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A s limited information has emanated from government as to the role of the 
private health sector in the National Health Insurance (NHI), this chapter 
directs the enquiry towards the private health sector in order to establish 

what it perceives as its role in a post-reform healthcare industry. Private health sector 
stakeholders are identified and surveyed. The key issues relating to the private health 
sector are then considered thematically according to the key functions of the health 
care system: revenue collection, pooling, purchasing and delivery. South Africa is 
fortunate in having notably high-quality healthcare resources in the private sector; 
it is essential for these resources to be properly deployed in order to accomplish the 
ambitious objectives of the NHI plan in a timely and comprehensive manner.
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Introduction
South Africa has a dual healthcare system, with a public health-care 
sector funded through the national fiscus that operates in parallel 
with privately-funded healthcare provision. In the 2010/11 financial 
year, health sector expenditure in South Africa made up 8.8% of 
Gross Domestic Product (GDP), with approximately half (50.4%) of 
this expenditure occurring in the private sector.1 However, South 
Africa’s health outcomes fall below the quality standards achieved 
in comparable upper-middle-income countries,2 and the country’s 
healthcare system has been described as being both inequitable 
and inefficient.3 

The inequity between public and private health care in South Africa 
relates to disparities in both financial and human resources, with 
the private sector being considerably better resourced.3 Health 
systems debate in South Africa continues to be polarised along the 
lines of the roles of the “public sector” and the “private sector”. 
It is important to recognise within this debate that, far from being 
a single entity with homogenous objectives, both the public sector 
and the private sector are exceedingly complex, comprising a large 
number of diverse stakeholders with differing perspectives. 

The substantial size and financial importance of private healthcare 
delivery in South Africa is illustrated in a recent report by Econex 
estimating that the private sector held 37% of general practitioners 
(GPs), 59% of specialists, 38% of nurses, 35% of hospitals and 28% 
of hospital beds.4 The delivery of private health care in South Africa 
is described as being “well developed, resource intensive and 
highly specialised”.5 A 2008 study by The Monitor Group on global 
healthcare system performance ranked South Africa’s private sector 
as fourth-best after Switzerland, the Netherlands and Belgium.6 This 
concentration of resources in the private sector, servicing a relatively 
small proportion of the population, poses a challenge in terms of 
equity and efficiency, but also an opportunity to make better use of 
the high-quality capacity that is available in the country. 

In addition to healthcare service provision, South Africa has a well-
established medical scheme and health insurance industry, which 
has roles in funding, pooling, managed care and administration. 
Medical schemes are the primary private health financing 
mechanism in South Africa, and provide near-indemnity cover to 
8.8 million beneficiaries, representing 16.6% of the population.7,8 
This covered population, which includes a large number of state 
employees, relies almost exclusively on the private sector for health 
care. There is also significant out-of-pocket expenditure in the private 
sector: it is estimated that at least 28% of the population receive 
some care in the private health sector.4

Medical schemes are not-for-profit entities operated for the benefit 
of their members and regulated on social-solidarity principles. 
They form an important part of employee benefits in South Africa, 
with membership frequently being a condition of employment. 
Consequently, medical schemes and the for-profit entities that 
surround them have strong relationships with employers and 
organised labour. In 2013, there were 25 open-membership 
schemes and 64 restricted-membership schemes,a,7 as well as 17 
medical scheme administrators operating in the industry.9 There has 
also been growth in other healthcare financing products offered by 

a Restricted schemes are those schemes that do not compete in the open 
market but exist to serve certain groups, such as employee schemes. The 
Government Employees Medical Scheme (GEMS) is an example of a 
restricted scheme.

health insurers, which include hospital cash plans, critical illness 
cover, disability cover and gap cover.4 

National Health Insurance (NHI) has been proposed as the solution 
to reform the healthcare sector in South Africa in order to decrease 
the prevailing level of inequality and inefficiency. At the time of 
writing, the NHI Green Paper,10 released in 2011, provided the 
most recent official view on the potential roles to be played by 
private sector healthcare providers and funders in the envisaged 
reform of South Africa’s health system. The Green Paper states 
that private sector providers (primarily general practitioners) may 
choose to contract with the NHI fund, and that medical schemes will 
be allowed to operate in conjunction with the NHI, possibly in the 
form of providing top-up insurance. On the whole, the Green Paper 
contains little discussion on the role of the private sector in NHI and 
areas for potential collaboration. The introduction of NHI is bound 
to have a significant impact on the private health sector, and despite 
the latter’s economic importance, engagement between the National 
Department of Health and private health sector players on relevant 
issues has thus far been limited.

South Africa is fortunate in having notably high-quality healthcare 
resources in the private sector; it is essential for these resources to be 
properly deployed in order to accomplish the ambitious objectives 
of the NHI plan in a timely and comprehensive manner. For this to 
succeed, it is imperative that there be substantive engagement with 
the relevant private sector stakeholders so that their perspectives and 
concerns are properly considered and understood. Furthermore, 
engagement with the private sector is necessary in order to access 
its extensive expertise on a wide range of healthcare issues. As 
limited information has emanated from government as to the role 
of the private health sector in NHI, this paper directs the enquiry 
towards the private health sector itself in order to establish what it 
perceives as its role in a post-reform healthcare industry.

The paper begins by identifying private health sector stakeholders 
and outlining the methodology utilised for this investigation, namely 
a survey of key stakeholders and a thorough desktop search. The 
key issues relating to the private health sector are then considered 
thematically according to the key functions of the healthcare system: 
revenue collection, pooling, purchasing and delivery. 

Private-sector stakeholders

Key private health stakeholders, listed by their functional role in the 
health system, include: 

 ➢ Revenue collection: individual members of the public, employ-
ers, brokers and all taxpayers (including those paying income 
tax, value-added tax (VAT), fuel levy and customs and excise 
taxes);

 ➢ Pooling: medical schemes and medical scheme members;

 ➢ Purchasing: medical schemes, medical scheme administrators, 
managed care organisations; and

 ➢ Delivery: hospitals, pharmaceutical industry, medical 
practitioners, nurses, pharmacists and pharmacy owners.
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This stakeholder categorisation follows that used by Ramjee and 
McLeod in the 2010 edition of the South African Health Review.11 
Key stakeholders in each of these categories in the South African 
private health sector were identified and contacted so as to 
capture an overview of the private health sector response to NHI. 
Representatives of key stakeholder organisations were contacted 
via email in early 2014 to elicit information on their organisation’s 
responses to NHI, framed around the following issues:

 ➢ the aspects of NHI implementation that will potentially have 
the greatest impact on the organisation;

 ➢ how these aspects will pose a challenge to the organisation; 

 ➢ how the organisation has prepared for these challenges;

 ➢ the organisation’s vision of how it sees itself contributing 
toward universal health coverage; and

 ➢ the obstacles that the organisation faces in fulfilling this vision.

Additional information regarding the organisation’s participation in 
the development of NHI was also requested: 

 ➢ participation in spaces for multi-stakeholder debate and 
discussion (workshops, forums and meetings with government);

 ➢ written submissions and proposals to government;

 ➢ involvement with the Ministerial Advisory Committee;

 ➢ other engagement with key decision-makers; and

 ➢ any other forms of public expression (creation of a web portal, 
academic publications, engagement with media, email lists, 
specific research, etc.).

The organisations were also requested to supplement their responses 
with any additional relevant documentation. The questionnaire 
was approved by the University of Cape Town Ethics Committee. 
Respondents were given the option of anonymity (although none of 
the respondents exercised this option). It was clear from the responses 
that the submissions were undertaken in a spirit of transparency and 
open engagement.

A total of 27 organisations from a number of industries were 
contacted, including healthcare providers (including the 
pharmaceutical industry), professional bodies, funders, medical 
scheme administrators, managed care organisations and research 
consultancies. Eight responses were received, representing a 
response rate of 29.6%. Whilst this is a relatively low response 
rate, the respondents represent a sizeable proportion of their 
respective industries, and they provided sufficient feedback for a 
comprehensive outlook on the private sector’s perspective on the 
NHI to be gathered.

The respondents make up over 50% of the medical scheme 
administration and managed care market for both open and 
restricted medical schemes. In addition, the medical scheme 
representative body that responded to the questionnaire represents 
over 95% of all medical schemes in South Africa. With regard to 
health service delivery, the hospital group that responded represents 
over 20% of the private hospital industry. The medical practitioner 
associations that responded each have substantial membership 
bases. To complement the responses received, a thorough desktop 
search was carried out to identify relevant additional material, from 
those who chose to participate and from those who did not. 

Revenue collection
The financing of NHI remains an area of uncertainty for stakeholders. 
There is lack of clarity over the financing mechanism, the level of the 
financing burden and the risk adjustment mechanism to be used 
between payers (whether these are medical schemes or health 
districts).12,13 A discussion document on NHI financing mechanisms, 
initially expected from the National Treasury in April 2012, has not 
yet been made available.14 The financing implications are a key 
issue for civil society, unions and employers. 

Between May 2010 and June 2011, the Black Sash and its partners 
conducted workshops in each province with participants chosen 
from a broad geographical area and including representatives from 
human rights organisations and socio-economic rights organisations, 
as well as health and health-affiliated organisations.15 There was 
a solid consensus, among all consultations conducted in the nine 
provinces, in favour of the introduction of a tax-funded NHI system 
“on condition that it would be able to provide a substantially 
improved and quality healthcare system which is accessible to 
everyone”.15 The majority of participants agreed that there was 
a need to improve the healthcare system and to provide quality 
healthcare even to the poorest of individuals without charge.15 

The Black Sash community consultations15 revealed that citizens on 
the ground perceive the South African healthcare system as needing 
to incorporate the following key (social solidarity) principles:

 ➢ Everyone should have equal access to healthcare, regardless 
of their ability to pay.

 ➢ Contributions to the fund should be linked with the individual’s 
ability to pay (i.e. contributions based either on taxable 
income or payroll).

The participants also agreed that certain categories of people should 
not be asked to contribute to a health system. These categories 
included the unemployed, those receiving social grants, the 
elderly and those whose income falls below the tax threshold.15 A 
preference was indicated for funding through Pay-As-You-Earn (PAYE) 
or the employer payroll tax or a combination of both, as opposed 
to funding through VAT (i.e. a progressive rather than regressive 
approach).15 However, an alternative view was presented that 
everyone should contribute to the health system so that they could 
play an active and recognised role in it.15 

The Innovative Medicines South Africa (IMSA) policy brief on the 
tax base in South Africa is a useful resource regarding options for 
financing NHI.13 By way of illustration, the policy brief outlines the 
impact of a mandatory contribution of 8% of taxable income on those 
with taxable income in the band between R150 001 and R300 000. 
The results indicate an increased tax burden of approximately 50% 
on this group. The size of the personal income tax base, as well as 
the heavy reliance on the highest income groups, poses a challenge 
for sustainable financing of NHI. The policy brief also explains the 
difference in tax incidence if the NHI contribution were deducted as 
a percentage of pay-roll, due to the effect of excluding earnings such 
as commission, rental income, interest and investment earnings. 

Without details of the financing mechanism for and the burden of 
implementing NHI, and the potential implications for other aspects of 
State spending, it is close to impossible for civil society engagement 
to proceed beyond the point of accepting the socially desirable 
goals of improving access to quality healthcare. 
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The Actuarial Society of South Africa (ASSA) NHI task team has 
constructed a model to assist with the evaluation of healthcare 
system financing outcomes.16 Actuarial expertise is necessary to 
support the long-term sustainability of NHI.17 Ongoing assessment 
of the budgeting and financing requirements will be required, 
allowing for:

 ➢ healthcare cost and utilisation drivers over the short and long 
terms; 

 ➢ demographic transitions; and

 ➢ economic uncertainty.

As discussed in Ramjee and McLeod, a number of models were 
put forward to estimate the total cost of NHI earlier in the reform 
process.11 In the period since the publication of the Green Paper, 
there have been no further public attempts to quantify the cost of 
NHI. It is anticipated that further technical work will emerge from 
stakeholders once more concrete financing proposals have been 
presented.

Pooling

The IMSA NHI policy brief describes pooling as “the accumulation 
and management of revenues in such a way as to ensure that the 
risk of having to pay for healthcare is borne by all the members 
of the pool and not by each contributor individually”.18 As stated, 
medical schemes constitute the primary private pooling mechanism 
in South Africa. Medical schemes have always been not-for-profit 
entities that are owned by their members and managed by boards 
of trustees. They are however, surrounded by (and confused with) a 
number of for-profit entities that provide a range of services such as 
administration, marketing, managed care, consulting and advisory 
services.19 

Despite the size of the medical scheme industry and apparent 
demand for medical scheme cover, the medical scheme industry has 
been criticised on a number of fronts, inter alia the unaffordability 
of cover,20 a lack of innovation, passive purchasing of healthcare,19 
and a failure to curb escalating healthcare costs.21 These criticisms 
raise a number of questions: 

 ➢ Is there a role for private health insurance in South Africa? 

 ➢ To what extent is the current regulatory environment responsible 
for the failings of medical schemes? 

 ➢ What strengths (if any) do medical schemes have that can be 
utilised in the reform of the health system?

A brief history of medical schemes

In order to frame the history of medical scheme funding, the concepts 
of mutuality and solidarity need to be outlined. These concepts 
are related but are fundamentally different in nature. Both speak 
to the mechanism of pooling, but with an important difference. 
Mutuality relates to the pooling of risks after being assessed, where 
contributions are paid according to the assessed risk (typically, 
insurance).22 Solidarity is similar to the pooling of risk, but with the 
important distinction that contributions are made according to some 
other measure – typically, ability to pay.22

Reforms during the 1980s and early 1990s saw an industry based 
on principles of mutuality (i.e. lives were underwritten and risk-rated), 

with mandatory benefits removed in 1994.23 The overall number of 
beneficiaries covered grew during this period23 but there was a 
decline in access to cover for vulnerable lives.19 The period was 
characterised by relatively weak governance, particularly for open 
schemes.23 Schemes saw a rapid escalation in non-healthcare costs 
– particularly brokerage, reinsurance and managed care.24 There 
was little innovation within medical schemes themselves during this 
period, other than the introduction of so-called low-income products 
in the late 1990s.25 However, it is unclear how market forces would 
have played out given enough time and stronger governance.

The current regulatory environment for medical scheme funding 
(applicable since 1 January 2000) re-introduced key elements of 
social solidarity: open enrolment, community rating and the provision 
of a prescribed package of minimum benefits. The Regulations are 
regarded as being incomplete in a number of ways: 

 ➢ Membership is voluntary, not mandatory.

 ➢ There is no mechanism for system-wide income cross-subsidies 
(although schemes are permitted to vary contributions by 
income), and the tax-expenditure subsidy applies only to those 
above the tax threshold.

 ➢ The proposed Risk Equalisation Fund (REF), which would have 
made monthly risk-adjusted payments to medical schemes, 
was never implemented.

A number of policy proposals for mandatory health insurance have 
been made since the advent of democracy in South Africa (see 
Ramjee and McLeod11 for a history of the reform process). All the 
proposals envisaged that medical schemes would continue to play 
a role as financing intermediaries. The earlier vision of mandatory 
insurance was that cover would be provided for contributors and 
their dependants, whilst the more recent NHI proposals have argued 
for universal coverage. There has been a policy shift away from the 
retention of the current two-tier system (whereby formal-sector workers 
access a different package of benefits to those who receive their 
care from tax-funded public sector health services) to the creation of 
a single tier.26 As stated earlier, the role of medical schemes in the 
most recent proposals has not been clearly articulated.

The current medical scheme environment

There is view among stakeholders4,12,27-30 that there has not 
been sufficient regulatory attention paid to the current stability, 
sustainability and affordability of medical schemes. As such, these 
stakeholders feel that not enough is being done to ensure that the 
past and present criticisms of the medical scheme environment, as 
described earlier, do not continue. Although this issue is not directly 
linked to NHI, it is nonetheless a concern that NHI preparations may 
be compromised by increased instability of medical schemes. Some 
of the regulatory reforms envisaged, if implemented, to improve the 
sustainability of medical schemes in South Africa, are as follows:

The argument for risk equalisation

There are currently 90 medical schemes covering approximately 
8.8 million people.9 All of these schemes are able to offer a 
range of benefit options, each of which is required by regulation 
to be self-sustaining and separately community-rated – effectively 
causing multiple small risk pools as opposed to one large one,19 
although this is offset to some extent by the scheme-wide solvency 
requirement.  With a total of 323 benefit options on offer, this results 
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in an average risk pool size of fewer than 30 000 people.9 The 
proposed (and subsequently shelved) Risk Equalisation Fund (REF) 
would have enabled community rating for Prescribed Minimum 
Benefits (PMBs) to occur on an industry-wide basis, and would 
have ensured that members of a particular pool would be neither 
advantaged nor disadvantaged by its risk profile. Without REF, the 
extent of risk cross-subsidisation, and hence solidarity, is limited to 
members of the same (on average, rather small) risk pool. The REF 
presents a genuine opportunity to learn about sustainable cross-
subsidisation on a national scale. 

To ensure their sustainability, open schemes predominantly 
compete on their ability to attract the right risk profile of members. 
This imperative for schemes has become the predominant factor 
driving their strategy, with consequent negative implications for 
the vulnerable members the legislation is intended to protect. 
Community rating, together with risk equalisation, can reduce the 
benefits to insurers that compete on the basis of “cream-skimming”, 
encouraging instead competition based on efficiency and service 
delivery.26

Demand, affordability and growth

Medical schemes offer, to those who can afford them, products that 
are generally valued by those covered and by employers. This is 
evidenced by inelasticity in the demand for medical scheme cover31 
and high levels of coverage among higher income groups.21 A pay-
roll tax to finance NHI has been estimated to have a minimal impact 
on the demand for medical scheme cover.2

However, medical scheme cover is unaffordable for the vast majority 
of South Africa’s citizens32 and the rising cost of cover has been put 
forward in numerous fora as part of the motivation for the introduction 
of NHI.21 From 2001 to 2011, contribution increases exceeded the 
Consumer Price Index by, on average, 3.9% per annum.33 

The affordability pressure undermines social solidarity in two key 
ways: it limits the extension of cover to a larger portion of the 
South African population, and it results in (both existing and new) 
beneficiaries purchasing lower cost-benefit options or deregistering 
dependants (particularly children).19 Younger and healthier 
beneficiaries tend to be more price-sensitive and are therefore 
more prone to the “buy-down phenomenon”.33 Deregistration of 
dependants is evidenced by a declining dependant ratio, currently 
1.3 dependants per member in open schemes as compared to a 
ratio of 1.6 in 2005.9 

The current environment offers limited income cross-subsidisation. 
Those earning above the tax threshold receive a tax credit to partially 
offset medical scheme contributions – but there is nothing in place 
for those earning below the tax threshold. Medical schemes are also 
permitted to vary contributions by income. However, this practice 
has declined in open schemes due to the risk of anti-selection, with 
approximately 20% of open scheme options offering income bands 
in 2013. Restricted schemes are better placed for some degree of 
social engineering.19 

This scenario bolsters the argument that implementation of REF 
would have enabled industry-wide income cross-subsidies to be 
achieved. Mandatory participation of persons earning above a 
certain threshold would assist in containing costs (by limiting anti-
selection) and entrenching social solidarity principles. There is also 
an opportunity to align the package of PMBs that medical schemes 

are required to offer with the values of the NHI Green Paper, 
particularly in terms of primary and preventative care. 

A medical scheme is primarily a fiduciary vehicle with no 
shareholders, and with 50% of the board appointed by member 
election. This means that the board’s strategy is likely to be 
predominantly conservative in nature, and will act in the interests of 
the current members as opposed to the broad population, including 
the currently uncovered. Unlike a profit-driven organisation, 
a medical scheme is not specifically incentivised for growth. 
Actions are therefore driven by the sustainability of the scheme, in 
particular – given community-rating regulations and the absence of 
risk equalisation – attracting a sufficient number of new members 
of the “right” profile to ensure the continued financial wellbeing 
of the scheme. Linked to this, the current solvency requirement for 
medical schemes is 25% of gross contributions. This formulation, in 
combination with the non-profit nature of medical schemes, creates 
disincentives for scheme growth.

Demarcation

Demarcation between medical schemes and other health insurance 
products is a persistent area of contention.34 The contested space 
between medical scheme cover and health  insurance has implications 
for the sustainability of medical schemes in the preparatory phase of 
NHI. Other health insurance products are permitted to be sold on a 
for-profit and risk-rated basis, making clear demarcation necessary 
to prevent “cherry-picking” by insurers. This demarcation means that 
other health insurance products are not permitted to offer indemnity 
or near-indemnity cover. The key products are hospital plans, which 
pay out claims based on the length of a hospital stay, and other 
limited top-up insurance products, which purport to pay for some 
out-of-pocket medical expenses. Whilst medical schemes provide 
greater protection than health insurance products, they are also 
more expensive.

Twin-peaks regulation and risk-based capital

Medical schemes are regulated by the Council for Medical Schemes, 
whilst responsibility for oversight of the rest of the financial services 
industry currently lies with the Financial Services Board. South Africa 
is moving towards twin-peaks financial-services regulation, whereby 
the Financial Services Board will maintain responsibility for market-
conduct regulation whilst the South African Reserve Bank (SARB) will 
provide prudential regulation.35 Currently, solvency requirements for 
medical schemes are at odds with a move towards risk-based capital 
in the rest of the financial services industry.36 The current solvency 
formulation discourages growth, and advantages small schemes,36 
however there may be other factors at play that offset this dynamic 
as evidenced by the growth of Discovery Health Medical Scheme 
and GEMS.

Multi-payer systems and a pluralistic approach to 
financing

The case for the continued existence of medical schemes in a 
post-NHI healthcare environment rests on the ability of schemes to 
contribute to national social solidarity goals and on the promise of 
subsidiarity (i.e. that medical schemes can provide an efficient and 
sustainable insurance solution). The ability of medical schemes to 
contribute effectively to social solidarity is severely hampered by 
the partial implementation of social health reforms. The policy shift 
to NHI has meant that this “unfinished agenda” is set to prevail, 
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in effect creating an industry that is a “regulatory orphan”.37 
Ultimately, the policy environment robs medical schemes of a fair 
opportunity to demonstrate their potential to contribute more widely 
to social solidarity. 

Both the International Labour Organization (ILO) and the Organ-
isation for Economic Co-operation and Development (OECD) 
recognise a potential role for private health insurance. According 
to the OECD:

Governments in several OECD countries have used or 
considered using private health insurance (PHI) as a policy 
lever to promote certain health system goals, such as reducing 
financing pressures on public health systems, promoting 
individual choice and improving efficiency.38 

The ILO Social Security Department suggests optimising existing 
forms of social health protection in order to achieve universal 
coverage (referred to as a pluralistic approach).39 

The ILO pluralistic approach ties in with the concept of subsidiarity. 
Subsidiarity need not exist separately from solidarity, as illustrated 
in the history of the Dutch medical funding system.40 The NHI Green 
Paper sees the introduction of NHI as a means of introducing more 
social solidarity into the system, without examining the possibility 
that this could be delivered (at least partially) by medical schemes. 
It is evident that South African policymakers view subsidiarity in 
contrast to social solidarity, and not as a mechanism for achieving it.

There is a variety of potential models for the role that medical schemes 
could play under NHI. Key examples include substitutive cover, 
duplicative cover, complementary cover and supplementary (top-up) 
cover.11 Under a substitutive-cover model, people may choose to 
belong to NHI or to a medical scheme providing the equivalent of 
NHI as a minimum set of benefits.41 Duplicative cover entails private 
cover being offered as an alternative to the central system on a 
form of “opt-out” basis, with contributions to the central system still 
required.38 Supplementary insurance offers a choice of cover for 
either a better experience of services covered by the public scheme 
(e.g. shorter waiting times, greater comfort and convenience, etc.) 
or for benefits that are not covered by the public scheme.38 

If medical schemes were to provide duplicate cover under NHI, it is 
likely that there will be, over time, an opting out of current medical 
scheme members due to affordability constraints. Opting out is likely 
to be selective in nature (as the young and healthy are the least likely 
to pay twice for cover), which will increase the cost of private cover 
due to deterioration of the risk profile.30 A situation where medical 
schemes provide top-up cover will facilitate a transition mechanism 
during the incremental implementation of NHI, as schemes can offer 
greater or lesser top-up cover.42 

There is strong support from private-sector stakeholders for a multi-
payer system.28,30,42 South Africa could establish a single fund 
with its advantages of risk pooling and cross-subsidisation, and 
utilise the advantage of stronger negotiation and buying power, 
whilst retaining multiple payers and/or administrators.12,41 The 
Green Paper proposes devolving at least some of the purchasing 
functions to District Health Authorities.10 The uncertainty as to 
whether the government will facilitate a single- or multi-payer model 
is fundamentally important for the medical scheme industry in order 
for entities to define an appropriate strategic direction.30 The extent 
of and manner in which skills and systems developed in the private 

sector over time will be utilised is uncertain and is heavily reliant on 
this aspect.30

A multi-payer system harnesses competition to control costs and create 
incentives for payers to improve quality and fulfilment of consumer 
rights.42 Such a system also facilitates improved accountability and 
overall governance, and allows for the continued involvement of 
employers and organised labour.42 However, effective competition 
is critical to the success of a private market. International experience 
points to low levels of mobility between insurers, spurred by high 
barriers to entry for new players, and product complexity which 
makes price comparisons difficult.38 South Africa, by contrast, 
has relatively high levels of mobility between medical schemes, 
driven by broker activity.5 The authors utilising Council for Medical 
Schemes data estimated the overall level of movement of members 
(non-renewal rate p.a.) in the industry to be 12.74% in 2012 
(although this shifts to 21.37% p.a. if Discovery Health Medical 
Scheme is excluded, as it has a particularly low non-renewal rate of 
4.73% p.a.). International experts have recommended that a limited 
set of standardised benefit packages should be offered by medical 
schemes.43 Standardised benefit design has also been shown to 
improve mobility and therefore competition; however, this should be 
offset against allowing providers to “innovate in response to market 
changes”.38

Whilst it is possible to create a multi-payer system that is not 
inconsistent with a single-tier system (whereby all South Africans 
would have access to exactly the same range of services and types 
of healthcare providers), there remains support for a multi-tiered 
system.29 It is important to note that universal coverage does not 
necessarily equate to a single-tier system.11 Universal coverage 
can be achieved through a combination of funding methods, as 
in the pluralistic financing approach supported by the ILO.39 The 
equity and risk implications of merging risk pools with very different 
characteristics (the currently insured vs. those that are uninsured) 
into a single risk pool have not yet been adequately considered.28 

The continued existence of medical schemes once NHI is 
implemented will reduce the burden on the fledgling NHI, 
particularly given that the medical scheme market is skewed toward 
an older population with a heavier burden of chronic disease.28

If setbacks are experienced in terms of NHI implementation, medical 
schemes could carry some of the health funding burden.42 A tax 
incentive to subscribe to a medical scheme (such as the current 
tax credit) will assist in supporting medical scheme coverage.28 
Progressive employer subsidies, such as those implemented by the 
State for members of GEMS, also have an important role to play in 
supporting coverage. 

Purchasing
The purchasing function in the private health sector in South Africa 
is currently fulfilled by medical schemes, and by administrators and 
managed care firms on behalf of medical schemes. These entities 
play a key role in acting as intermediaries between providers and 
members, as well as in purchasing services on members’ behalf. 
Principally, this involves two roles, namely that of making the 
trade-off between cost and value for members (essentially product 
development), and that of containing those costs. 

In this section, we discuss the effectiveness of medical schemes in 
these two roles, and proceed to explore the relationship between 



NHI and the Private Sector  9

SAHR 2013/14 99

medical schemes and their service providers. Lastly, we detail the 
considerable expertise and experience held by administrators 
and managed care organisations in the pooling and purchasing 
functions of a healthcare system. 

Product development and cost containment

Internationally, a strong private health insurance industry has been 
shown to foster innovation in improved funding structures and in 
rapid adoption of new benefits.38 To some extent, product design 
innovation in South Africa is constrained by the requirement that 
schemes offer a package of PMBs. PMBs account for a large 
proportion of a scheme’s actuarial liability (approximately 60%) and 
therefore dominate product design. There is strong contention from 
stakeholders that PMBs increase the contribution rates for medical 
schemes, due to poor benefit definitions and unregulated medical 
prices.44,45 As they stand, the PMBs encourage hospitalisation 
through members bypassing the lower levels of treatment such as 
general practitioners and going directly to specialists. In addition, 
medical schemes are required to cover the full cost of treatment 
without limit. Consequently, claims for PMBs have increased more 
rapidly than for non-PMBs.24 A revised set of minimum benefits 
has been proposed which would be much cheaper to provide and 
hence increase contribution affordability.46 The Council for Medical 
Schemes argues that PMBs are not a cost-driver, despite evidence 
to the contrary.9,33 

The statutory open-ended liability created by PMBs makes it difficult 
for schemes to contain costs, placing upward pressure on claims 
costs.37 Schemes do have some tools available to them to manage 
costs: they can contract with designated service providers to limit 
price risk, and they can make use of clinical protocols such as 
formularies and treatment plans. However, schemes cannot offer 
significantly reduced-premium options that offer limited coverage of 
PMBs (even if explicitly marketed as such). This means that members 
and potential members cannot make the trade-off between coverage 
and affordability. One detrimental effect of this is that a scheme 
aimed at offering a solution for medical cover to lower-income 
markets will struggle to find a sustainable business model, and even 
those altruistic schemes seeking to subsidise such an option are 
prevented from doing so by regulation that requires each benefit 
option to be financially sustainable.

The PMB package is intended to protect members, and to limit the 
ability of schemes to use benefit design as a means of cherry-picking. 
Despite these protective mechanisms, McIntyre contends that 
schemes provide insufficient financial protection for their members:

Over and above these contributions, medical scheme mem-
bers also have to make substantial out-of-pocket payments in 
the form of co-payments, covering the costs of services not 
covered by schemes or paying for services once the annual 
benefits have been exhausted.21 

Therefore, despite the significant cost of the provision of PMBs, 
some feel that the PMB package does not go far enough to protect 
members.

Cost containment has been a key issue in the healthcare space 
globally, and the South African context is no different. While 
medical scheme non-healthcare costs have remained below inflation 
since 2008, medical costs have escalated at a rate significantly 
higher than inflation over the same period.47 The above-inflation 

increases in healthcare costs can be driven by:

 ➢ changes in the risk profile of the covered population;

 ➢ changes in benefit richness within benefit options;

 ➢ increased utilisation of benefits for a given risk profile and set 
of benefits; and

 ➢ changes in the price of medical goods and services (true 
medical inflation).

It is not possible to disentangle these cost drivers, and further research 
is required on this issue. Whilst medical schemes have limited control 
over risk profile, they can impact on the latter three through trade-
offs in benefit design and effective cost management. To the extent 
that cost increases are not driven solely by risk profile changes, 
an increased cost base may be justifiable if it reflects consumer 
preferences. The lack of consumer willingness to accept higher 
costs of cover is evidenced by both the buy-down phenomenon and 
observed reduction in family coverage. Furthermore, claims made 
out of savings accounts that members themselves control increased 
by only 1.6%, while risk claims increased by an average of 8.2%.47 
This would suggest that increases are not due to every member’s 
increased appetite for healthcare expenditure. The combination 
of these factors may indicate a breakdown between consumer 
preference and medical scheme purchasing. This is a common 
feature of healthcare markets, known as the third-party payer effect. 

The relationship between medical schemes and their 
service providers

The Genesis report describes the administrator market as being 
competitive due to low barriers to entry, oversight by the Council 
for Medical Schemes, and the ability of schemes to switch 
administrators.48 Competition between service providers for 
schemes’ business has driven innovation in various areas, notably in 
capitation services and managed health care. This has demonstrated 
that the system can be responsive.

However, administrators are also constrained by the environment 
– particularly in their ability to start a new scheme. The arbitrary 
solvency requirement of 25% of gross contributions leaves schemes 
at risk of insolvency due to high growth, and there are limited 
methods of funding a new scheme in an economically viable way. 
The number of schemes in the market reduced from 97 to 90 in the 
period 2011 to 2013,9 with no new schemes being added in that 
period. This leaves administrators merely competing for the work 
of existing schemes, many of which have entrenched relationships. 

Van den Heever differentiates between strong schemes (those to 
which service providers must bid for business) and weak schemes 
(those having entrenched relationships with service providers).23 
Current entrenched relationships between administrators and 
schemes are a major limitation on the ability of administrators to 
compete, and the ability of schemes to capture potential savings 
from economies of scale.49 The current rationale for medical 
schemes being structured as not-for-profit trusts is to ensure strong 
governance. For weak schemes, the distinction between scheme and 
administrator is increasingly arbitrary, which raises the question of 
whether medical schemes would be more effective were they to be 
run on a for-profit basis. Importantly, this would not necessarily be at 
odds with solidarity objectives.
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Skills and systems

There is significant business risk to administrators and managed 
care firms of a reduction in the number of beneficiaries with medical 
scheme cover30 – a risk that could be mitigated by utilising their 
capacity in the management of NHI. Industry players have indicated 
a willingness to redefine and restructure business to utilise the skill 
and systems developed to assist government in implementing 
NHI.28,30,41,42 

There are significant human resources that are required for the 
management of a fund. Consequently, it will take many years 
to build up an efficient organisation for fund management if the 
private health sector is not used.41 The Government Employees 
Medical Scheme (GEMS) provides a good example of public-private 
collaboration, illustrating the effective use of the skills and resources 
of the private sector and the use of multiple service providers in a 
single fund.41 

In terms of the pooling functions of the system, key areas of expertise 
include beneficiary communication (including healthcare call centre 
efficiency, mobile apps and benefit verification), data integrity and 
security, real-time processing of clinical and financial information, 
and record-keeping.28,30,41,42 

Administrators and managed care organisations also have 
substantial experience relating to the purchasing functions of a 
healthcare system. Current expertise includes contracting on a 
fee-for-service basis on behalf of the fund, building of provider 
networks, establishing capitation arrangements, performance-based 
reimbursement, developing Diagnosis-Related Groups (DRGs) and 
establishing alternative risk-sharing arrangements with hospitals.28,42 
Experience with required service agreements will be increasingly 
important to support the split of the State’s purchasing and provision 
functions. If the NHI fund were to purchase care from private-sector 
providers, expertise on provider network management will be 
required. This includes recruitment, contracting, communication and 
support services.42 

The private health sector is able to provide significant resources 
relating to clinical coding, storing of clinical data and data 
analytics.42 Such health informatics are seen as crucial, regardless 
of the final form of NHI, as they allow for better measurement of the 
appropriateness and efficiency of care, and for better management 
of supply-side costs.28,41 Health informatics form a critical component 
of supporting the purchaser-provider split.28

Public-private partnerships could also assist in the management 
of risks associated with the provision of healthcare.28,30,41,42 The 
private sector has a wide range of skills in this regard, including:

 ➢ the management of pharmaceutical costs; 

 ➢ health technology assessments (assessment of new technologies 
for cost-effectiveness, innovative benefit structures and price 
negotiation);

 ➢ beneficiary segmentation and selection for care co-ordination; 

 ➢ disease management programmes; 

 ➢ sophisticated clinical reviews;

 ➢ peer review and provider profiling;

 ➢ management of chronic conditions;

 ➢ fraud management initiatives including forensics, profiling and 
sophisticated computing algorithms;

 ➢ clinical advisory services; and

 ➢ clinical governance structures.

Technical support in the private sector is available to support 
price determination for alternative reimbursement and to enable 
measurement of the efficiency of delivery and quality of outcomes.16

Delivery

There is a clear need to reform and improve service delivery, and 
a need for improved efficiency across the healthcare system.4,12,50 
This split of the State’s purchaser and provider functions will enable 
a pluralistic approach to healthcare delivery, where care can be 
purchased from both public-sector providers and private-sector 
providers. The contracting of primary care providers in particular 
poses an opportunity to strengthen the overall health system.41 
There are a number of important issues that flow from the notion of 
plurality of provision, including ensuring a fair playing field between 
providers,50 and the need to establish the basis on which providers 
can participate.28 

The current lack of detail on the NHI benefit package makes it 
difficult for providers to comment on the role that they can play in 
the NHI delivery system, as they are not clear on the healthcare 
services that will be requested from them.29,51 Healthcare providers 
also require clarity regarding what is proposed to address those 
services not covered.52

The basis on which providers will be reimbursed under NHI will 
impact on their willingness to participate in the system. A balance 
will need to be struck between ensuring sufficient capacity in the 
system to deliver care and the affordability of delivering care. The 
proposed systems of risk-adjusted capitation and DRGs require 
significant expertise, not only on the part of the funder but also on 
the part of the providers that are to be contracted.53 Primary care 
providers have expressed concern about the lack of detail relating 
to potential payment mechanisms.29

The current shortage of health professionals is a widely acknowledged 
constraint on the healthcare sector. The private training of health 
professionals, managers, clinical coders and other skills, poses 
an opportunity to broaden the skills-base.28 There are supply-side 
challenges in both the public and private sectors that need to be 
carefully managed to avoid further scarcities and imbalances. 

There is significant scope to create an enabling environment for 
innovation in healthcare delivery. Examples include a cloud-based 
storage and reporting system for radiology,51 mobile clinics,15 
chronic medication delivery,15 and utilisation of the private-sector 
geographical footprint (such as the Western Cape Department of 
Health’s strategic partnership with Clicksb). The current limitations 
imposed by the Health Professions Council of South Africa (HPCSA) 
on the employment of doctors in the private sector constrain 
innovation and the development of potential alternative delivery 
models. 

The current absence of industry-wide tariffs for health practitioners 
poses a challenge in terms of consumer protection (i.e. the ability of 

b http://www.westerncape.gov.za/news/western-cape-healths-strategic-
partnership-clicks-brings-about-free-clinic-services-moms
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the HPCSA to adjudicate claims of overcharging), medical scheme 
sustainability, and the development of NHI. Industry-wide benchmark 
tariffs would act as a base for contracting (whether on a fee-for-
service or alternative reimbursement basis) for NHI to contract with 
private providers. There are, however, risks associated with attempts 
to set inflexible tariffs for health services, including healthcare 
providers emigrating or migrating to more lucrative disciplines or 
alternative careers, or market responses through increased out-of-
pocket payments (which would compromise equity).28 

There is significant capability for facility management in the private 
hospital sector, and hence an opportunity to access expertise and 
experience to improve public sector facility management.28 The 
implementation of a purchaser-provider split in State functions 
requires increased accountability and responsibility for hospital 
managers – an area where there is scope to benefit from the depth 
of these skills in the private sector.

Conclusion
Despite a lack of formal consultation between private-sector 
stakeholders and government, there is substantial goodwill from 
the private sector to participate in the NHI reforms. A number of 
commentators indicated clear support for the goals of achieving 
universal access to quality health care for all South Africans, as well 
as a commitment to open engagement and debate in this regard. 
The private health sector acknowledges the difficulties associated 
with the current fee-for-service model, exacerbated by third-party 
payment.42 

The opportunity exists to leverage the public-private interface and to 
build on the current role, expertise and assets of the private health 
sector.28,54 The private sector has substantial assets, examples 
of which include existing infrastructures, IT systems and human 
resources. Private health sector expertise can be utilised to enhance 
the financing, pooling, purchasing and delivery elements of the 
health system. Leveraging this expertise requires exploration of 
models that allow for the attraction and retention of the required 
skills.30 The extent of and manner in which skills and systems 
developed in the private sector over time will be utilised remains 
to be seen.

An important role exists for medical schemes in achieving key 
health system goals, both in the period before full implementation 
of NHI and subsequently. Private healthcare funding can be part 
of a pluralistic financing approach, and should not be seen as a 
potential replacement for the proposed NHI scheme. A competitive 
and dynamic medical funding industry can achieve efficient ‘risk-
smoothing’ and pooling, promote social solidarity, and protect broad 
affordability. However, the current medical scheme environment 
faces a number of challenges, among which are sustained cost 
escalations in excess of consumer inflation, a failure to extend 
coverage, fragmented risk pools and opaque product offerings. 
There is significant risk that NHI reforms will be undermined if the 
medical scheme environment is not reformed, given the role that 
medical schemes play in reducing the burden of state facilities and 
the urgent need to strengthen public-sector delivery. Both social 
solidarity and subsidiarity can be enhanced by implementing a 
range of reforms such as the REF, revised PMBs and risk-based 
capital. The question of whether medical schemes could be more 
effectively run on a for-profit basis has also not received sufficient 
consideration. 

The private health sector has acknowledged having been positively 
influenced by the values espoused in the Green Paper, such as a more 
patient-centric approach, increased pressure on provider groups for 
accountability, improvements in ensuring that clinical governance 
processes are sound, and a more robust evidence-based medicine 
approach (clinical protocols that take into account cost-effectiveness 
and affordability).30

In the 2010 edition of the South African Health Review, Ramjee 
and McLeod commented on the vacuum for providing constructive 
comment and the ensuing proliferation of newsletters, policy briefs 
and research notes funded by the private sector and academics.11 
The level of activity in this direction has subsequently reduced. 
However, there remains a significant body of work, some of which 
has been commissioned from consultancies and research entities and 
some of which resides within organisations. The NHI web libraryc 
created by IMSA for NHI research and documentation, remains a 
powerful resource, as does the work produced by Econex.d 

Civil society organisations have played a variety of important roles in 
the engagement with NHI policy development. Comments submitted 
to the Department of Health on the Green Paper by the end of 2011 
have not officially been released into the public domain. However, 
the Helen Suzman Foundation has created a web portal to facilitate 
transparency.e The Black Sash, together with the Health Economics 
Unit at the University of Cape Town and Health-e News, have run a 
project eliciting public opinions on health policies.15 In 2011, the 
Centre for Development and Enterprise published a report on the 
role of the private sector in health reform.54

A considerable number of public fora have addressed issues 
relating to NHI, including conferences, workshops and seminars 
involving players from the public sector, labour unions, private 
sector, independent academics and consultants. These fora have 
been organised by private sector stakeholders (such as the annual 
Board of Healthcare Fundersf and Hospital Association of South 
Africa conferencesg), by research institutions (such as the Economic 
Research South Africa symposiumh) and by civil society (such as the 
Black Sashi). 

Many design issues remain unresolved. This creates system-wide 
uncertainty and anxiety for stakeholders. As the design is finalised, 
it is anticipated that numerous detailed issues will require broad 
consultation. There remain significant opportunities for improved 
stakeholder communication and engagement, including more formal 
consultation with a wide range of stakeholders, the publication of 
public submissions, responses to public submissions and the creation 
of government fora. In the medical scheme space, in particular, 
immediate action is required as the consequences of allowing the 
industry to drift are serious. 

c http://www.integratedhealingmbs.com/#/imsa-nhi-policy-
briefs/4580334234

d http://www.econex.co.za/index.php?option=com_content&view=article&id
=55:health-economics&catid=35:sectors&Itemid=54

e http://hsf.org.za/projects/health-reform/national-health-insurance-project-
developments/nhi-resources/responses-to-national-health-insurance-green-
paper

f http://www.bhfglobal.com/meetings-events-0
g http://www.hasa.co.za/hasa-conference/
h http://www.econrsa.org/workshops/2013/ersa-symposium-and-training-

workshop-critical-choices-around-universal-health
i http://www.blacksash.org.za/index.php/sash-in-action/health-and-nhi-

consultations
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