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Has the South African Private Healthcare Sector finally reached immunity against 

COVID-19? 

Overview  

The outbreak of the COVID-19 pandemic in South Africa in March 2020 had a severely negative impact on 

the financial performance of the private healthcare sector during both 2020 and 2021. Signs of recovery have 

been evidenced since the tail end of 2021, but overall sector performance has not yet recuperated to pre-

COVID-19 levels despite improvements in activity. Nevertheless, the sector is reporting a more gradual 

improvement in earnings and credit protection metrics, as well as reductions in gearing levels. GCR’s outlook 

for 2022 anticipates a stronger financial performance across the sector translating into stable or reducing 

debt levels, which should lead to further improvements in credit protection metrics.  In addition, GCR has 

maintained the GCR Healthcare Sector Risk Score due to our belief that the inherent and fundamental 

stability of the sector remains unchanged. 

The Structure of the South African Private Healthcare Sector  

The South African private healthcare hospital sector remains dominated by an oligarchic structure of three 

leading hospital groups, namely Netcare Limited (“Netcare”), Life Healthcare Group Holdings Limited (“Life”) 

and Mediclinic Southern Africa (Pty) Ltd (“MCSA”) (the latter of which operates as a wholly-owned subsidiary 

of Mediclinic International Plc (“Mediclinic”)). Cumulatively, these three groups account for over 80% of 

private hospital beds in the country. Although Netcare operates almost entirely within South Africa, both Life 

and Mediclinic are geographically diversified, with Life’s operations spanning, inter alia, the United Kingdom, 

Italy, and Ireland; whilst Mediclinic maintains a strong presence in both Switzerland and the Middle East.   

2020…The Year that Was… 

The onset of the COVID-19 pandemic during March 2020 and the implementation of worldwide lockdowns, 

disrupted the global economy, with the international healthcare sector being detrimentally impacted.  

From mid-March 2020, South African private hospitals evidenced a marked decrease in activity characterised 

by the dramatic fall in Paid Patient Days (PPD’s) due to cancellation of all elective surgeries, which typically 

contribute in excess of 50% to overall revenues.  This, coupled with a reduction in acute-care and emergency 

cases, led to a significant decline in revenue across the sector, which was not compensated for by the 

COVID-19 caseload that materialised. In addition, hospitals were forced to stockpile more expensive personal 

protective equipment (PPE), medications and consumables, resulting in significant working capital 

absorptions over the period and putting additional pressure on already compromised economies of scale, as 

well as fragile cash flow.   

Acknowledging the cash flow pressures and anticipating further volatility, South African private healthcare 

providers sought to improve their liquidity positions by way of securing additional funding lines through banks, 
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and also, where possible, issuing new notes in debt capital markets.  Moreover, cash conservation efforts 

included deferral of non-essential capital expenditure (capex) and dividend payments, negotiation of more 

favourable terms with suppliers, and in some instances, the deferral of management bonuses. 

As it became evident that gearing metrics would come under pressure anchored by increasing debt levels 

and falling EBITDA, covenant waivers and/or amendments were proactively negotiated with lenders.  The 

deterioration of key gearing metrics was noted across the sector, with Net Debt to EBITDA ratios trending 

upwards, and Interest Cover ratios weakening. This notwithstanding, liquidity within the sector strengthened 

due to the higher levels of committed banking facilities negotiated, in addition to robust cash balances as 

liquidity conservation was prioritised. 

2021…With Knowledge Comes Power… 

After the havoc caused by the pandemic during 2020, it was anticipated that 2021 would be a year of 

recovery for the healthcare sector, with a return to pre-COVID-19 performance expected from 2022. 

However, the evolution of subsequent waves of the pandemic delayed such expectations and resulted in 

prolonged periods of reduced activity for South Africa’s private hospitals. Positively however, along with the 

progression of the pandemic and the subsequent waves, hospitals became more efficient and proficient in 

managing their operations within the constraints of COVID-19 protocols from an operational perspective, also 

underpinned by various scientific and medical advances and increased knowledge and understanding of 

the pandemic itself. Resultantly, as lockdown regulations eased between waves (despite further suspension 

of non-essential surgeries from December 2020 to February 2021, and again from June to August 2021), the 

private healthcare sector saw an uptick in elective surgeries and hospital admissions, with trading 

performance during 2021 evidencing some improvements, albeit still not to pre-COVID-19 levels.   

Demonstrating this, Netcare noted that surgical patient days dropped less sharply during the second and 

third waves than the rate of surgical admissions, indicating that surgical patients were sicker and required 

more extended hospital care - most likely a result of delays in accessing such care due to the pandemic. 

Whilst elective surgery typically accounts for c.28% of Netcare’s admissions, it evidenced a sharp decline 

during all three of the waves. That said however, despite the increase in cases with each wave of the 

pandemic, incremental experience and scientific advances enabled the group to reduce the allocation of 

beds to COVID-19 patients from 80% at the peak of the first wave, to 60% in the second and 52% at the height 

of the third wave thus enabling increased non-COVID-19 activity within its facilities.  

Although the fourth wave experienced in South Africa during December 2021 proved far less deadly and 

necessitated significantly fewer hospitalisations, its higher transmission rate resulted in cancellations/deferrals 

of the bulk of the planned elective surgeries during this time as patients elected to steer clear of hospital 

environments. With December typically a quiet month for South African private hospitals, the second COVID-

19 wave during December 2020 significantly boosted revenue for the period. Conversely, the low number of 

COVID-19 hospitalisations and consequent fall off in surgical procedures rendered December 2021 an 

extremely quiet month. 

The incremental improvements in activity with each subsequent wave were observed in the increased 

revenue streams during 2021, which, coupled with more stringent cost controls and efficiency in their 
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operations, resulted in all three industry players reporting a recovery in EBITDA margins, albeit not yet to pre-

COVID-19 levels. Whilst pre-COVID-19 EBITDA margins across the sector ranged between 17% to 22%, 2020’s 

margins reduced to 14% to 17%, trending back up to 15% to 18% during 2021. Notably, Life and Mediclinic 

International’s EBITDA margins rebounded more speedily during 2021. This recovery was driven by the 

improved performance of its international operations, due to the less restrictive measures introduced by 

governments and regulatory authorities after the initial wave of the pandemic (South Africa’s restrictions were 

far lengthier and more onerous), greater operational flexibility and the lessons learned during the first wave. 

Accordingly, the financial impact on the groups with global diversification was far less significant than during 

the first half of 2021, delivering a sequentially improved second-half performance. 

Figure 1: Netcare - EBITDA Analysis                                                 Figure 2: Life – EBITDA Analysis  

   

Figure 3: Mediclinic Intl - EBITDA Analysis                                         Figure 4: Mediclinic SA – EBITDA Analysis  

   

The management of working capital was prioritised during 2021 in a targeted bid to conserve cash, driven by 

a combination of debt collection (resulting in a decrease in debtors) as well as a normalisation in the inventory 

levels following the stockpiling of inventory (PPE) in the height of the pandemic. As a result, positive 

turnarounds in the working capital cycle across the sector were evidenced, bringing about the release of 

cash, which in turn, enabled significant debt reductions and strengthened liquidity profiles across the sector.  
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Moreover, the improvement during 2021 in EBITDA levels coupled with the reduction in gearing, saw credit 

protection metrics across the sector normalise somewhat – although again, not yet to pre-COVID-19 levels. 

This resulted in the three sector players meeting their original funder financial covenants during the latter part 

of 2021, following the waiver and/or amendments to same which had been necessitated during the 

pandemic.  

Further, the sector continues to display strong access to capital across a wide range of funders. During 2021, 

Netcare issued a sustainability linked bond and Mediclinic SA refinanced its South African debt into a 

sustainability linked term facility.  Notably, funders appear to have more confidence in the sector, evidenced 

by longer tenors and more favourable interest rates being secured on refinanced facilities.   

On the back of stronger cash flows, supported by the increased bank facilities negotiated during the height 

of the pandemic and the longer dated maturity profiles post refinancing, the sector posted robust liquidity 

profiles during 2021, even post accounting for the resumption of dividends. 

Coming off life support – GCR’s Outlook for the South African Private Healthcare Sector in 2022 

As the world slowly emerges from the aftermath of the global pandemic, GCR anticipates a progressive 

recovery in both the earnings and leverage profiles of the South African private healthcare sector, with the 

rallying of such metrics to pre-COVID-19 levels likely in the medium term (2023 – 2024). Notwithstanding this, 

GCR expects an improved financial performance during 2022 characterised by stronger earnings and 

sustained management of working capital cycles which should see more robust cash flows, which we 

anticipate will translate into further reductions in debt levels, and a positive corresponding improvement in 

credit protection metrics. We also anticipate all financial covenants will continue to be met at their original 

pre-COVID-19 levels, with no further waivers or amendments required. Moreover, we foresee the sector 

maintaining its proactive ongoing management of debt maturities, with refinancing continuing to extend 

maturity dates beyond the 2-3 year tenors evidenced during the pandemic; supporting stronger cash flows 

and liquidity profiles. Whilst the sector might maintain its committed unutilised facilities as liquidity buffers, save 

for refinancing activity, GCR does not expect the incurrence of significant additional gearing in the short to 

medium term. On the contrary however, GCR considers it likely that improved cash flows will be utilised to 

further decrease debt obligations, particularly in light of the increasing interest rate environment.  

Further, GCR anticipates that the implementation of several digitisation projects as well as capex spend 

across the sector that had been delayed during the pandemic, will further drive efficiencies and profitability, 

and thus translate positively into meaningful EBITDA upside.  

GCR’s Long-Term Diagnosis for the Healthcare Sector 

GCR’s sector risk score for Healthcare remains reflective of the low cyclicality of the industry, as well as the 

stability offered by high barriers to entry, given the substantial capital and expertise required to open new 

facilities. This position is however, somewhat offset by high regulatory risk. Notwithstanding the uncertainty 

around further waves of the pandemic in the short-term, GCR considers the demand fundamentals in the 

South African private healthcare sector to remain robust, particularly in light of the poor state of the public 

healthcare system. Moreover, with South Africa’s vaccination program well underway, GCR expects the 
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impact of any subsequent waves to be less severe than the first three waves. That said, affordability remains 

a major constraint on sector growth, as evidenced by a decrease of 0.7% in the medical scheme membership 

during 20201, due to job losses and other financial difficulties arising not only from the pandemic, but also due 

to the overall challenging economic environment within South Africa, which will likely be exacerbated going 

forward due to rising interest rates and inflationary pressures. Although efforts by the national government to 

reconfigure the industry to make it more affordable and inclusive are noted, little progress has been made to 

date and therefore GCR does not expect this to impact the operations of private sector players over the short 

to medium term. 

In light of the expected return to strong profitability and cash flows, as well as the historic stability in the industry, 

GCR has not prescribed any further adjustments to the South African healthcare sector risk score (which is 

currently 6.5).  
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