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The passing of the National Health Insurance (NHI) Act was an important milestone in the reform of the South African healthcare system
and will have a profound impact on the funding and provision of healthcare in the country. While the impacts will be felt across the entire
system, the focus of this article is on the potential impact on the private health funding sector, which currently enables financial risk
protection for those with private health insurance. This article highlights some key trends and challenges in this sector from 2007 to 2022
and then examines two possible extreme scenarios for the sector during the NHI transition phases. In the first scenario, a passive’ process
is assumed. This is characterised as a continuation of the current policy environment, where the sector is allowed to continue a downward
trajectory without any specific actions to maintain its viability during the transition. A key risk in this scenario is that the sector becomes
unsustainable before the NHI can provide an alternative financial risk protection mechanism to those currently protected through private
health insurance. In the second scenario, an active’ process is followed, where steps are taken to keep the sector sustainable during the
NHI transition. While part of this would include the purposive shifting of government-related funding from the private funding sector to
the NHI, other actions would include regulatory and other reforms necessary to keep the private funding sector viable, which would also

provide a stronger foundation for the NHI.
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After almost 30 years of preparation and debate, the National Health
Insurance Act No. 20 of 2003 (the Act)!! was signed into law by
South African (SA) President Ramaphosa on 16 May 2024. The Act
was passed with only minor amendments, despite extensive concerns
raised in the public participation process run by the Portfolio
Committee on Health.”! The implementation of the Act will have
a profound impact on the funding and provision of healthcare in
the country, both public and private. The focus of this article is
specifically on the impact and scenarios for the private funding
sector.

In terms of the Act, ‘once National Health Insurance (NHI) has been
fully implemented as determined by the Minister through regulations
in the Gazette, medical schemes may only offer complementary
cover to services not reimbursable by the Fund.!"! The designation
of the NHI as the ‘single purchaser and single payer’ for healthcare
services has been highly contentious. Opponents have argued that a
single payer-single purchaser system infringes on the right to access
healthcare services as provided for in section 27 of the Bill of Rights,"!
and this limitation does not meet the ‘reasonable and justifiable’
requirements of section 36. They further argue that it would be
unconstitutional to restrict the healthcare purchasing choices of those
who can afford to pay, or to prevent patients accessing services they
need, but which are unavailable through the NHI because of capacity

constraints.**! The lack of clarity on the timelines and strategy for
the sector during the implementation phase have also been a source
of concern from a broad range of stakeholders.”* The National
Department of Health (NDoH) has indicated that the Act will be
implemented in two phases, the first (2023 - 2026) focusing on
establishing the NHI (NHIF), and the second (2026 - 2028) focusing
on establishing the board, chief executive and key committees of the
NHL" The NDoH’s expected timeline for full implementation of
NHI is ‘years to decades, 'V and in the interim there is lack of clarity
regarding how existing public and private healthcare providers will
be supported, all of whom will continue to provide health services
under the NHI model. In the absence of a clear implementation plan
and timeline, there is a high level of uncertainty about when and
how NHI will be implemented, and the implications for the current
health systems. This uncertainty is acutely felt in the sector, which is
expected to be profoundly impacted by NHI reforms.

This article examines possible private health funding reform
scenarios, depending on how passively or actively policy-makers are
able or willing to carry out the required sector reforms. The article is
in two parts. The first part provides an overview of key sector trends
over a 15-year period from 2007 to 2022, highlighting some of the
challenges facing the sector. The second part examines the strategic
choices facing policy-makers for reforming the sector following the
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passage of the Act, and the scenarios that are likely to emerge from
those choices. The scenarios are based on the views of the authors,
comprising individuals active and retired, who hold or have held
senior leadership positions in academic and research institutions,
regulatory bodies, global agencies supporting the NDoH and private
sector organisations providing consulting services.

Reports of the Council for Medical Schemes (CMS) for 2006 - 200711?
and 2021 - 2022/ were analysed to examine sector trends over a
15-year period (Table 1). During the period, the sector experienced
substantial consolidation, with the total number of funds reducing
by 40% (Table 1). This was more marked in open funds, which
reduced in number by 56.1%, compared with a reduction of 32.1% in
restricted funds. This consolidation was driven by the CMS adoption
of the medical schemes consolidation framework, which put pressure
on smaller funds to consolidate. This was in line with the NHI
plans for consolidation of medical schemes and benefit options in the
period leading to full implementation of the NHL!" The goal of the
consolidation framework was to reduce excessive fragmentation of
risk pools, address risk rating and strengthen cross-subsidies, while
enhancing social solidarity, and to standardise and simplify benefit
options.!*1¢

Overall scheme membership increased by 22.5% over the period,
driven primarily by the growth in restricted funds (especially the
Government Employees Medical Scheme (GEMS), established in
20051"7), which saw a 75.4% increase in membership. Open fund
membership over the period declined by 2.5%. The average age
of covered individuals increased from 31.4 years (pensioner ratio
6.2%) to 33.9 years (pensioner ratio 9.3%). Given that age is a major
determinant of morbidity and mortality, the increase in average
age likely contributed to an increase in health expenditures.!'®!
Average annual increases in health expenditure, and consequently
in contributions, were well above consumer price index (CPI) over
the period. While CPI averaged 5.5% per annum," healthcare
expenditure increased by 8.1% on average, with higher increases in
Open versus Restricted funds; and contributions increased by 7.5%
across the board (Table 1). The average annual increase of 3.7% for
non-healthcare expenditures over the period was lower than CPI,
contained largely by regulatory pressure from the CMS.

The relatively stagnant and ageing membership (outside of the
growth driven by GEMS), together with the consistently above-
inflation increases in claims and contributions, highlight the
systemic challenges facing the sector. Concerns about affordability
and long-term sustainability led the Competitions Commission
(CC) to initiate the second Health Market Inquiry (HMI) in 2013

to investigate and provide explanations for these increases in price
and expenditure.””’ The HMI considered recommendations ‘that
serve to promote competition in the interest of a more affordable,
accessible, innovative and good quality private healthcare. The HMI
final report, published in September 2019, documents its findings
and recommendations in >250 pages.?!

The HMI concluded that regulatory failures, starting with
deregulation in the 1980s, followed by partial and incomplete
re-regulation, and failure to monitor, had led to a situation where
‘funders compete in an environment which is characterised by an
incomplete regulatory framework, distorting the parameters of
competition.?"??! The HMI concluded that rather than competing on
issues such as affordability and value for money, funders competed on
risk factors such as attracting younger, healthier members. The sector
had failed to manage supplier-induced demand or moral hazard
and - given the complexity of the offerings of medical schemes (and
their combined 270 products) - this made it difficult for consumers
to compare and make informed choices. Consumer information was
incomplete, and the role of brokers and other agents in directing
consumer choice was questionable. The HMI further concluded
that the interests of medical schemes and their members were
misaligned, with a limited pool of incentives to ensure that scheme
employees and trustees acted in the best interest of members, and
held administrators to account.??

The slow progress in carrying out the NHI reforms overall has
been well documented.” Little progress has also been made by
policy-makers and the CMS in addressing any of the substantive
regulatory shortcomings of the private funding sector since the
passing of the Medical Schemes Act 131 in 1998.12Y Sector reforms
have been limited to amendments to the legislation in 2001 to
regulate the definition of reinsurance and marketing expenses, and
to allow the registrar to inspect schemes, and in 2003 to introduce
the Chronic Disease List (CDL).?! Amendments to the Act were
proposed in 200827 and 2018,* but were not passed by the National
Assembly. Since the publication of the HMI report in 2019, there has
been little debate on its key findings and recommendations, and no
indication from the NDoH that it is investigating the implementation
of any of the recommendations.”?!

The slow and limited progress in carrying out the NHI and
private health funding and provider reforms has been attributed
to weak governance and management capacity,?” inability to build
compromise and consensus across interest groups, the complexity
of navigating provincial v. national powers and political interests
and weak economic growth since 2010.2** Regulatory and
legislative hurdles, together with legal challenges,”!! have impeded
progress, and this is likely to continue. This relative inertia does

Table 1. Key statistics of private healthcare funding sector, 2007 and 2022*

2007 2022 Movement, %
Characteristic Open Restricted Total Open Restricted Total Open Restricted Total
Funds, n 41 84 125 18 57 75 -56.10 -32.14 -40.00
Total beneficiaries 31 December, n (million) 497 2.35 7.31 4.84 4.12 8.96 -2.55 75.38 22.46
Average age, years 31.9 30.4 31.4 3581 31.69 33.9 12.26  4.24 7.96
Pensioner ratio, % 6.30 6.00 6.20 11.33  6.90 9.28 79.84  15.00 49.68
Annualised movement

Contributions (Rpipy) 8.07 7.79 7.98 23.98  23.00 23.53 7.53 7.49 7.48
Health expenditure (Rpipy) 6.74 7.22 6.89 2233 21.85 22.11 8.31 7.66 8.08
Non-healthcare expenditure (Rpipy) 1.43 0.78 1.22 2.76 1.35 2.11 448 3.74 3.72

Rpipy = ZAR (in thousands) per individual per year; open = fund where membership is open to the publig; restricted = fund where membership is restricted to specific groups, e.g. employer group.

*Council for Medical Schemes annual reports for 2006 - 2007 and 2021 - 2022.
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not bode well, given that it is widely understood and accepted
among stakeholders that NHI implementation will be done in
phases and over a period lasting from ‘years to decades’""! Failure
to address the need for reforms outlined in the HMI report will
in all likelihood result in further inflationary increases in health
expenditure, with potentially negative impacts on the financial risk
protection afforded to medical scheme members — and employers -
during this potentially very long period.

In this section, we examine the types of scenarios that could emerge
from a continuation of the current passive approach or from a shift
towards a more active approach to the reform process.*’!

A passive’ policy reform process which allows the sector to
continue without any specific action to keep the sector viable
during the NHI transition phase would represent a continuation of
the 10-year policy vacuum that has seen nearly all strategic health
reforms progress very slowly, or not at all.”®) Without active reform,
the most likely outcome is a continued downward trajectory for the
sector, with further exacerbation of the challenges and threats to its
viability. These include above-inflation contribution increases, loss
of membership, movement of members to cheaper options, higher
out-of-pocket spending and potential catastrophic spending, and
increased reliance on the public sector.?!! The major risk for the
health system and the country is that the sector becomes non-viable
before NHI is put into place. For example, if the existing medical
scheme population were to become dependent on the public health
sector prior to any improvements in government-mediated funding
for the NHI, this would cause substantial strain on the public sector
and might lead to a reduction in the capacity of private providers.
Given that the NHI intends to purchase services from both public
and private providers, protecting this capacity is essential.

On the other hand, an active reform process could mitigate these
risks. Implicit in such an approach would be a recognition that (i) the

Table 2. Key statistics of government-related funds

implementation timelines for NHI are uncertain and will extend over
a lengthy period, given the legal,*®! financial,*® governance and
political issues (especially in the era of a Government of National
Unity);® and (i) the sector plays an important role in filling the
current gaps in public health service provision and universal health
coverage, and consequently needs to be affordable and sustainable
while NHI is being implemented. Strategically important within
such an approach would be putting into place the building blocks
for the NHI by shifting government-related funding from the private
funding sector to the NHI, and carrying out the necessary regulatory
and other reforms to keep the remaining private sector viable until
the NHI is implemented.

The first prong of the strategy of shifting government-related
funding from the private funding sector has long been mooted by the
NDoH, and was called for again by the Minister of Health, Dr Aaron
Motsoaledi, at the National Council of Provinces policy debate on
the health budget vote.* According to the minister, ZAR30 billion
could be shifted by redirecting the tax rebates on medical scheme
contributions. It should be noted that while the NDoH has long
argued for these tax rebates to be removed, they have not been able
to convince Treasury to do so. Claimants of medical scheme and
medical expense deductions represent ~27% of taxpayers, and
these tax credits provide important relief for low- and middle-income
members, the elderly and those with relatively high healthcare costs.

The minister also mooted redirection of government funding
of medical scheme membership for 1.3 million public servants
and members of Parliament and legislatures. The total combined
employer and employee contributions towards medical schemes
in 2022 amounted to ZAR60.18 billion for employees on the
Department of Public Service and Administration (DPSA) payroll ,
ZAR6.24 billion for those in local government and ZAR1.60 billion
for those on parastatal funds (Table 2).

Despite the major public sector unions such as NEHAWU,*”! and
union federations such as COSATU,* having been vocal in their
support for the NHI, the re-direction of this pot of funding would

Non-
Health healthcare Non-
expenditure, Health expenditure, healthcare
Lives Age, years Contributions, Contributions ZAR expenditure ZAR expenditure
Medical scheme (million)  (average) ZAR (billion) (Rpipy) (billion) (Rpipy) (billion) (Rpipy)
DPSA total 1.14 1.14 1.14 1.14 1.14 1.14 1.14 1.14
GEMS 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.20
Parmed 2.63 2.63 2.63 2.63 2.63 2.63 2.63 2.63
Polmed 0.89 0.89 0.89 0.89 0.89 0.89 0.89 0.89
Local government total 2.08 2.08 2.08 2.08 2.08 2.08 2.08 2.08
LA Health 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25
SAMWUmed 1.56 1.56 1.56 1.56 1.56 1.56 1.56 1.56
Parastatals total 1.81 1.81 1.81 1.81 1.81 1.81 1.81 1.81
MEDiPOS 1.63 1.63 1.63 1.63 1.63 1.63 1.63 1.63
Rand Water Medical 1.29 1.29 1.29 1.29 1.29 1.29 1.29 1.29
Scheme
SABC Medical 1.83 1.83 1.83 1.83 1.83 1.83 1.83 1.83
Scheme
Transmed Medical 2.17 2.17 2.17 2.17 2.17 2.17 2.17 2.17
Fund
Total 1.26 1.26 1.26 1.26 1.26 1.26 1.26 1.26

Rpipy = ZAR (in thousands) per individual per year; DPSA = Department of Public Service and Administration, GEMS = Government Employees Medical Scheme; Parmed = Parliamentary and
Provincial Medical Scheme; Polmed = South African Police Service Medical Scheme.
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need to be very carefully managed, as it would require a change in
the conditions of employment of a substantial number of employees,
and would have to be in compliance with the Labour Relations Act
66 of 1995,*°) and negotiated at various bargaining councils. The
process of redirecting the funds could begin with fast-tracking the
amalgamation of the DPSA schemes (GEMS, the SA Police Service
Medical Scheme (Polmed) and the Parliamentary and Provincial
Medical Scheme (Parmed)), as the government has direct influence
on the flow of funds to and the governance structures of these
schemes. Parmed, the parliamentary scheme, is a notable outlier in
terms of contributions and expenditure, with average expenditure per
individual more than three times the average of the DPSA schemes.
This redirection of funds could be initiated as soon as is practically
possible, with later consideration for moving the local government
and parastatal funds. Members of these DPSA schemes could be
directed to use the public health sector as the preferred service
provider in the transition phase. This would ensure that the funding
is directed towards public health services rather than the private
provider sector, and hopefully the requirement that public servants
utilise public health services would lead to quality improvement in
those services. Overall, however, it needs to be recognised that the
feasibility of government-led consolidation remains speculative,
and a strategy of influencing market forces and regulatory guidance,
rather than outright enforcement, may be more appropriate.

The second prong of the strategy would be to take steps to ensure
that the remaining portions of the private health funding sector
remain sustainable while NHI is being implemented. Key here would
be addressing the broader health system governance challenges
and recommendations that have been made to address them in the
Academy of Science of SA report on achieving good governance and
management in the SA health system.?' The failures of the private
sector regulatory framework highlighted in the HMI report also need
to be addressed. Policymakers need to acknowledge that regulation
is a function of government, and regulatory failure is a failure of
government. The first step would be to systematically review the
performance of the important regulators including, but not limited
to, the CMS, the Health Professions Council of SA (HPCSA) and
the SA Nursing Council, and to address the underlying reasons for
under- or non-performance. Only once the regulators are competent
and fully functioning can the regulatory shortcomings of the sector,
and the health system, be addressed. In terms of regulatory reforms,
the creation of a risk-sharing mechanism and the establishment of
a supply-side regulator should be prioritised, as these measures will
contribute to keeping the sector viable while also building towards
the NHI.21-3!

Pilot projects for contracting of district health services as well as
for specialised and highly specialised services could be implemented
and phased in. A defined monitoring and evaluation system could
be implemented, with a focus on clinical governance, good quality
and affordable care and alternative re-imbursement methods. Pilot
projects that are well planned and managed provide the opportunity
to encourage the evolution of innovative and integrated models of
care, including consideration of multidisciplinary group practices
with a range of re-imbursement models. This will also provide the
impetus for bodies such as the HPCSA, the CMS and others to carry
out the required regulatory reforms.

The passing of the NHI Act could signal the start of fundamental
reform of the SA healthcare system. It is important that policy-makers
consider seriously these potential private health funding reform
scenarios during the transition phase. The most likely outcome of the

current, largely passive-leaning approach, is a continued downward
trajectory for the sector, with further exacerbation of the challenges
and threats to its viability. A more pragmatic and deliberate approach
for the next 10 - 15-year period would be to proactively lead and
manage private sector reforms, to ensure that the sector remains
viable until such time as the NHI offers an integrated and acceptable
alternative. One strategically important move would be to prioritise
reforms to shift government-related funds that currently enter the
private funding sector toward NHI implementation. There are
also several existing regulatory steps and other reforms that can be
implemented to ensure that the private health funding sector remains
viable and more accountable through the transition phase. These
reforms will also provide important foundation blocks for building
the NHI.
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