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There has been considerable confusion and media debate about the proposal to 
introduce a national health insurance (NHI) in South Africa. The purpose of this 
chapter is to demystify the proposed health system reform. It explains the objective 
of the proposed reform, evaluates how South Africa currently fares relative to this 
objective and explores the implications of lessons from international experience for 
the South African health system. It also considers what is required to ensure that a 
reformed health system is affordable and sustainable.

This chapter argues that the term ‘NHI’ has itself contributed to the confusion 
about the intended reform and that the focus should instead be placed on the core 
objective of the reform, which is to achieve a universal health system. A universal 
system is one that ensures that everyone is able to use health services when needed 
and that provides financial protection against the costs of health care for everyone. 
The reality is that many South Africans cannot access health care when needed.

Another misconception is that the proposed reform is simply about how to fund 
health services. Instead, it is very much about ensuring that South Africans have real 
access to appropriate, efficient, quality health services.

A key area of contention has been whether a universal system is affordable or not. 
Not only is it premature to declare the NHI unaffordable when there are no details 
of the proposed reforms in the public domain, but it is also important to recognise 
that it is not the universality of a health system that makes it unaffordable. It is, 
instead, inappropriate design of a health system that can make it unaffordable.

There is neither doubt that health system change is needed in South Africa, nor 
dispute that it is possible to achieve an affordable universal system. What is required 
is constructive and evidence-informed debate from all stakeholders on how best to 
achieve improved health for all South Africans through health system reform.
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Introduction
South Africa has a long history of policy debates about funda-
mental health system reform to better meet the health needs 
of South Africans. The first major development was the recom-
mendation by the 1928 Commission on Old Age Pensions 
and National Insurance (chaired by BJ Pienaar) that a health 
insurance scheme should be established to cover medical, 
maternity and funeral benefits for all low-income, formal 
sector employees in urban areas.1 This was followed in 1935 
by the Committee of Enquiry into National Health Insurance 
(chaired by James Collie) that made similar proposals to those 
of 1928.2 The proposals from these committees were not 
taken forward.

The 1942-1944 National Health Services Commission 
(chaired by Henry Gluckman), in contrast, recommended 
the introduction of a national health tax to ensure that health 
services could be provided free at the point of service for all 
South Africans. The aim was to bring health services “within 
reach of all sections of the population, according to their 
need, and without regard to race, colour, means or station in 
life”.3 Health centres, providing comprehensive primary care 
services, were proposed as a core component of the health 
system. Although the Gluckman Commission proposals 
were accepted by the Smuts government, it was decided 
to implement them as “a series of measures rather than in 
a single step”.4 The introduction of community-based health 
centres was taken forward, with 44 centres being established 
within two years. However, other aspects of the proposals 
were never implemented. Any gains from the Gluckman 
Commission process were reversed after the Nationalist 
Party government was elected in 1948.5

There was relative silence on substantive health system reform 
during the apartheid years, but academics and progressive 
health organisations began calling for a tax-funded national 
health system in the 1980s.6-9 By the early 1990s, the spotlight 
had again turned to the possibility of introducing some form of 
mandatory health insurance10,11 and, after the 1994 election, 
there were several policy initiatives that considered either a 
social or national health insurance.a,12-15 A detailed review of 
these different policy proposals, none of which were taken 
forward, was provided in a previous South African Health 
Review.16

a The terms social health insurance (SHI) and national health insurance 
(NHI) are often used inter-changeably in the international literature. 
They both refer to a form of mandatory health insurance, i.e. where 
legislation is enacted that requires some or all people to contribute to a 
health insurance scheme. In South Africa, SHI has generally been used to 
refer to a mandatory health insurance scheme which would only cover 
those who contribute to it (e.g. the formally employed and possibly their 
dependants), while NHI has been used to refer to a mandatory insurance 
scheme which would cover all citizens, irrespective of whether or not 
they contributed to it.

The African National Congress (ANC) resolved at their 2007 
policy conference in Polokwane to implement a national 
health insurance (NHI) in South Africa.17 This was followed by 
an internal process within the ANC to develop a broad NHI 
policy vision. In late 2009 a formal government process was 
initiated with the establishment of the Ministerial Advisory 
Committee (MAC) on NHI tasked with developing detailed 
health system reform design proposals. The Minister of 
Health is yet to release a formal NHI policy document, but it is 
expected that some form of policy document will be released 
for public comment and engagement in the near future.

Despite the fact that no formal policy proposal has been 
placed on the table, there has been considerable specula-
tion by key health sector stakeholders and the media on the 
form that this reform may take, with some declaring that an 
NHI is unaffordable. Release of a formal policy document will 
allow commentators to move from speculation to construc-
tive debate. 

The use of the term NHI has itself created much of the confu-
sion and misinterpretation of the intentions of government. 
The term ‘insurance’ has tended to lead South Africans to 
envisage a type of ‘insurance scheme’ – probably due to our 
exposure to medical schemes. As pointed out by Kutzin, the 
term ‘insurance’ in essence refers to the policy objective of 
providing financial protection against the very uncertain and 
potentially high costs of health care, rather than a specific 
policy instrument, i.e. an insurance scheme. ‘Insurance’ – in 
the sense of providing financial protection against health care 
costs for the population – can be achieved through a range 
of policy instruments, including tax revenue and insurance 
schemes.18

In this chapter the term ‘universal coverage’ (UC), which is 
both more descriptive of the objective of the reform and less 
open to misinterpretation, will be used. The use of the term 
UC is consistent with the statement by the Minister of Health 
in the debate on the health budget in the National Assembly 
on 30 June 2009 that

NHI is a system of universal health care coverage where 
every citizen is covered..., rich or poor, employed or 
unemployed, young or old, sick or very healthy, black 
or white. 

The late Deputy Minister of Health stated on the same occa-
sion that the envisaged health system reform,

is based on access to health services that are provided 
in a manner that effectively addresses the inequities of 
the past and also ensures that there is a unified national 
health system that accords our citizens sufficient finan-
cial risk protection from catastrophic, health-related 
expenditures and improves the health outcomes of the 
population.
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The preference for the term UC, and indeed the focus on UC 
as the policy objective of reform of the South African health 
system, is also in line with international trends. Of particular 
note is the World Health Assembly resolution in 2005 calling 
for member states to pursue universal coverage and sustain-
able health financing.19 It is also of note that the 2010 World 
Health Report is devoted to the issue of universal coverage.

Another misconception that the use of the term NHI has 
created, is that the proposals for health system reform in 
South Africa only relate to money or funding of health care. 
Thus, in an attempt to avoid creating further confusion about 
the nature of the proposed health system reform in South 
Africa, this chapter will focus on the key ‘functions’ of a health 
care financing system, all of which will be addressed in the 
reform. The three core functions are:

Revenue collection, which relates to how to raise the 
necessary funds for the health system (who contributes 
and how the contributions are structured);

Pooling, which includes issues such as the coverage of the 
population, group composition of a specific pool of funds, 
and the number of different pools; and

Purchasing, looks at what type of services are covered and 
the mechanism(s) by which providers are paid.20,21

The main objective of this chapter is to try to demystify the 
proposed health system reform. The following section explains 
the concept of UC, the core objective of the proposed 
reform. Thereafter, the current South African health system 
is briefly considered in relation to the objective of UC. This is 
relevant as substantial health system reform is only warranted 
if the existing health system is failing to achieve core policy 
objectives. The next section briefly reviews key lessons from 
international experience in terms of the above-mentioned 
core functions of a health care financing system. Thereafter, 
a review is provided of the implications for the South African 
health system and how UC may impact on progress towards 
the Millennium Development Goals (MDGs).

The main constraint in preparing this chapter is the continued 
absence of a policy document on the reform proposals in the 
public domain. This chapter, therefore, reflects the author’s 
understanding of what is being proposed, based on informa-
tion that is in the public domain. As the full technical details of 
the reform are still being considered and as wide engagement 
on the reform proposals is expected, the precise design of the 
UC reform cannot be predicted with certainty by anyone. For 
this reason, it is only feasible to outline the broad parameters 
of the intended reform.

ÿ

ÿ

ÿ

What is universal coverage?
The World Health Organization (WHO) has defined a universal 
health system as one that provides all citizens with adequate 
health care at an affordable cost.22 There are a number of 
other formulations of the definition of universal coverage but 
these definitions all have two elements in common. Firstly, 
a universal health system should ensure that all are able to 
use needed health services by eliminating barriers to service 
access (the issue of ‘adequate health care’ in the above defi-
nition). Secondly, UC should provide financial protection for 
all against the costs of health care, with it now being widely 
accepted that “pre-paymentb and pooling of resources and 
risks are basic principles in financial-risk protection”.19 It is 
this issue of financial protection that is the key focus in terms 
of ‘affordable cost’ in the above definition although, clearly, 
affordability of the health system within the context of a coun-
try’s economic resources is also important.

Underlying this understanding of universal coverage are the 
equity principles of:

contributing to funding health services according to ability-
to-pay; and

benefiting from health care according to need.

Another useful way of understanding universal coverage 
is illustrated in Figure 1. Moving towards a universal health 
system requires expanding coverage in three ways:

The breadth of coverage, which refers to the proportion 
of the population that has financial protection and access 
to needed health services;

The depth of coverage, relating to the extent to which the 
range of services necessary to effectively address people’s 
health needs is covered; and

The height of coverage, which concerns the portion of 
health care costs that is covered through pooling and pre-
payment mechanisms.

Mathauer emphasizes that assessing progress towards UC is 
done by comparing the potential maximum breadth, depth 
and height of coverage relative to current public health 
expenditure.23 The notion of public funding and expenditure 
relates to resources that benefit all citizens (i.e. it does not 
necessarily refer only to tax funding), as opposed to private 
expenditure which only benefits those who contribute to 
funding such expenditure. This is at the core of the concept 
of UC; UC relates to all people (rather than a select group) 
benefiting from extended coverage.

b Payments made by individuals to a ‘pool’ on a regular basis and not related 
to their use of a health service, i.e. via taxes and/or health insurance 
contributions.

ÿ

ÿ

ÿ

ÿ

ÿ
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Figure 1: Graphical presentation of breadth, depth and height of coverage

Mathauer identifies mechanisms by which countries can move 
towards UC in terms of the three dimensions of coverage 
outlined in Figure 1. Maximum breadth of coverage will be 
achieved by extending financial protection and access to 
needed health care to that portion of the population who 
are currently not protected financially and who experi-
ence barriers to accessing services. Extending the depth of 
coverage requires expansion of the package of health serv-
ices to ensure that an accessible and comprehensive range of 
services is provided in relation to meeting the most pressing 
health needs of the population. Finally, the height of coverage 
will be improved by reducing the extent to which the use of 
the health services is funded through out-of-pocket payments, 
by increasing pre-payment funding.

How does South Africa fare in 
terms of universal coverage?
The framework outlined above is used to assess how South 
Africa fares in terms of universal coverage. As we have a 
divided health system, the issues of breadth, depth and height 
of coverage are considered both for those covered by medical 
schemes and those dependent, partly or fully, on tax-funded 
services.

In relation to the breadth of coverage or the size of the 
population that has at least some financial protection against 
the costs of using health services when needed, about 

16% of the population are currently members of a medical 
scheme. Coverage by health insurance schemes is, there-
fore, extremely limited in South Africa. Membership of such 
schemes is largely restricted to the wealthiest groups, with 
71% of medical scheme members being in the richest quin-
tile and 18% in the second richest quintile of South African 
households.24 Membership of a medical scheme does appear 
to improve access to needed health care. A recent house-
hold survey found that while 10% of those without medical 
scheme membership did not seek health care in the previous 
month, despite reporting their health status to be poor or 
very poor, this was the case for less than 4% of medical 
scheme members.24

General tax funding is the mechanism for providing financial 
protection and access to care for the vast majority of South 
Africans. All South Africans are entitled to use tax-funded 
health services but are expected to contribute something 
towards the cost of these services. Only public sector primary 
health care services are provided without a user fee being 
charged. For hospital services, everyone is expected to pay a 
user fee, which varies according to a person’s income level, 
unless they can prove that they are indigent. The require-
ments for proving indigence can be onerous, however, and 
the existence of user fees at the point of service delivery does 
create a barrier to using health care when needed.25,26

Although in theory South Africans enjoy a fair amount of 
financial protection via health services that are either fully tax-

Estimated public 
health expenditure

Reduce cost
sharing

Height:
What
proportion
of costs 
are
covered?

Depth: What
services or
benefits are
covered?

Breadth: Who is insured / who has financial protection and access to needed care?

Include
other
services

Current public 
health expenditure

Extended to ʻuninsuredʼ/
those without protection
and access to health care

source: Mathauer, 2009.23
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funded or heavily subsidised, the reality is that many cannot 
access services when needed. There are many access barriers, 
but a recent national household survey has indicated that one 
of the greatest barriers to access remains distance to facilities. 
The overall average travelling time to a health facility (aver-
aged across all modes of transport) for the poorest 20% of 
households is nearly 40 minutes. While 40% of the poorest 
households walk to the health facility, over 50% use public 
transport. The necessity to use public transport if one does 
not live within walking distance of a health facility comes at 
a very high price; spending on transport for a single visit to 
a health facility is an average of 11% of monthly household 
expenditure for the poorest 20% of households.24

In terms of the depth of coverage (or the extent to which 
the range of services covered effectively addresses the needs 
of the population), medical schemes cover a limited but very 
specific range of services. In particular, schemes are required 
to cover a prescribed minimum benefit (PMB) package, 
consisting of a list of 270 diagnosis and treatment interven-
tions provided primarily on a hospital inpatient basis, and a 
list of 25 common chronic diseases. Most schemes also cover 
other services over and above the PMBs, with each scheme 
having a different benefit package. There are, however, very 
specific limits on these additional benefits, e.g. a maximum 
amount that can be spent on ophthalmology services per year 
or a maximum number of visits to a general practitioner in 
a year. Some schemes provide a relatively comprehensive 
service package, but require a high contribution, while others 
cover little more than the PMBs. There are clearly gaps in the 
depth of coverage via medical schemes in South Africa.

Tax-funded services incorporate a relatively comprehen-
sive range of services, from primary care services at clinics 
through to highly specialised services in provincial and central 
hospitals. However, there are limitations on the range of 
services provided, largely due to resource constraints, and 
there is some health service rationing. For example, there are 
constraints on the number of heart transplants that can be 
undertaken and the number of patients that can be placed on 
dialysis at any one time. Public sector health professionals are 
also required to prescribe from the essential drug list, which 
includes a limited number of mainly generic medicines to treat 
the most common illnesses.

The height of coverage in South Africa could be described as 
relatively good, as the majority of health-care funding occurs 
through pre-payment mechanisms. Out-of-pocket payments 
only account for 14% of total health-care funding in South 
Africa, which is relatively low compared to other low- and 
middle-income countries.27 Out-of-pocket payments take the 
form of user fee payments at the point of service at public 
sector hospitals, direct payments to private providers by those 
who are not covered by medical schemes and payments by 

medical scheme members either as co-paymentsc or the full 
cost of a service which is not covered at all by the scheme.

Over 60% of out-of-pocket payments are made by medical 
scheme members.28 This highlights the extent to which 
medical scheme members are not fully protected from the 
costs of health care. Co-payments can be high and the disparity 
between what health-care providers charge and what medical 
schemes will pay has been growing in recent years. This has 
particularly arisen since the Competition Commission ruling 
that it was anti-competitive to produce a tariff schedule, such 
as the ones formerly produced by the Board of Healthcare 
Funders (BHF), that formed the basis for reimbursement 
rates of medical schemes. Although a National Health 
Reference Price List (NHRPL) has been established, the 
National Health Act indicates that individual medical schemes 
may only use it as a guideline when determining their reim-
bursement rates. Moreover, the Health Professions Council 
of South Africa (HPCSA) stated that it regarded it as ethical 
for private generalist and specialist doctors to charge fees of 
up to 300% of the NHRPL.29 Fee levels charged by private 
providers have increased dramatically since this HPCSA state-
ment, but medical scheme reimbursement rates have often 
not matched these increases.

Less than 20% of the population that are not covered by 
medical schemes (thus 16% of the total population) use private 
sector health services on an out-of-pocket basis. This relates 
primarily to the use of general practitioners and retail phar-
macies. A small component (7%) of out-of-pocket payments 
is attributable to user fees at public sector hospitals.28

In summary, the somewhat limited information available on 
the breadth, depth and height of coverage in South Africa 
suggests that the largest deficiency at present relates to the 
breadth of coverage. Out-of-pocket payments (height of 
coverage) are low relative to many other low- and middle-
income countries, but there is scope for further improve-
ment. Depth of coverage (range of services relative to health 
needs) can also be expanded over time. While there is very 
extensive breadth of coverage ‘on paper’, the reality is that 
many South Africans cannot access health care when needed. 
Distance to facilities and lack of financial protection from the 
transport costs to reach facilities that are not within a reason-
able walking distance is a particular problem. There are a 
wide range of other access constraints such as limited opening 
hours, insufficient staff in some facilities, lack of availability of 
medicines, poor staff-patient interactions which can deter use, 
to name a few barriers.30 Many South Africans simply do not 
seek health care when in need, while others who do seek care 

c An out-of-pocket partial payment by a health insurance scheme member 
for health services used in addition to the amount paid by the insurance: 
the aim is to place some cost burden on members and thereby discourage 
them from ‘excessive’ use of health services.
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incur costs that are high relative to their household resources. 
It is meeting the challenge of making accessible health care 
and financial protection a reality for all South Africans that 
should be the focus of health system reform.

International experience 
regarding universal coverage
This section provides a very brief summary of some of the 
key findings of extensive reviews of international experi-
ence, presented in terms of the key functions of health care 
financing systems – namely revenue collection, pooling and 
purchasing.31-33

Revenue collection

All health care funding ultimately comes from households 
and firms, either in the form of direct payments (often called 
out-of-pocket payments) or through pre-payment mecha-
nisms. There are two broad categories of pre-payment 
mechanisms: compulsory and voluntary. Compulsory pre-
payment includes various forms of taxation and mandated 
contributions for health care (such as payroll taxes or manda-
tory contributionsd that are specifically earmarked for health 
service funding). Voluntary pre-payment mechanisms include 
different forms of private health insurance (PHI).

In considering what combination of funding mechanisms is 
most appropriate, the emphasis is usually placed on assessing 
the relative progressivity of different mechanisms. In progres-
sive financing mechanisms, the rich contribute a higher 
percentage of their household income to health care funding 
than the poor, whereas in regressive mechanisms the poor 
contribute a higher percentage of their household resources 
than the rich.

The earlier definition of universal coverage highlighted that 
pre-payment financing mechanisms are regarded as most 
appropriate in pursuing the objective of UC. Part of the 
reason for this is that direct (or out-of-pocket) payments 
are the most regressive way of funding health care. The only 
instance when they are not regressive is where the poorest 
households do not make such payments, usually because they 
do not seek care because they cannot afford it.34

Most of the research on the relative progressivity of different 
financing mechanisms has been undertaken in the Organisation 
for Economic Co-operation and Development (OECD) coun-
tries. The OECD countries with the most regressive health 
care financing systems were Switzerland (before its recent 
reforms) and the United States of America (USA). In terms 

d A deduction taken from the ‘payroll’ by the employer before employees 
receive their wage or salary and paid to government or another 
organisation responsible for collecting funds for health care.

of the most recently available information, the majority of 
financing in both of these countries was attributable to private 
funding mechanisms: private insurance accounted for 41% 
in Switzerland and 29% in the USA while direct payments 
accounted for 24% and 22% respectively.35 PHI contributions 
were regressive in both USA and Switzerland. They were also 
regressive in France. Although France has a national health 
insurance scheme, quite high co-payments are imposed, so a 
large portion of the population takes out PHI to cover these 
co-payments. However, where PHI is taken out in addition 
to contributing to and having an entitlement to benefit from 
publicly funded services (what is called supplementary cover), 
as in the United Kingdom (UK), it is only accessible to the 
richest households and so is progressive.35

The international evidence indicates that regressivity in overall 
health care financing can be minimised by clearly defining and 
limiting the role of PHI in the health system. In particular, PHI 
should not be a major funding mechanism. However, PHI that 
covers co-payments or supplements entitlements to publicly 
funded services, has less regressive effects.

The OECD countries with the most progressive health 
financing systems, UK and Italy, are those which are very 
largely publicly funded. About 84% of health care financing in 
the UK is through public mechanisms, 64% from general tax 
revenues and a further 20% from mandatory health contribu-
tions. In Italy, public financing mechanisms account for 77% 
of all funds, which is evenly split between general tax revenue 
(38%) and mandatory health contributions (39%).35

There is indisputable evidence that in order to achieve progres-
sive, universal health systems, public funding should account 
for the major share of health-care financing. Funding from 
general tax revenue has the potential to be the most progres-
sive health-care financing mechanism, though this depends on 
the underlying mix of taxes (personal income tax, value added 
tax and excise duties) as well as how progressively personal 
income and corporate tax rates are structured. Mandatory 
health insurance schemes can also be progressive, with the 
following features promoting progressivity in such schemes:

the rich should not be permitted to opt out of the scheme 
(i.e. allowed not to contribute to the scheme);

the contributions of vulnerable groups (e.g. the unem-
ployed, pensioners, the poor) should be fully or partially 
subsidised from general tax funds; and

a cap should not be placed on contributions, i.e. a maximum 
contribution amount should not be specified, as this results 
in high income earners paying a lower percentage of their 
earnings than lower income earners.31

ÿ

ÿ
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Pooling

Health care costs are unpredictable; it is difficult for individ-
uals to know when they will fall ill, what health care they will 
require and what this health care will cost. Sometimes the 
cost of care can be very high, particularly for hospitalisation 
or long-term serious illness such as cancer or AIDS-related 
diseases, and most people are unable to cover these often 
unexpected costs by drawing on resources that they have 
available. While it is difficult to predict health care needs and 
costs for an individual, it is more feasible to predict these for 
a group of people drawing on epidemiological and actuarial 
data. Actuarially, the larger the pool, the greater the ability 
to predict and spread risks related to ill-health and the more 
sustainable the funding is. This is the core of the concept of 
risk-pooling; individuals contribute on a regular basis to a 
pooled fund (e.g. by paying taxes or contributing to health 
insurance) so that when they fall ill, the pool will cover their 
costs. At any one time, the healthy members of the pool are 
helping to pay for the health-care costs of those who are ill; 
those who are healthy and those who are ill will change over 
time. The risk of falling ill and incurring unexpected and high 
health-care costs is shared between those in the pool.36

Universal coverage can ‘in theory’ be achieved through a 
combination of different financing mechanisms within one 
country, where different groups are covered by different 
mechanisms but all are ‘adequately’ covered in some way. 
However, it is increasingly being recognised that universal 
coverage cannot exist in systems with fragmented risk pools 
which do not allow for income and risk cross-subsidies (from 
the rich to the poor and the healthy to the ill) in the overall 
health system. These cross-subsidies are critical to achieve 
an equitable, efficient and sustainable health care financing 
system. As indicated previously, universal health systems are 
built on the principles of contributing to funding according to 
one’s ability to pay and receiving health services according 
to one’s need for care. As noted by the WHO, “[t]here is 
growing consensus that, other things being equal, systems in 
which the degree of risk-pooling is greater, achieve more”.37

Countries which have considerable fragmentation of risk 
pools, such as the USA that has a large number of PHI schemes 
and two government-funded schemes to cover the poor and 
the elderly (Medicaid and Medicare), have been unable to 
achieve universal coverage. About 28% of adults (50 million 
Americans) were either completely uninsured or uninsured 
for part of the year in 2007.38 In America, if one is uninsured 
one has very limited access to health care.

Some countries have achieved widespread population 
coverage through making membership of an insurance scheme 
compulsory, but there are a number of schemes from which 
they can choose, such as in the Netherlands. One drawback 

of this approach is the high administrative costs involved in 
having a number of separate schemes and the high marketing 
costs incurred as schemes compete for members. More 
importantly, there are often problems with achieving income 
and risk cross-subsidies across the different schemes. Indeed 
it is for these and other reasons that in 2000 South Korea, 
which has a long-standing mandatory health insurance system 
operating via smaller schemes, integrated 139 separate private 
insurance associations, 227 insurance associations for the self-
employed and numerous other insurance associations into a 
single National Health Insurance Corporation.

In other countries all citizens have access to some form of 
health care, but there are completely separate risk pools 
for different sections of the population resulting in a tiered 
health system (i.e. there are no income and risk cross-subsi-
dies between the separate pools). This is particularly the 
case where there is a mandatory or social health insurance 
scheme covering only those working in the formal sector and 
general tax-revenue funded health services covering the rest 
of the population, as exists in Mexico and many other Latin 
American countries.39

Some argue that a tiered system is the only way to move 
towards a universal health care system based on the fact that, 
historically, most universal mandatory insurance schemes 
have begun by covering only formal sector employees and 
then attempting to expand coverage gradually. However, 
simply because this is the route that has been historically 
adopted by some countries does not mean that it is the only 
way to achieve universal coverage. Indeed, creating a two 
tier system can become an obstacle to achieving a universal 
system which includes comprehensive income and risk 
cross-subsidies. This has certainly been the experience of a 
number of Latin American countries that initiated manda-
tory insurance schemes by covering formal sector workers 
and their dependants and where this group has remained the 
focus of mandatory insurance initiatives for many decades. 
These countries have found that a two-tier health system has 
become entrenched and have encountered considerable diffi-
culties in extending coverage, not least of all because the vocal 
and powerful formally employed groups have opposed moves 
towards universal coverage for fear of losing their preferential 
benefits.40

In recent times, a number of countries have introduced 
universal health systems with an integrated funding pool from 
the outset, such as Moldova and Kyrgyzstan. In these countries, 
a mandatory health insurance fund (MHIF) has been estab-
lished into which mandatory payroll contributions by formal 
sector employees and general tax funds have been combined. 
The general tax funds are essentially seen as contributions by 
all of those outside of the formal sector. The local offices of 
the MHIF then purchases care for the entire population living 
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in their area. The majority of the funds (about two-thirds) 
come from general tax revenues and about one-third from 
payroll contributions.18,41

Purchasing

Purchasing relates to transferring the funds from the risk 
pool(s) to health-care providers and includes considerations 
such as the type of services covered (known as the benefit 
package) and the provider payment mechanisms. There has 
been some confusion about the concept of purchasing in that 
some people associate it only with health insurance schemes. 
However, purchasing is essentially about ensuring that appro-
priate, efficient, quality services are available to the popula-
tion. It is equivalent to the better known concept of health 
service planning (i.e. assessing the health needs of the popu-
lation to be served, determining what range and quantity of 
services are required and directing funds to these services). 
Active purchasing is absolutely critical for achieving universal 
coverage; it is of no value for citizens to have a ‘paper entitle-
ment’ to health care if the purchasing function fails to deliver 
accessible, quality care of the type needed.

There is a great variation in the design of benefit packages 
across different countries. One of the key questions consid-
ered in benefit package design is should the package only 
include low-frequency, high-cost services, such as inpatient 
hospital care and long-term, terminal illnesses, which are 
often regarded as ‘catastrophic events’? Or should it only 
cover high-frequency, low-cost services, such as acute and 
chronic care that can be provided at the primary care level? 
Or should it cover both types of services? Given the central 
goal of providing financial protection, many believe that the 
emphasis should be on protecting individuals and households 
from ‘catastrophic’ expenditure, which has traditionally been 
associated with inpatient care and other high-cost, low-
frequency services. However, it is becoming increasingly clear 
that even small payments for primary care services can have 
catastrophic consequences for vulnerable households and 
that essential primary health care services should, therefore, 
be covered in countries with high poverty levels.42 The design 
of a benefit package clearly depends on what people in a given 
country can afford, but a reasonably comprehensive benefit 
package is best able to protect households from catastrophic 
health-care costs.

In addition, cost-containment may be a problem if the benefit 
package only covers hospital services. If primary care services 
are not included in the package, patients tend to go directly 
to a hospital or a medical specialist for a health problem that 
could have been dealt with at the primary care level at a much 
lower cost. Many countries have found that having primary 
health-care providers act as gatekeepers to hospital care is a 
useful cost-containment mechanism.43 If one is to avoid out-

of-pocket payments that, as highlighted earlier, are regres-
sive and a barrier to access, particularly for the lowest income 
group, active gate-keeping is essential. The major reason why 
some countries impose co-payments or user fees is to contain 
costs and reduce the potential for moral hazarde amongst the 
covered population. However, as noted by Kutzin, “[a]lthough 
incentives to consumers based on cost-sharing requirements 
appear to have some effect in reducing demand, incentives 
to providers are much more powerful tools for containing 
costs”.44

Middle-income countries that have achieved universal 
coverage despite having very constrained economic resources, 
such as Thailand, have adopted comprehensive benefit pack-
ages (ranging from primary to tertiary level services) but have 
adopted ‘negative lists’, i.e. a list of services that are explic-
itly excluded. The kinds of services most frequently included 
in ‘negative lists’ are entirely discretionary services (such as 
cosmetic surgery) and very high-cost services (such as dial-
ysis for end-stage renal disease and organ transplantation). 
Thailand also has a very strong gate-keeping process with 
insistence on following the appropriate referral route, starting 
at the primary care level, and requires no co-payments or 
fees.

There is even greater variation across countries in terms of 
the type of provider payment mechanisms that are used. 
There is no one provider payment mechanism that is clearly 
‘better’ than others; each has its advantages and disadvan-
tages. However, one issue on which there is consensus is that 
unrestricted fee-for-service payment (i.e. itemised fees for 
each service provided) as the sole or main payment mecha-
nism is unsustainable.20,45,46 Most countries are adopting a 
combination of payment mechanisms that will ensure suitable 
incentives for health-care providers to deliver the appropriate 
type of services and to provide these services efficiently and at 
an acceptable level of quality.

Implications for the South African 
health system
The key message from the review of international experi-
ence is that South Africa’s proposed health system reform is 
very much in line with prevailing international consensus. In 
particular, the goal of achieving universal coverage is firmly 
at the top of the global health policy agenda. Given that no 
government policy document has been released to date, it 
is difficult to accurately assess the extent to which proposed 
health system changes are in line with the current conven-

e Moral hazard is the tendency of entitlement to the benefits of health 
insurance to act as a strong incentive for people to consume more and 
‘better’ health care and a weak incentive for them to maintain a healthy 
lifestyle.
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tional wisdom. Public statements by the Minister of Health 
and the ANC suggest, however, that the broad policy direc-
tion is in line with what could be described as international 
‘good practice’.

In relation to revenue collection, the proposal is that funds will 
be mainly derived from general tax revenue but will probably 
be supplemented by some form of mandatory payroll contri-
bution by formal sector workers. As indicated previously, 
general tax revenue is usually the most progressive source of 
funding. Any mandatory payroll contribution should be care-
fully structured to ensure that it is not regressive, drawing 
on lessons from international experience (e.g. not allowing 
people to ‘opt out’ of the mandatory contribution and not 
placing a cap or maximum limit on mandatory contributions).

There has been considerable media debate about the future 
role of medical schemes. It appears that medical schemes will 
continue to exist, but contributions to these schemes would be 
over and above a person’s mandatory payroll contribution. In 
effect, medical schemes would provide supplementary cover 
(as exists in countries such as the UK), which again is in line 
with ‘good practice’ lessons from international experience.

Another aspect of revenue collection that is in line with lessons 
from international experience is the commitment to services 
being free at the point of service and not to rely on out-of-
pocket payments as a funding source. Thus, co-payments will 
not be used as a mechanism for limiting health service use 
(see later discussion of gate-keeping to promote affordability 
and sustainability).

In terms of pooling, it is clear that there will be a single or inte-
grated risk pool. For example, it was stated in ANC Today: 

The main sources of funding for the NHI will be allo-
cations from general tax revenue with a progressive 
increase of the public health sector budget over five 
years and a small mandatory health insurance contribu-
tion. All of these funds will be combined into a single 
NHI Fund from which all services covered by the NHI 
will be funded.47

Having an integrated pool of funds is of considerable impor-
tance in relation to addressing the greatest challenge in South 
Africa in relation to achieving universal coverage, namely the 
breadth of coverage. As indicated previously, the challenge 
is to ensure that all South Africans are able to access health 
care when needed. There are a number of issues that underlie 
this challenge, such as being able to attract health professionals 
to work in remote rural areas, ensuring that there is a reliable 
supply of medicines to health facilities and addressing low staff 
morale in public sector health facilities. Another key factor is 
that South Africa currently has a divided health system with 
the majority of the most highly skilled health professionals 
working in the private health sector and being accessible 

only to a minority of the population.f An integrated pool of 
funds, which is larger than that currently made available to the 
public health sector through general tax revenue, will make 
it feasible to purchase services from both public and private 
health service providers to benefit all South Africans.

There are somewhat limited details on the proposed 
purchasing arrangements for the reformed health sector. It 
has been indicated, however, that: 

There will be a comprehensive package of services that 
includes primary health care services as well as hospital 
inpatient and outpatient care. People will be expected 
to follow the appropriate referral route to ensure 
effective gate-keeping at the primary health care level 
before referrals to specialists and hospital-based care 
when necessary.47 

It has also been indicated that fee-for-service will not be the 
main provider payment mechanism but, instead, the emphasis 
will be on payment mechanisms such as capitation.g Finally, 
it has been stated that services will be purchased from both 
private and public health-care providers which, as indicated 
previously, is of considerable importance in the South African 
context for improving the breadth of coverage.

Although the broad policy proposals for health system reform 
that are publicly known appear to be in line with interna-
tional trends, considerably more detail on the precise design 
of different elements of the health care financing system is 
required before conclusive judgements can be drawn. The 
design of a reformed health system is critical for the system to 
be affordable and sustainable.

The most heated aspect of the media debate has been about 
the affordability of the proposed reforms. As indicated previ-
ously, it seems premature to declare the reforms to be unaf-
fordable before details of the proposed system design have 
been finalised. It is not the universality of a universal health 
system that makes it unaffordable, it is inappropriate design of 
a health system that can make it unaffordable. 

There is no doubt that South Africa can have an affordable 
universal health system, in the sense of having vastly improved 
depth, height and particularly breadth of coverage than it has 
at present. Based on lessons from international experience, 
the key elements that are required to ensure an affordable 
and sustainable universal health system include the following:

An integrated pool of funds that will tilt the power balance 
in establishing service payment levels in favour of the 
purchasing organisation as opposed to the providers;

f While there is considerable debate over the exact public-private mix 
of doctors and other health professionals, due to the unavailability of 
reliable data, there is no dispute over the fact that the majority of doctors, 
pharmacists, psychologists etc. work in the private health sector.

g Payment of an agreed amount of money per capita or per person, which 
may be adjusted for the relative risk of that person needing health care.

ÿ
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Careful delineation of roles and responsibilities between 
the proposed NHI Fund and the national and provincial 
health departments to avoid duplication of management 
responsibilities and to minimise administration costs;

Active purchasing of services to promote efficient and 
equitable provision of appropriate services;

A benefit package that includes primary care services as 
well as specialist and inpatient care, with substantial atten-
tion being paid to ensuring that the focus is not solely on 
curative care but also includes preventive, promotive 
and rehabilitative services. Primary level care should be 
excellent so that individuals are confident that they will 
be adequately cared for if they follow the appropriate 
referral route and comply with gate-keeping by primary 
care providers; and

Provider payment mechanisms that do not rely largely 
on fee-for-service payments but are carefully designed to 
provide incentives for efficient, good quality health service 
provision.

Universal coverage and achieving 
the MDGs
Pursuing a universal health system is very likely to contribute 
to more rapid progress towards the MDGs. The health 
system itself is not the only, nor is it necessarily the most 
important, contributor to improvements in health status. The 
social determinants of health are widely recognised. How 
then would pursuing a universal health system contribute to 
achieving the MDGs?

It is important to recognise that the benefits of a universal 
health system will not only be through direct impacts on 
health status improvements through ensuring greater breadth 
of coverage (so that South Africans can access needed health 
care), but there will also be considerable indirect benefits. For 
example, pursuing universal coverage will promote social soli-
darity and can contribute to addressing some of the power 
imbalances in society which contribute to ill-health. In addi-
tion, a firm commitment by government to universalism could 
translate into improved public funding for a range of social 
services, not only health services but also education, social 
welfare and other services that are critical for addressing 
the key social determinants of health and could reduce the 
demand for services from the NHI.

Finally, a universal health system by definition provides good 
financial protection against the cost of using health services. 
Not only does this contribute directly to reducing poverty, 
which is itself a key MDG, but will indirectly contribute to 
promoting health status improvements – given that poverty is 
a key social determinant of health.

ÿ

ÿ

ÿ
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Conclusions
The resolution of the ANC at its Polokwane policy confer-
ence to implement a NHI signalled its intention to pursue a 
universal health system. It is a great tragedy that South Africa 
did not implement the Gluckman Commission recommenda-
tions in the mid-1940s. We would not be faced with the health 
or health system challenges that we face today if Gluckman’s 
vision had been acted upon. Almost seven decades later we 
have a window of opportunity to pursue a universal health 
system that will contribute in many direct and indirect ways 
to moving closer towards the MDGs.

However, we run the very real risk of once again losing a 
window of opportunity. Some of the ways in which we can 
contribute to seizing this opportunity include:

Engaging in constructive and evidence-informed debate 
across stakeholders to reach greater consensus on what 
a universal health system entails and achieve broad-based 
commitment to universal coverage in pursuit of improved 
health for all South Africans;

Careful development of an appropriate design for the 
proposed reforms to ensure that a universal health system 
is sustainable and affordable – allowing adequate time to 
undertake this task properly;

Providing information to South Africans on the intended 
reform by initiating a process of widespread engagement 
with stakeholders around the policy proposals once they 
are placed in the public domain. Two groups whose views 
are critical but have not yet been heard in the ongoing 
media debate are:

The ‘general public’ who are the intended beneficiaries 
of the health system reforms; and

Front-line health workers, who will be expected to 
work in the reformed health system and indeed imple-
ment the proposed reforms – much of the problems 
with staff morale in the public health sector stem from 
the imposition of substantive reforms over the past 
decade or more without engagement or forewarning.48

South Africans have for too long tolerated a divided, ineq-
uitable and inefficient health system. There is no doubt that 
health system change is needed. The time has come for all 
stakeholders to work together to identify and pursue health 
system reforms that will benefit all South Africans through 
extending the breadth, depth and height of coverage of the 
country’s health service.

ÿ
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