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Abstract/Résumé

Building an inclusive social protection system in South Africa

South Africa has an incomplete social protection system without a mandatory pension savings scheme.
Designing a universal insurance pension system would allow to reduce the important government funded
pension grant system and ensure that the old-age population has decent income. Only 40% of employees
are contributing to a form of saving-retirement scheme, with often a low pension. Moreover, South Africa
has a dual, public and private, health care system. Half of the country’s health-care spending goes to the
private sector, which covers only 16% of the population. Moreover, the health care system fails to deliver
affordable quality services. The COVID-19 pandemic has highlighted the unequal distribution of health
care services between public and private health providers. Around 70% of critical care beds available
were in the private health care sector. Finally, the sizeable unconditional cash transfer system though
reaching a large share of the population fail to lift many children in the poorest families above the poverty
line.

This Working Paper relates to the 2020 OECD Economic Survey of South Africa
(http://www.oecd.org/economy/south-africa-economic-snapshot/)

JEL classification: H51, H55, 113, 118, 138, J32, J65

Keywords: Social Protection, Health, Pension, Unemployment Insurance
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Mettre en place un systéme de protection sociale
qui ne laisse personne de c6té en Afrique du Sud

Le systéme de protection sociale de I'Afrique du Sud ne comprend pas de régime d’épargne-retraite
obligatoire. La mise en place d'un régime d’assurance retraite universel permettrait de diminuer
limportance du régime de pension financé par I'Etat et d’assurer un revenu décent a la population agée.
40 % seulement des salariés cotisent & un plan quelconque d’épargne-retraite, et les pensions servies
sont souvent modestes. Par ailleurs, le systtme de santé de I'Afrique du Sud se décompose en deux
volets, I'un public et I'autre privé. La moitié des dépenses de santé du pays bénéficient au secteur privé,
qui ne couvre que 16 % de la population. Qui plus est, le systéeme de santé ne parvient pas a proposer
des services de qualité a un co(t abordable. La pandémie de COVID-19 a mis en lumiére la répartition
inégale des services de santé entre les prestataires publics et les prestataires privés. 70 % environ des
lits disponibles en soins intensifs relevaient du secteur privé. Enfin, le systéme de transferts en espéces
sans conditions de ressources, bien que largement développé et bénéficiant a une forte proportion de la
population, ne parvient pas a hisser de nombreux enfants issus des familles les plus pauvres au-dessus
du seuil de pauvreté.

Ce document de travail se rapporte & I'Etude économique de I'OCDE sur I'Afrique du Sud 2020
(http://www.oecd.org/economy/south-africa-economic-snapshot/)

Classification JEL : H51, H55, 113, 118, 138, J32, J65

Mots clés : Protection sociale, Santé, Pensions, Assurance chédmage
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BUILDING AN INCLUSIVE SOCIAL
PROTECTION SYSTEM IN SOUTH
AFRICA

By Falilou Fall and Andre Steenkamp'

The social protection system is incomplete

South Africa has made important progress in broadening social assistance since 1994. The social grants
programmes are reaching over 17 million beneficiaries and around half of all South African households.
Social grants are the main government instrument to reduce poverty, and inequality and remedy the long-
lasting effects of the apartheid era. However, South Africa still lacks a comprehensive social protection
system. There are various inadequacies between the provisions of the current system and the situation
and risks faced by different population groups. Social assistance targets a mix of age-related needs (child
and old age grants) and disease-related needs (disability and care dependency). However, there are
important gaps in the coverage and provision of social protection (Box 1).

Firstly, there is no mandatory pension coverage (Table 1). The absence of mandatory pension coverage
has led to the development of many private and occupational pension schemes that are only partially
fulfilling the need for longevity risk coverage. Secondly, unemployed adults aged 18-59 are not covered
by the social assistance or insurance schemes. Moreover, the duration of the unemployment benefits is
short and unemployed individuals financial position deteriorates quickly thereafter, when they are not
covered anymore. Thirdly, health care access is almost universal and provided by the government but
due to poor delivery, many people revert to private health insurance and facilities leading to significant
inequalities in health care access and outcomes.

Table 1. The current structure of social protection

Social assistance Social insurance Occupational and voluntary schemes
(Non-contributory) (Contributory) (Contributory)

Old age grants Unemployment insurance Pension and Provident Funds

Child care grants Compensation Funds for occupational injuries and diseases = Retirement annuities

Disability Road accident fund Medical schemes

Foster care

Care dependency
Social relief of distress

War veterans

Source: OECD, 2019.

1. Falilou Fall (falilou.fall@oecd.org) is member of the OECD Economics Department. Andre Steenkamp is from the
National Treasury of South Africa and was seconded to the OECD. They would like to thank Peter Hoeller and Mauro
Pisu from the OECD Economics Department and Valérie Paris, Luca Lorenzoni and Chris James from ELS and
Alexander Pick from the Development Centre for their comments on earlier drafts. The authors would also like to thank
to Corinne Chanteloup for statistical contribution, along with Sylvie Ricordeau for technical assistance.
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Box 1. Government discussion paper on social security reform

Comprehensive social security in South Africa (released in November 2016)

Background
e There is no mandatory pension. About 2.7 million formal sector workers — primarily low-income
earners — are excluded from occupational pension schemes.

e Members of private retirement funds rarely receive a sufficient income in retirement, in part
because they do not preserve their savings throughout their career and in part, because their
savings are eroded by high administrative costs.

e Social assistance does not reach all target groups and its cash payment system is expensive.

e There is insufficient policy coordination between social insurance funds such as the
Unemployment Insurance Fund, workers’ Compensation Fund and the Road Accident Fund.
The funds also have separate systems and administration, resulting in high costs and increasing
the scope for fraudulent claims.

Main proposals
e Establishment of a social security fund: introduce a public fund to provide pensions, death and
disability benefits and unemployment benefits.

o Extending social assistance: a universal child, disabled and old age grant is proposed, replacing
tax rebates for high-income families.

e Enhancing social insurance funds: institutional consolidation is proposed by merging the
departments or entities managing social assistance and social security programmes in the
different ministries.

¢ Regulatory reforms of the pensions and life insurance industry are also proposed (prudential,
governance, fiduciary responsibility, transparency and control of costs).

e Better policy co-ordination between the proposed department of social security and the
department of labour including sharing facilities at the territorial level.

o Alignment of social security with National Health Insurance (NHI) issues include:
o The role of earnings-related contributions as a financing mechanism;
o The tax treatment of medical expenses and associated risk-pooling arrangements;

o The alignment of medical benefits provided by compensation funds and the RAF with the
NHI system.

Source: Comprehensive social security in South Africa, released in November 2016, South Africa Government.
https://fwww.gov.za/sites/default/files/qcis_document/201611/comprehensivesocialsecurityinsouthafricaa.pdf

Fragmentation of the management of the social protection system between different government
departments and of the delivery between different agencies and bodies is undermining efficient delivery.
At least seven government departments are involved in the policy development of social protection and
different agencies are responsible for the delivery of the different grants and funds.
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The main challenge of the social protection system has been the growing number of beneficiaries and
the incapacity of the system to lift them all above the poverty line. Priority has been given to raise the
number of beneficiaries of the different grants, in particular of the old age grant.

The current financing of the overall social protection systems also presents some gaps and may pose
sustainability risks in the future. The government funds social grants and public health care entirely
through tax revenue. Combined, they represent around 24% of government spending. The prospects of
further expansion of social assistance coverage and spending are limited though in the current fiscal
juncture and any improvement in life expectancy will push up social assistance spending.

According to official projections, future social and health spending does not threaten the sustainability of
public finances (Department of Social Development, 2016b). However, in a tight fiscal situation due to
low growth, it crowds out other spending, such as on education and infrastructure, which would undermine
growth prospects further. It is thus necessary to rethink the financing of social protection, in particular,
with respect to the agenda of introducing mandatory pension schemes and national health insurance.

In the following sections, the four main components of social protection are reviewed: social assistance,
pension insurance, health care and unemployment benefits. Health care, longevity and unemployment
are the main financial risks workers and individuals face. However, these risks are not well covered in the
South African social protection system. Moreover, low coverage pushes up spending on social assistance
(old age grant) and on private insurance (private health schemes and private provident pension funds).
Against this background, the government has published a discussion paper to reform social protection
(Box 1).

Assessing social transfers and the unemployment insurance

Develop active labour market policies to complete the unemployment insurance scheme

The public Unemployment Insurance Fund (UIF) is the largest of the three social insurance programmes
(Compensation Fund and Road Accident Fund). It provides short-term benefits to workers when they
become unemployed or are unable to work due to illness, maternity leave or adoption leave. It also
provides a death benefit to the dependents of a deceased contributor. The UIF is funded entirely through
contributions from employers and employees and the returns generated on investments. The contribution
rate is 2% of wages equally paid by the employee and the employer. Contributions to the UIF are subject
to a maximum earnings ceiling (SARS, 2017). The UIF has accumulated a substantial surplus, which is
managed by the Public Investment Corporation (National Treasury, 2019a).

The total number of claims has been increasing since 2015/16, driven by rising unemployment (Figure 1).
In 2018/19, around 770 000 claims were received (Department of Labour and UIF, 2019). The UIF is
effective in terms of service delivery and has improved the processing times for claims (Department of
Labour and UIF, 2018), but many of the unemployed do not receive unemployment benefits.

The Unemployment Insurance Amendment Act of 2016, which came into effect in 2019, expanded the
level and reach of benefits. In particular, after becoming unemployed, workers have one year instead of
currently 6 months to claim their benefits. The benefit duration is increased from eight months to a year.
Civil servants and students completing apprenticeships or vocational education and training programmes
are covered. Finally a better coverage of maternity leave is provided (66% replacement rate up to a
maximum benefit of ZAR 17 712 per month). Income from contributions and investments should be
sufficient to cover the expanded benefit pay-outs.

BUILDING AN INCLUSIVE SOCIAL PROTECTION SYSTEM IN SOUTH AFRICA
Unclassified



ECO/WKP(2020)28 | 9

Figure 1. Unemployment insurance claims by type of benefit

Unemployment insurance claims by type of benefit
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Note: Claims data taken from the Unemployment Insurance Fund Annual Report 2018. Official unemployment rate is an average
over four quarters corresponding to the reporting periods of the UIF.
Source: (Department of Labour and UIF, 2018; Statistics South Africa, 2018c).

In response to the global financial crisis, the Labour Activation Programmes (LAP) Unit was established
within the UIF. This unit provides training and reskilling opportunities for unemployed UIF beneficiaries to
enable them to either start their own business or re-enter the labour market. In 2017, 11 744 unemployed
UIF beneficiaries participated in various skill training programmes conducted in partnership with TVET
colleges and Sector Education and Training Authorities (SETAs) (Department of Labour and UIF, 2018).
The Labour Activation Programmes should be scaled up by considerably increasing the number of
individuals participating in skills development and training programmes. There is a need to develop
specific training and employment programmes such as the public employment programme for long-term
unemployed.

To respond to the impacts of the COVID-19 pandemics and the ensuing lockdown, the government
established a Temporary Employee/Employer Relief Scheme (TEERS) within the UIF. It covers people
who test positive for COVID-19 or need to be quarantined as a result of exposure, reduced work time and
unemployment benefits. This benefit is applicable to contributing employers to the UIF. The minimum
benefit payable is equal to the national minimum wage of ZAR 3 500 per employee, or the sectoral
minimum wage and a maximum benefit of ZAR 6 370. It was payable for the duration of the national
lockdown or up to three months, whichever period is the shortest. As of end June 2020, the UIF had paid
a total of ZAR 28 billion to over 4 million employees under this benefit.

Overview of cash transfers

South Africa has an extensive and well-functioning means-tested cash-transfer system, which the
government has progressively scaled up since the end of Apartheid. Cash transfers form the backbone
of South Africa’s overall social protection system. The social assistance programme (i.e. social grants)
provides income support for the elderly, children, people with disabilities and social relief for individuals
and households that experience sudden income distress (Table 2). Around 17.5 million out of 57 million
South Africans now receive social grants —the majority of which are children and the elderly, with little
support for the unemployed. Social assistance plays a critical role in reducing poverty, inequality and
protecting vulnerable households from economic shocks. Social grants are funded from tax revenues,
are non-contributory and unconditional. They comprise the largest segment of social protection
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expenditure at around 84%. However, poverty incidence remains relatively high at 26% for the entire
population (measured as revenue below 50% of the median income).

The South African Social Security Agency (SASSA) was established in 2006 to administer and pay social
grants on behalf of the Department of Social Development, which is responsible for policy and legislation.
There have been significant improvements in SASSA’s administration of grants, which now works with
the South African Post Office (SAPO) and commercial banks to provide social grant payments using
biometric data. However, many remote areas lack adequate infrastructure so that cash payments lead to
higher operating costs (Department of Social Development, 2016c). Leveraging the extensive
infrastructure coverage of the postal service can improve the reach of the rural poor, who are often
excluded from grants because of geographical barriers.

The economic restrictions due to the COVID-19 pandemic have led to severe distress for households that
lack income and savings. Between three and five million informal-sector workers and their families are
particularly vulnerable. As many of these workers live with grant recipients, government has used the
existing grant system to support those most vulnerable. The government has augmented the social grants
budgets by ZAR 25 billion to assist vulnerable groups (National treasury, 2020). Existing social grants
are temporarily increased and a new social relief of distress grant for unemployed adults is being
introduced (Table 2). Lengthy administrative procedures, such as registering new beneficiaries and
checking their incomes, are required before the new grant can be paid.

Table 2. COVID-19 measures to increase social grant spending

In Rand
Baseline per month b::gi’:?;r‘i’:s Top-up Top-up %
Child support (1) 445 12811 209 300 67.4%
Old-age 1860 3672552 250 13.4%
Disability 1860 1045 388 250 13.4%
Foster care 1040 339 959 250 24.0%
Care dependency 1860 155 094 250 13.4%
New social assistance grants Amount per month Number of beneficiaries

Social relief of distress 350 700 000 — 8 MILLION
Caregiver 500 7167 022

Note: After month on changed to caregiver grant.
Source: National Treasury, Supplementary Budget, June.

Steady increase in the number of grant beneficiaries

The number of beneficiaries has steadily increased from around 2.5 million people in 1998 to
approximately 11 million in 2006 and reached 17.5 million in 2017/18 (SASSA, 2018). The increase in
beneficiaries has mainly been driven by the expansion of the child support grant, reaching almost
12.3 million children in 2017/18 (Figure 2). The number of children receiving the child grant increased
rapidly during the 2000s due to increased take- up and an increase in the upper age limit from 7 to
14 years (Samson et al., 2008). The age limit was further raised to include all children under 18 years in
later years.
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Table 3. Type of cash transfers

Name

Administration requirements

Old age grant

War veterans grant

Disability grant

Foster care grant

Care dependency grant

Child support grant

Grant-in-Aid

Social Relief of Distress

Provides income support to people aged 60 and older who earn an annual income of less than ZAR 82 440 (single)
| ZAR 164 880 (married), and whose assets do not exceed ZAR 1 174 800 (single) / ZAR 2 349 600 (married)

Provides income support to those who fought in World War Il or the Korean War, and who earn an annual income
of less than ZAR 82 440 (single) / ZAR164 880 (married), and whose assets do not exceed ZAR1 174 800 (single)
| ZAR2 349 600 (married)

Provides income support to people with permanent or temporary disabilities who earn an annual income of less than
ZAR 82440 (single) / ZAR164 880 (married), and whose assets do not exceed ZAR1 174 800 (single) /
ZAR2 349 600 (married)

Provides grants for children in foster care

Provides income support to parents and caregivers of children who have physical or mental disabilities, and require
regular care and support. Parents or caregivers must earn an annual income of less than ZAR 213 600 (single) /
ZAR 427 200 (married)

Provides income support to parents and caregivers of children younger than 18 who earn an annual income of less
than ZAR 50 400 (single) / ZAR 100 800 (married)

Is an additional grant to recipients of the old age, disability or war veterans grants who require regular care from
another person because of their physical or mental condition.

Provides temporary income support, food parcels and other forms of relief to people experiencing undue hardship.

Source: National Treasury, 2019.

Figure 2. Distribution of social grants has been increasing

Social grants, number of recipients
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Note: Recipients are only able to claim for one grant at any given time.
Source: South African Social Security Agency: Annual Report 2008/09; South African Social Security Agency: Annual Report

2018/19.

Coverage rates have improved

The coverage of social grants has improved thanks to a combination of policy changes, outreach
campaigns to raise awareness and service delivery improvements. Coverage rates across the poorest
60% of the population is far above average coverage rates of other upper-middle income countries (World
Bank, 2018a). According to the General Household Survey 2017, the percentage of individuals in the
population that benefited from social grants increased from 12.8% in 2003 to 30.8% in 2017 (Statistics
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South Africa, 2018a). At the same time, the percentage of households that received at least one social
grant increased from 30.8% in 2003 to 43.8% in 2017.

The composition of social assistance has shifted

Public expenditure on social assistance programmes is relatively high in South Africa compared with
other low to upper-middle-income countries (Figure 3). In 2015, government expenditure on social
assistance programmes amounted to 3.3% of GDP. This compares with 1.4% in Brazil, 1.5% in India,
1.9% in Russia and 2.7% in the OECD (World Bank, 2018b). The composition of social assistance
spending has shifted towards old age and child support grants (Figure 4). In 2019/20, the value of the
child support grant will increase by 4.9% to ZAR 425 per month, from ZAR405 per month in 2018/19. The
old age grant will increase by 5% from ZAR 1 695 per month to ZAR 1 780 per month for beneficiaries
up to 75 years. Annual adjustments to the value of social grants are made to compensate for projected
inflation.

Figure 3. Spending on social transfers is high

Spending on social assistance programmes in 2015 (% of GDP)

4.0 4.0
35

3.0

25
2.0
1.5
1.0
05

Kenya Malaysia Costa China IndonesiaVietnam Turkey Brazil India Mexico Russia Argentina OECD Namibia South Mauritius Chile
Rica Africa

Note: Malaysia, Costa Rica, Turkey refer to 2013; China and Namibia refer to 2014; Kenya and India refer to 2016. Social
assistance programmes are defined as non-contributory interventions designed to help individuals and households cope with
chronic poverty, destitution, and vulnerability. Examples include unconditional and conditional cash transfers, non-contributory
social pensions, food and in-kind transfers, school feeding programmes and public works (World Bank, 2018b).

Source: World Bank ASPIRE database, 2018.
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Figure 4. Social grants spending has been increasing steadily in the last decade

Real expenditure on social grants
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Note: Figures are expressed in 2016 prices (CPI December 2016=100).
Source: Author’s calculations, South African Social Security Agency: Annual Report 2018/19, Statistics South Africa.

The impact of social grants on the poor
Effective at reducing poverty and inequality

There is extensive evidence showing that social grants have been successful in reducing extreme poverty
and improving health and education outcomes (Figure 5). Social grants dominate the income profile of
many poor households, accounting for as much as 71% of total household income for the poorest 20%
of the population and is particularly successful in reaching the poorest households (World Bank, 2018a;
Woolard and Leibbrandt, 2010). The World Bank estimates that grants and old-age pensions contributed
24% to poverty reduction and 44% to narrowing the poverty gap (distance to poverty line) between 2006
and 2015 (World Bank, 2018a). Social grants are therefore a crucial source of income for poor families
and provide a financial lifeline amid high levels of unemployment. However, 21% of people aged 60 and
above remain poor.

Cash transfers, particularly the child support grant, are the most progressive of all spending programmes
as the poorest 40% of individuals receive 69% of all transfers (Woolard et al., 2015; Inchauste et al.,
2014). Furthermore, they augment the incomes of the poorest decile by more than tenfold, far larger than
in other middle-income countries such as Argentina, Brazil and Mexico. The Gini coefficient, a measure
of income inequality, is reduced from 0.715 for household market income to 0.623 after taxes and
transfers (OECD Income Distribution and Poverty Dataset).
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Figure 5. Poverty rate after taxes and transfers
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Note: Data for South Africa are for 2015 and provisional, Costa Rica for 2018, Brazil for 2013 and China and India are for 2011.
Source: OECD Income Distribution Database.

Child support grants improve child well-being and support human capital development

South Africa’s child support grant is one of the largest unconditional cash transfer programmes for
children in the world. It is widely regarded as one of the government’s most successful interventions,
particularly due to its high take-up and extensive coverage (Samson et al., 2008). Between 70 and 80%
of children in the bottom six income deciles benefit from the grant (Grinspun, 2016). For poor families,
the child grant is an important source of financial support, providing basic needs such as food, schooling
and health care (Zembe-Mkabile et al., 2015).

The grant increases the nutritional well-being of recipient children as indicated by improved height-for-
age scores (Coetzee, 2013). It reduces child hunger and the likelihood of illness and improves school
attendance for pre-school, early grades and adolescents (Samson et al., 2008; DSD, SASSA and
UNICEF, 2012). Children that receive the grant are also found to progress through the schooling system
faster, with studies showing a lower likelihood of repetition and improved maths and reading scores
(Coetzee, 2013; DSD, SASSA and UNICEF, 2012). Receipt of the grant has been shown to increase
labour-seeking behaviour in recipient households, and generate a range of positive impacts for
adolescents. Eyal and Woolard (2011) find that mothers who receive the child support grant in their 20s
have significantly higher labour force participation and employment probabilities.

The old age pension grant affects labour force participation among adults and child outcomes
positively

For nearly 75% of South Africans over the age of 60, the old age grant is the main source of income.
While technically a cash transfer for older persons, extensive evidence points to the majority of recipients,
especially women, sharing the pension within households (Ralston et al., 2015; Strijdom, Diop and
Westphal, 2016). This is because household structures are often multigenerational, largely due to
segregation policies of the apartheid era (lack of enough housing) and the high HIV/AIDS prevalence.
Estimates indicate that one grant reaches up to six persons in a recipient’'s household (Strijdom, Diop
and Westphal, 2016). The grant can have a positive impact on the well-being of children through higher
school attainment and primary school completion rates, decline in hours worked by children and improved
health indicators (Budlender and Woolard, 2006; Van Biljon, 2017). Research has also shown that there
is a positive correlation between households with an old age grant recipient and women living in that
household participating in the labour force.
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Issues of concern and proposals for broadening the social protection
Universalising the child support and old age grants

Many eligible children are excluded from receiving the child support grant. The two most common reasons
given by caregivers for not applying for the grant were that they believed their income was too high and
that they did not have the correct documentation. Problems around infrastructure, understaffed offices,
complicated and lengthy application processes and a lack of awareness about eligibility impeded the
rollout of the grant during the initial years (Eyal and Woolard, 2011). A recent study estimates that almost
18% of eligible children are not receiving the child grant (DSD, SASSA and UNICEF, 2016).

Universal or near-universal provision of child and family benefits is a reality in many high-income OECD
countries, while in other parts of the world coverage tends to be targeted, usually towards poor families
(International Labour Office: Social Protection Department, 2015). Some middle-income countries have
made great progress towards achieving universal coverage, for instance Argentina in 2009 with
Asignacién universal por hijo. In South Africa, an upward adjustment in the means-test threshold at
regular intervals since 2008 has opened up access to more poor households (Grinspun, 2016).

Universalising the child support grant would reduce the administrative burden and cost of means testing
for both the state and caregivers and enable all children to access the benefit regardless of the caregivers’
income (Delany, Proudlock and Lake, 2016). The Inter-department Task Team on Social Security and
Retirement Reform (IDTT) proposed that social grants be aligned with the personal income tax rebate
structure to allow the means tests to be phased out and reach universal coverage (Department of Social
Development, 2016c¢).

In general, universal pensions provide flat-rate benefits for all elderly people, while means-tested pension
systems provide benefits to the poor who are usually not covered by other contributory elements of the
pension system (World Bank, 2018b). Means-tested pensions are the most common in most regions
(Pension Watch, 2019).

Universal and means tested old age pensions have clear trade-offs in terms of efficiency, cost, and
effectiveness of implementation (World Bank, 2018b). Fiscal costs, sustainability and duplication of
benefits present major challenges to the roll-out of a universal social pension (Guven and Leite, 2016).
Universal social pensions are also argued to be less cost-effective at fighting poverty compared to
poverty-targeted cash transfer programmes. Dorfman (2015) shows that social pension systems targeted
at the elderly poor have been found to reduce national poverty at almost twice the rate of a universal
approach.

Social pensions certainly have a role to play in closing the old-age security gap for those not covered by
contributory schemes. Changes in the old-age grant should be linked to the planned introduction of a
mandatory contributory pension scheme, depending on the complementary role it may play for individuals
to reach the targeted income replacement rate (see Section 3).

The value of the child support grant is argued to be too low

There are concerns that the child support grant is too low. Evidence shows that the grant is not adequate
on its own to meet even the most basic needs of its beneficiaries (i.e. food costs) and is insufficient for
providing greater dietary diversity (Zembe-Mkabile et al., 2015). Food insecurity, stunting and child
malnutrition remain significant challenges, and have deteriorated since 2012 despite more than 12 million
children receiving the grant (World Bank, 2018a).

In 2018, the national food poverty line was ZAR 547 per person per month. People living below this line
are considered to live in extreme poverty. The child grant (ZAR 445 per month in 2020/21) lies well below
the food poverty line (for adults).
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Proponents for increasing the child grant argue that a larger impact can be realised if the amount is
increased. Budlender (2016) proposes that the grant should as a first step be set at the official food
poverty line, which would not require any changes to the current administration of the grant. The
government allocated ZAR 65 billion for the child support grant in 2019/20. If the grant were increased
from ZAR 425 to ZAR 547, it would require an additional allocation of approximately ZAR 20 billion per
year, which is hardly possible in the current budgetary situation.

However, instead of increasing the child support grant to the food poverty line, particularly in the case
that it is universalised, the government could consider an additional means test for extremely poor
households. For example, only households with a revenue such that the whole family lies below the food
poverty line would receive extra-support. The value of such an extra-amount should be decided taking
into account budget constraints.

Extending the cut-off age for the child support grant to 21 years

A criticism of South Africa’s social assistance programme is that it does not address poverty and
unemployment among adults, particularly the vulnerable youth. Unemployment amongst the youth (15—
24 years) was at 52.8% in 2018, compared to 27.5% for the full working age population (15-64 years)
(Statistics South Africa, 2018c). Arguments to increase the cut-off age of the child grant are based on the
lack of adequate social security coverage for young people who are either still completing secondary
education, or are unable to find work or do not have the financial means to study further.

The child support grant terminates in the month that the child turns 18, with no consideration of the child’s
education status. This often disrupts the financial stability of households, particularly where there are
children who do not pass secondary education by the time they turn 18. In 2018, only 48.1% of students
that were enrolled for Grade 10 in 2016 wrote the final secondary examination in 2018 (i.e. 512 735 of
1 067 075 students). Of this group, 78.2% passed. This means that from the Grade 10 class of 2016,
around 660 000 children either dropped out of the system without finishing secondary education or are
repeating certain years after they have turned 18, when they are no longer eligible to receive the child
grant. Raising the age of the child grant does not address the underlying structural failures in the
secondary education system. It may also create perverse incentives for beneficiaries to not complete
secondary education by the age of 18 in order to continue receiving the grant up to the higher cut off age
limit.

The government is gradually rolling out a fully subsidised fee-free higher education and training to all
current and future undergraduate university and Technical and Vocational Education and Training (TVET)
college students from poor and working-class families (National Treasury, 2018). The employment tax
incentive aimed at addressing unemployment and the lack of skills amongst the youth, has been
extended. Raising the age of the child grant may render these measures redundant, and limit the ability
to serve other priorities.

Broadening coverage of informal workers

At 32%, the informality rate in South Africa is considerably lower than the Latin American and Caribbean
average (51%). Registration of firms is high in South Africa, almost 91% according to the World Bank.
Employment status is less compliant, leaving space for informal employment. Informal employment
represents a third of employment in South Africa (Figure 6). Informal employment recovers different types
of situation including subsistence informality, voluntary informality and informality induced by regulations.
The most prevalent type of informality in South Africa is subsistence informality mainly amongst those
with low levels of education and those living in non-urban areas (Fernandez et al. 2017).

According to the National Statistics’ classification, about 74% of workers were working in the formal
sector. Almost one million South African working in registered firms are informally employed, representing
one fifth of the total informal workers. As a consequence, these workers are mostly not covered by
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pension provisions and unemployment benefits. As shown in Figure 6, medical coverage and pension
coverage provided through employment packages are very low for informal workers. This is the case
partly because pension insurance is not mandatory and provision of private health insurance by
employers is not available in all firms, in particular in small size enterprises.

Therefore, working age informal workers do not directly benefit from social transfers (old-age and child
grants, with exception of the disability grant) and are poorly covered for retirement income. However, they
have access to health care provided by public health care service. In fact, as social protection benefits
(health and pensions) are not systematically linked to employment it limits the incentives for the informally
employed in registered firms to stand for their formalisation as they benefit from escaping income tax.
The proposed reforms of introducing mandatory pension schemes and new health care system provides
an opportunity to reduce informal employment. The financing and the conditions to be enrolled in these
new schemes should include incentive mechanisms as subsidies and linking benefits to registration that
reduce informal employment.

Figure 6. Coverage of informal workers is low

A. Share of informal employment
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Source: ILO (2018), Women and men in the informal economy: a statistical picture (third edition); Statistics South Africa, Quarterly
Labour Force Survey, Quarter 1: 2019.

Building a comprehensive pension system

South Africa is lacking a mandatory pension insurance. Rather than benefitting from potential savings
during working life, retirees often fall back into the old-age grant system. Therefore, the social protection
system, based only on old-age grant, does not protect financial risk associated with longevity and old-
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age revenue losses. This has led to an extensive old-age grant system and disincentives for long run
savings, in particular for lower to middle-income people. Indeed, in many segments of the population,
individuals are under-saving or dis-saving before retirement or using their savings in a sub-optimal way
to access the old-age grant. South Africa is with New Zealand and Ireland among the few countries that
do not have a mandatory pension insurance neither public nor private.

The current pension system is not adequate in reducing the risk of old-age poverty
Coverage is modest

Pension coverage is not satisfactory. It is difficult to gauge exactly the number of formal workers covered
by any form of retirement saving provisions. Indeed, in the absence of mandatory pension insurance,
businesses and trade unions have established retirement savings and insurance arrangements for their
employees and members. According to the Quarterly Labour Force Survey (QLFS) about 6.5 million
workers representing 40% of employees were contributing to a pension scheme in December 2018
(Statistics South Africa, 2018d).

The Government Employees Pension Fund (GEPF) is the largest occupational pension fund. It covers
retirement, death and disability benefits of government employees. In 2018, the GEPF received
contributions from 1.2 million active members and provided benefits to 450 322 pensioners or
beneficiaries. Members with less than 10 years of contributions receive a lump sum at retirement while
those with more than 10 years of contributions and above retirement age receive a lump sum and a
monthly pension (annuity) (GEPF, 2018). In addition, workers resigning or leaving the public service can
withdraw their accumulated contributions without any obligation to transfer it to another pension fund.

Private sector workers are covered by occupational pension plans. Coverage varies according to a
worker’s income, the sector of employment and the degree of unionisation in that sector. Low-income
workers are mostly not covered (Department of Social Development, 2016a). Self-employed and informal
workers can contribute to private pension funds but coverage is low. Among the 40 private sector
bargaining councils, 29 offer a savings and insurance arrangement covering around 2.5 million workers.
Unions govern many savings-retirement funds, often called provident funds.

In 2018, there were 5 118 registered retirement funds of which 1 647 funds are active (a fund with
members for whom it receives contributions and/or pays benefits). They cover around 11 million active
contributors and 5.5 million pensioners, dependants and unclaimed benefit members. However, there is
some double counting, as some individuals are members of more than one fund (FSCA, 2018).

Pension revenues are low, increasing the risk of old age poverty

Pension revenues are not adequate, contributing to old-age poverty. South Africa’s poverty rate is
relatively high when compared with OECD and emerging countries (Balestra et al., 2018). The old-age
poverty rate is 21% compared with 26% for the entire population (measured as revenue below 50% of
the median income) (OECD, Income distribution database, 2018). South Africa has the lowest gross
replacement rate across OECD and partner countries based on mandatory schemes (Figure 7). The
gross replacement rate is defined as future gross pension entitlement divided by gross pre-retirement
earnings for someone currently entering the labour market at age 20. The gross replacement rate appears
low because in the GEPF, as well as in most of the occupational and savings-retirement funds, workers
can partially withdraw their funds at retirement in a one-off payment. The absence of medium-term saving
vehicle explains partly these withdrawals on retirement funds. For example, civil servants affiliated with
the GEPF have a theoretical 50% replacement rate, but due to the option of opting out and receiving a
lump-sum payment, the effective replacement rate can differ substantially.
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Figure 7. Pension levels are low

Gross pension replacement rate upon retirement
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Source: OECD (2017), OECD Pensions at a Glance 2017.

Issues with the current retirement fund industry

There are some issues with the current retirement fund industry, which contribute to the low adequacy of
the pension system. The large number of pensions and savings-retirement funds, more than 5 000, is not
efficient. Around a third of the funds are dormant and not receiving pension contributions anymore (FSCA,
2018). The Financial Sector Conduct Authority (FSCA) is in charge of licencing, supervising and verifying
that retirement funds fulfil their promises and preserve individual financial interests.

The government has already introduced measures to reform South Africa’s retirement industry and
improve coverage. Substantial changes to the regulation of the financial sector were introduced recently
to address some of the shortcomings of the retirement industry (see Box 2). However, there is room to
improve the effectiveness of the pension industry further. For instance, retirement funds not receiving a
contribution for three years in a row should see their portfolio transferred to another retirement fund. In
addition, retirement funds not reaching a minimum size should be closed or required to merge with other
existing funds.

Many savings-retirement beneficiaries do not claim their benefits partly due to financial illiteracy and lack
of knowledge of their rights. In 2018, 3.6 million pension accounts were not claimed, representing around
ZAR 34 billion. An individual may have many pension accounts, for instance, in the case they often
switched their employer. The FSCA has initiated a campaign to inform people and has put in place a
register where people can verify whether they have a pension account. Retirement funds should be
required to do more to track their beneficiaries and to inform them about their entitlements when they are
close to retirement age.

Many retirement funds charge high administration and asset management costs that erode the value of
workers’ accumulations. Some also deliver a poor investment return. The FSCA has identified numerous
supervisory issues related to boards’ roles and costs, high remuneration, failure to submit annual financial
statements and valuation reports in some retirement funds. These observations call for giving more power
to the FSCA to sanction or impose measures to address these issues.
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Box 2. Recent pension reforms

In 2013 and 2015, the government introduced several reforms to the retirement fund industry to
strengthen its governance, to harmonise tax deductions across retirement schemes, guarantee the
preservation of retirement benefits and incentivise the annuitisation of pensions.

2013: Governance of retirement funds and taxation of pension contributions

e The FSCA is given responsibility to monitor trustees’ appointments and ensure that boards
and trustees meet and fit proper requirements; and to supervise that they are independent and
free of conflicts of interest.

e  Whistle-blowing protection for Board members, valuators, principal/deputy officers, and
employees who disclose material information to the Registrar (FSCA).

e Fund board members/trustees to attain skills and training as prescribed by the Registrar, within
6 months.

e Criminalisation and extending personal liability to employers in respect of non-payment of
pension contributions to a pension fund.

e  Protection for board members/trustees from joint and several liability, if they act independently,
honestly and exercise their fiduciary obligations.

e Require pension funds to notify the Registrar of their intention to submit an application to
register prior to commencing the business of a pension fund.

e Same tax deductions for all contributions into retirement funds (retirement annuities, pension
funds and provident funds).

e Introduced partial annuitisation of benefits from provident funds, finally delayed to 2021.
e Threshold to purchase an annuity increased from ZAR 75 000 to ZAR 150 000.
e Tax-free lump sum at retirement increased from ZAR 315 000 to ZAR 500 000 in 2014.

e Taking effect from March 2016, tax deduction on employer and employee contributions to a
pension fund, provident fund or retirement annuity fund up to 27.5% of the higher between
remuneration and taxable income. A ceiling of ZAR 350 000 per annum applies.

2015 Taxation laws amendment
e A higher threshold to purchase an annuity of ZAR 247 500.

2017 Regulation of pension funds
e A default in-fund preservation arrangement (conservation of savings until retirement) to
members who leave the services of the participating employer before retirement.

e A default investment portfolio to contributing members who do not exercise any choice
regarding how their savings should be invested.

e Incentivising for annuity payment within retirement funds.

However, the most important issue with private retirement funds is the early withdrawals from retirement
funds during a worker’s career, which is the primary cause for low replacement rates. Many workers
liquidate their funds each time they change their job. The government has already introduced different
provisions to limit withdrawals of workers’ accumulated contributions and to incentivise workers to receive
their pension in an annuity instead of a lump sum (see National Treasury 2017 and 2018b). For instance,
if more than one third of the accumulated fund is withdrawn, tax applies, incentivising to transfer
retirement savings to another retirement fund. Indeed, when workers transition to a new employer with a
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different retirement fund, contributions are often withdrawn. This is particularly true for provident funds.
To transform these savings-retirement funds into a real retirement income, preservation of funds until
retirement age and at least partial annuitisation should be mandatory as a counterpart to the tax deduction
on contributions.

Reforming the pension system
Rationales for setting up a mandatory pension insurance scheme

The low level of retirement income and coverage call for reforming the pension system. The fragmentation
of the pension system with important variations in pension coverage provisions across sectors argue for
a consolidation of pension provision rules. The arguments for a mandatory pension scheme include
protection against old age income poverty risk, better risk pooling and higher economic efficiency (Barr,
2012). The Taylor committee report has already recommended the establishment of a comprehensive
pension system (Taylor Vivienne, 2002). Based on the interdepartmental task team report on social
security, the government published in November 2016 a discussion paper recommending the
establishment of a mandatory pension scheme. The aim is to establish a comprehensive social security
system which comprises a three-tier system: universal old age grant, a mandatory pension scheme and
voluntary pension funds.

Moreover, the timing for introducing a mandatory pension scheme is favourable given the current
demography. The current retirement age at 60 years in many pension schemes and 65 years for civil
servants is adequate when compared to emerging and OECD countries (Figure 8). The current retirement
age may seem high because of the low survival probability during old age (Figure 9) (Balestra et al.,
2018). However, the survival rate will pick up progressively as cohorts highly affected by the HIV/AIDS
disease fade out. Moreover, the average survival rate masks important dispersion in life expectancy
linked to race, education and employment status. Therefore, in designing the mandatory pension scheme,
the needs of low-income workers who tend to have a lower life expectancy should be taken into account
through death/survivor benefit provisions.

Figure 8. The retirement age is adequate
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Note: The current retirement age is calculated assuming labour market entry at age 20.
Source: OECD (2017), OECD Pensions at a Glance 2017.
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Figure 9. Mortality is still high
Survival probability by age, 2010-14
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The evolution of the dependency ratio is favourable for setting up a mandatory pension scheme now as
it will mature before the arrival of large cohorts in retirement age. As seen in Figure 10, South Africa has
the lowest dependency ratio (percentage of individuals above retirement age per working age population)
among OECD and emerging economies. In 2050, the dependency ratio will remain favourable while by
2075, the dependency ratio will have caught up with the 2015 OECD average. It takes 35—40 years for a
pension scheme to mature as the first cohort of workers with full contribution duration reaches retirement

age.

Figure 10. The evolution of the dependency ratio remains favourable
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Note: The demographic old-age dependency ratio is defined as the number of individuals aged 65 and over per 100 people of
working age defined as those aged between 20 and 64.
Source: OECD (2017), Pensions at a Glance 2017.
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Policies to safeguard and build robust pension schemes
Automatic adjustment mechanisms

Automatic adjustment of pension system parameters allows pension financing to be closely aligned with
demographic and economic trends. Like other pre-commitment mechanisms in economic
policymaking — in monetary and fiscal policy, for example —it is designed to enhance credibility and
provide assurance that public pension schemes will not place an unexpected burden on public finances
in the future. Given the difficult process of pension reform, many countries have introduced automatic
adjustment mechanisms to cope with trend changes or shocks that threaten the actuarial equilibrium (Fall
and Bloch, 2014). For instance, pension benefits can be reduced through automatic sustainability factor,
which take into account financial imbalances (Canada, Germany, Japan, and Sweden). Many countries
have introduced adjustment mechanisms to take into account changes in life expectancy. The adjustment
can link the pension level, the retirement age or the contribution period to life expectancy. In South Africa,
introducing a regular analysis of the evolution of life expectancy (every five years for instance) to decide
whether the parameters of the mandatory pension schemes need to be adjusted would reinforce the
sustainability of the scheme.

Automatic enrolment in occupational pension plans

Occupational pensions will play an important role for middle and high-income earners to reach a decent
replacement rate. In most of the existing occupational plans, enrolment is automatic and comes with the
labour contract. However, as a mandatory pension scheme is introduced, enrolment in occupational plans
may not be automatic any more.

Introducing automatic enrolment has increased coverage of private pension in many countries
(Figure 12). The default rate at which contributions should be set in an automatic enrolment scheme
depends on how the private pension system interacts with the public PAYG pension system. In the case
of South Africa, in addition to the basic contribution rate, higher contribution rates could be considered
for high income earners to ensure that the targeted replacement rate is met for different income levels.

Financial and non-financial incentives can be used to encourage automatically enrolled workers to stay
enrolled and to not opt out. Historically, tax deductions and tax relief have been the main type of financial
incentives provided by governments to promote private pensions (OECD, 2014a). However, the largest
coverage gaps are concentrated among lower and middle-income households who may draw little benefit
from these tax incentives. In order to encourage people in such households to stay enrolled, countries
often provide other kinds of financial incentives: matching contributions (from the employer and/or the
state), government flat subsidies and guarantees.
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Figure 11. Pension coverage increases after introduction of automatic enrolment

Coverage of private pension plans before and after the introduction of automatic enrolment
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Source: OECD (2019), Inclusiveness and Finance, www.oecd.org/daf/fin/financial-markets.

Building on the proposals of the government discussion paper
A three level pension system

The South African government proposes a three-level pension system in its discussion paper on social
security. The old-age grant would be generalised to all individuals aged 60 years and above or 65 years
and above (also envisaged as retirement age). The second pillar would be the new mandatory pension
scheme managed through the National Social Security Fund (NSSF). Finally, occupational and voluntary
retirement funds will serve as complementary retirement insurance (Box 3).

The objective of the new pension system is to target a minimum replacement rate of 40% through the
combination of the old-age grant and the mandatory pension scheme for revenues up to an income ceiling
(ZAR 178 464 applied in the unemployment insurance fund). For individuals earning more than the
income ceiling (around 20—25% of workers), it is necessary to complement mandatory savings with an
occupational pension plan and/or a private pension plan.

The government’s targeted replacement rate is based on simulation made in 2012 before the introduction
of a minimum wage in January 2019 amounting to around ZAR 42 000 annually, which will be
progressively expanded to all sectors. Therefore, all workers in the formal sector should qualify for the
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mandatory pension schemes, which will reinforce the coverage of the pension system. However, a
specific enrolment system should be designed for self-employed and informal workers, in particular for
their participation in the second tier of the mandatory system. In particular, the contribution subsidy
considered in the proposal should specifically target informal workers and low earning self-employed but
will need strong enrolment efforts.

The Government Employee Pension Fund (GEPF) covers civil servants. The contribution rate is 20.5%
for employees and employers combined and 23.5% for members of the army and intelligence service
while for the NSSF the proposed contribution rate is 10% plus 2% for the unemployment insurance fund
(as now). The targeted replacement rate of the GEPF is 50%. For instance, for the inclusion of civil
servants in the NSSF, their current contributions could be separated in two parts: 12% going to the NSSF
with mandatory enrolment and the rest going to an occupational account managed by the GEPF. A
transition period should be put in place. For example, only workers with less than 20 years of contribution
would be enrolled in the NSSF and new civil servants, which leaves enough time to accumulate pension
rights in the new system. Such a mechanism would preserve retirement plans of workers leaving the
public service soon and ease the transition between private and public service.

A related issue is the management of the mandatory pension scheme. As the proposed mandatory
pension scheme is a pay-as-you-go (PAYG) system and will need adjustments of the parameters
because of the ageing of the population, a public entity with clear a governance structure is better suited
to manage the system. A public entity or agency should manage the mandatory pension scheme.
However, the governance of the public entity should be transparent and its management duly selected.
First, the board composition should be broadened to include representatives of private sector employees
and employers. Second, a specific body should be established and tasked to review the parameters of
the system with regard to life expectancy evolution, labour market dynamics, etc. That body would make
recommendations to the government for the evolution of the parameters of the scheme to guarantee its
adequacy, funding and sustainability.

Introducing a mandatory pension scheme with a 10% contribution rate will affect the structure of the
retirement fund industry. Indeed, a 10% contribution rate will crowd out part of actual contributions to
occupational pension and provident plans. Provisions should be adopted guaranteeing that existing plans
will not be dismantled for workers above 50 years (less than ten years to retirement age) that would not
be covered by the new mandatory scheme. Moreover, there should be mandatory negotiations between
workers’ representatives and employers in firms or sectors providing occupational plans to set up
continuation conditions of occupational plans so that workers can complement the mandatory retirement
benefit. Finally, as already mentioned, incentives to consolidate the retirement industry should be
provided to raise efficiency.

The NSSF will also provide disability and survivor benefits. Part of the contributions to the NSSF will cover
risk benefits. A clear distinction between disability and survivor benefits should be made and between
events happening during working age and retirement. During the working-age period, disability provisions
should be further consolidated with existing risk funds (the Compensation fund). Whereas the disability
and survivor benefit provisions seem reasonable, their funding scheme with regard to pension financing
is not clear. As pension liabilities will grow overtime, a clear separation of pension provisions including
pension survivor benefits from disability benefits is important for monitoring pension liabilities and
financing needs.

Choosing the main parameters of the mandatory pension scheme

The government proposal has opted for a defined benefit pay-as-you go scheme (PAYG). Some
parameters are key for the financial sustainability and adequacy of defined benefit schemes (Fall and
Bloch, 2014). In particular, the robustness of PAYG defined benefit schemes to macroeconomic trend
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changes (productivity, ageing or migration) will depend on the capacity to adjust key parameters such as
contribution rates, retirement age or the accrual rate (Fall, 2014).

The contribution rate to the NSSF is proposed to be 12% decomposed as 2% for the unemployment
insurance and 10% for the retirement and risk benefits (disability and survivor benefits). The 10%
contribution rate is not particularly high when compared to the OECD average (Figure 11). Canada and
Australia have a pension scheme that is close to that proposed in South Africa. The public pension in
Canada targets a 25% replacement rate for a 9.9% contribution rate. However, in Canada and Australia,
occupational pensions and capital income constitute an important share of old-age income. Moreover,
many old-aged people have to rely on work income in these countries. Work income represents 26% and
24% of the income of old people in Australia and Canada respectively (OECD, 2017b).

Figure 12. The proposed contribution rate is not high
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Note: In some cases, pension contribution revenues have been calculated assuming that the revenues are split between different
social security programmes in the same proportion as the contribution rates. The total contribution includes payments from people
who are not employed (principally the self-employed). In Denmark the ATP contribution is expressed as percentages of AW
earnings of DNK 412 555.

Source: OECD (2017), OECD Pensions at a glance 2017 and OECD calculation.

The adequacy of the proposed pension scheme relies heavily on the old-age grant and the length of the
contribution period. OECD simulations show that for a 0.6% accrual rate per year of contribution, a 24%
replacement rate (out of average career wage) is reached only after 40 years of contributions (see Annex,
Table A.1).

If the accrual rate is 1% per year then the replacement rate reaches 20% for 20 years of contributions
and 40% for 40 years of contributions (see Annex Table A.1, Scenario B and C). The overall replacement
rate depends on the old age grant, which all workers will receive if universalised. Therefore, to reach the
targeted average 40% replacement rate, there is a trade-off between 0.6% accrual rate plus a universal
old-age grant and a 1% accrual rate without an old-age grant.

An important dimension to take into account when setting the parameters of the scheme is the evolution
of life expectancy. South Africa’s demography is favourable for setting up a PAYG pension scheme, as
overall life expectancy is low. However, life expectancy of participants in the pension scheme (workers
and high-income earners) is higher than the average (Balestra et al., 2018). Old age longevity is expected
to improve over time and could accelerate as well as survival probabilities at all age, as health delivery
and living conditions improve.

Simulation of an ageing scenario where South Africa reaches the old age survival probabilities of Brazil
shows that the individual actuarial balance of the scheme becomes highly favourable to individuals and
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may threaten its sustainability (see Annex, Ageing scenario, Table A.2 vs scenario D, Table A.1). It means
that a mechanism to adjust regularly the parameters of the scheme should be established from the
beginning to guarantee the sustainability and adequacy of the pension scheme with regard to
demographic evolutions.

Reforming the health care system for better quality, access and efficiency

Overview of health outcomes, healthy life styles and preventive policies

Although many health outcomes have improved significantly over the last decade, there is ample room
for improvement. Life expectancy has increased in the last ten years from 54 to 63 years (Figure 13). The
infant mortality rate has decreased from 39 to 23 infant deaths per 1 000 live births between 2009 and
2017; it is, however, still high by OECD standards. Prevention and treatment of tuberculosis and diseases
of the respiratory system also show noticeable progress. However, tuberculosis remains a challenge, with
a high number of new cases and multi-drug-resistant cases.

Figure 13. Life expectancy is improving
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Source: OECD Health Statistics; Statistics South Africa.

The improvement in life expectancy is also a result of important government investment in the ARV
programme that is now funding treatment for 4.6 million people. While deaths related to HIV/AIDS have
more than halved since 2006, it is expected to contribute to further improvements of life expectancy
(Figure 14). However, several diseases still cause high death rates, which are above OECD standards.
In particular, diseases of the respiratory system, cancer and cerebrovascular disease's display high death
rates (Figure 14). Diabetes treatment has seen no progress in the last ten years.
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Figure 14. Despite progress, the main causes of death are still high
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Box 3. Health Policy response to COVID-19

A strict national March 26 at the strictest level (5). The lockdown was alleviated on the June 1 and
put in level 3, giving more freedom of movement. The Level 3 allows persons to leave their place
of residence to travel to work, buy goods and services, to move children or attend a school or
learning institutions for instance. The nationwide lockdown was accompanied by a public health
management programme. The initial strategy has focused mainly on behaviour change (for
example, social distancing, wearing masks and not going to work when sick), early detection of
cases through community screening and testing, contact tracing, disease surveillance and public
health campaigns to reduce transmission of the virus in communities. By end of June, 1.630 million
tests were conducted, 151 thousands positive cases identified and 2 657 deaths.

The national institute for communicable diseases (NICD) reported 10 700 COVID-19 admissions
from 269 facilities (71 public sector and 198 private sector) between March 5 and June 21, 2020.
These were the key findings:

e Among 8 245 (77%) patients with data on co-morbid conditions, 2 810 (34%) had one co-
morbid condition and 3126 (37%) had two or more co-morbid conditions.

e Of the 5 836 patients who had a co-morbid condition, the most commonly reported were
hypertension 3419 (59%) and diabetes 2813 (48%); and there were 1 116 (19%) patients
admitted with HIV, 240 (4%) with active tuberculosis (TB) and 579 (10%) patients with previous
history of tuberculosis.

e  Obesity, while not consistently recorded for all reported COVID-19 admissions, was noted by
clinicians as a risk factor in 297 (3%) patients.

e Some of the factors associated with in-hospital mortality were older age groups; male sex; and
having co-morbid hypertension, diabetes, chronic cardiac disease, chronic renal disease,
malignancy, HIV and obesity.

As the pandemic evolves, the strategy has shifted towards managing the increased volumes of
patients that require hospital care. The objective is to rapidly scale up the capacity of hospitals to
treat COVID-19 patients, including within intensive-care units. It is planned to set up field hospitals
and other temporary facilities, procure equipment, recruit staff and buy medicines.
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In response to the COVID-19 crisis, closer co-operation and pooling of available resources between
the public and private sectors has been initiated. Most of the intensive/critical care beds are in the
health private sector. Estimates vary widely. In April, the ministry of health estimated the total number
of critical beds at around 3 300, with two-thirds of those in the private sector. However, healthcare
provider Netcare estimates there are some 6 000 beds, with around 3 800 in private hospitals. Early
June, the government and the health private sector representatives agreed on a daily fee of up to
16,000 rand ($950) for COVID-19 patients that get treated in critical care beds in private hospitals.

The government has increased financial support to the health sector to cope with the pandemic. In the
June Supplementary Budget, ZAR 25 billion has been allocated to the health sector to cope with
expenses related to the pandemic. In addition, ZAR 445 million has been allocated through the disaster
funds mainly for personal protective equipment for health workers.

Source: National Treasury, Supplementary Budget, June 2020 and Ministry of Health, press release.

Despite formal equal access, health outcomes vary significantly by socio-economic status. There are still
substantial differences in life expectancy and health status according to race, education and income
(Statistics South Africa, 2018b). High-income individuals report having a better health status than low-
income individuals, as in all countries. However, the difference between the two groups in South Africa is
not as large as in many OECD countries (Figure 15, Panel A). The gap between the share of individuals
reporting a disability amongst tertiary educated people and those with primary education is the highest
among OECD and emerging countries (Figure 15, Panel B). These disparities may be explained by
differences in the quality of health care accessed, financial access barriers, in living and working
conditions, and in smoking and other risk factors.

Figure 15. Health inequalities are high
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Source: OECD (2017), OECD Better Life Index; Balestra, C., et al. (2018), "Inequalities in emerging economies: Informing the policy
dialogue on inclusive growth", OECD Statistics Working Papers, No. 2018/13, OECD Publishing, Paris,
https://doi.org/10.1787/6c0db7fb-en.

The government has devoted important efforts to stop the HIV/AIDS pandemics, treat millions of
individuals, prevent the mother-to-child transmission of the disease and develop preventive policies.
Efforts preventing non-communicable diseases and strengthening the promotion of a healthier lifestyle
have to be strengthened.
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Obesity rates have reached alarming levels in South Africa. 37.3% of adult women are obese; this is the
third highest rate among OECD and partner countries, just below Mexico and the United States
(Figure 16, Panel C). As obesity is linked to the prevalence of diabetes and chronic diseases, it drives
negative health outcomes and also increases in related health costs. Obesity is linked to co-morbid
diseases like diabetes, hypertension, diseases of the respiratory system and cerebrovascular diseases
that have a high mortality incidence in South Africa (Figure 14). In particular, type 2 diabetes is highly
prevalent among obese black women in South Africa (Kruger et al., 2005).

The government has developed a national health promotion policy and a strategy for the prevention and
control of obesity in South Africa (2015-2020). These programmes include actions targeting weight goals,
healthy eating, physical activity and behavioural change (Department of Health, 2015a). The strategy
identifies community services and primary health care services as the key actors for prevention and early
detection. The implementation of these actions should be scaled up. South Africa has introduced a tax
on sweetened beverages. The sale of sweetened beverages in school should be banned and preventive
health messages linked to their advertisement.

Early school-based prevention programmes to promote a healthy lifestyle can reduce the prevalence of
diabetes, whereas early control, counselling and quality management in the primary care sector can avoid
high costs due to chronic complications that are common for diabetes when left untreated or poorly
controlled (OECD, 2014b). South Africa has already a health programme targeting schools. It should be
generalised to all schools and used to interact with parents to raise awareness of the risks linked to
obesity, provide advice on diet and sports activity.

General practitioners and medical schemes should be incentivised to take on a greater role in prevention
and chronic disease management as a fundamental part of their role as primary care provider. For
example, they could act as main co-ordinator between primary and specialist care, while also supporting
the patient through patient education and strengthening self-management practices (OECD, 2014b).

Tobacco consumption remains high, as 19% of the adult population are daily smokers. The rate of
smokers is particularly high among men at 31% (Figure 16). Deaths related to tobacco consumption are
high (Fuchs et al., 2018). Since 1994, the government has raised the tax on tobacco significantly. The
combined excise tax and the value added tax was increased from 32% of the retail price to reach 50%
by 1997. In 2006, the total tax target was increased to 52%. However, the tax burden of 52% (i.e. excise
tax plus VAT) of the retail selling price of the most popular brand in each tobacco product category was
changed in Budget 2015 to focus on excise tax component alone (i.e. removed the VAT component) to
equate to 40%. Since 2017, tax on tobacco has further increased every year.

The authorities’ efforts to reduce tobacco consumption have shown effects as the proportion of regular
smokers among adults in South Africa has declined markedly over the past two decades (31.0% in 1994
and 19% in 2016). The tobacco tax policy is credited for the decrease in tobacco consumption (Van
Walbeek, 2002). (Stacey et al., 2018) argue that a more aggressive excise tax policy could lead to
improvements in health and raise revenue. They estimate that an excise rate of 60% on tobacco would
result in a gain of 858 923 life years (Stacey et al., 2018). Efforts to reduce tobacco consumption should
be pursued both by further increasing taxes and specific information and education campaigns. The draft
tobacco bill presented by the government in May 2018 to further regulate sale and advertising of tobacco
products and packaging is a move in the right direction.
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Figure 16. Health risk factors are high
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Source: OECD Health Statistics Database.

Alcohol consumption is high. 33.1% of above 15 years olds reported drinking alcohol and 15.9% and
2.7% of men and women respectively are alcohol dependent (Health System Trust, 2018). Moreover, of
all drinkers, 43% reported binge drinking representing 14.1% of the total population. The average quantity
of alcohol drunk per adult, at 7.5 litres, is below the OECD average, but still high (Figure 16).

Since 2002, South Africa has been increasing the tax on alcoholic beverages. In 2012, the alcohol tax
burden as a percentage of the weighted average retail selling prices for wine, beer and spirits were 23,

BUILDING AN INCLUSIVE SOCIAL PROTECTION SYSTEM IN SOUTH AFRICA
Unclassified



32 | ECO/WKP(2020)28

35 and 48% respectively (National Treasury of South Africa, 2014). However, the tax burden (i.e. excise
tax plus VAT) was changed in Budget 2015 to focus on excise tax component alone (i.e. removed the
VAT component) to equate to 11%, 23% and 36% for wine, beer and spirits respectively. In almost all the
following years, the tax on alcoholic beverages was raised with a different treatment for local beer with
low alcohol content and wine, to limit the impacts on low-income individuals and on wine producers.

Policy measures targeted to reduce alcohol consumption should follow an integrated approach that
extends beyond price incentives, including educational and preventive programmes. These include
measures targeting underage drinking, drinking during pregnancy, drunken driving, and alcohol abuse
behaviour such as binge drinking. Additional measures to reduce alcohol consumption could therefore
include the banning of advertisement, restricting places of sale as well as strengthening preventive
programmes targeted at vulnerable population groups, which tend to consume more alcohol (National
Treasury of South Africa, 2014).

Improving the coherence and organisation of the health care system
Inefficient health spending structure

At 8.1 % of GDP in 2016, health spending seems high for an emerging economy and is comparable to
the OECD average (Figure 17, Panel A). However, the total spending masks an unbalanced structure
and important inefficiencies. In particular, government spending is low while private spending is the
highest amongst OECD and emerging countries (Figure.17, Panel B and C). Government health spending
has been increasing only slowly since 2010 by 0.1% of GDP per year and most of the increase has been
due to wages and HIV/AIDS treatment.

The unbalanced private and public structure of spending accentuates inequalities. Public health services
cover all citizens but some people above a means-tested income threshold are subject to co-payments.
However, private voluntary health insurance covers 16.9% of individuals, but amounts to half of the
country’s health spending (Statistics South Africa, 2018b).

Many households not holding a private insurance use private facilities instead of free access to public
facilities, because of perceptions of poor quality of health services and difficult access (waiting time and
unsatisfactory conditions) of public health-care facilities. 27.4% of households indicated that they would
go to private doctors, clinics or hospitals, even though they do not have a private insurance (Statistics
South Africa, 2018b). This indicates that there is room to improve health spending. Inefficiencies are also
high in the private health sector where unregulated price increases are not related to the quality of
services (Competition Commission, 2018) (see section 2.4.3 below).
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Figure 17. Health spending is mostly private
Spending as % of GDP, 2017
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Source: WHO Global health expenditure Database.

Within the public sector, there is room to improve the allocation and execution of health spending (James
etal.,, 2018). South Africa has a three-level government structure (National, 9 provinces and
278 municipalities). Public providers owned by provinces and municipalities deliver most government
health services. Provincial health budgets are transferred from national government, on average 80%
from the allocation formula and the other 20% are conditional grants based on priority areas as HIV/AIDS
interventions, infrastructure projects and are needs based (James etal., 2018). The allocation of
conditional grants is the responsibility of the Department of Health and reflects differences in provincial
needs.
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Most of the inefficiencies in public health spending lie at the provincial level. The use of the budget
allocated to the health sector at the provincial level is entirely a province-level decision. There are
important disparities in the amount spent on health across provinces not necessarily related to health
needs. More transparency is needed at the provincial level on the budget allocation to the different health
care sectors to guarantee that the health sector is appropriately financed. Health facility budgets are not
standardised across provinces (James et al., 2018). Regularly updating the budget allocation process at
the provincial level will help to better match the needs of the different sectors. Developing diagnosis-
related groups will help in assessing the needs of health care providers and give incentives to managers
for better performance. Moreover, improving the capacity of district hospitals and managers of district
health offices in budgeting would be an important first step to ensure their needs are better reflected in
the budgets.

Finally, the wage bill and its strong increases are a binding constraint on public health providers’ activities.
The growing number of personnel and substantial wage increases drive the rise in the wage bill, while
the budget allocation by central and local government has not matched these increases in the recent
years, crowding out maintenance of facilities and now freezing employment.

Challenges related to introducing a National Health Insurance scheme

The dual health system is not optimal in terms of funding arrangements and use of health facilities. While
public health providers are for the benefit of all citizens, they receive those that are most exposed to
diseases and the most fragile segments of the population. The lack of coordination between public and
private health care facilities creates an overuse of public facilities while the prices of private facilities are
high, due in part to lower volume.

To address the failure of the current health system, the Department of Health has initiated an overhaul of
the health system through the introduction of a National Health Insurance (NHI) fund. A white paper on
the introduction of the health insurance fund was published for comments in 2015 and 2017 and a draft
bill in July 2018. The NHI fund aims to provide universal health coverage. Tax revenues and mandatory
contributions would finance the NHI. In the white paper, different financing scenarios have been
considered, including a payroll tax, VAT and a supplementary income tax earmarked for health spending
(Department of Health, 2015b). Further analyses of the financing of the NHI initiatives with the introduction
of a mandatory pension schemes are provided in section 5 below.

The NHI fund would contract with public and private health care providers based on a large basic basket
of health benefits including primary care, emergency and hospital-based services. It would act as a single
buyer and provider of health care, excluding the existing 80 private insurance schemes (medical
schemes). Such a player should have the capacity to better negotiate prices —provided public tenders are
fair and competitive-, ensure risk pooling and generate efficiency gains.

There are many controversies and concerns around the introduction of the national health insurance
initiative. One of the major issue is the co-existence of private health insurers with the NHI. Indeed, the
introduction of the health insurance fund has strong implications for the private insurance industry. There
are three options:

o First, the NHI is the only player and private insurance schemes are given no role in the NHI. In this
case, employees while contributing to the NHI may still revert to medical schemes or private health
care providers for any need not covered by the NHI or if they are not satisfied with the service
provided by the NHI. This option would take no advantage of the skills, infrastructure and
knowledge of the existing insurance industry to run a complex mandatory public provision and
private health delivery relationships. Also, private health spending is a voluntary contribution
decided by individuals or through collective agreements provided by the employers. The failure of
the public service to deliver quality health care has led to individuals opting for private insurance
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despite the higher contributions. Therefore, unless the quality of public health services is improved,
the introduction of the NHI may not eliminate the need for private insurance. However, the
introduction of mandatory contributions to the NHI will limit the affordability of private insurance for
households.

e Second, there is a complementary role left for private insurance as the scope of coverage of the
NHI is then focused on primary care and a prescribed minimum basket. The complementary role
can have two dimensions, one is to top up the share of payments not covered by the NHI and the
other to cover treatments not offered through the NHI.

e The third option is to allow individuals to decide which medical scheme, including the NHI, will
administer their NHI contract. In that case, individuals are entitled a NHI coverage/contract with an
annual value and a defined benefit package and they choose among health insurers one
administrator of their insurance. The NHI would be in charge of collecting contributions, defining
the benefit package and the pricing of included health services. The health insurers would compete
to attract members without the possibility to charge any additional fees for the services included in
the benefit package.

The government has decided to increase finance to public health and to roll out progressively the NHI. It
means that for a long time the NHI will coexist with private insurance schemes. Individuals would
eventually renounce to their private insurance only if the quality of care and the administrative efficiency
of the NHI are substantially higher than current performance of the public health care. In the meantime,
the scope of private health insurers to set multiple benefit options and supplementary benefits and
premiums leading to risk selection and small, fragmented risk pools should be limited and regulated. The
benefit package of the NHI contract should be clearly defined and a ceiling in administration costs set.

The introduction of the NHI is in its second preparatory phase. It is crucial to build administrative
capacities for performance-based management, including the introduction of diagnostic-related group
pricing mechanisms for hospital and specialised services and capitation for primary care. An important
part of the role of the NHI will be to control cost developments to ensure affordability of health care and
incentives for investing in equipment and new efficient treatments. Moreover, the distinction between
national health policy and related programmes and their financing and health care services through NHI
should be clarified.

The health insurance market

The private health sector represents half of the health spending, but caters to only 16% of the population.
The private sector has two components: the medical insurance schemes that provide health coverage to
insured individuals and their relatives and private health care providers such as private doctors, clinics
and hospitals. In 2017, there were 21 schemes open to all individuals and 59 restricted schemes mostly
sponsored through employment (Table 4). Some schemes are small: 34 schemes have below
15 000 beneficiaries. On average, one member covers 1.2 dependents. Most of the schemes offer more
than two benefit options, which leads to a segmented market. The Prescribed Minimum Benefit (PMB)
package, defined by the government and monitored by the Council for Medical Schemes, is the only
common feature.

The main concern in the private sector has been the rising tariffs of health care reflected in medical
scheme contribution increases for comparable or lower health care benefits. Contributions and spending
have been increasing steadily in the last decade (Figure 18). The average contribution rate increase
across the medical scheme industry was 11.3% between 2016 and 2017 and 7.2% between 2017 and
2018 while inflation was 6.4% in 2017 and 4.7% in 2018 (Council for Medical Schemes, 2018). OECD
analyses found that South Africa’s hospital prices are high and comparable to advanced countries like
the United Kingdom, Germany and France (Lorenzoni and Roubal, 2016). Apart from health care prices,
among the factors that may explain the rise of the cost of medical insurance are the low degree of
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competition in the market, the cost of administration, the role played by the prescribed minimum benefit
package and the number of options.

Table 4. Main indicators of the medical scheme industry

Open Restricted Total

Number of schemes 21 59 80
Members 2366 197 1646 525 4012722
Dependants 2594 258 2265056 4859 314
Beneficiaries 4960 455 3911581 8872036
Dependent ratio 1.21 1.38

Number of options 137 141 278
Average number of options 6.50 240 3.50
Brokers costs (%GCl) 2.0% 0.1% 1.2%
Administration expenditure (%GCl) 8% 6% %

Source: Council of Medical Schemes Annual Report, 2018.

Figure 18. Financial structure and evolution of medical schemes
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Source: Council of Medical Schemes, 2018 annual report.

The low number of actors in the medical insurance industry can explain the rising tariffs (Figure 19). In
the open schemes market, the market share of the biggest scheme is 55% and the top three represent
75% of the market. In the restricted schemes market, the market share of the biggest scheme is 47% and
the top three represent 66% of the market. The preliminary conclusions of the assessment conducted by
the Competition Commission point to regulatory barriers (minimum size for starting, reserve ratio,
financing conditions) that limit entry in the market and no vigorous competition between open schemes
(Competition Commission, 2018). The Competition Commission recommends facilitating the entry of
regionally based schemes. However, medical schemes are non-profit organisations. Therefore, the room
for competition is linked to the administration fees, the quality of care and the client-relationship
management. It is not clear that more medical schemes will bring value and may reduce risk pooling.
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Figure 19. Market concentration in the private health care sector
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Source: Council of Medical Schemes, Annual Report 2018,
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Administrators covering 91.5% of beneficiaries manage most of the medical schemes. Administrators are
for profit organisations that operate medical contracts on behalf of medical schemes and receive
management fees. The top three administrators cover 81.7% of beneficiaries. The self-administered
medical schemes only cover 8.5% of beneficiaries. The fees paid to these administrators represented on
average 7% of the gross contribution income in 2017, with open schemes incurring higher administration
fees. Moreover, brokers intervene in the market, with ambiguous relationships with medical schemes.
Fees paid to brokers represented 1.2% of the gross contribution income but they also pay some affiliation
royalty fee to medical schemes. The Competition Commission found that the interests of the for-profit
administrators are dominant and scheme members and trustees are too weak or disempowered to force
administrators to deliver value for money. Non-healthcare expenditure represented 8% of gross
contribution income in 2017 and for the 10 largest schemes it ranges from 7.4% to 11.9% of gross
contribution income compared to only 3% on average for OECD countries (Council for Medical Schemes,
2018). As medical schemes are non-profit organisation and members’ contributions are subsidised, the
government could put a ceiling on the share of fees paid to administrators. This ceiling could be
determined by comparing the administration cost of the different schemes, referring to international best
practices and set in a range between 3 and 5% including brokers’ fees.

The number of options in the medical schemes increases the complexity for clients and limits the risk
pooling. On average, open schemes had 6.5 options per scheme and an average of 17 272 members
per option. Restricted schemes had an average of 2.4 options per scheme, with an average of 11 677
members per option. The number of options per scheme should be limited to three (basic, middle and
high) with a basic option corresponding to a revised prescribed minimum benefits package (PMB). The
system of options confuses clients on the benefits provided by the prescribed minimum benefits package
(Competition Commission, 2018). Moreover, the PMB could contribute to rising health costs, although
the Competition Commission did not find convincing evidence that the PMB is driving up costs. However,
the Competition Commission observed a shift in diagnosis patterns from non-PMB to PMB diagnoses by
all medical service providers, but particularly by medical specialists. This may reflect practitioners’ abuse
of coding and supply-induced demand behaviour.

The NHI framework plans to reform the prescribed minimum benefits to provide a broader coverage.
Broadening the coverage of the PMB will limit the need for extra-options. However, it would require
strengthening the control of the pricing of services covered by the PMB and the referral system of care.
In particular, it should cover for more out-patient care to limit the admission of patients to hospitals, which
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often comes at a higher cost. Moreover, currently, medical schemes have little or no bargaining power
over prices once a treatment is classified as covered by PMB package. This incentivises health providers
to prescribe more services if the patient can access PMB benefits. Also, the access and implementation
of the PMB is considered overly complex. The revised form of the PMB should be simple, easy to
implement and requires defining clear guidance classification of health care services and developing a
universal and agreed coding system.

Improving the delivery of health care
Reforming the primary and outpatient care sector

Developing a well-performing primary health care system is recognised as key for the success of the NHI
and better health outcomes (Department of Health, 2015b). South Africa has chosen a decentralised
management system of health care with the district health system being the level at which delivery of
primary care is organised. The primary health care system has been seriously challenged by the
emergence of the HIV/AIDS epidemic, and associated tuberculosis, as well as the quadruple burden of
this disease, which includes violence and injuries, maternal and child mortality, and chronic non-
communicable diseases (NCDs).

As part of the NHI initiative, a reorganisation and reinforcement of the primary health care system is
underway. A list of national norms and standards has been established in part informed by the Ideal Clinic
Project pilots. The objectives are to improve infrastructure and patient experience. Many clinics in the 10
NHI pilot districts are at various stages of infrastructure replacement, backlog maintenance and
refurbishment in order to qualify for the Ideal Clinic status. Also, district clinical specialist teams have
been set up to deliver maternal and child health care. Community-orientated primary care has also been
implemented in some districts, where teams of community health workers, supported by nurses, take
responsibility for addressing health needs of a designated group of households.

However, there are still many shortcomings in the delivery of primary health care leading to poor health
outcomes and long waiting times for hospital services. Access to primary care facilities is uneven across
provinces and districts contributing to congestion in hospital services. In rural areas access can be difficult
due to long distances to public health facilities (Mcintyre and Ataguba, 2017). Public clinics are the first
level health facilities, but the quality is uneven among provinces (Table 5). Among the public clinics, only
43.5% qualify for ideal clinics with important disparities among the provinces. (Health System Trust,
2018). The government should accelerate the upgrading of public clinics, which are essential for better
primary health care delivery and the success of the NHI.

The low number of health professionals and their distribution across provinces and between public and
private facilities restricts access to quality care in many districts (Table 5). The number of doctors and
nurses is low, in particular when compared with OECD countries (Figure 20). Moreover, private doctors
and specialists outnumber the public health practitioners. This contributes to the lack of doctors in rural
areas and in primary care facilities. As a consequence, first-contact primary care is mainly offered by
nurses in 80% of all consultations in the public sector and there is evidence that nurses struggle to
substitute for medical generalists (Mash et al., 2016).

The low number of health practitioners leads to a high workload, in particular in public health facilities.
The average number of patients seen per professional nurse and clinical doctor per workday is 25.4 and
21 respectively (Health System Trust, 2018). The high number of patients weighs heavily on the quality
of care and satisfaction of patients in the public service. Moreover, the distribution of associated
practitioners, such as retail pharmacists, is also uneven and contributes to low access (Mcintyre and
Ataguba, 2017). The government has initiated programmes to increase the number of doctors by sending
many students to Cuba and urging national universities to increase study places for doctors and nurses.
More effort and financing should be devoted to medical faculties to increase their capacities. Increasing
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the number of health practitioners is key for better health care delivery and would raise competition in the
private sector and limit price increases.

Table 5. The distribution of health facilities and personnel across provinces is uneven

Eastern Free Gauteng Kwa  Limpopo Mpumalanga Northern North Western South
Cape State Zulu Cape West Cape Africa
Natal

Populationt ~ Number 6.4 2.8 14.2 11.0 5.7 44 1.2 3.8 6.6 56.5

% 11.70 5.1 25 19.7 10.3 7.9 2.2 6.8 11.5 100
All health facilities 882 283 503 ™4 536 348 182 339 371 4184
Public clinic 731 220 334 608 456 241 130 264 203 3187
Central Hospital 1 1 4 1 2 9
CHC/CDC? 41 10 39 21 26 56 33 46 67 339
District Hospital 65 25 12 39 30 23 1 13 34 252
Private Hospital 20 19 96 37 12 18 3 9 46 260
Provincial Hospital 3 1 3 3 2 2 1 2 1 18
Regional Hospital 5 4 9 13 5 3 1 3 5 48
Specialised Hospital 16 3 6 19 4 5 3 2 13 7
% Ideal clinics 204 511 78.6 63.5 252 30.3 55.3 39.3 54.3 435
PHC doctor clinical work 18.9 15.5 216 21 191 151 12.9 11.2 26.7 21
load
PHC utilisation rate 2.3 1.9 1.5 25 25 21 2.2 1.9 2.2 21
Number of clinical 4438 2009 8589 9780 10670 6640 2553 6059 3542 54 180
associate workers
Number of enrolled 3263 939 76% 9926 4085 1861 237 958 2606 31591
nurses?
Number of professional 15 8 056 36 32 12116 7551 2278 9885 17 142092
nurses 552 948 530 176
Nb. of Public 2080 957 5543 4189 1308 1157 478 1050 3064 19 828
medical
practitioners
including
specialists Private 872 958 9418 3437 240 398 144 373 6421 23675
Per capita public sector 3 304 3762 3903 3623 2968 2763 4419 2885 4242 3530

provincial  expenditure
(ZAR)

Note: 1) Mid-year 2017, whole population, million. 2) Public sector only. 3) Community Health Centre/Community Day Centre. PHC:

Primary health care.
Source: South Africa Health Review 2018.

There are no information systems in the public and private sector to track the quality of health care
delivered. This is harmful to public health care facilities as perceptions determine people’s view of the
quality of care. In 2017, 55.1% of patients were ‘very satisfied’ and 26.7% ‘somewhat satisfied’ with public
sector health services, whereas the corresponding figures for private-sector health care were 91.5% and
5.8% (Statistics South Africa, 2018b). Sanitary conditions, waiting times and the lack of appropriate drugs
are key determinants of low satisfaction (Mcintyre and Ataguba, 2017). The quality of care is affected by
low availability of drugs (Bheekie and Bradley, 2016). The government has introduced the Office of Health
Standards Compliance (OHSC), through the 2013 National Health Amendment Act, to assess health
facilities. However, the OHSC inspections focus mostly on structural measures of the quality of care, such
as the availability of physical, administrative and other infrastructure of facilities. An information system
should be put in place to oversee the technical application of protocols and measure health outcomes.
Such a system would incentivise managers and practitioners to provide better care quality.

BUILDING AN INCLUSIVE SOCIAL PROTECTION SYSTEM IN SOUTH AFRICA

Unclassified



40 | ECO/WKP(2020)28

South Africa needs to better co-ordinate the total existing general practitioners in the primary care service.
There are around 19 000 established medical practitioners, working as primary care doctors in the private
or public sector. A better co-ordination and contracting with private doctors is necessary to guarantee
access to doctors in primary care. In the NHI framework, a mapping of private doctors with primary care
facilities should be introduced. For instance, contracting private general practitioners to serve one or two
days per week in public clinics will ease the burden for public hospitals. Moreover, the general
practitioners should play a mandatory gate-keeping role. That would reserve hospital services for
emergency and acute diseases. However, to make a significant contribution, these doctors need to be
re-orientated and upskilled for their role in the future primary healthcare system (Mash et al., 2016).

The contract to attract private general practitioners to serve part-time in public facilities should be a mix
of capitation fees and fee-for-service. For both GPs and specialists, the remuneration should include
more quality-based components. Developing e-health and including incentives for GPs and specialists to
co-operate through an electronic health system would also increase efficiency.

BUILDING AN INCLUSIVE SOCIAL PROTECTION SYSTEM IN SOUTH AFRICA
Unclassified



ECO/WKP(2020)28 | 41

Figure 20. The number of health practitioners is low
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1. Generalists include general practitioners/family doctors and other generalist (non-specialist) medical practitioners.

2. Specialists include paediatricians, obstetricians/gynaecologists, psychiatrists, medical, surgical and other specialists.

Note for panel A: Data Chile, Greece, and Portugal refer to all doctors licensed to practise, resulting in a large over-estimation of the
number of practising doctors (e.g. of around 30% in Portugal). Data for Canada, France, Iceland, Slovak Republic and Turkey
include not only doctors providing direct care to patients, but also those working in the health sector as managers, educators,
researchers, etc. (adding another 5-10% of doctors).

Note for panel B: Data for France, Iceland, Ireland, Portugal, Slovak Republic, Turkey, the United States, include not only nurses
providing direct care to patients, but also those working in the health sector as managers, educators, researchers, etc. Austria and
Greece report only nurses employed in hospital. Data in Chile refer to all nurses who are licensed to practise.

Note for panel C: In Ireland and Portugal, most generalists are not GPs (“family doctors"), but rather non-specialist doctors working
in hospitals or other settings.

Source: OECD Health Statistics Database; OECD (2017), Health at a Glance 2017: OECD indicators; South Africa Health Review,
2018.
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Reforming hospital management and in-patient care

South Africa had 658 hospitals in 2018 among which 260 are private hospitals. The spatial distribution of
public hospitals is quite even but KwaZulu Natal has more public hospitals than other provinces when
population size is taken into account (Table 7). Private hospitals are mostly in urban and metropolitan
areas. Moreover, the number of hospital beds is low when compared with OECD standards (Figure 21,
Panel A). However, the relatively low average length of stay in hospitals helps to ease access (Figure 21,
Panel B). The average length of stay in hospitals is often regarded as an indicator of efficiency. But it
should not come at the expense of early discharge of people. The absence of performance indicators
does not allow to assess the relevance of this indicator. However, new medical technologies — in particular
the diffusion of less invasive surgical interventions —and better anaesthetics have made day care
interventions possible, and reduced the unit cost per intervention by shortening the length of a hospital
stay (OECD, 2017a). More use of these ambulatory procedures can help to reduce the average length of
stay.

Figure 21. The number of hospital beds is low
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Note for panel B: Data for Canada, Japan and Netherlands refer to average length of stay for curative (acute) care (resulting in an
underestimation). In Japan, the average length of stay for all inpatient care was 28 days in 2017 (down from 39 days in 2000).
Source: OECD Health Statistics Database.

Hospital facilities are overused contributing to the low quality perception. Indeed, the majority of use of
health services occurs in the public sector, both for out-patient services (over 70%) and even more for in-
patient care (over 80%) (Mcintyre and Ataguba, 2017). Public hospitals provide care to the 84% of South
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Africans (even if almost everyone has access) who are uninsured, albeit with approximately 70% of the
country’s hospital beds (Ranchod et al., 2017). Both low- and high-income people use public hospital
services. Figure 22 indicates that while 98% of the lowest quintile turn to public facilities for out-patient
care, 37% of the highest quintile did use public services (Statistics South Africa, 2018b). Figure 22 also
suggests high out-patient care in public hospitals. While out-patient care tends to be more cost effective
than in-patient care, it is an inefficient use of hospital resources when it substitutes for in-patient and
primary care. Hospital resources should be devoted primarily to acute care. Through the NHI framework,
out-patient care should be shifted mostly to primary care and private general practitioners.

Figure 22. Outpatient health care services by household income
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Source: Statistics South Africa (2019), South Africa Demographic and Health Survey 2016.

The allocation of resources, the effectiveness of treatments and the appropriateness of care received are
important parameters for the efficiency of hospitals. There are different ways to optimise hospital care,
for example by streamlining procedures, adjusting treatment methods or creating economies of scale
through co-ordinated care provision. However, there is no comparable information system to monitor
quality of care and outcomes in the public and private system (Ranchod et al., 2017). There is currently
no legislative requirement nor is there a dedicated agency with a mandate to manage and improve the
access to more sophisticated information beyond pure clinical coding for reimbursement purposes.
Moreover, there is no electronic health record systems, which would be used for quality of care evaluation.
These factors present in the private and public sectors hinder the development of genuine pay for
performance reimbursement contracts or allocation of resources.

Quality-improvement institutions that work across both the public and private sectors are essential. The
Office of Health Standards Compliance (OHSC) is an important first step, but a further focus on both
accountability and quality improvement (as opposed to measurement) is required. The OHSC should be
mandated to require the necessary improvement in care strategies and to publish comparable quality
indicators to develop accountability.

The remuneration scheme should be used to incentivise hospitals to search for efficiency gains.
Developing a Diagnosis-Related Group (DRGs) system will allow to benchmark hospital performance in
terms of efficiency and best practices and select the sub-group that is used to set prices including case
payments and allocation of global budgets. A mix of capitation and fee-for-service payments for hospital
out-patient care could also be developed. Though remuneration of health practitioners in the hospital
system is lower than in private facilities, the remuneration level is not low and tends to be high with
seniority and management responsibilities (Department of Public Service and Administration, 2018).

BUILDING AN INCLUSIVE SOCIAL PROTECTION SYSTEM IN SOUTH AFRICA
Unclassified



44 | ECO/WKP(2020)28

Giving more responsibility to hospital managers is essential to drive efficiency and better performance.
Within the NHI framework, it is proposed to introduce Contracting Units for Primary Health Care (CUP) at
the decentralised level. The management authority will be given to individual public hospitals and
organisational entities such as CUPs. While the CUPs would be the providing body, hospital managers
should be given leeway to allocate their resources efficiently. OECD analysis found that it could help
health facilities to increase their responsiveness to changing needs during the fiscal year—and
consequently ensure better budget execution (James et al., 2018). Delegating more power to hospital
managers should be accompanied by more accountability whereby managers could lose their job if they
misappropriate funds. Programmes to raise management skills of hospital directors should be put in place
to handle increased devolution of responsibilities.

Regulating the private health care sector

The pricing of private health care and the volume of activity are the key element for a sustainable private
health industry, affordable health care and access for low-income people to private health care. Moreover,
it will play an important role in the NHI framework. OECD analyses found prices in the private sector
particularly high for an emerging country (Kumar et al., 2014, Barber et al., 2018, and Lorenzoni and
Roubal, 2016). However, spending in the private sector has also been driven by increasing consumption
of health services.

There is currently no binding tariff regulation in South Africa. This is the result of successive decisions
and lack of legislative provisions and implementation. In 2004, the competition authority prohibited a
process of collective bargaining with tariff schedules defined by the main actors in the private health
industry (medical schemes, association of private hospitals and the medical association). Then, in 2009
the Council for Medical Schemes provided reference prices for healthcare goods and services through a
National Health Reference Price List (NHRPL). Following this initiative, the Department of Health initiated
a process to determine a binding reference price list, which was challenged and struck down by the
courts.

The absence of price regulations has led to important increases in out-of-pocket payments, which is a
concern for access to health care. In 2017, the level of out-of-pocket expenditure represented at least
19.8% of total health care expenditure among medical scheme beneficiaries. The bulk of out-of-pocket
payments were for out-of-hospital medicine claims (33%).

Since 2010, prices are set following two processes. Formal annual negotiations take place between
medical schemes (often represented by their administrators) and corporate providers (hospital groups,
pathology groups, etc.). These negotiations take the form of bilateral agreements regarding tariffs for
mostly fee-for-service and some reimbursement contracts. As healthcare professionals (including GPs,
specialists, and allied professionals) practice independently, medical schemes generally determine
annual increases in underlying fee-for-service tariffs for individual health professionals by inflating the
prior year’s tariffs close to inflation. Individual health professionals are free to accept these tariffs, or to
charge any other tariff, opening room for out-of-pocket payments. These prices do not consider quality of
care, nor tackle supply-induced demand behaviour.

For a financially sustainable private health sector and an affordable national health insurance including
private health providers, it is essential to introduce a pricing system that contains health cost increases.
The competition commission has ruled out returning to a collective bargaining system. Therefore, it is
necessary to build a price reference system that guides price setting.

A price schedule provides a basis for reimbursement of health care providers and brings predictability.
Such a system is necessary for the introduction of the NHI as it will allow comparing public and private
providers and defining the reimbursement level for the different types of health care. Across OECD
countries, price-setting norms and institutions have developed over a long period of time and are, in many
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cases, the outcome of negotiations between the health sector and government (Barber et al., 2018).
South Africa needs to develop a national coding system combined with disease classifications, commonly
agreed with all health actors that serve as the common language by which medical services are recorded
and billed. Several OECD countries have established hospital pricing schedules that incorporate relative
cost weights and allow for the comparison of resource intensity and complexity of most hospitals (and in
some cases, out-patient) services (Barber et al., 2018).

OECD analysis recommends that the process of going from codes to price schedules be entrusted to an
independent body to guarantee integrity and independence (Barber et al., 2018). Also the competition
commission has recommended to set up such an independent body with the participation of physicians’
associations, hospitals and other health professionals, along with medical schemes and the government.
More precisely, the competition commission recommends that an independent supply-side regulator be
established to oversee and manage functions related to healthcare capacity planning, economic value
assessments, the determination and implementation of appropriate payment mechanisms, and outcome
measurement, registration, and reporting (Competition Commission, 2018).

The price schedule would then serve as the basis for negotiations to set reimbursement rates. Schemes
and hospitals would then focus on negotiating overall price levels, accounting for geography and
specialised functions (such as emergency departments, trauma and cancer centres). Such benchmarks
will also allow competition authorities and courts to assess situations of unwarranted and excessive
charging behaviour, and strengthen patient protection.

However, as reimbursement of treatments covered by the prescribed minimum benefits package are
mandatory, setting binding prices for these treatments are necessary for predictable costing and funding.
Within the NHI framework with a broader treatment coverage, such binding pricing is essential to assess
the financing needs of the NHI.

Moreover, most of the remuneration of private providers is based on fee-for-service models. The fee-for-
service model is known to increase the volume of activity at the expense of quality and to inflate health
cost. In this model, insurers and patients bear the entire financial risk. It has led to the development of
important out-of-pocket payments and a low level of reimbursement of certain treatments. Price
schedules combined with prospective budgets can help counter the tendency for over-provision. A better
combination of capitation and fee-for-service payment will help to guarantee value-for-money and
predictability.

The financing of the new social protection system

South Africa has an ambitious reform agenda on social protection. The introduction of a government
sponsored mandatory pension and health insurance schemes will represent an important transfer from
privately financed social protection to publicly funded provisions.

The government discussion paper on social security reform proposes a 10% contribution rate on wages
for pension provisions, which corresponds approximatively to 5% of GDP. However, the increase on
government revenues would not necessarily corresponds to net increases for workers and households,
as they would substitute partially for current private or occupational contributions for health and
retirement.

Wage based pension contributions is common as it ties pension levels to contribution levels and periods.
However, a one-off 10% increase on labour cost could hamper employment. It is then essential that this
contribution at least partially substitute for current contributions to pension schemes. Moreover, the low
growth environment is not favourable for introducing mandatory social security contributions. However,
the low level of social contributions and the overall low level of the tax wedge leave room for introducing
social contributions on the payroll in the future. South Africa has a low tax wedge at 15.3% of labour costs
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at the average wage level compared with the OECD average at 36% and to Brazil (32.5%) or China
(32.9%) (Table 6). The tax wedge measures the difference between the labour costs to the employer and
the corresponding net take-home pay for the employee and takes into account employee and employer
social security contribution and the personal income tax. However, given the progressivity of income tax,
the tax wedge in South Africa increases to 20.9% for a single earner at 167% of the average wage. This
is still lower than the OECD average at 40.4% or for Brazil and China at 36.3% and 35.2% respectively
for the same level of earnings (Table 7). Moreover, the average wage in South Africa is particularly high
resulting from a highly unequal wage distribution; it is about five times higher than the median wage. The
low income tax base is the result of a highly skewed wage income distribution and of a high income
threshold for beginning to pay tax (OECD, 2015a). The threshold was equivalent to 36% of average
earnings in 2017/18.

Table 6. Tax wedge is low

As % of labour costs.

Country Total tax wedge' Personal income tax Social security contributions Labour cost?
Employee Employer?

(1 2 @) ) ()
Brazil 325 0.04 6.68 25.82 19167
China 329 0.52 7.94 2443 24095
India 2.2 222 0 0 5413
India (SSC)* 8.3 212 1.67 4.53 5670
Indonesia 78 0 1.88 5.93 7191
South Africa 15.3 12.77 0.8 1.78 38104
OECD average 36.0 135 8.2 144 49820

Note: Single individual without children at the income level of the average wage. 1. Due to rounding, the total in column (1) may
differ by one or more percentage points from the sum of columns (2)-(4). 2. Includes payroll taxes where applicable. 3. Dollars with
equal purchasing power. 4. Results apply only for the minority case where the employee works in a firm with more than 20
employees.

Source: OECD 2018, Taxing wages 2018.

Table 7. Tax wedge variations with family size and marginal tax rates

By household type and wage level (as % of labour costs), 2016.

Marginal rate of income tax plus employee and

Income tax plus employee and employer contributions less cash benefits employer contributions less cash benefits

Family-type: single single single single single single single single
no children no children no children 2 children no children no children no children 2 children
Wage level (% of AW): 67 100 167 67 67 100 167 67
1 @ ©) ) 0] 2) (3) (4)
Brazil 325 325 36.3 325 325 36.9 429 325
China 324 329 352 324 244 344 39.1 244
India 0 22 1.6 0 0 0 0 0
India (SSC)? 261 8.3 7.7 26.1 26.1 6.2 6.2 26.1
Indonesia 7.8 7.8 7.8 7.8 7.8 7.8 7.8 7.8
South Africa 1.5 15.3 20.9 115 20.6 26.7 317 20.6
OECD average 322 36 404 15.2 4.7 45 471 476

Note: Results apply only for the minority case where the employee works in a firm with more than 20 employees.
Source: OECD (2018), Taxing wages 2018.

The funding of the NHI must be adequate to deliver good quality health services for all citizens. The
current cost of private health care in South Africa is high and should not be taken as a benchmark for
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costing the needs of the NHI (Lorenzoni and Roubal, 2016). However, as the range of benefits and
coverage would be extended, public health spending NHI would need to rise. Moreover, not all the current
4.4% of GDP government health spending can be transferred to the NHI fund. The government will
continue to finance the development of health facilities and specific programmes. Initial estimate of the
NHI financing needs amounted to 6% of GDP that is an additional 2% of GDP of public health spending.
A higher estimate of a total substitution of private spending by public spending would amount to 4% of
GDP (current private health spending). An estimation of the funding necessary to cover health benefits
offered by the NHI is necessary to properly design the funding mechanism of the NHI. There is detailed
information on the cost of private health care that could be used to estimate the cost of the NHI package
if provided by the private sector. The government should develop a detailed information system to
estimate the cost of the NHI reform when delivered by public sector health facilities.

In the current low growth environment, introducing social contributions on payroll for pensions would
make hardly possible to increase government tax revenues to finance the NHI. In the white paper, three
income sources were considered for NHI financing: value added tax, personal income tax and payroll
social security contributions, or a combination of them. Figure 23 shows the size of different source of
government revenues compared to health spending. Taxes on income, profits and capital gains of
individuals and value added taxes are the two primary sources of government revenues while social
security contributions are negligible.

Figure 23. Comparing different source of government revenues to NHI financing needs

% of GDP, 2017/18

30 30
Current health spending Structural government revenue

25 25

20 20

Private Government Social Taxes on Fuel levy Corporate  Value added ~ Taxes on Total tax
health health security international income taxes income, profits  revenue
contributions  spending  contributions’ trade taxes and capital gains

of individuals (PIT)

Note: Social security contributions refer to the Skills Development Levy.
Source: National Treasury Budget Review, 2019.

OECD calculations show that the value added tax rate would increase by 4.5 or 9 percentage points from
15% to 19.5% or 24% to match 2% or 4% of GDP in additional revenues respectively (Table 8). Such an
increase is hardly feasible unless it is phased in progressively and may have VAT evasion effect.
Estimation using the total wage bill of workers in the formal sector indicates that an 4% or 8% social
security contribution rate on the gross wage would raise the needed additional financing for the NHI. Such
payroll social contributions for health have to be compared with actual private contributions to insurance
schemes. The gross contribution to insurance schemes per average beneficiary per month was
ZAR 1 695 in 2017 (Council for Medical Schemes, 2018). The effective contribution amount per member
is higher as members contribute for their relatives. Given the monthly ZAR 3 500 minimum wage and that
around half of workers earn below the minimum wage, the government will have to subsidise at least
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partially low-income workers’ contributions. Also, the government will have to cover non-contributors as
the unemployed, retirees, students and all other non-earners for their enrolment in the NHI.

Table 8. Increase in VAT necessary to finance the national health insurance

2016/17 201718 2018/19
VAT revenue collected (ZAR billion) 289.167 297.998 325.917
VAT rate (%) 14% 14% 15%
Revenue per percentage point of VAT 20.7 213 217
Nominal GDP (ZAR billion) 4412.7 4721 5059.1
4% of nominal GDP (ZAR billion) 176.508 188.84 202.364
VAT increase required (percentage points) 8.5 8.9 9.3

Source: National Treasury Budget Review 2019, OECD calculations

The simulation in Table 9 shows the increase in tax rates for the different income brackets if additional
2% or 4% of GDP are raised through personal income tax and the amount is distributed proportionally
across the different brackets. It indicates that effective tax rates would increase from 0.8 and
1.5 percentage point for the lowest bracket to 8.6 and 17.3 percentage points for the highest bracket for
2% and 4% of GDP additional tax respectively.

Additional financing the national health insurance of 2% or 4% of GDP is hardly feasible in the current
low growth environment. However, increasing the budget of public health spending would allow to
improve the delivery of health care in the public sector and level-up public health facilities. A small scale
NHI could be considered to put in place the basis for a more ambitious NHI. As the economy recover and
trust in government capacity to deliver proper health care increase, a combination of social security
contributions, VAT and personal income tax seems appropriate to finance the NHI.
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Table 9. Simulation of the increase in income tax rates to finance the national health insurance

fund
Taxable Registered Taxable Average New Increase in the New Increase in the
income individuals income effective average effective tax rate average effective tax rate
bracket tax effective by income effective by income
rate 2018/19  taxrateby  bracketto fund  taxrateby  bracket to fund
by income income ZAR 108 billion income ZAR 215 billion
bracket bracket to bracket to
fund ZAR fund ZAR
108 billion 215 billion
ZAR Number ZAR billion % % in percentage point % in percentage point
thousand
ZAR 0-ZAR 6 369 806 183.4 0 0 0 0 0
70 (indiv.
below the tax
threshold)
ZAR 70- 2385046 254.0 4.0 55 15
ZAR 150 4.7 0.8
ZAR  150- 1949 150 387.4 9.3 13.0 3.6
ZAR 250 112 18
ZAR 250- 1169 590 349.9 14.2 19.8 5.6
ZAR350 17.0 28
ZAR  350- 984 790 408.5 18.6 259 7.3
ZAR 500 222 3.6
ZAR  500- 610 331 367.1 243 338 9.5
ZAR 750 29.0 4.7
ZAR  750- 261631 2247 295 410 11.6
ZAR 1000 352 58
ZAR 1000- 161 868 193.9 33.9 47.2 13.3
ZAR 1500 406 6.6
ZAR 1500 + 120 751 362.7 441 507 86 613 173
Total paying 7643157 25482
taxpayers

Source: National Treasury Budget Review 2019, OECD calculation.
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Recommendations for Building an inclusive social protection system

Key recommendations

The current pension system is not adequate in reducing the risk of old-
age poverty. Pension coverage is not satisfactory and replacement rates
are low.

Introduce a mandatory pension scheme after the finalisation of the health
reform and focus the old-age grant on individuals without a pension income
or with low pensions to reach a minimum income in a manner preserving the
long run fiscal impact.

Access to health care is unequal. Financing of health care is unbalanced
with high spending in private health for a small fraction of the population.
Prices of health services in the private sector are high.

Gradually increase the public financing of health care through a form of public
insurance at a pace and scale that is affordable.

Entrust an independent body to develop a price schedule for reimbursement
of health care.

Tobacco consumption remains high, as 19% of the adult population are
daily smokers and 14.1% of the population reported binge drinking.

Develop prevention of non-communicable diseases and strengthen the
promotion of a healthier lifestyle.

Adjusting the social transfer system

Unemployed working age workers are not covered and participation in
labour activation programme is low.

Scale up the Labour Activation Programmes by gradually increasing the
number of participants in skills development and training programmes
through the UIF programmes.

The level of the child support grant is insufficient to lift above food poverty
all children.

Consider an additional means-tested support on top of the child support grant
for children in households with a revenue such that the whole family lies below
the food poverty line.

Informal employment is relatively high. 31% of workers are informally
employed with little social protection.

Better cover informal workers when introducing the new social protection
system.

Building a comprehensive pension system

As designed, replacement rates will be low for middle and high-income
workers. Additional saving plans will be necessary to reach decent
replacement rates.

Consider introducing automatic enrolment in occupational pension plans and
subsidisation of low-income eamners to ensure high coverage of
complementary pension schemes.

Many workers withdraw partially or totally, savings in retirement funds
when switching to new occupations or unemployed, rendering
replacement rates low.

Install mandatory preservation of retirement plans and at least partial
annuitisation of savings-retirement pay-outs.

The retirement industry is fragmented. There are many dormant
retirement funds and unclaimed benefits.

Consolidate retirement funds by requiring the merger of funds not meeting a
minimum size or not receiving a contribution for three years in a row.

Reforming the health care system

Obesity rates have reached alarming levels in South Africa.

Generalise programmes to assess children’s health and raise awareness of
the risks linked to obesity, and promote healthy diet and sports activity.

There are important disparities on health spending across provinces not
necessarily related to health needs. Transparency is lacking on budget
allocated to health at the province level.

Improve the capacity of district hospitals and managers of district health
offices in budget formulation and give them more freedom to allocate their
resources depending on needs.

Access to primary care facilities is uneven across provinces and districts
contributing to congestion in hospital services. The low number of health
professionals restrict access to quality care.

Accelerate the upgrading of public clinics and better co-ordinate and contract
with private doctors to guarantee access to doctors in primary care.

There is no costing of the financial needs of the national health insurance.
The current cost of private health care in South Africa is high and should
not be taken as a benchmark for costing the needs of the NHI.

Estimate precisely the financing need of the NHI. Consider introducing
progressively a combination of payroll social contributions, VAT and personal
income tax to finance the National Health Insurance fund.

There is no binding tariff regulation in South Africa. Out-of-pocket
payments have increased. The price setting does not consider quality of
care, nor tackle supply-induced demand behaviour.

Set binding prices for mandatory reimbursement of treatments covered by the
prescribed minimum benefits package.

There are too many options in the health insurance market leading to
limited risk pooling and favouring risk selection.

Limit the number of options per scheme with a basic option corresponding to
a revised prescribed minimum benefits (PMB) scheme. Revise the PMB to be
simpler, easier to implement and develop a universal and agreed coding
system of health services.

There is no comparable information system to monitor quality of care and
outcomes in the public and private system. This hinders the development
of genuine pay for performance reimbursement contracts or allocation of
resources.

Develop a system of information to oversee health care delivery, coding,
quality of care and incentivise managers and practitioners to provide high
quality services.
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Annex A.

Table A.1. Analysing the parameters of the proposed pension scheme

Scenario A: 10% contribution rate, uprating with wage growth and 0.6% accrual rate

Contribution Double Average Pension at Replacement  Individual Individual Individual Non-
period minimum career wage retirement rate actuarial actuarial actuarial discounted
wage (inflation) balance, 2% balance, 4% balance, 6% Actuarial
discount discount discount balance
10 years 154431 1175565 70534 6% -14% -104% -135% -46%
20 years 303788 1175565 141068 12% -714% -104% -135% -46%
30 years 597598 1175565 211602 18% -74% -104% -135% -46%
40 years 1175565 1175565 282136 24% -714% -104% -135% -46%

Scenario B: 10% contribution rate, uprating with wage growth and 1% annual accrual rate

Contribution Double Average Pension at Replacement  Individual Individual Individual Non-
period Minimum career wage retirement rate actuarial actuarial actuarial discounted
Wage (inflation) balance, 2% balance, 4% balance, 6% Actuarial
discount discount discount balance
10 years 154431 1175565 117556 10% -4% -22% -41% 12%
20 years 303788 1175565 235113 20% -4% -22% -41% 12%
30 years 597598 1175565 352669 30% -4% -22% -41% 12%
40 years 1175565 1175565 470226 40% -4% -22% -41% 12%

Scenario C: 6% contribution rate, uprating with wage growth and 1% annual accrual rate

Contribution Double Average Pension at Replacement  Individual Individual Individual Non-
period Minimum career wage  retirement rate actuarial actuarial actuarial discounted
Wage (inflation) balance, 2% balance, 4% balance, 6% Actuarial
discount discount discount balance
10 years 154431 1175565 117556 10% 37% 21% 15% 47%
20 years 303788 1175565 235113 20% 37% 21% 15% 47%
30 years 597598 1175565 352669 30% 37% 21% 15% 47%
40 years 1175565 1175565 470226 40% 37% 27% 15% 47%

Scenario D: 6% contribution rate, uprating with wage growth and 0.6% annual accrual rate

Contribution Double Average Pension at Replacement  Individual Individual Individual Non-
period Minimum career wage retirement rate actuarial actuarial actuarial discounted
Wage (inflation) balance, 2% balance, 4% balance, 6% Actuarial
discount discount discount balance
10 years 154431 1175565 70534 6% -4% -22% -41% 12%
20 years 303788 1175565 141068 12% -4% -22% -41% 12%
30 years 597598 1175565 211602 18% -4% -22% -41% 12%
40 years 1175565 1175565 282136 24% -4% -22% -41% 12%

Note: Accrual rate 0.6% or 1% per year; contribution rate 6% or 10%; inflation 5%, Wage growth 7%; Discount rate 2%, 4% and 6%;
annual survival probability rate is the average 2010-2014 for men. The initial annual double minimum wage is R84000.
Source: OECD simulation.
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Table A.2. Analysing the impact of uprating rates and survival probabilities

Scenario E: 6% contribution rate, uprating with a 5% inflation rate and 0.6% accrual rate.

Contribution Double Average Pension at Replacement  Individual Individual Individual Non-
duration minimum career wage retirement rate actuarial actuarial actuarial discounted
Wage (inflation) balance, 2% balance, 4% balance, 6% Actuarial
discount discount discount balance
10 years 154431 614009 36841 6% -22% -41% -61% -4%
20 years 303788 677762 81331 12% -22% -41% -61% -4%
30 years 597598 750340 135061 18% -22% -41% -61% -4%
40 years 1175565 833119 199949 24% -22% -41% -61% -4%
Ageing scenario : 6% contribution rate, uprating with wage growth, 0.6% accrual rate and Brazil survival probabilities
Contribution Double Average Pension at Replacement  Individual Individual Individual Non-
duration minimum career wage retirement rate actuarial actuarial actuarial discounted
Wage (inflation) balance, 2% balance, 4% balance, 6% Actuarial
discount discount discount balance
10 years 154431 1175565 70534 6% 68% 61% 55% 73%
20 years 303788 1175565 141068 12% 64% 57% 50% 70%
30 years 597598 1175565 211602 18% 60% 53% 45% 67%
40 years 1175565 1175565 282136 24% 56% 48% 39% 64%

Note: Accrual rate 0.6 Accrual rate 0.6% or 1% per year; contribution rate 6% or 10%; inflation 5%; Wage growth 7%; Discount

rate 2%, 4% and 6%, annual survival probability rate is the average 2010-2014 for men. The initial annual double minimum wage is
ZAR84000.

Source: OECD simulation.
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