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Who pays for health care
in South Africa?

Key Points ———

» Everyone in South Africa pays tax.
» Taxrevenue in South Africa is relatively progressive.

» Tax revenue is the only funding in South Africa that is used for
health services that benefit all.

» Out-of-pocket payments or direct payments to health care
providers are regressive.

» Medical scheme contributions are the biggest single share of
health care financing in South Africa.

» Lower income medical scheme members contribute a higher
percentage of their income than higher income medical
scheme members.

P The greatest burden of funding health services rests on
medical scheme members, particularly the lowest income
scheme members, and the largest part of this burden takes the
form of medical scheme contributions.

Introduction

This information sheet provides an overview of where the money comes
from that is spent on health care in South Africa. It also shows who (or which
socio-economic group) bears what burden of health care funding.

Health services in South Africa are funded from three main sources:

® General tax funds — money collected by government such as through
income tax, value-added tax (VAT), and other taxes.

e Contributions to medical schemes — monthly payments by individuals
and their employers who belong to a medical scheme.

® Out-of-pocket payments — payments made by a patient directly to a
health care provider (e.g. paying fees to a public hospital; payments by
medical scheme members when the medical scheme does not pay the
full bill; payments by someone who is not covered by a medical scheme
when using a private provider such as a GP or a pharmacy).

In 2005/061, general tax accounted for about 40%, medical scheme
contributions for 45% and out-of-pocket payments for over 14% of total
health care funds in South Africa.

Al information presented in this information sheet refers to the year 2005/06. The reason for this is that the key
information on ‘who pays what’ for health care is drawn from the Statistics South Africa 2005/06 Income and Expenditure
survey, and we aim to have consistency throughout this document.
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Determining the burden of health care funding

International best practice in evaluating who bears
what burden of funding health care is to assess health
care financing contributions relative to a person’s
ability to pay or income (i.e. to calculate these
contributions as a percentage of income).

It is generally accepted that higher income groups
should pay more of their income than lower income
groups. However, exactly how much more is an area
of debate; this is an issue that South African society
should decide on, e.g. whether contributions should
be proportional or progressive and if the latter, how
progressive (see box 1).

In this debate on the relative progressivity of health
care funding, we should bear in mind that income in
South Africa is very unequally distributed (see Figure
1).
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Key terms:

Progressive: Higher-income groups contribute a
larger percentage of their income to funding health
care than lower-income groups (very much like the
personal income tax system where the lowest
income earners currently have to pay at a rate of
about 18% of their income in tax and the highest
income earners have to pay a rate of about 40% of
their income).

Proportional: Everyone contributes the same
percentage of their income to funding health care
(the absolute amount paid by the rich will be larger).

Regressive: Higher-income groups contribute a
smaller percentage of their income to funding
health care than lower-income groups.

Who pays how much tax?

All South Africans pay tax, for example, everyone
purchases some goods which include VAT and just
about everyone contributes to the fuel levy (which is
even built into the cost of mini-bus taxi fares).

Often, we focus just on personal income tax — the tax
that those of us who work in formal’ jobs pay. But,
this form of tax accounts for less than a third of total
tax revenue in South Africa (see Figure 2). VAT
accounts for almost as much tax revenue, with
company taxes being the next biggest component.
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Figure 1: The distribution of income in South Africa
(2005/06)

Source Statistics South Africa (2008). Income and expenditure of households
2005/06. Analysis of results. Pretoria: StatsSA
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Figure 2: Sources of general tax revenue (2005/06)

Source National Treasury (2008). Budget Review 2008. Pretoria: National Treasury
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What is the burden of these different
taxes on different groups?

Figure 3 shows that personal income tax is very
progressive, but the other taxes are regressive (see
box 1).

Overall, higher income South Africans pay a higher
percentage of their income towards tax than lower
income groups.

Nevertheless, lower income households contribute a
substantial share of their relatively low incomes (see
Figure 1) towards tax.
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Figure 3: Different tax payments as a percentage of household

income (2005/06)
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Note: The incidence of corporate tax is the subject of considerable debate. For this

reason, it has not been included in the above analysis of tax incidence.

Who pays how much towards health care?

In 2005/06, 11.6% of government funds (tax revenue)
were allocated to the health sector. Figure 4 shows
how much each income group contributes to health
care funding overall (whether through the 11.6% of
general tax revenue allocated to the health sector,
direct out-of-pocket payments to health care
providers or contributions to medical schemes).

South Africa has what can be described as a very
progressive health care financing system — higher
income groups contribute about three times more of
their income to funding health care than lower income
groups (most of this in the form of medical scheme
contributions). Tax funding, and particularly medical
scheme contributions, follow this pattern.

On the other hand, out-of-pocket payments are
regressive (the poor contribute a higher percentage of
their income in this form of funding than the rich).

Out-of-pocket
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Figure 4: Different health care funding as a percentage of

household income (2005/06)

Source:Analysis of 2005/06 IES undertaken by John Ataguba
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However, it is important to recognise a few issues. The lowest income medical scheme members devote
Firstly, only tax revenue is used for funding health more than twice the share of their income in scheme
services that benefit all South Africans. Most of the contributions than the highest income medical
funds for health care are used for health services that scheme members.

benefit only a small group of South Africans.

Out-of-pocket payments (OOPPs) are paid by the
person using a particular health service. So it only
those who pay OOPPs that benefit from the services
funded through such payments.
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Health services funded by medical schemes only
benefit the 15% of the population who were members
of these schemes in 2005/06.

of income

As contributions to medical schemes account for the
single largest share of health care funding (accounting
for 45% of health service financing in 2005/06), it is
important to consider these payments more closely.

Medical scheme contributions as %
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As medical scheme membership is concentrated in the
members

higher income groups, medical scheme contributions
appear to be progressive when we consider their

distribution across the whole population (Figure 4). Figure 5: Contributions to medical schemes as a percentage of
household income ( Medical scheme members only) (2005/06)

However, when we look at the distribution of these Source: Analysis of 2005/06 IES undertaken by John Ataguba
contributions across medical scheme members only

(Figure 5), medical scheme contributions are

regressive.
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