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Privatising public healthcare - The cost factor

Raj eshpal Si ngh

THI NGS have never been better for the private healthcare sector in

Mal aysi a. I ncreasing nunbers of Ml aysians are able and willing to pay
what it costs to get the best nedical care and treatnent, giving
entrepreneurs reason enough to see weal th when they | ook at health.

The Association of Private Hospitals of Malaysia estimtes that at |east
14 new private hospitals will be set up in the next two years to provide
an additional 3,400 beds. Ten will be built in Klang Valley, where much of
the action in the healthcare industry has taken place so far.

These will bring the total nunber of private hospitals operating in
Mal aysia to around 200 with about 10, 000 beds, further straining an
al ready serious shortage of skilled nmedical staff in Ml aysia.

Anmong the new hospitals are the 128-bed Tanman Desa Medical Centre, the
220-bed Sel angor Medical Centre, the 330-bed d eneagl es I ntan Medica
Centre and the 450-bed Mahkota Medical Centre | poh

"The private nedical field in the country is fast-paced and rapidly
growi ng,' notes Dr Lee Choong Hing, the association's honorary secretary.
The boom according to him is fuelled by the country's strong econom ¢
growth. When it conmes to health, the Ml aysian public wants the best it
can afford.

Many private hospitals offer easy access to specialists, nodern
operating theatres, state-of-the-art | aboratories and hotel-style
accommodati on and services. Unfortunately it all cones at a high price,
but many Mal aysi ans apparently don't m nd payi ng.

"No | don't mind paying. | nean, what is noney where health is
concerned. The main thing is that my wife is all right and well taken care
of ,' says conpany director Lee Teng Boon in the | obby of the plush Subang
Jaya Medical Centre (SIMC). Lee's wife is having a baby and he expects to
pay about RMb, 000 for a two-day stay.

Public-listed conpani es have been quick to catch on to the big bucks to
be made in playing doctors and nurses. Anong the npost aggressive in
expandi ng their healthcare interests are Tongkah Hol di ngs Bhd, Kunpul an
Per ubat an Johor Bhd, Landmar ks Hol di ngs Bhd (Landmarks), Faber G oup, and
t he Li on G oup.

Landmar ks for instance is eager to either divest or list its hotel and
property businesses - which include such nanes as the Shangri-La G oup,
Carcosa Seri Negara and Sungai Wang shopping plaza - to raise funds for an
excursion into healthcare and rel ated servi ces.

To date, Landmarks has conmitted RM20OO million to set up two 250-bed
hospitals in the Klang Valley by 1999. This will be followed by nore
hospital s i n Penang and Johor Bahru. Managi ng director Mhanmad Abdul Halim
Ahmad estimates that by year 2000, healthcare will contribute the bul k of
Landmar ks' profits.

Anal ysts however are tipping Tongkah Hol di ngs Bhd as the one to watch,
and recent devel opnents seemto support this view Headed by executive
chai rman and CEO Mokhzani Mahat hir, Tongkah seal ed a deal in early March
1997 to buy Hospital Pantai Bhd (HPB) from Tan Sri Vincent Tan's Berjaya
G oup.

Tongkah will pay RM306 million or RML3.75 a share for Berjaya Goup's
35.5% st ake in HPB, which operates three private hospitals and has
subsi di ari es engaged in medi cal support services. Tongkah will al so pay
another RVb1l nillion for 11.67 mllion I CULs (irredeemabl e covertible



unsecured | oan stock) owned by the Berjaya G oup.

Mokhzani, whose dad is Prime Mnister Datuk Seri Dr Mahat hir Mhamad,
now controls nore than 56.5% of HPB, conpared with only about 4.5% siXx
mont hs ago. He has nade a general offer to other sharehol ders for the
remai ni ng shares in HPB

“Tongkah wants to be a serious player in both hospitals and supporting
services,' says an anal yst attached to SJ Securities Sdn Bhd. "They fee
it's a fast-growi ng busi ness and are al ready | ooki ng beyond Ml aysia into
regi onal healthcare.'

The acquisition of HPB by Tongkah catapults Mokhzani into the regional
heal t hcare arena. Through an HPB subsi di ary, Mkhzani gai ns ownership of
an estimated 20% i n Si ngapore-based Parkway Hol dings Ltd. Parkway is the
| argest player in Singapore's healthcare scene, conmrandi ng sone 75% of the
total hospital beds in the city state. It owns and operates the Munt
El i zabet h Hospital and the d eneagl es hospital chain which operates in
several countries.

Thr ough HPB Mokhzani al so gains a 20% stake in Al pha Heal thcare Ltd, a
private hospital chain listed on the Australian Stock Exchange, and 50% of
one of Australia's |argest pathol ogy conpani es, G bbl es Pathol ogy.

Gi bbl es Pat hol ogy's network in Australia currently conprises two nmain
| aboratories, 22 regional |aboratories and 95 |icensed patient collection
centres. Enpl oyees nunmber about 1,000 people. The conpany sees its future
growth conming fromAsia Pacific, and has announced plans for a rapid
expansion in the region.

Its aimis to establish the | argest pathology chain in Asia, starting
with up to 20 | aboratories in Malaysia and at | east 10 in the Philippines
by end of the decade.

Anal ysts say Tongkah is also very much in the running for the grand
prize in Ml aysi an heal thcare. Al though keeping things very nuch under
wr aps, the Federal governnent has announced its intention to privatise the
public healthcare system Cost savings of billions and a need to inprove
service quality are behind the nove.

The governnent's privatisation of support services in public hospitals
and nedical institutions [ast year was the first step towards a corporate-
run heal thcare systemin Mal aysia. The venture was billed as the nost
anbitious of its kind ever attenpted in any country, and is valued at a
m nd-boggling RW/.5 billion over the 15-year concession period. Tongkah
was one of the three concessionaires to gain fromthe privatisation.

Its subsidiary, Tongkah Medi vest Sdn Bhd, was awarded a contract to
provi de managenment of clinical waste, cleansing and | aundry servi ces,
engi neeri ng mai nt enance and bi onedi cal engi neeri ng mai nt enance for
government hospitals in Johor, Ml aka, and Negri Senbilan. The contract is
worth RMBO million a year over its 15-year |ife span and Mdkhzani has said
he hopes to see a 10%profit nmargin.

The other two are Faber Medi-Serve Sdn Bhd, a 51% owned subsi di ary of
Faber Group Bhd, and Radicare (M Sdn Bhd.

Faber Medi-Serve will provide support services to 71 government
hospitals in the states of Perlis, Kedah, Penang, Perak, Labuan, Sabah and
Sarawak. It is forecasting a yearly revenue of RM70 million fromthe
venture. Radicare neanwhile will service governnent hospitals in Sel angor,
Kual a Lunpur, Pahang, Terengganu and Kel antan in a deal worth RML50
m | lion annually.

One of the conditions of the privatisation contract is that the three
concessi onaires nust obtain | SO 9002 standards by the year 2001.
"Oherwise it will be a breach of contract,' warned Health M ni ster Datuk
Chua Jui Meng.

Not much information could be had on the details of the governnment's



pl ans for public healthcare. Due to its socially and politically sensitive
nature, the Mnistry of Health (MOH) and the Economic Planning Unit are
keepi ng mum Even academ cs are unsure what w |l happen.

"W don't know what's going to happen because there's so little
i nformation about the Iikely scenario,’ coments associ ate professor Dr
Chan Chee Khoon of Universiti Sains Ml aysia.

“What we know of the government's plans to privatise healthcare is what
we read in the newspapers, and the occasional statenment nmade by the Health
M ni ster and health policy nakers. But they are very vague statements and
rai se more questions than answers,' Chan says.

Uncertainty even exists on whether the governnent wants to privatise
only hospitals - which are just one conponent of the public healthcare
system - or whether other conponents like rural clinics, maternity
clinics, immnisation programes, disease prevention, and nental hospitals
will be included.

The Seventh Mal aysia Plan (7MP) 1996-2000 gives only a broad indication
of the government's thinking on the matter. "~To increase the efficiency of
services and to retain qualified and experi enced nanpower, the
corporatisation and privatisation of hospitals as well as nedical services
wi || be undertaken during the plan period,' it says.

"The government will gradually reduce its role in the provision of
heal th services and increase its regulatory and enforcenent functions. A
heal th fi nancing schene to neet healthcare costs will also be inplenented
However for the | owincone group, access to health services will be
assured through assi stance fromthe government.'

Many, like former Health Departnment Deputy Director-General Datuk Dr C G
A Fonseka, believe privatisation will not solve the problens of the public
heal t hcare sector. A fair nunber of detractors fear that even basic
heal t hcare will be priced out of reach of |ess affluent Ml aysi ans and
that medi cal standards will be conprom sed by the desire for profit.

I will be dead and long gone and | will still be proven right.
believe a government systemstaffed by notivated people will provide a
better service than a privatised one,' Fonseka was reported to have said.

Currently, all services provided at rural clinics and governnment health
centres are free while government hospitals charge between RVM0 and RVBO
per day for a first class ward, RW5 for a second class ward, and RMB a
day for third class. A RML fee is charged for those needi ng out-patient
treatment.

The governnent usually picks up the bill for civil servants while npst
compani es nmeet the medi cal expenses of their enpl oyees through insurance
schenes.

On paper, Ml aysia's public healthcare system appears to be coping, and
even thriving well. The 1997 budget allocated RM3.4 billion, the biggest
ever, to the MOH Sone 23 new hospitals and 77 health clinics are to be
built and existing health clinics will be equi pped with modern equi pnent.

Enphasi s i s being placed on introduci ng new t echnol ogy, extending
specialist services to state and district hospitals, and on strengthening
energency and pre-hospital care service.

On the ground however observers say the systemis racked by serious
probl ens, and that any party keen on running the country's public
heal t hcare systemwi || need to nmake sone tough deci sions.

" Dependi ng on whose opinion is sought, it is either a nodel worthy of
enul ation by other countries, or it is facing i mmi nent coll apse from
chroni ¢ shortages, declining standards and severe denoralisation,' is how
USM s Chan puts it.

Hi ghly trained nedical staff are leaving in droves for private
hospitals, drawn by the far nore lucrative salaries and fringe benefits



of fered. To replace the brain drain, the MOH has been recruiting foreign
doctors and nurses and is urgi ng Mal aysi an doctors working overseas to
return.

Not many Mal aysi an doctors practising overseas are believed to have
taken up the offer, but nurses and doctors from poorer countries |ike
Bangl adesh, Sri Lanka, Myanmar, and Paki stan apparently find Ml aysia an
attractive destination.

As at mid-1996, sone 212 foreign doctors, 117 specialists, and 374
nurses were working for the MOH, around one-third of them posted in Sabah
and Sar awak.

Heal th M nister Datuk Chua Jui Meng has said Malaysia will need to
enpl oy many nore foreign nedical staff to achieve its stated goal of a
doctor: population ratio of 1:1,500 by year 2000. The ratio currently
stands at 1:2,100 and about 15,000 new doctors need to be recruited by
year 2000 for the target to be reached, but the MOXH receives only around
30 to 40 applications a nonth from Mal aysi an nedi cal students who have
conpl eted their studies.

The intake of foreign personnel is raising sone concern in |ocal nedical
circles. "W might get the nunmbers but we will not necessarily get the
quality. This (nedicine) is not a nunbers thing,' worries Ml aysi an
Medi cal Associ ation President Datuk Dr Hamid Abdul Kadir.

In a bid to reduce dependence on foreigners, the intake of nedica
students into |l ocal universities has been increased. Universiti Pertanian
Mal aysia will soon have its own nedical faculty, joining those of
Uni versiti Ml aya, Universiti Kebangsaan Ml aysia, Universiti Sains
Mal aysi a, Unimas and Universiti |slam Antarabangsa. Several privately-run
medi cal coll eges offering nedicine and nursing courses in partnership with
foreign universities are al so up and runni ng.

Fraught with conplexities, the privatisation programre for the public
heal t hcare systemis proceeding slowy. The EPU is still believed to be in
t he pl anni ng stage. For now, a household health expenditure survey is
being carried out by Universiti Ml aya to determnm ne how nuch Mal aysi ans
are spendi ng on health.

Schedul ed for conpletion by end 1997 the study will gui de deci sion-
makers on the quantumof premiumto be inposed on the popul ati on when the
governnent inplenents its national health insurance scheme during the 7MP
peri od.

The insurance schenme is seen as necessary to prevent a cost bl owout for
future operators of the public healthcare system and also to ensure
wor ki ng- cl ass Mal aysians will be able to afford nmedi cal treatnment when the
privatisation programre is inplenented.
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