
Medical risk fund on back burner 

 

THE derailment of plans to implement the Department of Health's proposed risk equalisation system for 

medical aid schemes was a mistake and the department might face legal action from schemes, according 

to an expert. The risk equalisation system proposes to standardise the premiums and benefits of all 

medical schemes and members. Last week the Council for Medical Schemes (CMS) said it was "highly 

unlikely that a risk equalisation system will be implemented in the near future". Alex van den Heever, the 

Old Mutual chair of social security systems administration at the Wits University Graduate School of 

Public and Development Management, said the department had made a "wrong call" as all countries, 

developed and developing, were employing equalisation systems. He said there was a legal case to answer 

because medical schemes had incurred significant research costs in vain. In 2005 the department released 

a Medical Schemes Amendment Bill, which among other things, gave effect to the establishment of the 

Risk Equalisation Fund (REF). The purpose was to equalise risk among medical schemes and force them 

to compete on the basis of efficiency and not the risk profiles of members. The CMS piloted the system 

starting in 2005, but now the regulator has said that while the draft policy paper was emphatic in 

envisaging the continued existence of medical schemes even in a National Health Insurance (NHI) 

dispensation, it would not be implemented soon. The council said it had, over time, developed expertise 

in the measurement of the risk profiles of medical schemes using the risk factor returns. This knowledge 

of medical schemes' risk profile had allowed the office to take a more informed and measured approach in 

the regulation of medical schemes. The CMS said that it was on this basis that it had resolved to continue 

collecting the consolidated risk factor returns. The CMS is expected to advise affected stakeholders on the 

recent developments around the system towards the end of this month. Van den Heever said middle- to 

high-income earners would be harmed because of their risk status, but if the REF were in place, schemes 

could not discriminate. He said that with equalisation all schemes faced the demographic risks of the 

whole market, adding that it appeared the department was confused at this time and decisions were not 

being made. Heidi Kruger, spokeswoman for the Board of Healthcare Funders said although the concept 

was used in some countries, problems would occur in South Africa. She said the NHI debate had 

overtaken the REF debate, so at the moment there was no role for the REF. Mariné Erasmus, a senior 

economist at Econex, said it was surprising that the department and the CMS had decided to shelve the 

REF because they had gone a long way in trying to implement the system. She said the functions of the 

two (NHI and REF) were totally different and although everyone agreed that the NHI was much needed, 

regulation of the private sector was still needed. Erasmus said when the NHI was up and running, there 

would still be people who had private health insurance and the private sector was not perfect, thus its 

regulation should not take a back seat. 
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