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Rising medical aid costs

HEALTH CARE SERVICES: \WWHY YOUR PREMIUMS GO UP SO MUCH

»» Inflation, ageing

members, and new
technology are key
reasomns.
U e e e e e
Adriaan Kruger
Moneyweb

recent Moneyweb

analysis of price in-

creases of different

products and servic-

es that make up the
consumer price index (CPI) had
several readers asking why med-
ical insurance and medical aid
rates gallop ahead of the cost of
doctors, dentists, hospitals and
medicine.

It’s a good question.

The Statistics SA figures re-
vealed that premiums for medi-
cal insurance, including through
medical schemes, have increased
by nearly 24% since 2021.

The cost of doctors, medical
services and medical products
increased by around 16% over the
same period, and the cost of hos-
pitals by 15%.

Older members

Craig Comrie, CEO of Profmed
Medical Scheme, says there is a
simple answer to why “health care
inflation” exceeds CPI annually.

“Health care inflation is not
only driven by the straightfor-
ward increase in fees from hos-
pitals and doctors, but also the
fact that the population is getting
older on average every year and
older people require additional
services.

“Typically medical schemes
may negotiate on [a] CPI basis but
what we see is an added 3% per
year driven by members access-
ing more services,” says Comrie.

“A simple example (not factual)
is our members going to hospital -
1000 [members] a year for R1 000
per event in 2024, for a total of
R1 million for the year. If these
same members go to the hospital
1030 per year, the costs increases
to R1.03 million, even before con-
sidering the increase in CPL.”

This increase in expenditure
by the medical aid translates di-
rectly into higher premiums.

“Health inflation also relies on
general demand and supply side is-
sues. If you throw in fewer special-
ists and doctors, and [a] stagnant
and an uncompetitive hospital en-
vironment, the really good skills
increase their base fees by much
more than CPL” says Comrie.

“Add to that new technologies,
like biologic drugs which are ex-
ceptionally expensive but save
and prolong lives, then you may
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add another 1% to your annula]
1 increase. The benefit of new
health technologies (drugs and
devices) must not be understated
— our average ages have signifi-
cantly climbed because of medi-
cal advancements.”

He saysthenumbers mentioned
in the Stats SA inflation report are
even lower than Profmed’s own
actuaries’ analysis.

The data also suggests that pri-
vate medical costs increased at a
faster rate than overall medical
costs, and assumes that medical
aid clients will largely use pri-
vate medical care.

Comrie adds that
a medical scheme
is not owned by
shareholders but is
collectively owned
by members. “Any
surplus is held in
the scheme for future
claims.”

Several factors

Deon Kotze, chief commercial
officer at Discovery Health, says
that while theincrease in medical
scheme contributions is primari-
ly driven by medical inflation,
medical inflation differs from the
increase in the cost of medical
services and products.

“The increase in the cost of
medical services and products is
only one of several factors that in-
fluence medical inflation.

“The Stats SA data only reflects
the annual increase in the price
of medical services and products.

“Those increases do not reflect

Sor future

claims

the annual increase in the use of
those services and products by
members of medical schemes,”
says Kotze.

“Hence, the Stats SA annual in-
creases are different from the an-
nual increases in the cost of medi-
cal insurance and medical scheme
contributions, the latter ... reflects
the increase in price and increase
in utilisation.

“For a medical scheme to re-
main sustainable, it needs to cov-
er both the increase in the price
of health care services and prod-

ucts, as well as the increase in
the use of those products
and services,” he adds.

Any surplus
is held in
the scheme

The data of six
medical schemes
Kotze says Discov-
ery’s analysis of the
annual financial
statements of six
of the largest open
medical schemes
(including Discovery Health Med-
ical Scheme) shows that the in-
crease in the cost of claims per av-
erage beneficiary hasincreased by
inflation plus 4.2% every year over
the past five years.

Discovery lists several reasons
for the increase in the costs of
medical schemes:

» Tariff or price increases — the
cost of a visit to a doctor and the
unit price of medicine have his-
torically been in line with CPI;

» Higher demand for health-
care services as medical scheme
members age and more mem-
bers are diagnosed with chronic
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illnesses — this means that medi-
cal schemes experience a higher
number of claims for the same
population every year; and

» Other factors increase the cost
and volume of health care servic-
es in the supply of healthcare —
such as new health care technolo-
gy, often at a substantially higher
cost per treatment.

Efforts to contain costs
Initiatives to reduce costs help.

“Benefits derived from risk
management and wellness pro-
grammes lead to lower contribu-
tion increases or enhanced bene-
fits for members. For instance, in
2024, these interventions led to a
2% reduction in expected future
claims,” says Kotze.

Medical schemes also take ex-
tensive measuresto contain these
costs through provider networks,
risk management programmes
and wellness incentives.

Kotze points out that medi-
cal schemes are regulated by the
Council for Medical Schemes,
with prevailing legislation pre-
scribing that:

» They may not risk-rate mem-
ber contributions;

» They may only apply limited
underwriting to new members;
and

» They must provide a set of
regulated, prescribed minimum
benefits.

“These factors limit the ability
of medical schemes to manage
the impact of benefit utilisa-
tion by members on the cost of
claims.”
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