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Abstract
South Africa offers universal health coverage through large public and private systems. The private system
is characterised by a regulated market for health insurance, referred to domestically as medical schemes.
From 2000, the private system was undergoing a reform process consistent with theoretical approaches for
regulated competition for health insurance. However, from 2008, the reform process was interrupted, leav-
ing in place a partial framework which included open enrolment, community rating and regulated min-
imum benefits but excluded, inter alia, risk equalisation. The incomplete reform, however, provides an
opportunity to examine the system outcomes that result from a partial approach. This paper therefore
reviews the system outcomes of the partial reform using a descriptive data analysis. The findings then
inform an evaluation of the extent to which the preconditions for regulated competition have been met
as indicated by the theory of regulated competition in healthcare. The paper therefore highlights the
areas where regulatory interventions need to be prioritised in South Africa to achieve the objectives of
regulatory competition that are able to achieve access, fairness and efficiency. The analysis points to sig-
nificant failures at the level of health insurance competition in South Africa with resulting outcomes con-
sistent with the theory of regulated competition.
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1. Introduction
At the formal end of Apartheid in 1994, two distinct health systems had emerged in South Africa
as a hybrid framework for universal health coverage (UHC), one public and the other private
(African National Congress, 1994; Coovadia et al., 2009; van den Heever, 2016).

The public health system offers free coverage to around 51 million people (or 85.1 per cent of
the total population) and is operated by a mix of national and provincial authorities. The private
health system is financed mainly by regulated health insurance in the form of non-profit mutual
funds, referred to as medical schemes, covering around nine million people (or 14.9 per cent of
the total population) (Table 1).

Voluntary for-profit health insurance exists in parallel to medical schemes, but the coverage is
limited and largely supplementary to medical schemes with expenditure on premiums amounting
to under 1 per cent of total health expenditure (Department of Social Development & Wits
School of Governance, 2021).

This paper focuses only on the regulatory requirements of the medical schemes system in
South Africa. Excluded from this analysis are the tax-funded public health service and the for-
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profit voluntary health insurance market. The medical schemes system is selected as it is respon-
sible for all the important contributory health coverage available to income-earning households
and, together with the public system, can support the objectives of UHC if properly regulated.

During the period 2000–2008, medical schemes reforms were underway consistent with emer-
ging approaches for regulated competition (McGuire and van Kleef, 2018) that sought to address
the goals of access, fairness and efficiency (National Department of Health, 2002, 2008;
Armstrong et al., 2004; Ministerial Task Team on Social Health Insurance, 2005).

However, the reform process was controversially halted in 2008 on the assumption that a
single-payer solution was feasible in South Africa (Beresford, 2008; National Department of
Health, 2011b; Section27, 2016). This left a partial framework in place from 2008 (HMI, 2019)
while the single-payer solution has never been implemented (van den Heever, 2016;
Concentric Alliance & Section27, 2021).

The partial framework included access measures, such as community rating and mandatory
minimum benefit requirements referred to as prescribed minimum benefits (PMBs), but excluded
risk equalisation and interventions to enhance market transparency and effective competition
central to regulated competition approaches (Ellis et al., 2018; Enthoven, 2018; McGuire and
van Kleef, 2018). Their initial exclusion was due to reform sequencing, as the institutional pre-
requisites needed to be developed first, and were underway until the process was halted
(Ministerial Task Team on Social Health Insurance, 2005).

The outcomes of a partial reform are, however, instructive, as they highlight the implications of
an incomplete framework of regulated competition.

The aim of this paper is therefore twofold. First, it examines the market outcomes arising from
an incomplete approach to regulatory competition. Second, the regulatory framework and the

Table 1. Coverage indicators for the South African Health System from 2000 to 2021

2000 2005 2010 2015 2019 2020 2021

Public health compared to medical schemes expenditure (R million, 2021 prices)

Public health 88 347 118 817 179 284 210 105 220 532 226 232 249 764

Medical schemes 85 887 134 501 173 672 200 185 203 595 212 483 235 451

Total 174 234 253 318 352 955 410 289 424 127 438 714 485 215

Catchment populations for the public and medical schemes sectors

Public health 31 935 35 884 39 224 44 110 45 181 46 342 51 176

Medical schemes 6 454 6 836 8 316 8 792 8 865 8 872 8 967

Total 38 389 42 720 47 539 52 903 54 046 55 214 60 143

Public health compared to medical schemes expenditure: % of GDP

Public health 2.5% 2.7% 3.4% 3.6% 3.7% 3.8% 4.2%

Medical schemes 2.4% 3.1% 3.3% 3.4% 3.4% 3.6% 3.9%

Total 4.9% 5.8% 6.7% 7.0% 7.2% 7.4% 8.1%

Public health compared to medical schemes expenditure: per capita (Rands, 2021 prices)

Public health 2 766 3 311 4 571 4 763 4 881 4 882 4 881

Medical schemes 13 307 19 677 20 885 22 768 22 966 23 950 26 257

National average 4 539 5 930 7 424 7 756 7 848 7 946 8 068

Sources: Expenditure data is based on National Treasury (2000–2022) and CMS (1980–2021) adjusted to 2021 prices using the Consumer Price
Index (Statistics South Africa, 2000–2022a). The catchment population estimates are derived from South Africa’s mid-year population
estimates (Statistics South Africa, 2000–2022b) and beneficiary information reported to the Council for Medical Schemes (CMS, 1980–2021).
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resulting market outcomes are assessed against the preconditions for a complete system of regu-
lated competition as argued by theory (van de Ven et al., 2013).

2. Theory of regulated competition
Health insurance markets suffer from a range of market failures, which, if left unregulated, will
undermine access, fairness and efficient market outcomes for both the provision of insurance and
health services (Arrow, 1963; Akerlof, 1970; Newhouse, 1984).

Reform experiences over three decades in several countries have helped frame a theoretical
framework for regulated competition for health insurance that seeks to address these failures
and thereby enhance productive forms of competition. Flowing from these theories are potential
preconditions for well-functioning regulated markets that must be satisfied to enable access, fair-
ness and efficiency deficiencies to be removed or mitigated in private health systems (van de Ven
et al., 2013; Van Kleef et al., 2018).

This theoretical approach argues that market failures operate principally through the demand
or purchasing side of the system, which generate resultant distortions on the supply- or provider-
side (Van Kleef et al., 2018).

While private health insurance solves the problem of exposure to catastrophic healthcare
expenses faced in out-of-pocket markets, consumers face challenges in fully revealing their pre-
ferences for health insurance, with consequences for insurer incentives to efficiently ‘purchase’
healthcare services.

Based on this understanding, if the market for insurance can be corrected through regulation,
fair and efficient outcomes can be expected throughout the system arising from the resulting
competition.

Derived from the theoretical approach are a set of ten preconditions seen as essential for a
regulatory approach that can produce accessible, fair and efficient healthcare markets (van de
Ven et al., 2013: 227–232).

First, consumers must have a free choice of insurer.
Second, market transparency, with relevant information available to consumers, is necessary

for informed choices.
Third, firms operating on the demand and supply sides of the market must be price and cost

sensitive (‘risk bearing’).
Fourth, the markets on both the demand and supply sides must be ‘contestable’, with limited

barriers to entry for new firms.
Fifth, insurers must have the freedom to contract and, if necessary, vertically integrate (where

an insurer provides healthcare services) to be able to optimise the quality of the coverage made
available to the insured.

Sixth, an effective competition regulatory regime is needed to prevent and address anticompe-
titive conduct and structures in the market.

Seventh, a system-wide arrangement of cross-subsidies, in the form of risk equalisation (Van
de ven and Ellis, 2000; Armstrong et al., 2004) and social reinsurance (International Labour
Office, 2009), must remove/reduce opportunities for insurers to risk rate and/or risk select,
thereby incentivising insurers to efficiently manage the coverage they offer through provider con-
tracts and/or or vertical integration.

Eighth, the cross-subsidies available through insurance must avoid opportunities for consu-
mers to free ride or anti-select, which undermines the viability of insurance.

Ninth, quality of care supervision is needed to protect the public from quackery and poor ser-
vice delivery, as well as to support informed choices of which health service to use.

Tenth, a framework that guarantees access to basic healthcare services is needed to, inter alia,
remove opportunities for insurers to use benefit levels as a form of risk rating and/or risk
selection.
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Given that a regulated market relies for its integrity on regulatory supervision, an eleventh pre-
condition is added that addresses the requirement that all relevant regulatory authorities have no
conflicts of interest with regulated entities.

3. Methodology
This paper reviews the outcomes of a partial reform of the South African private health system
against the system objectives of access, fairness and efficiency to identify the additional steps
needed for a complete system of regulated competition.

The approach adopted involves two steps.
First, following an outline of the health system context, the outcomes of the partial reform

introduced in 2000 are evaluated using a descriptive quantitative analysis of three sets of time
series data. Two datasets are compiled from detailed member and financial information reported
annually to the regulator of medical schemes (the Council for Medical Schemes or CMS), which
includes audited financial information at a scheme and plan level (CMS, 1980–2021, 2005–2021).
The third dataset is of private hospital beds compiled from private sector sources (Hospital
Association of South Africa, 2000–2017). The movements of the various data series over time
allow for reasonable inferences to be drawn regarding the influence of the regulatory framework
on key system outcomes.

Second, the regulatory framework, seen together with the outcomes, is assessed in relation to
the preconditions for a well-functioning system of regulated competition as argued by the theory
of regulated competition in healthcare. The extent to which the regulatory framework complies
with the 11 preconditions is judged normatively by the author on an indicative scale of one for no
achievement to 10 for full achievement. The reasoning is supported both by the quantitative ana-
lysis and related studies of the South African health system.

4. South Africa’s health care system
4.1 Coverage

Coverage in South Africa is divided between a large tax-funded public health system and a regu-
lated market for private health insurance (Table 1).

Eligibility for access to the public sector exists on two levels. For ambulatory care, services are
universally free to all residents. For in-hospital care, aside from maternity services which are uni-
versally free, eligibility for subsidised care is based on a means test. Higher-income groups and
those with medical scheme cover are therefore required to pay for public hospital services. The
relevant tariffs are based on those charged to medical schemes less value-added tax. Any person
falling outside the means test without medical scheme coverage would therefore face a severe bar-
rier to accessing public hospital services.

The population covered by medical schemes largely includes families with breadwinners earn-
ing more than the tax threshold who take out cover either as an individual or through an
employer (Ministerial Task Team on Social Health Insurance, 2005). To encourage membership,
or at least to mitigate disincentives, a tax credit in the hands of the principal (paying) member is
available in respect of each beneficiary covered. The value of this tax credit does not vary by
income and is set lower than the implicit per capita subsidy available to people eligible for
free public health services (Department of Social Development & Wits School of Governance,
2021).

The private system covers around 15 per cent of the national population with expenditure
equivalent to 3.9 per cent of GDP (Table 1) with out-of-pocket expenditure less than 1 per
cent of GDP (not included in Table 1) or 7.1 per cent of total health expenditure (van den
Heever, 2016).
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Both sectors offer a similar package of services, from primary care to all the hospital-based
sub-specialties. The medical schemes system therefore offers ‘substitutive’ coverage to the public
health system.

While the scope of coverage is superficially similar between the two sectors, there are import-
ant differences in the staff and service to population ratios, with far better ratios in the private
sector (National Department of Health, 2011a).

4.2 Regulation of the private health system

The private health system is supervised by a specialised regulator, the CMS in terms of the
Medical Schemes Act No.131 of 1998 (Republic of South Africa, 1998b).

Both the council members and the chief executive of the CMS are political appointments,
which renders it vulnerable to conflicts of interest that operate through the governing party
(van den Heever, 2021). Over time, the strategic role of the CMS is argued to have diminished
for this reason (Settas, 2022).

Private health facilities are technically regulated by provincial health authorities, but are
argued to be self-regulated due to weak and inconsistent supervision, with new facilities and
expansions approved without much scrutiny and/or conditions (HMI, 2019).

The regulatory framework for medical schemes has the following features:

• Medical scheme membership is voluntary, although many employers require medical
scheme participation as a condition of employment. Two types of medical schemes are per-
mitted. First are those established by employers, trades union or industries, referred to as
restricted schemes. Second are those that compete commercially, referred to as open
schemes. In 2020, there were 57 restricted schemes covering 4.1 million beneficiaries and
17 open schemes covering 4.8 million beneficiaries (CMS, 2005–2020).

• Medical schemes are non-profit, with a prohibition on the distribution of surpluses. In prac-
tice, however, for-profit intermediaries are argued to capture the surpluses through over-
priced administration agreements or through risk transfer arrangements (reinsurance or
capitation agreements) permitted by weak or conflicted boards (McLeod et al., 2001;
CMS, 2008; van den Heever, 2012; HMI, 2019).

• Medical schemes are required to have independent trustees, 50 per cent of which must be
elected from amongst the members. The remainder are appointed in terms of rules made
by each scheme at their discretion. The independence of these trustees is however ques-
tioned, with the boards heavily influenced by the for-profit third-party administrators
that operate them (HMI, 2019).

• All medical schemes are required to community rate their offerings or plans, referred to as
‘options’ within schemes. Differentiation is permitted only based on income, principal
member (the contributor), adult dependent (a spouse or life partner) and child dependents.
While this regime permits a degree of broad age rating (between adults and children) dis-
crimination based on individual health status is strictly prohibited.

• All scheme plans must cover a set of mandatory minimum benefits, typically referred to as
prescribed minimum benefits (PMBs). The PMBs are specified as a comprehensive positive
list of 271 major medical conditions and associated treatments.1 In addition, there are 26
chronic conditions with associated treatment algorithms. Coverage must include, diagnosis
and treatment, whether in- or out-of-hospital. All conditions are identifiable using an
ICD10 code, which by law must accompany all claims made to medical schemes. No
co-payments or deductibles are permitted for PMBs and all benefits must be covered out

1An example of a condition treatment pair is: ‘Viral meningitis, encephalitis, myelitis and encephalomyelitis’ ‘Medical
management’.

Health Economics, Policy and Law 5

https://doi.org/10.1017/S1744133123000324 Published online by Cambridge University Press

https://doi.org/10.1017/S1744133123000324


of the scheme risk pool. The PMBs focus on conditions that have catastrophic health and
financial outcomes. Outside of PMBs, medical schemes can implement discretionary
co-payment requirements, deductibles and benefit ceilings.

• Member movements between open medical schemes are governed by open enrolment
requirements qualified by limited penalties for those instances where anti-selection risks
are high. Open schemes are not permitted to distinguish between group and individual
membership. Restricted schemes can however reject applications from anyone outside of
the employer or industry. They must nevertheless accept everyone from their employer or
industry.

• As membership of medical schemes is voluntary, a system of anti-selection penalties are in
place. People who remain for long periods outside of the medical schemes system face con-
tribution penalty surcharges up to a maximum of 75 per cent of the underlying contribution
rate. The extent of the penalty varies in accordance with the number of years they have not
been a member of a scheme over the age of 30.

• The prices for healthcare goods and services are not regulated, apart from medicine prices,
which are subject to a single-exit pricing regime.2 Market participants therefore set prices in
private negotiations.

• Income-related cross-subsidies are provided to contributors through a system of tax credits
administered through the tax system. However, this subsidy excludes non-taxpayers, leaving
around 5 million people who earn too much to qualify for means-tested subsidised hospital
services and too little to receive the tax subsidy (Ministerial Task Team on Social Health
Insurance, 2005; van den Heever, 2016).

• There is no social mechanism in place to subsidise continuation coverage in the post-
retirement period (McLeod, 2007). Therefore, many pensioners either reduce their coverage
or drop out of cover. Continuation coverage is nevertheless protected, provided pensioners
can afford the contribution. There is no conclusive information on the numbers that com-
pletely drop out of coverage. Nevertheless, a sizable group of people over the age of 65 remain
in coverage, amounting to 8.97 per cent of all beneficiaries in 2020 (CMS, 2005–2020).

5. Market outcomes
5.1 Age trends

The demographic make-up of the medical schemes system has not changed significantly over the
reform period from 2000 (Figure 1) although there are changes based on scheme type (open or
restricted). The average age of beneficiaries increased only slightly from 31.7 in 2005 to 33.5 in
2020. Open (commercial) medical schemes did, however, increase materially from 31.5 to 35.3.
This can be attributed to the introduction of the Government Employees Medical
Scheme (GEMS) as a restricted scheme for civil servants, which started taking members from
2006.

GEMS grew rapidly from zero members in 2005 to 1.5 million by 2020 (CMS, 2005–2021),
drawing much of its membership from open schemes formerly offering individual cover to
civil servants. By 2020, GEMS had reached 2 million beneficiaries. The aggregate demographic
outcome for restricted schemes therefore shows a decline in average age from 32.2 in 2005 to
31.5 by 2020 as GEMS attracted only active employees, effectively excluding civil servants who
retired before 2005.

2This framework requires that all private sector medicine prices are charged at a single publicly disclosed ex manufacturer
price. There is no evidence that this has constrained private sector prices or overall cost when volumes demanded are
accounted for.
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5.2 Medical scheme consolidation

The medical schemes system has consolidated significantly over time, with the number of
schemes declining from 131 in 2005 to 74 by 2020 (Table 2). The consolidation has been
more dramatic for open schemes, which reduced from 47 in 2005 to only 17 by 2020.
Restricted schemes reduced from 84 in 2005 to 57 by 2020, with the more muted decline attrib-
utable to their lower exposure to demographic risk.

The consolidation of open medical schemes appears to result from demographic features,
using below or above market average age profiles in 2005 as a proxy for beneficial or adverse
risk profiles (Table 3).

Consolidation over the period 2005–2020 was slower, although significant, for schemes with
beneficial risk profiles in 2005, reducing from 23 to 11. By comparison, those with adverse
risk profiles declined from 24 to 6. Overall beneficiary numbers, which remained generally flat
over the period, grew for schemes with better risk profiles in 2005 (from 3.7 to 4.1 million)
while those with adverse risk profiles declined (from 1.2 to 0.7 million).

The average age for schemes with beneficial risk profiles in 2005 also remained significantly
below that of schemes with adverse risk profiles for the full period from 2005 to 2020.

Schemes with historically beneficial risk profiles are therefore more likely to remain in the
market and grow, while those with historically adverse risk profiles are more likely to go into
decline and exit. It is furthermore quite probable that the establishment of GEMS contributed
to the exit and increased vulnerability of the open schemes with adverse risk profiles in 2005.

Figure 1. Medical schemes: average age by scheme type for the years 2005–2020.
Source: Derived from Council for Medical Schemes (2005–2020).

Table 2. Number of schemes by type of scheme from 2005 to 2020

Schemes

Scheme type 2005 2010 2015 2020

Open 47 30 22 17

Restricted 84 75 60 57

Total 131 105 82 74

Source: Derived from Council for Medical Schemes (2005–2020).
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5.3 Medical scheme design

Medical schemes are permitted to offer multiple plans, provided they are financially viable, com-
munity rate, offer PMBs and comply with open enrolment. From 2005, the number of plans per
open scheme has increased from just over five in 2005 to around seven by 2020 (Figure 2). The
larger schemes offer from 10 to 17 plans (CMS, 2005–2021).

Restricted schemes, by way of contrast, have averaged only two plans per scheme (CMS, 2005–
2021). This is attributable to their different operating environments. Open schemes face the pos-
sibility that their risk profile could change rapidly, unlike restricted schemes, with consequences
for the cost of coverage and pricing.

Open schemes adapted to this operating environment by offering multiple plans with different
levels of coverage and associated pricing (Table 4). Lower-priced plans, with reduced cover, tend
to be attractive to younger and healthier families, while more comprehensive plans are important
to families with older and sicker members. Comprehensive plans are also attractive to high-
income groups regardless of their health status.

As schemes are not permitted to underwrite or restrict the movement of members between
plans, a level of anti-selection is mitigated through this design. Older and sicker people effectively

Table 3. Open schemes: average age and scheme consolidation from 2005 to 2020

2005 2012 2020

Scheme risk profile Number of schemes

Below average age in 2005 23 14 11

Above average age in 2005 24 11 6

Beneficiaries

Below average age in 2005 3 702 209 3 844 629 4 058 973

Above average age in 2005 1 203 325 915 365 740 842

Total 4 905 534 4 759 994 4 799 815

Average age

Below average age in 2005 29 33 34

Above average age in 2005 37 38 39

Source: Derived from Council for Medical Schemes (2005–2020).

Figure 2. Open schemes: medical
schemes and plans per scheme
from 2005 to 2020.
Source: Derived from Council for Medical
Schemes (2005–2020).
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Table 4. Average age by monthly medical scheme contribution bands for the years 2005–2020 (2020 prices) aggregated for all medical schemes

Plan contribution band (Rands) per member per month

Scheme type Year 0–500* 501–1000* 1001–1500 1501–2000 2001–2500 2501–3000 3001–3500 3501–4000 4001–4500 4501–5000 5001 +

Open 2005 21.1 15.2 17.6 23.4 28.3 39.4 51.6 50.9 54.0 47.3 40.7

2020 20.0 24.8 14.8 31.1 29.5 35.5 37.6 45.5 51.5 50.9 50.3

Restricted 2005 20.0 22.7 27.1 31.2 40.1 67.9 48.2 45.5 42.8 51.5 60.1

2020 29.0 25.3 21.0 31.2 35.2 41.4 43.5 52.8 62.8 49.6 62.9

Source: Derived from Council for Medical Schemes (2005–2020).
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pay more for their coverage over time, while high-income groups stabilise costs by ‘buying up’
(pay more to access better coverage) into comprehensive cover regardless of their health status.
Members therefore largely self-select by risk group rather than being actively grouped (risk-
selected) by schemes.

Table 4, which provides the distribution of average beneficiary ages according to plan contribu-
tion bands (plan contributions per member were adjusted to constant 2020 prices for all years and
allocated into the relevant bands), shows that average ages are structurally lower for the lower bands
and higher for the higher bands. Although there are slight structural changes over the period 2005–
2020, the broad approach has been retained over time for both open and restricted schemes.

Although restricted schemes tend to have fewer plans than open schemes on average, the lar-
gest restricted schemes tend to behave like open schemes, with similar designs. This is for two
possible reasons. First, where employees have a choice between the restricted scheme and open
schemes, as occurs with GEMS, benefit designs need to be kept attractive by risk group to
avoid anti-selection against the scheme. Second, regardless of whether a restricted scheme is vol-
untary or mandated by the employer, employees may prefer better priced open schemes and
evade the mandate where loopholes exist. For instance, families can, inter alia, divide their par-
ticipation between the restricted scheme and open schemes.

Smaller restricted schemes are however designed around a single employer and typically have
only one or two plans. Participation is often supported by cross-subsidies for post-retirement
continuation members. Because membership in the restricted scheme sample is heavily weighted
toward the few large schemes, when aggregated, the age distribution by contribution band
approximates that of open schemes.

5.4 Cross-subsidies

Although the self-selection of plans by level of coverage reduces cross-subsidisation between risk
groups, both open and larger restricted schemes cross-subsidise the more comprehensive plans
through some over-pricing of the most popular plans. This is indicated by the underwriting sur-
pluses in the most populous options, with deficits in the more comprehensive, and less populous
options (Table 5 and Figure 4 seen together). These cross-subsidies are seen across the market
and appear necessary to avoid death spirals in the more comprehensive options – thereby also
protecting the pricing of the most commercially important options.

From 2005 to 2020, the most populous options have increased in cost for both open and
restricted schemes (Figure 3). Although not identifiable from the data, it is unlikely that this
movement represents a ‘buy-up’ phenomenon. A probable explanation is that the most populous
options increased their contribution costs in real terms with no benefit improvements. These
increased costs are potentially attributable to real increases in provider costs that are then passed
on to members. This suggests that the demand for medical scheme coverage in South Africa is
both income and price inelastic.

5.5 Corporate group consolidation

The consolidation of medical schemes offers only a partial picture of the probable market dynam-
ics that influence competition between schemes and provider purchasing. For-profit intermedi-
aries that contract to medical schemes to provide administration services, which includes
provider contracting, influence both consumer and scheme decisions.

These intermediaries in many instances form part of large corporate groups with subsidiaries
that: provide financial product advice to consumers and employers (brokers); sell health insur-
ance products; manufacture, distribute and retail medical products; and provide health services
(HMI, 2019).

Treating the main holding company in a corporate group as the overall strategic decision-
maker, only two of these groups, Remgro Limited (Remgro) and AfroCentric Investment
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Table 5. Aggregate surplus/deficit by monthly risk contribution band (Rands) for the years 2005–2019 (R’million) (2020 prices)

Contribution band (Rands) per member per month

Scheme type Year 0–500 501–1000 1001–1500 1501–2000 2001–2500 2501–3000 3001–3500 3501–4000 4001–4500 4501–5000 5001+

Open 2005 54 547 1 108 −599 100 −30 −116 −36 22 20 19

2010 32 −651 1 708 355 −1 003 −463 −34 −61 −193 −36 135

2015 −1 −717 1 792 612 −397 −643 −625 27 −28 −10 34

2019 −7 −146 332 893 43 240 −1 255 −103 −538 −283 −29

Restricted 2005 −13 196 353 −68 −33 −101 13 4 −5 −2 2

2010 −6 1 271 −315 290 −746 −83 1 −47 −9 4 74

2015 12 653 903 −478 −235 −1 024 −74 −49 −43 −22 −49

2019 5 678 1 758 1 109 −716 −264 16 −128 −630 9 −101

Source: Derived from Council for Medical Schemes (2005–2020).
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Figure 3. Distribution of beneficiaries by monthly contribution band (based on risk contributions) for the years 2005–2020
(2020 prices).
Source: Derived from Council for Medical Schemes (2005–2020).

Figure 4. Consolidation of third-party administrators grouped by corporate ownership 2005–2020.
Source: Derived from Council for Medical Schemes (2005–2020).
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Corporation Limited (AfroCentric) account for 83.9 per cent of the market share of schemes
based on membership (Figure 4). Of these two, Remgro controls 65.4 per cent of the market,
up from only 28.0 per cent in 2005. As at the time of writing, Remgro is also the largest share-
holder in the largest hospital group in South Africa, MediClinic (HMI, 2019).

Administrators outside these two groups, identified as ‘other’ in Figure 4, show a substantial
decline in market share from 57.7 per cent in 2005 to a mere 16.1 per cent by 2020. The consoli-
dation has been rapid, with most of the change occurring in the years 2015–2017.

The various ownership and incentive-related relationships (essentially some form of remuner-
ation for bringing business) between the corporate groups and brokers is used to direct the
choices consumers and employers make concerning medical scheme participation (CMS,
2008). This confers significant market power on the corporate groups in a position to deploy bro-
kers, as they can direct consumers to schemes they control and retain them (CMS, 2008; van den
Heever, 2012; HMI, 2019). Schemes with less influence on brokers are in a weak position when it
comes to attracting and retaining members.

The market advantage of the corporate groups also extends into provider purchasing. When
acting for the medical schemes they operate, the overall purchasing power of the corporate
groups, together with the various vertical relationships, permit them to obtain preferential con-
tract terms (confirmed by the HMI (2019)), resulting in higher provider costs for schemes falling
outside the two corporate groups. The apparent death spirals for many schemes are therefore
potentially exacerbated by these market disadvantages, as the provider cost disadvantages feed
into anti-selective decisions by members, which can in-turn be supported by brokers tied in
one way or another to the main corporate groups.

5.6 Provider costs

The private health system in South Africa has been characterised by substantial real cost increases
from the early 1980s (CMS, 2008; van den Heever, 2012). The early increases were related to a struc-
tural movement of providers away from the public health system in the mid-1980s. The later stages,
from the end of the 1990s into the 2000s, however, have been attributed to both price and demand
increases, with supplier-induced demand (SID) heavily implicated (CMS, 2008; HMI, 2019).

Figure 5 shows that index changes (index = 100 in 2000) in membership over the period 2000–
2017 (which is flat from 2013) were exceeded by index changes in the supply of acute hospital
beds as well as critical care beds. Claims cost changes for hospital and specialist services also
exceed both supply and membership.

The HMI found that SID related to hospital beds, critical care beds and specialists, was a major
contributor to the claims cost increases experienced by medical schemes.

Figure 5. Index changes – critical
care beds, specialist and hospital
per capita claims (in constant prices)
and members from 2000 to 2017
(2000 = index value of 100).
Sources: Derived from Hospital
Association of South Africa (2000–2017)
and CMS (1980–2021).
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‘Rates of hospital admission are positively associated with levels of supply of hospital beds,
after adjusting for clinical and demographic factors. Where there is a greater proportion of hos-
pital beds to the population, there is higher rate of admissions and greater utilisation. We also
find that the supply of ICU beds is significantly positively correlated with ICU admissions, sug-
gesting that excessive utilisation is more likely to be experienced in areas where there is discretion
around whether or not to admit a patient. We also find that the supply of practitioners is signifi-
cantly positively associated with a higher rate of admission in eight to nine out of ten specialties
where the level of discretion around admission is exercised’ (HMI, 2019: 95).

Contributing to the SID problem is the apparent absence of any meaningful incentive for med-
ical schemes to replace standard fee-for-service (FFS) reimbursement with contracts that share
risk on demand and quality.

In part this may stem from the accumulated market power of hospital groups, which have con-
solidated considerably over time, with the three main hospital groups now accounting for 83.2 per
cent of the acute hospital beds and 90.1 per cent of all admissions (Table 6). However, to date
medical schemes have not systematically intervened to move the market away from FFS, suggest-
ing that the problem lies principally with medical scheme incentives.

6. Discussion of market outcomes
The system outcomes include the prevalence of risk selection; low levels of product transparency
due to complicated benefits, conflicted brokers and the absence of information on the quality of
healthcare services; the consolidation of the markets for medical schemes and hospital services;
the accumulation of market power by corporate groups that operate across the industry; and sys-
temic healthcare cost increases that are passed on to consumers due to the retention of inefficient
forms of provider contracting.

The outcomes appear driven by weak incentives for medical schemes to compete on the cost
and quality of healthcare services. The competition incentives, however, appeared weak even prior
to the significant medical scheme consolidation that became pronounced from around 2010. The
industry-wide consolidation (medical schemes, providers and corporate groups), which appears
to result from these weak incentives and scheme-level death spirals, has added a further structural
dimension to these weak incentives.

The outcomes are consistent with what theories of regulated health insurance competition
would predict. In the absence of structural interventions to promote health insurance competition
on the cost and quality of healthcare, such as risk equalisation, the system excludes vulnerable
groups based on health status (due to risk selection) and income (due to high costs) with no com-
petition or supervision regarding the quality of care.

Table 6. Consolidation of the market for acute healthcare facilities

Market share percentage HHI admissions

Hospital group Admissions
3 main
groups

Registered
beds

3 main
groups Admissions Beds

Life Healthcare 28.6% 90.1% 26.8% 83.2% 2784 2521

Mediclinic 28.5% 25.3%

Netcare 33.0% 31.1%

NHN 7.7% 13.6%

Independent 2.2% 3.2%

Source: Health Market Inquiry (South Africa) (2019).
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7. To what extent are the preconditions for a regulated market for health insurance met?
Taking account of the regulatory measures in place, and system outcomes, the South African pri-
vate health system meets only seven out of the 11 preconditions for regulated competition.

7.1 Precondition 1: free consumer choice of insurer (rating = 10)

Consumers are largely able to choose their medical scheme, except where an employer mandates
a restricted scheme. Employer mandates also don’t completely prevent an employee from joining
another scheme through a spouse.

7.2 Precondition 2: consumer information and market transparency (rating 2)

Consumers do not have good access to relevant information regarding: competing medical
scheme benefit offerings due to non-standard benefit representations, the complexity of the ben-
efits, the multiplicity of plans on the market and the conflicted advice offered by brokers who are
effectively paid by the schemes; the quality of the coverage on offer, as the implications of
excluded benefits cannot reasonably be understood ex ante by consumers; and the quality of ser-
vices provided, where no performance-related information is made available to the public, either
through a regulator or a medical scheme. The ability of consumers to exercise informed choices
for medical scheme and provider selection is therefore very low.

7.3 Precondition 3: price-sensitive insurers and providers (rating 2)

Both medical schemes and private healthcare providers can avoid the consequences of cost and
quality failures, which constrain the potential for consumer to make informed choices. The pre-
condition of price-sensitive insurers and providers is therefore not met.

The regulatory framework does, however, make it easy for consumers to move between
schemes and plans. If better informed, this ease of movement could improve the incentives of
medical schemes and providers to respond to the cost and quality of coverage and services.
The achievement of this precondition is therefore related to precondition 2.

7.4 Precondition 4: contestable markets, with low barriers to entry (rating 2)

The extent of market consolidation for both medical schemes and hospitals is indicative of steep
barriers to entry, which suggests that this precondition is not met.

For medical schemes, new open (or commercial competing) medical scheme entrants face
size-related and demographic constraints. Small schemes face the risk that a few large claims
and/or an adverse risk profile could arise very quickly, given open enrolment, forcing it to exit
the market. Were these to be addressed, despite the hospital market consolidation, schemes
would have an incentive to alter provider efficiencies through contracting.

To address this precondition, four interventions have been proposed (CMS, 2008; HMI,
2019). First, risk equalisation is needed to address the demographic constraints. Second, a ver-
sion of social reinsurance is required to mitigate the barriers created for small risk pools.
Third, hospital licensing requirements need to ensure more diversity in hospital ownership.
Fourth, the competition authorities need to avoid mergers that excessively consolidate the
market.

7.5 Precondition 5: freedom to contract and vertically integrate (rating 10)

The definition of the ‘business of a medical scheme’ contained in the Medical Schemes Act
(Republic of South Africa, 1998b) permits a registered medical scheme to make any arrangement
necessary to comply with its obligations to cover the costs of medical benefits. This includes the
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ability to establish selective contracts with provider networks and for the medical scheme to own
their own health services.

While this precondition is largely met, the failure of the market to exploit these opportunities
appears to lie with the weak incentives medical schemes have to compete on the cost and quality
of healthcare services.

7.6 Precondition 6: effective competition regulation (rating 7)

The supervision of competition in South Africa was enhanced in 1998 with the introduction of
the revised Competition Act (Republic of South Africa, 1998a), which established a new super-
visor, tribunal and an appeal court.

The private health system has become a specialist area of focus, which resulted in the estab-
lishment of a major market inquiry (HMI, 2019) to better understand competition dynamics in
the sector. The findings and recommendations now feed into merger investigations and exami-
nations of market conduct. As these decisions improve, based on the accumulation of information
on the industry, this precondition is in the process of being met.

7.7 Precondition 7: cross-subsidies without incentives for risk selection (rating 2)

The regulatory framework for medical schemes in South Africa does not have any mechanism in
place to pool risks at the system level such that incentives for risk selection are removed. There are
some market-related incentives to avoid excessive ‘buy-down’ (pay less for reduced coverage)
from comprehensive plans that could be regarded as a cross-subsidy. Nevertheless, a version of
self-selected risk selection exists, which means that this precondition is not met.

7.8 Precondition 8: measures to avoid free riding and anti-selection (rating 7)

Membership of medical schemes is voluntary, ostensibly creating the conditions for anti-
selection. Measures to mitigate anti-selection, however, include waiting periods and late joiner
penalties. These measures have proven adequate to preserve the financial stability of medical
schemes from 2000. This precondition, although not entirely adequate, is to some extent in
place. The introduction of membership mandates would establish a more complete regime.

7.9 Precondition 9: quality of care supervision (rating 1)

Although medical schemes, in conjunction with the intermediaries that support them, are in a strong
position to provide the public with information on health provider performance due to the universal
requirement to include diagnostic codes on all billing, they have not done so to date. Thismay be related
to their weak incentives to compete on the cost and quality of health services. There is however no
regulatory supervision of quality in the private sector, with the result that this precondition is not met.

The Health Market Inquiry (HMI, 2019) consequently recommended that an information
regulator be implemented, with the authority to impose uniform standards of information pro-
duction and to compel reporting on health provider outcomes. This information can be collected
from both schemes and providers.

7.10 Precondition 10: guaranteed access to basic care and affordable out-of-pocket care (rating 3)

The system of PMBs has been implemented without three key features needed to ensure guaran-
teed access to basic care in the private sector. First, the benefits involve a complex list of diagnosis
treatment pairs, making it difficult for members to compare coverage adequacy across schemes
and plans. Second, the PMBs are not implemented in conjunction with a risk equalisation
scheme, creating incentives for schemes to evade compliance rather than to compete on cost
and quality. Third, there is no system of price supervision that can address the prices charged
for PMBs and out-of-pocket expenses.

16 Alex van den Heever

https://doi.org/10.1017/S1744133123000324 Published online by Cambridge University Press

https://doi.org/10.1017/S1744133123000324


This precondition has therefore not been adequately met.

7.11 Precondition 11: no conflict of interest by the regulator (rating 1)

All the main office bearers of the Council for Medical Schemes, the regulator of medical schemes,
are political appointments. This potentially exposes the regulator to interference by vested inter-
ests operating through political structures. This precondition is therefore not met.

8. Concluding remarks
The discontinued reform of the private health system in South Africa offers an opportunity to
examine the system outcomes that result from the implementation of open enrolment, commu-
nity rating and mandatory benefits in the absence of, inter alia, risk equalisation.

The descriptive data analysis of the partial reform indicates results consistent with the theory
of regulatory competition for private health markets, with outcomes that suggest weak
incentives for schemes to compete on the cost and quality of healthcare services. These include
scheme consolidation arising from adverse scheme demographics; widespread risk selection;
persistent real provider cost increases consistent with the near universal retention of FFS
and associated SID; the substantial consolidation of the market for hospital services; the passing
on of provider cost increases to medical scheme members with limited consequences for
schemes at the system level; and a dramatic consolidation of corporate groups with interests
that potentially weaken competition for both the medical scheme and healthcare provider
markets.

Taking account of the market outcomes, seven out of 11 preconditions for regulated compe-
tition are not met in South Africa, with implications for the persistence of market failures and
therefore on the role the private system can play in the achievement of UHC.
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