of a panicular method of financing. This relates 
primarily to the cost of administering the collection and 
allocation of funds. Other measures sometimes considered 
are the difference between actual and hypothetical gross 
yields and reliability or stability of a source. 

The protagonists of privatisation claim that public moth- 
ods of financing are financially _inefficient. For example, in 
its conclusion, the Report on Privatisation and Deregula 
tion in SA claims that, with privatisation, "more funds 
would be available for the direct delivery function 
through a reduction in regulations, interventions and cen 
tral decision-making". 

Yet there seems to be little evidence to support this. 
The government spends 0.34 percent of tax revenues on tax 
collection, and 0.9 per cent of ~ublic health expenditures 
administering financial allocations to the health serv 
ices. 24 Most medical schemes, 011 the other hand, spend -be 
tween 6 per cent and 10 per cent of their income from 
contributions on administration, i.e. calculating and 
collecting contributions and processing claims. 25 There 
arc also numerous examples of overcharging by private 
hospitals, since it is difficult for medical schemes to check 
the bills and there is little incentive for patients to check 
them, even if they are informed enough to do so. This 
reduces the efficiency of this method of financing, since it 
results in more being spent with no increase in output 

This evidence is compatible with the findings of two 
recent international health care expenditure surveys. Com 
menting on them, Navarro concluded that western industri 
alised countries with the greatest government funding and 
administration of health services have the greatest popula 
tion coverage and the lowest administrative costs.26 

There are no estimates of the costs of collecting user 
charges either in the public or private sectors. However the 
relative costs will largely depend on whether the user 
charges· are flat rates, or are related to the costs of 
providers (as with fee-for-service providers). This will 
therefore be covered in the next section (on the efficiency 
of different methods of remuneration). 

(a) Private Ice-for-service hospitals: Many of the argu 
ments presented in the South African literature in favour of 
privatisation, arc based on the belief that competitive 
providers motivated by profit and dependent on fee-for 
service for their income, arc financially more efficient 
than non-profit, government-owned services where facili 
ties have fixed budgets. These arguments also reflect a 
faith in the power of the free market to prevent higher 
costs and excessive profits being passed on to the consumer 
in higher prices. 

A criticism frequently made about the financial manage 
ment of public sector hospitals is that "public hospitals ~n 
South Africa do not operate on a true costing system and 
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nobody actually knows what it costs ... to keep a patient."· 
This criticism is valid. However, it does not follow from 
this that these hospitals are managed inefficiently, and the 
lack of cost data means that no accurate comparisons have 
been made. There is therefore no good evidence to suggest 
that private hospitals are more cost effective than public 
hospitals. 

Indeed, one might expect the reverse. For, firstly, there 
can be little doubt that the flat rate fees charged by public 
sector facilities, even when applied on some sort of mean s 
tested basis, are cheaper to administer than the .user 
charges in the fee-for-service sector. For.fn the latter, the Notes: 
need to calculate charges for each item (drug, investiga- 
tion, use of equipment etc.) for eachpatient individually, a. 
makes billing complicated and costly.27 

Secondly, most of the hospitals which operate on a fee- b, 
for-service basis are profit making enterprises. As the direc- 
tor of one of the Rembrandt group of hospitals said, "We · c 
came onto the scene in 1983 purely for business reason - 
we didn't do it for charity. We see the medical services 
industry as an area of growth." 28 The profit obviously 
accounts for some of the difference between the gross 
expenditure on health in the private sector, and the net 
amount actually spent on activities which improve health. 

At a fairly crude level of analysis, there is consider 
able evidence suggesting that fee-for-service hospitals are 
more expensive for less output. Comparisons are hazard 
ous because one is not comparing like with like. For salaried health workers, and which· do not have to 
example, the costs per patient-day in public hospitals compete with other providers (as employees are obliged 
may include the costs of training personnel, of treatment, to use the services provided), the average cost per patient 
drugs, etc, but generally exclude capital expenditure, while day in 1984 was R30.61, inclusive of all drugs and 
for fee-far-service hospitals, ward costs exclude medicines treatment. 

31 
• 

and treatment, but include amortisation of capital expen- Amore comparable and accurate analysis of costs in the , {/' 
diture. There is usually no training of. medical staff in public and (ee-for-service sectors has been made by Frank- · ..,-->/ 
private hospitals. The quality of care and of the 'hotel' ish et al (Fable 2). _ 
functions may differ. Furthermore, many of the most ex- In the light of the above, it is interesting to note the 
pensive treatments are available only or mainly in public findings of a recent study in the United States, which 
hospitals (e.g. cardiac surgery, neonatal intensive care) compared the differences in the economic performance of 
because these are not covered by most medical schemes, or matched pairs of 'for-profit' and 'not-for-profit' hospitals. 
they are not profitable, The following comparisons must While there were no significant differences in patient- 
therefore be treated with due caution, though the order of care costs, the total charges and net revenues per case were 
difference seems so large that it is doubtful that the both significantly higher in the 'for-profit' hospitals due to 
direction would be altered by the net effect of these biases. higher administrative overhead costs. The author con- 

In the Cape, theGroote Schuur teaching hospitals had an eluded that 'for-profit' hospitals generated higher profits 
. estimated daily average cost per unit of R108.37, and an through more aggressive pricing practices rather than 
average for all Cape provincial and aided hospitals of higher operating efficiencies. 32 • 

R63.43. In the Transvaal, in 1983/4, the median cost per· The imperfections of the market, in the case of health 
patient day of 69 provincial and provincial-aided hospitals care, have been frequently discussed in the literature 33 and · -'. 1 
was R63.27. 29 Compared with this,'fee-for-service hospi- cannot be reviewed here. It may be concluded, however, _ • .l~f 
tals are estimated to cost Rl00 per patient per day for that the evidence available suggests that the profit motive, 
ward costs alone (hotel and nursing services), before the and the competition of multiple fee-for-service private 
costs of any doctors fees, theatre costs, investigations, hospitals are no guarantee of greater financial efficiency. 
drugs etc. are added. 30 On the other hand, in some private Indeed, such an economic structure is probably less .effi- 
sector industrial hospitals, which are non-profit, with cient. 

Table 2 : Comparative Costs of Specific Curative Health 
Services in Public and Private Sectors 1984. 

GP Visit 
Obstetric. Confinement 
Hemiorraphy (5 day stay) 
Pneumonia (5 day stay) 

Cost to Cape 
Provincial 

Administration 

R 10.00(a) 
R 567.00(c) 
R420,00(e) 
R420.00(e) 

Cost to private 
patientar 
medical aid 

rates 
R 39.S0(b) 
R 850.00(d)' 
R990.00(d) 
R 700.00(d)'- 

,. 

Cost per patient seen at Cape Peninsula Day Hospital 
includes investigation, minor procedures, day theati;~r:.ases, 
district nursing and medicines. " -.:"".\ 
GP visit and average medical aid pharmaceutical cost of 
R30 per patient. · 
Cost per confinemer!t at Peninsula Maternity Hospital, 
including complicated ~bstertrical cases and neonatal ICU 
facilities. . . 

d. Uncomplicated normal medical aid patient. 
e. Cost to the Cape Provincial Administration of a 5 day stay 

in Victoria hospital (a non-teaching hospital). 
(Source: Frankish J, Thomson E, Budlender D, Zwarenstein M, 
Dorrington R, Bradshaw D. Privatisation of Health Services 
Who Benefits? Unpublished. 1986.) 
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(b) Effects of Methods of Remuneration on Efficient 
Use of Personnel Resources: Doctors.inSAhavejealously 
guarded their monopoly over the right to diagnose and 

, treat, and 'primary health care nurses' have only been 
;t. ~,~ ~owed to perform a limited range of tasks in certain \"'I/ . prescribed circumstances. There is adequate evidence from. 

all over the world that, in both developing and developed 
countries, other health workers can perform many of these 

' functions at lower training and salary costs. Yet South 
Afriea's present inefficient system will not change as long as 

. doctors earn more for seeing patients themselves, as occurs 
in a fee-for-service system. If, for example, doctors were 
paid a capitation fee, then it would be in their economic 
interests to employ cheaper health workers to perform the 
tasks fo'.5'which they are competent, so that their own more 
expens~skills could be used more efficiently, while cover 
ing a much larger population. 
Effect on Financial Efficiency of a Multi-sector Pattern 

of Ownership. 
(a) Wage inflation: The competition between sectors for 

fixed resources forces up wages in both the public and 
~-. . private sectors. Comparing salaries of professionals in the · -i.c public sector in 1984, the median salary (before tax) of male 

· ,_ doctors was 26 per cent higher than engineers, 39 per cent 
higher than lawyers, but only 4.5 per cent less than doctors 
in the private sector. 34 As one private hospital managing 
director said, "We just take a lead from the government 
hospitals. When they increase their rates we simply add a 
bit more on to get the staff." ?5 This is unrelated to productiv 
ity, and hence is purely inflationary and is financially 
inefficient. · • 

N. (b) Duplication and Economies of Scale: In 1974, the de 
, Villiers Commission fou_nd. that there was alack of planning, 

-especially between provincial and private hospitals - an 
I . excess of beds had been provided in certain urban areas, 

resulting in too low a rate of occupancy in provincial hospi- 
tals as well as private hospitals. 36Butthis is not merely the 
result of poor coordination. Itis the inevitable consequence 
of· access to different providers being restricted to different 
groups in the population (the rich and the poor} when these 
groups overlap geographically. ·Thus there will be many 
areas where both public and private facilities overlap merely 
because they are not open to all the people who live near 

i._ them. If this results in the failure to achieve economies of 
· ~scale, then average costs are high, and the arrangement is 
financially inefficient. 

r-· 
\. ' ,I . Economic efficiency, as opposed to financial efficiency, 

, is concerned with the allocation of resources in socially 
.optimal ways. The reality of finite resources means ,th~t 
more of health care entails less of something else, and within 
the health sector, moreof one type of health care means less 
of another. Optimal economic efficiency occurs when the 

Economic Efficiency 

marginal rand produces equal benefit, no matter where in 
ti economy it is .spent. In a free market, the price 
m ianism may equilibrate supply and demand in a way 
tha fleets individuals' relative evaluation of alternative 
cor. rations of resource allocation. However, in the 
healt care market, the price mechanism fails to.achieve 
economic efficiency. for several reasons: the presence of 
monopolistic providers (e.g. doctors); consumers are not 
well-informed . and have difficulty choosing between 
alternatives; providers influence consumption more than 
consumers: there are significant externalities such that the 
social benefits exceed the sum of the individual benefits 
(and therefore willingness to pay); and unequal income 
distribution results in monetary prices reflecting different 
marginal .utilities at different income levels.37 

Consequently, other mechanisms are needed (some of 
which may also use prices as signals to providers and 
consumers) to promote efficient resource allocation. 
Broadly speaking, these mechanisms act either on the pro 
viders to influence the supply of health services, or on 
the consumers, to influence the demand for health care. 

The efficient allocation of resources therefore, depends 
.inter alia on: (1) The ability to control allocation on the 
supply side- determined largely by the pattern of owner 
ship of the services. (2) The ability to control demand for 
health services, i.e. to limit demand for each kind of 
service to levels that are socially optimal- dependent on 
the methods of financing and remuneration. 

There. can be little doubt about the economic ineffi 
ciency of resource allocation in a country where heart 
transplants are being performed while the vast majority 
of the population suffers from vaccine preventable dis 
eases. This failure to allocate resources to where they will 
achieve the greatest health improvements for the maxi 
mum number of people, occurs because the economic 
agent, the decision maker, is split into parts with inde 
pendent allocation systems. The result is that the 
benefits and opportunity costs of a given allocation are 
borne by different parts of the system. Put another way, 
even when the marginal rand spent by different parts of 
the system produces highly unequal benefits, no transfer 
of resources occurs between the separate parts of the 
system, in favour of those sectors where they could 
produce a greater marginal benefit 

The present system prevents the optimal allocation of 
resources in two ways, The first is the racial and 
geographic fragmentation of the public health service and 
the division of control over total health care spending 

· between many sectors (government, medical schemes, . 
employers, private individuals). The other is, of course, 
the control of public health services, by an undemocratic 
minority government. For such a government, the present 
policy may be 'rational' in the sense that it serves the 
interests of that government. Thus even if there was a 
single authority controlling i,;J health resource allocation, 
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in the absence. of a democratic government, health policy 
would be unlikely to benefit the maximum number of 
people. 

Yet, assuming that in the future there is adequate demo- 
cratic control over public health expenditure, if private 
expenditure is significant, it will continue to produce inef 
ficiencies since private individuals do not suffer the oppor 
tunity costs of withdrawing trained personnel and technol 
ogy from the public sector. The effects on the public sector 
could be minimised, though, by removing any subsidy to 
the private sector. Then, if private individuals were 
willing to carry the full cost of, say, ·haemodialysis, public 
sector resources would not be diverted and the optimal 
allocation of public expenditure need not be reduced (al 
though the economic efficiency of total expenditure would 
still be suboptimal). 
The determinants of demand for health services are 
multiple and complex. Financial incentives are clearly 
only one group of determinants. Furthermore, it is 
difficult to say what the appropriate level of provision for 
any particular service is. However, in terms of economic 
efficiency, the quantity provided is optimal when it costs 
what society is willing to spend on it, i.e. the value society 
places on it relative to other possible uses of those re 
sources. 

When the economic organisation of the health services 
does not have adequate mechanisms for limiting demand 
to the level for which resources have been allocated, 
demand will exceed its optimal level, drawing in more 
resources and resulting: in economically inefficient re 
source allocation. This also means that cost escalation 
cannot be controlled. 

(a) Economic Efficiency and Methods of Financing: 
Third party methods of payment frequently result in 
economic inefficiencies and cost escalation. If individuals 
had to pay the true marginal costs of medical care, they 
would allocate their resources according to how they 
valued each, which would ideally reflect the relative cost 
benefit ofeach. A collection of individuals, in the form 
say, of the state {ministry of health), or an insurance 
group, should allocate their collective resources the same 
way. However, having paid their insurance contributions, 
individuals who no longer have to sacrifice more in the 
short term for demanding more expensive curative care, 
will demand more than the value of that care to them (the 
problem of 'moral hazard'). Assuming, for this example, 
that the provider faced no financial incentives either to 
provide or withold treatment,(s)he will attempt to .do what 
is best for the patient personally. To serve the patient's 
interests well,(s)he will administer additional care as long 
as there is some net benefit to the patient 

Yet this may be excessive from society's point of view 
since the same resources could have achieved greater 
overall welfare had they been used for some other 
purpose. In the long term, costs will escalate, with 

aggravated distortions and growing economic inefficiency. 
(b) Economic Efficiency and Methods of Remuneration 

=-Problem of Perverse Incentives: In the example above, 
it was assumed that the provider was interested only in 
what was best for the patient However, given firstly, that .,., 
the provider is the main determinant of demand for investi- .. , ~ 
gation and treatment, and for secondary and tertiary care,~} 
and secondly, that the patient can afford almost any fees .., 
either personally or through risk sharing arrangements, 
the fee-for-service system offers financial incentives to 
the provider to perform more investigations and trfatwent 
than are necessary or justifiable. This is the· problem c,t_ 
"perverse incentives." 38. In Brazil, for example, doctors and 
hospitals receive the highest fees from private patients, 
slightly lower fees for patients on social security, and the 
lowest for indigent patients (paid by the go~:,_fyntent). 
The rates of caesarian section in primiparous wcmten in 
1981 were 75 per cent in private patients, 40 per cent in 
insured patients and less than 25 per cent in indigent 
patients. 39 

Usually the interests of the income maximising practitio- 
ner will not be in conflict with those of the patient - the 
marginal invesugation may indeed increase the certainty 
of diagnosis. Furthermore, other non-financial incentives ~" 
such as status, career advancement, medical ethical prin- · ') 
ciples ·and regard by peers may protect the patient's / 
interests. However, all these incentives work in the same 
direction as the financial incentives, encouraging the 
doctor to 'do more' rather than less, with little regard to the 
economic costs to society. Thus the system of fee-for 
service remuneration aggravates the ·problem of efficient 
resource allocation and results in the dramatic cost escala- 
tion. 

By contrast, the incentive effects of remuneration by 
salaries and capitation fees do not have the 'perverse'. • /1 
effects that occur with fee-for-service, with its conse---->_,, l 
quences for cost escalation and economic efficiency. In \ 
prepaid (capitation} group practices the providers undertake 
to cover part or all the costs oftreatment that a patient may 
require during the next year (or other period of time). This 
creates financial incentives not only to keep patients 
healthy in the first place, but also to limit unnecessary or 
excessively expensive tests, drugs, referrals etc. Saward 
and Fleming, for example.have shown that prepaid group 
practices can be more cost-effective than fee-for-service 
systems, largely because of lower hospitalisation rates. 40 

In S .A, as in most other countries, per capita expenditure - 
on health care has escalated in real terms. One source (in 
the Report on Privatisation) estimates that real per capita 
expenditure by the state increased by 13.5 percent from. 
1975/6 to 1984/5 (i.e. 1.4 per cent annually, compounded). ", I. 
On the other hand, average Medical Aid premiums (whicli..-, 
approximate per capita expenditure by medical schemes) 
have increased 500per cent from 1975 to 1986 compared 
with an inflation rate of 387 per cent over the same period 
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(a real annual increase of 2.3 per cent compounded), i.e. 
more than 1.6 times the per capita rate of increase of public 
expenditure. 41 • 

Another source puts the increase in total (public and 
~~~rivate) real expenditure on health (not per capita) a~ 26.5 
\..:r. t , :~ per cent from 1978 to 1982 (or about 6 per cent annually 

· · compounded}. Over the same period medical schemes' 
total real expenditure increased by 31.3 per cent (or 7 per 

··· cent annually compounded). Some of the factors that have 
coJUtil;mted to cost escalation over the decade have been 
_q/m_ographic changes e.g. aging white population, urbani 
- sation of blacks, increasing income and sophistication of 
patients; increased coverage by medical aids (member 
ship has been increasing by about 20 per cent in five 
yearsj.Increased provision of services, increasing costs of 
high te~ology equipment combined with a falling ex 
change rate, recession and poverty. All these trends arc 
likely to continue. The economic organisation of health 
services ought to be able to contain costs at appropriate 
levels. Yet, there is evidence that in both the private sector 
and public sectors, the structure aggravates cost escala 
tion and does not provide mechanisms for its control. 

.f'\ . .. · An increase in expenditure <;>n health care is not in itself 
1~:.\<·a bad thing, especially since the proportion of the GNP ! · 

1 
'" devoted to. health ~are is _re~atively lo~ (4.9 per cent), 

· , ; compared with most industrialised countnes, Yet the fol- 

j lowing quotes indicate that, in the private sector at least, the 
, cost escalation is due to the inability to limit demand to 
~ socially optimal levels i.e. to growing economic ineffi- 

j 11' ciency. 
· •J In 1985, John Emtzen, chairman of the Representative 

· Association of Medical Aid Schemes of S.A. (RAMS), said 
that as a result of increased claims: medical aid schemes 

1 
~ throughout the country are on the brink of collapse ... 

1 l "-t(T)here is evidence that doctors are offering more services, 
' often unnecessary, to make a living. . .. RAMS has also 
found that doctors charge more and offer less services at any 
given consultation .... (T)he man-in-the-street also insisted 
on a lot of treatment because he felt he was entitled to it 
becauseofhis medical aid membership. 42 

He also claimed that, while medical tariffs in 1984 were 
an average of 4.4percenthigherthan in 1983: (y)ct we have 
found that our claims costs for 1984 rose much higher than 
this: up 19 per cent on 1983 for general practitioners and 25 

; · 1,_ per cent for specialists. This can only suggest that more 
._.,services are being performed (per beneficiary). Those doc 
tors who rely on medical schemes for their income see our 
members on average 25 per cent more than those doctors 
scmracted out." (Tony Leveton, executive chairman of 

' .,;Affiliated Medical Administrators·43• 
· · And, in the Report to the Department of Health on Priva 
tisation and Deregulation in SA, it is claimed that the "dis 
proportionate increase (in private medical expenditure) can 
most likely be ascribed to an overuse of health care Iacili- 

ties in the private sector due to the present structure of 
Medical Aid Schemes". 

These.are exactly the obstacles to economic efficiency 
that are created by the inability to contain excess demand 
due to the moral hazard problem of third party methods of 
payment, and the perverse incentives effect when suppliers · 
who influence demand are reimbursed on a fee-for-service 
basis. 

This report to the department of health recognised that 
"the present triangular arrangement (consumer-provider 
funder) is highly inflationary" and that, in such a system, 
"with state subsidy to individuals, the results could be 
disastrous." Yet its answer was that, II to overcome this, 
prepaid cover for health care should be market-oriented," so 
that people could attain the kind ofcover they require. But 
this is a non sequitur. For, no amount of market orientation 
will alter the inflationary triangular arrangement. The re 
port goes on to say that the members of the four working 
groups that produced the report could reach no agreement 
because of strong vesjed intreests", and that this "requires 
much further detailed study once the principle has been 
accepted." (One might have thought that such a study 
should precede acceptance!) 

Thus, on the one hand, they are unable to accept the logic 
of their own arguments because the conclusions would 
conflict with"strong vested interests". On the other hand, 
since they refuse to question their assumptions about the 
efficiency of private sector health care, any observed ineffi 
ciencies in the present system arc regarded as the indica 
tions that further privatisation is required. As we have seen, 
the real problems are the fee-for-service method of remu-: 
neration and the dependency on health insurance as a 
method of finance. · 

These are not the only obstacles to limiting demand to 
socially optimal levels. Any mechanism that lowers fees 
below tlieir marginal cost may result in 'excess' demand. 
And, as was suggested above, even when there are no 
perverse incentives (such as with salaried doctors), supplier 
induced demand, and hence costs, arc difficult to controi. 
These latter problems occur in the present structure of the 
public sector, since the doctor does not have to carry the 
costs of the quantity ofcare (s)he provides, and the oppor 
tunity costs of such care frequently exceed the marginal 
benefits. However, in the public sector, where total expen 
diture is constrained by a predetermined budget, suitable 
management mechanisms could be developed to control the 
supply of services and thus control costs. 

Any changes in the economic organisation of health 
services designed to meet the objective of greater economic 
efficiency, must clearly move away from these methods of 
financing and remuneration by introducing selective user 
charges; by reinbursing providers on a capitation fee or 
salary basis; and by making providers bear some of the cost 
of the demand they induce. In' the public sector, manage- 
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ment systems will be required to ensure that resources are 
directed towards those communities and types of health 
care that produce the highest marginal· benefit 
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other than what was already being written about. We 
were in no competition with fraternal journals which 
were focussing on these issues. And most of the 
ongoing debate on the three issues, whether in the. 
mainstream or in the alternative press were them 
selves major contributions to the radical critique of 
health. There was another perhaps more important 
reason. For all of us on the collective the RJH was the 
second or third area of activity. That is all of us at 
different levels with different groups were already very 
much involved with these issues .. The other forums, 
such as the medico friend circle, the All India Drug 
Action Network, The Health Services Association 
and the West Bengal Drug Action Forum, Kishore 
Bharati, women's groups and others, were putting in a 
tremendous effort to generate a public debate on critical 
problems in these areas. By tacit consent we decided 
to put our energies into these for a rather than i~ brio 
out substantial material in the RJH. 

What now? Do we still feel that the journal can. 
fulfill a need? Have we contributed to. the develop 
ment of a marxist debate on health care? Certainly 
things have changed much since we began. For one 
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. thing the last four years have seen an upswing in the interest 
in and awareness of health issues. Interestingly the three 
issues we mentioned above have been both a cause and 
consequence of the changing situation. During this period we 
havealso seen a largenumberofhealth periodicals.some 
occasional," some regular, emerge. Also, publications 
encompassing a broader canvass of social analyses have 
begun to devote more space to-health issues. 

We do not attempt here to answer these questions. Be-. 
cause we really have' no means of evaluating the RJlf" 
qualitatively. Weinviteyou,ourreaders new and old,togive 
us your feedback. Because after all the-whole point in 
starting this journal was so that it could provide a forum 

· for participating in the evolution of a radical, marxist 
critique of health. In the meanwhile we will continue to do 
our bit as best as we can. 

So here comes a fifth year of RJH ! 

Padma Prakash 
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