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About the Free Market Foundation 
 
The Free Market Foundation is an independent public benefit organisation founded in 1975 to 
promote and foster an open society, the rule of law, personal liberty, and economic and press freedom 
as fundamental components of its advocacy of human rights and democracy based on classical liberal 
principles. It is financed by membership subscriptions, donations and sponsorships. The Free Market 
Foundation (FMF) has a dedicated Health Policy Unit (HPU), which is committed to promoting a sound 
economic and business-friendly policy approach to the provision and funding of health care. The FMF 
considers the private supply of competitive healthcare services and the incremental extension of 
private funding to be the most effective method of supplying high quality health care to the entire 
South African population. 
 

Introduction 
 

“The curious task of economics is to demonstrate to men how little they really 

know about what they imagine the can design” 

― F. A. Hayek, The Fatal Conceit: The Errors of Socialism 
 
The Free Market Foundation welcomes the opportunity to comment on the preliminary findings of 
the Competition Commissions Private Health Market Inquiry (HMI). The origins of the HMI are 
instructive and worth recalling. In 2014, the Competition Commission launched the inquiry into private 
healthcare after the Minister of Health approached them with his “hypothesis” that private healthcare 
is too costly. The Minister has always maintained that the two preconditions for introducing National 
Health Insurance (NHI) on which he was not going to compromise are “Overhauling the quality of care 
in the public health system and reigning in and regulating the pricing of health care in the private 
sector”. 
 
Across the world, healthcare systems – both public and private – are under pressure from rising costs. 
Because of this pressure, spending on health care has been elevated to one of the main policy issues 
under examination by most advanced country governments. Increased government expenditures on 
healthcare is putting pressure on government budgets as health consumes larger proportions of fiscal 
revenue. Amongst the OECD member states the ratio of public health expenditure to gross domestic 
product (GDP) has been rising steadily for several decades.  
 
On average, across OECD countries, the expenditure to GDP ratio has increased by over 3 percentage 
points from 9.3% in 2000 to reach 12.4% in 2015. Over the same period current health expenditure 
per capita (PPP adjusted, international $) increased from $2,311 to $4,887, representing an increase 
of 111%. The OECD notes that the drivers of public health care expenditure are demographic and non-
demographic. Demographic drivers relate broadly to the age structure of the population and the 
evolution of its health status, while a non-demographic driver is income. 
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Source: World Bank, World Development Indicators 
 
Health expenditure in South Africa has risen from 7.4% of gross domestic product (GDP) in 2000 to 
8.2% in 2015. Although this is not as steep as other countries there is a clear upward trend in health 
expenditure as proportion of GDP (see Graph 2 below). Over the period 2000 to 2015, health 
expenditure per capita (PPP adjusted, international $) increased from $562 to $1,086 – representing 
an increase of 93%. 
 

 
Source: World Bank, World Development Indicators 
 
Rising health care expenditure in South Africa is thus not a unique phenomenon and is certainly not 
only confined to the private sector (see Table 1 below). In 2000, general government health 
expenditure as a percentage of GDP was 2.7 percent. By 2015 this had increased to 4.4 percent. The 
South African government is thus dedicating an increasing proportion of the total budget allocation 
toward healthcare and this increased spending on health necessarily comes at the expense of other 
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Graph 1: OECD - Current health expenditure
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areas such as housing and education. Indeed, government’s increased expenditure on health is further 
evidenced by the fact that general government health expenditure as percentage of general 
government expenditure increased from 10.9% in 2000 to 14.1% in 2015 (see Table 1 below).  
 

Table 1: South Africa - General government health expenditure 

Year 

Domestic general 
government 

health 
expenditure (% of 

GDP) 

Domestic general 
government health 
expenditure (% of 

general 
government 
expenditure) 

Domestic general 
government health 
expenditure (% of 

current health 
expenditure) 

Domestic general 
government health 

expenditure per 
capita, PPP 

(current 
international $) 

2000 2,7% 10,9% 36,8% $206,92 
2001 2,7% 10,8% 36,3% $211,65 
2002 2,3% 9,5% 33,4% $187,19 
2003 2,4% 9,5% 34,2% $199,45 
2004 2,8% 10,7% 41,4% $251,89 
2005 2,8% 10,5% 41,1% $264,42 
2006 3,2% 11,9% 48,3% $328,77 
2007 3,2% 12,0% 49,6% $353,04 
2008 3,3% 12,0% 50,7% $382,16 
2009 3,6% 11,9% 50,5% $406,30 
2010 3,9% 13,5% 52,8% $455,84 
2011 4,1% 13,8% 54,4% $494,59 
2012 4,3% 14,0% 55,0% $530,15 
2013 4,2% 14,0% 54,5% $535,57 
2014 4,3% 14,1% 53,7% $552,84 
2015 4,4% 14,1% 53,6% $581,82 

Source: World Bank, World Development Indicators 
 
Not unexpectedly, given the rising expenditure patterns in the public sector, general government 
health expenditure as proportion of current health expenditure has been steadily increasing – rising 
from 36.8 percent to over 53 percent in 2015 (see Graph 3 below). 
 

 
Source: World Bank, World Development Indicators 
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Like all other nations across the globe, average life expectancy in South Africa is increasing. An 
important feature of an aging population is that one can reasonably expect healthcare expenditure to 
rise. In South Africa, life expectancy at birth has increased from 56.3 years in 2000 to 62.8 years in 
2015.1 Moreover, according to the United Nations Population Estimates, life expectancy at birth will 
continue to rise from the current levels to reach an estimated average of 76 years by 2100 and 95 
years by the year 2295 (see Graph 4 below). 
 

 
Source: United Nations 
 
As a result of South Africa’s aging population, the median age is expected to increase from 23 years in 
2000 to 32 years by 2050, and 48 years by 2300 (see Graph 5 below). This aging trend has important 
implications for expected healthcare costs. 
 

 
Source: United Nations 
 

                                                           
1 World Bank, World Development Indicators. 
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As people age there is an increased probability that they will require chronic care, which in turn raises 
expected medical care expenditure. New innovative technologies that cause people to live longer also 
raise the price of medical care. According to South African industry sources, the graph below provides 
a graphical representation of expenditure on health care disaggregated by age group. The vertical axis 
represents an indexed cost per life per month (plpm) and the horizontal axis represents age cohorts 
in years. In general terms, an 80-84 year old individual has monthly average costs about nine times 
those of a 45-49 year old. Similarly, a 5-9 year-old individual has a cost of about 3 percent of the total 
costs that a 45-49 year old individual can expect to pay. 
 

 
Source: Various industry sources 
 
Health spending also tends to rise with income because health care is what economists refer to as a 
“superior good”. Expenditure on superior goods is not only positively correlated with income but as 
income goes up people not only consume more health care, they increase the percentage of their 
income they spend on healthcare. As can be seen from Graph 7 below South Africans are getting richer 
and as they do current health expenditure per capita is increasing. Real GDP per capita (PPP adjusted, 
international $) has increased from $9,539 in 2000 to $12,378 in 2015 – an increase of 28% in real 
terms. Over the same period current health expenditure per capita (PPP adjusted, international $) has 
almost doubled, increasing from $562 in 2000 to $1,086 in 2015 – an increase of 93%. 
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Source: World Bank, World Development Indicators 
 

FMF’s comments on the HMI’s proposed recommendations: 
 

- For Funders 
 
Government works hard. Most of what it does seems to be to keep up the unceasing struggle to 
circumvent the bad things caused by other things they already do. Consider for example that South 
Africans have many different forms of insurance options available: car insurance, home insurance, life 
insurance, even pet insurance. Most of these insurance policies work well and are fairly priced. But 
there is one glaring exception: South Africans do not have access to a properly functioning health 
insurance market. 
 
The obvious question is: Why? To answer this question, we must start at the beginning. What is 
insurance? It’s straightforward. You pay a monthly fee which provides financial protection against 
unforeseen, sometimes catastrophic events. People buy homeowners insurance, for example, to 
protect themselves from the financial loss incurred in the event of a fire, a flood, or theft. Because 
millions of people are paying into the insurance pool, the pool has enough money to cover, for 
instance, the unlucky person whose house burns down. Since insurance is meant to share risk, it only 
stands to reason that higher risk individuals must pay more to be insured. 
 
Someone who has had two accidents is going to pay more for car insurance than someone who has 
never had an accident because their track record indicates they are more likely to have another 
accident. While insurance provides a bulwark against unforeseen loss, it does not protect against 
routine expenses. Car insurance protects you if you wind up in a car accident or if your vehicle is stolen. 
But it does not cover routine maintenance like oil changes, replacing brake pads, or tyre erosion 
because everyone needs routine oil changes, new brake pads, and new tires. So, there is no risk to 
protect against. 
 
Similarly, for health coverage arrangements to perform well, the risk pooling should result in expected 
costs for the pool being reasonably predictable for the insurer and relatively stable over time. The 
average level of health risk in the pool should therefore not vary significantly over time. To accomplish 
a predictable and stable pool of beneficiaries over time, health insurers and more specifically medical 
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schemes, should be able to offer sticks and carrots that penalise and reward people for behaviour and 
actions that affect their health negatively or positively. For instance, in a well-functioning market, 
medical schemes can create positive incentives (carrots) such as reduced premiums or special 
discounts for members and policyholders who do not smoke, exercise regularly, drink in moderation 
etc. Similarly, they can create disincentives (sticks) by charging higher premiums to customers who 
smoke, drink excessively and are obese. 
 
When medical scheme actuaries are prevented from creating carrots and sticks and pooling members 
on a logical actuarial basis into their relevant risk categories, it becomes difficult to predict the average 
cost of the pool and premiums will rise to reflect this unpredictability. As the number of unhealthy 
people in the pool increases relative to the number of healthy people, the average costs rise, causing 
each healthy individual at the margin to drop out until eventually the group consists only of unhealthy 
individuals. 
 
In South Africa, a properly functioning health insurance market is simply not available. Approximately, 
8.9 million lives are covered by private medical schemes, but this is not health insurance. They are 
pre-paid healthcare plans. They cover routine check-ups, less serious illnesses, and, depending on the 
benefit option, recurring expenses like prescription and chronic medications in addition to protecting 
you from a health disaster. 
 

The role of the MSA in driving up the price of premiums 
 
The fundamental problem yet to be openly identified, let alone resolved, is the principle of so-called 
“social solidarity” contained in the Medical Schemes Act of 1998 (MSA). The MSA ushered in four main 
amendments: open enrolment, community rating, statutory solvency requirements, and a 
comprehensive package of hospital and outpatient services that all schemes are compelled to provide 
regardless of the individual’s age, sex or health status. This minimum package of benefits is commonly 
referred to as prescribed minimum benefits (PMBs). Each of these amendments resulted in an 
increase in the cost of providing medical scheme coverage, which invariably needed to be borne by 
the consumer. The MSA made it compulsory for every scheme to charge the same premium to every 
member within an option, despite their age or state of health, a practice commonly referred to as 
community rating.  
 
The MSA also introduced statutory solvency requirements, which stipulate the minimum amount of 
accumulated funds that each scheme should hold as a reserve. Regulation 29 of the Act prescribes 
that the minimum accumulated funds of the medical schemes should be at least 25 per cent of gross 
annual contributions. This legislation was enacted to prevent a scheme from going insolvent should it 
experience an unusually high number of claims and record an operating loss in a particular period. But 
the formula for calculating the current solvency ratio was arbitrarily decided with no regard to the 
implications for the functioning of medical schemes. The solvency requirements were set at a level of 
10 per cent when they were introduced in 2000 and have since been increased by incremental 
amounts to the current level of 25 per cent, which has been effective since 2004. 
 
According to the Actuarial Society of South Africa, solvency is an asymptotic function of contribution 
increase. In other words, the higher the solvency requirement, the greater the increase required to 
improve solvency by 1 per cent. For example, increasing the solvency requirement from 10 per cent 
to 11 per cent requires a contribution increase of 1.39 per cent. However, increasing the solvency 
requirement from 24 per cent to 25 per cent requires an increase of 2.07 per cent in contributions. 
Increasing the solvency requirement drives up membership contributions disproportionately and this 
negatively affects the rate of increase in the number of members entering a scheme. 
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A scheme that has reserves below the legislated 25 per cent minimum requirement will have trouble 
‘catching up’ because new members will be in the invidious position of having to contribute not only 
towards their own portion of the required reserves, but also towards making up past shortfalls, a cost 
for which they will receive no benefit. Despite the intentions of the SA government to prevent 
schemes from failing, the solvency requirements increase contributions, which, in turn have adversely 
affected the number of individuals covered by schemes by artificially raising the costs of private 
medical scheme cover.  
 
Under the community rating system, schemes need to attract new young members constantly to 
cross-subsidise the older members in the scheme. If this is not done, the average age in the pool will 
increase and the average premium will have to rise commensurately. The solvency ratios of schemes 
that are growing are placed under pressure because if a scheme’s membership increases rapidly, its 
contribution income must rise steeply.  
 
As noted previously, a scheme’s solvency ratio is determined from the reserves as a percentage of the 
contributions. If the contributions increase without a similar increase in the reserves, the solvency 
ratio will decrease. Solvency requirements are a barrier to entry for new medical schemes trying to 
enter the private medical schemes market. It is unreasonable to expect potential entrants to raise 
enough capital, not only to fund their daily activities, but also to meet the statutory solvency 
requirements. Considering South Africa’s aging population and the barriers to entry in the market, the 
effect of introducing unrealistic statutory solvency requirements were entirely predictable – 
substantial consolidation of existing medical schemes. Since 2000, the number of schemes operating 
in the medical schemes market has dropped by over 40% from 144 in 2000, to 82 in 2016 – an average 
rate of decline of almost four medical schemes per year over the period. 
 
Statutory solvency requirements introduce a considerable regulatory bias in favour of some medical 
schemes and against others. A scheme that has accumulated reserves that exceed the required 
minimum is in a better position to attract new members than one that has a shortfall. It will be 
particularly difficult for new medical schemes to enter the market and rapidly growing schemes will 
be at a disadvantage relative to slowly growing ones. This is not a desirable situation given the 
substantial expected future demand for health care in the country. 
 
The MSA also introduced open enrolment which is the practice whereby medical schemes are 
compelled to accept all individuals, regardless of age, sex or health status (subject only to their income 
and number of dependents or both). To reduce the probability of selecting high-risk individuals, 
schemes were permitted to apply waiting periods and penalties to those members over a certain age 
joining a scheme for the first time. But this was a mere band-aid to the regulatory problem created by 
community rating. Finally, the MSA made it compulsory for every scheme to provide PMBs which at 
an average cost of R680 per beneficiary per month excludes a large proportion of the South African 
population.  
 
The so-called act of ‘social solidarity’ contained in the MSA has had the effect of driving lower-income 
and healthy people out of the market or preventing them from even entering the market. The 
consequence is that the risk pool of insured people has become progressively smaller and less healthy, 
driving up contribution levels and making medical scheme cover unaffordable.  
 
In contrast, when schemes are permitted to “risk rate” individual’s health coverage, providers typically 
vary premiums based on factors associated with differences in expected health care costs, such as 
age, gender, health status, occupation, and geographic location. In cases where the individual is paying 
the full premium for coverage, health coverage providers will charge a higher premium to people who 
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are older to recognise the higher expected costs. People seeking health insurance therefore pay 
premiums commensurate with their expected health risks.  
 
With risk rating, the responsibility for an individual’s health is placed directly in their own hands, 
whereas the theory of social solidarity, in practice, is neither efficient nor effective. If premiums are 
not varied to account for the differences in expected costs, the pool may attract a disproportionate 
share of older people with higher expected costs, raising the average cost and making coverage in the 
pool less attractive to younger and healthier people. This practise of selecting high-risk individuals is 
commonly referred to as adverse selection. 
 
For obvious reasons, people who know that they are in poor health are more likely to seek health 
insurance than people in good health. A pool subject to significant adverse selection will continue to 
lose its healthier risks, causing its average costs to rise continually until the scheme becomes unviable 
and everyone in the scheme loses out – a process commonly referred to as the ‘death spiral’. 
 
To the extent that medical schemes are compelled to move away from economic and actuarial 
realities, they will be creating a situation that will be unsustainable. People, to the greatest degree 
possible, should be allowed to make their own decisions about their own lives and not be required to 
bear the costs of errors made by others. Government should not lock people into a preconceived 
notion of what is currently regarded as ideal. Changes will occur over time and, as the population ages, 
premiums will be forced to rise. 
 
Regulatory add-ons have made healthcare much more expensive and complex than any other form of 
insurance. Social solidarity has caused the price of medical scheme cover and, more recently, gap 
cover to rise dramatically. Instead of heaping on more regulation, the obvious answer to increase the 
affordability and number of people covered by private medical financing arrangements would be to 
deregulate the market by making health “insurance” like other types of insurance.  
 

The HMI’s obligatory basic benefit package and RAM 
 
The HMI recommends introducing an obligatory basic benefit package. However, this 
recommendation should be seen in the context of the government’s endeavours to introduce a 
“comprehensive services benefit package” under the proposed National Health Insurance (NHI) 
scheme. More specifically, according to the NHI policy paper, medical schemes will only be permitted 
to provide complementary cover and will not be permitted to compete against government’s so-called 
“comprehensive service benefits package”, which is yet to be defined. Furthermore, medical schemes 
will only be permitted to provide one benefit option despite different people having very different 
healthcare needs and abilities to pay. Under these circumstances it would seem then, that the HMI’s 
proposed recommendations to revise the current PMBs and include some level of out-of-hospital and 
primary healthcare cover are a moot point 
 
Nevertheless, we do not support the HMI’s recommendation to introduce a basic obligatory package 
accompanied by a risk adjustment mechanism (RAM). The HMI recommends that the current PMBs 
“be revised to make provision for out-of-hospital and cost-effective care for PMBs” and that the “PMB 
package be expanded to include primary and preventative care”. The HMI further recommends that 
the basic obligatory package be “extended over time as cost savings allow for greater depth or breadth 
of care….[and] Because schemes would still be subject to the principles of open enrolment and 
community rating, the standard benefit option….would still be expensive in the absence of a legislated 
risk adjustment mechanism”. 
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The proposed RAM has been discussed for many years and ostensibly aims to transfer money from 
schemes that have more low-risk members towards schemes with higher risk members – where risk 
is measured along several key pre-specified dimensions. However, the RAM is simply a response to 
the problem created by community rating and will discourage schemes from competing in the market. 
Moreover, the HMI recommends that the basic obligatory package be extended over time. However, 
when benefits are determined politically, rather than by what individuals want, the benefit package 
and the costs required to cover them will expand over time and the consequence is that low cost 
benefit options that cover the specific basic needs for low-income people cannot be designed 
accordingly. This is the same problem that has been created by compelling schemes to provide PMBs.  
 
To increase the number of beneficiaries covered and to reduce the cost of medical scheme options, 
government needs to remove the principle of social solidarity from the private medical scheme market 
and allow actuaries to design policies that cater for individual’s needs.  
 

The HMI’s under 35 incentive scheme 
 
The HMI recommends “[An] incentive be put in place to encourage younger members to join schemes. 
This could take the form of a regulated discount on the medical scheme premium for new joiners 
younger than 35 to nudge younger members to join”. We support the idea of expanding medical 
scheme membership to younger individuals and have already suggested that this ought to be achieved 
by deregulating the entire market by removing the principle of social solidarity from private medical 
scheme arrangements. Moreover, the state might also consider sponsoring healthcare vouchers for 
all qualifying low-income individuals to spend wherever they choose. These taxpayer-funded 
healthcare vouchers for low-income individuals should be financed through the existing healthcare 
budget and should not be financed through an increase in taxes. 
 

- For Suppliers of Healthcare Services 
 

Certificates of Need are a CON 
 
The FMF vehemently opposes the HMI’s recommendation to implement Certificates of Need (CON). 
The FMF considers government planning and prioritisation extremely problematic. These issues are 
captured well in the following quote by Johan Biermann, a healthcare consultant: “Proponents of 
government health systems argue that such systems ensure the optimal and productive utilisation of 
the country’s health-care resources. Their arguments are based on the fallacy that there is someone 
who actually knows how to allocate health-care resources in an equitable manner and what optimal 
health resources would comprise. However, as explained by Nobel laureate Friedrich Hayek, such a 
person or organisation cannot exist. Hayek’s writings teach us that government planning cannot 
achieve the efficiency in the use of resources which market processes make possible because the 
knowledge required to do so is dispersed among thousands and millions of individuals. All government 
enterprises and state-controlled companies fall prey to what has become known as “the knowledge 
problem” and South Africa is no exception”.  
 
Biermann gives an example: “When an application for a certificate of need is received the health 
planners in the offices of the Director-General of Health are faced with an impossible task. To properly 
process an application the health planners have to be all but omniscient, an impossible expectation. 
They need to know the health needs of everybody in a given geographical area: the number likely to 
fall ill, the type of illnesses likely to befall them, the existing number of facilities, beds, and equipment, 
the rates of utilisation of services and facilities, how effective the doctors are, the effectiveness of 
treatments and medicines, and so on. The equation becomes even more complicated when one 



 

13 
Website: www.freemarketfoundation.com 

NPO No 020-056-NPO | PBO & Section 18A(1)(a) No 930-017-343 

considers that people do not necessarily use the health services located closest to them. How does 
the health planner then determine the trading area for a particular facility?” 
 
Because of the time and expense involved in obtaining a CON for medical personnel and facilities, and 
other long, complicated bureaucratic procedures that delay the introduction of new medical 
technologies, this legislation stifles competition and increases the cost of healthcare. The only way 
these costs can be recovered is from patients. A fully competitive market does not have such barriers 
to entry, especially barriers that are dependent on the discretionary decisions of officials. Concerns 
about safety can be dealt with by establishing objective and clear requirements that, if met, allow 
participants to proceed with investments without prior approval. If investors commit errors of 
judgement, they do so at their own cost. A CON is a Soviet-style form of social engineering that has no 
place in a democratic state. Dictating to people where they may or may not work harks back to 
apartheid-style social planning and is not welcome after so many South Africans had to fight so hard 
for their freedoms from an overbearing state. 
 

Reverse the Competitions Commission’s decision to prohibit collective bargaining 
 
Contrary to the HMI’s position, which does not support a review of the decision reached in 2004 by 
the Competition Commission that prevents medical schemes from negotiating prices with service 
providers, we believe that the decision must be reversed as a matter of urgency. This is essential to 
restore balance by increasing the bargaining power of medical schemes so that they can offer reduced 
prices to consumers. If medical schemes, as a group, are permitted to negotiate prices, they will have 
greater bargaining power to secure more favourable prices with healthcare providers and then pass 
these savings on to consumers through reduced premiums. This is a normal commercial arrangement 
where medical schemes, acting on behalf of their members, try to secure the lowest possible prices.  
 

Remove the barriers prohibiting hospitals from employing doctors 
 
Moreover, we suggest that the ethical rules of the Health Professions Council of South Africa (HPCSA) 
that prevent private hospitals from appointing doctors and other healthcare specialists should be 
abolished. Since private hospitals cannot appoint doctors directly, they offer incentives to attract 
healthcare professionals to establish various practices within hospital premises. These incentives may 
cause the price of services to rise.  
 
Since government holds a monopoly on the training of doctors in this country, the available supply is 
severely and artificially restricted, which raises the price that doctors and specialists can charge. 
Doctors and specialists should be allowed to work wherever they choose without restriction or being 
tied to the public sector, and the private sector should be allowed to train doctors, which would not 
only increase the available supply to the private sector but also the public sector. 
 

Conclusion 
 
The HMI repeatedly refers to market failure with little or no recognition that much of the source of 
the problems it seeks to address are due to ill-conceived government regulations. The response by the 
HMI to correct the problems of bad policies is to recommend more bad polices, rather than addressing 
the root cause of the problems and deregulating the entire healthcare market to allow for increased 
competition thereby avoiding any further public policy disasters. As the late Nobel Laurette Gary 
Becker noted, “Overall, government failure is far more pervasive, damaging, and less self-correcting”. 
To improve competition in private health care, the HMI should be persuading government to remove 
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all the restrictions, barriers to entry, and government-created delays that hamper the providers of 
private health care and reduce competition. This would allow South Africans to enjoy the best medical 
care that a freely competing private health care industry is capable of producing. 
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