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The 2017 version of the NHI White Paper calls for tax revenue currently paid to medical scheme beneficiar-
ies in the form of medical scheme tax credits to be reallocated towards funding the NHI.1 Econex assesses 
the impact of the tax credit on the affordability of medical schemes for existing members. In particular, we 
consider the proportion of medical scheme beneficiaries for whom the removal of medical scheme tax 
credits would make medical scheme membership unaffordable. 

Importantly, we consider the impact of removing the tax credit ceteris paribus; i.e. we consider only the 
impact of removing tax credits. We do not consider how medical scheme affordability will change with 
adjustments to risk pools such as mandatory membership, risk equalization or single benefit options. The 
analysis therefore shows the theoretical impact of removing the tax credit on the affordability of medical 
schemes. 

We find that the removal of medical scheme tax credits will therefore affect poorer medical scheme benefi-
ciaries disproportionately. In total, 21.86% of medical scheme beneficiaries will move above the affordability 
threshold with the removal of tax credits, i.e. 1.9 million beneficiaries in 2016. 
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The NHI White Paper published 
in June 2017 proposes that tax 
revenue currently directed to-
wards medical scheme benefi-
ciaries in the form of medical 
scheme tax credits be redirect-
ed towards funding the NHI.2 In 
2014/15, the total amount paid 
to the principal members of 
medical schemes in the form of 
medical scheme tax credits was 
approximately R 18.5 billion.3 
The primary purpose for the tax 
credit is to “reimburse” taxpay-
ers making use of the private 
healthcare sector. The credit is 
therefore only available to tax 
payers and represents a trans-
fer from government to medical 
scheme members.

This research note assesses the 
extent to which the tax credit af-
fects the affordability of medical 
schemes for existing members. 
Specifically, this analysis consid-
ers the proportion of medical 
scheme beneficiaries for whom 
medical scheme membership 
would become unaffordable 
with the removal of medical 
scheme tax credits. Importantly, 
we consider the impact of re-
moving the tax credit ceteris par-
ibus; i.e. we consider only the 

impact of removing tax credits. 
We do not consider how medi-
cal scheme affordability will 
change with adjustments to risk 
pools such as mandatory mem-
bership, risk equalization or sin-
gle benefit options. Nor do we 
consider the impact of redirect-
ing government subsidisation of 
medical scheme membership 
for state employees towards the 
NHI – another funding proposal 
put forward in the White Paper 
released in June 2017.4 As such, 
our calculations show the theo-
retical impact of removing the 
tax credit on the affordability of 
medical schemes. 

In South Africa, principal mem-
bers of medical schemes who 
contribute privately5 to medi-

cal schemes receive the tax 
credit on an annual basis. This 
is a tax rebate and the value of 
the rebate received depends on 
the number of beneficiaries for 
whom principal members pay 
contributions.6 In 2015/2016 
(1 March 2015 to 29 Febru-
ary 2016), principal members 
received R 270 per month for 
principal membership, R 270 
per month for the first benefici-
ary, and R 181 per month for 
each of the remaining benefici-
aries for whom they paid con-
tributions.  Table 1 provides an 
example of the value of the tax 
rebate paid to principal mem-
bers.  

The tax credit is a set amount; 
the amount received is inde-

Research Note 46 
August 2017 

1 Introduction Table 1: Value of medical scheme tax rebate paid to principal member 
(2015/2016)

Source: SARS; Econex calculations
Note: In the case of “0 dependents”, the principal member is the only beneficiary 
of the medical scheme.



pendent of the value of the con-
tribution paid. The impact of 
the tax credit on the affordabil-
ity of medical scheme member-
ship will therefore differ across 
medical scheme options to the 
extent that prices of scheme op-
tions differ, although the nomi-
nal value remains the same. 
In other words, the rebate as 
a proportion of the member-
ship premium paid will vary ac-
cording to differences in price 
across membership options. In 
addition, the rebate is only paid 
to tax payers who contribute 
“privately” to medical scheme 
membership. This means that 
only principal members who 
pay any portion of medical 
scheme contributions them-
selves (as opposed to having 
medical scheme contributions 
fully subsidised by their em-
ployer) are eligible to receive 
a tax credit. Medical scheme 
members whose contributions 
are fully subsidised by their em-
ployer are not eligible for medi-
cal scheme tax rebates.

 2.1 Data: Income and   
 Expenditure Survey      
 2010/2011 (IES 2010/2011)

The analysis relies on data from 
the most recently available In-

come and Expenditure Survey 
of 2010/2011 (IES 2010/2011), 
conducted by Statistics South 
Africa.7 In IES 2010/2011, we 
observe private expenditure 
on medical scheme contribu-
tions, employer subsidisation 
of medical scheme contribu-
tions, private expenditure on 
medical insurance, and out-of-
pocket (OOP) expenditure on 
healthcare. We calculate overall 
spending on medical scheme 
contributions, as well as the por-
tion paid by individuals them-
selves. All expenditure data are 
reported at a household level, 
but medical scheme member-
ship is reported at an individual 
level. Therefore, although all 
household members have the 
same value for medical scheme 
expenditure, not all household 
members are beneficiaries of 
medical scheme coverage. 

Given that all medical scheme 
members within the same 
household have the same value 
for medical scheme contribu-
tions, we assume that every in-
dividual within the household 
reporting medical scheme cov-
erage belongs to the same med-
ical scheme option. 

Using information from the 
South African Revenue Services 
(SARS),8 we calculate the tax 
rebate payable at a household 

level, i.e. we calculate the tax 
rebate payable to the principal 
member. 

The analysis is run for respond-
ents reporting medical scheme 
coverage. Only respondents in 
households with non-missing 
values for medical scheme con-
tributions are included in the 
analysis. All 2010/2011 values 

are inflated to 2016 values. 

2.2 Removing tax credits  

The affordability of medical 
scheme membership should be 
calculated on the basis of the 
contribution paid by individu-
als themselves, as opposed to 
the overall contribution which 
may comprise a portion paid by 
employers. The “private” con-
tribution is the cost incurred as 
a proportion of household in-
come. In addition, as we explain 
above, the medical scheme tax 
rebate is only paid to principal 
medical scheme members who 
make private contributions to 
medical schemes. 

Removing medical scheme tax 
credits will therefore only af-
fect this portion of the medical 
scheme beneficiary population. 
In order to understand the im-
pact on medical scheme mem-
bership in South Africa, we 
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7.  Statistics South Africa have released aggregate income and expenditure data from the Income and Expenditure Survey of 2015/2016 (IES   
  2015/2016). However, detailed expenditure data is not available and it is not possible to observe household level expenditure on medical scheme  
  contributions. Therefore, IES 2010/2011 is the most recently available record of this expenditure for South Africa. 
8.  South African Revenue Services (SARS). 2017. Medical tax credit rates. Available: http://www.sars.gov.za/Tax-Rates/Pages/Medical-Tax-Credit-
  Rates.aspx

2 Dataset and methodol-
ogy

 

  



conduct the analysis for benefi-
ciaries who contribute privately 
to medical scheme member-
ship. 

It is important to understand 
how individuals from different 
parts of the socioeconomic 
distribution are affected by the 
removal of medical scheme 
tax credits. We divide medical 
scheme members into quin-
tiles (each comprising 20% of 
the entire sample of medical 
scheme members) on the basis 
of household income. We ana-
lyse the impact of removing tax 
credits across quintiles of medi-
cal scheme beneficiaries. We 
refer to these as “beneficiary in-
come groups”. 

2.2.1 Contributions without    
receiving tax credits

Medical scheme contributions 
are calculated by adding private 
medical scheme contributions 
to employer-subsidised medi-
cal scheme contributions. IES 
2010/2011 reports expenditure 
on an annual basis. To calculate 
medical scheme contributions 
on a per beneficiary per month 
(pbpm) basis, we first divide 
total medical scheme contribu-
tions by the number of benefici-
aries per household to arrive at 
an annual per beneficiary con-
tribution. 

We then divide the annual per 
beneficiary contribution by 12, 
to arrive at a pbpm contribu-

tion. We show average medical 
scheme contributions by benefi-
ciary income group in Figure 1. 

2.2.2 Contributions after 
receiving tax credits

Using information from SARS, 
we calculate the impact that 
medical scheme tax credits have 
on monthly medical scheme 
contributions. Conceptually, 
we think of medical scheme 
expenditure reported in IES 
2010/2011 as expenditure be-
fore the impact of the tax credit 
has been taken into account. 
Medical scheme contributions 
described in Section 2.2.1 and 
shown in Figure 1 therefore 
show contributions before de-
ducting the tax credit. In order 
to calculate medical scheme 
contributions after tax credits 
have been taken into account, 
we assume that the tax credit 

paid by SARS is allocated to 
contributions paid privately and 
therefore reduces the value of 
contributions. After the impact 
of tax credits has been taken 
into account, medical scheme 
contributions are therefore low-
er and show the cost reducing 
effect of the medical scheme 
tax credit.

The value of the tax credit re-
ceived is calculated at a house-
hold level on the basis of the 
number of beneficiaries in each 
household, and is shown in Ta-
ble 1. We subtract the calculated 
tax credit from private medical 
scheme contributions reported 
in IES 2010/2011 to show the 
impact of the tax credit on med-
ical scheme expenditure. Medi-
cal scheme contributions after 
tax credits are therefore “effec-
tive” contributions in the sense 
that we do not observe them. 
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Figure 1: Average medical scheme contribution by beneficiary income group 
(private medical scheme members)

Source: IES 2010/2011 (Statistics SA); SARS (2017); Econex calculations. 



We calculate these values to 
assess the implications for the 
affordability of medical scheme 
membership when removing 
medical scheme tax credits.

2.2.3 Medical scheme afford-
ability

Evaluating the impact of tax 
credits on the affordability of 
medical schemes requires as-
sumptions about an afford-
ability threshold. This is a maxi-
mum proportion of household 
income allocated to medical 
scheme contributions above 
which medical scheme contri-
butions would likely be unaf-
fordable. 

The affordability threshold pro-
vides an indication of the level 
of expenditure that one might 
consider reasonable for medi-
cal scheme members to spend 
on medical scheme contribu-
tions.10 From IES 2010/2011, we 
calculate average overall health 
expenditure for beneficiary in-
come groups. The wealthiest 
and second wealthiest benefici-
ary income groups (i.e. benefi-
ciary income groups 5 and 4) 
respectively spend 8.80% and 
12.85% of household income 
on all healthcare.9 We select 
a threshold of 12.85% against 
which to calculate the impact of 
removing medical scheme tax 

credits on the affordability of 
medical scheme membership. 
This is the proportion of income 
allocated toward overall health-
care expenditure by beneficiary 
income group 4 (i.e. the sec-
ond wealthiest 20% of medical 
scheme beneficiaries.) We have 
done this for a number of rea-
sons. 

Firstly, the distribution of in-
come in South Africa is highly 
unequal. Income at the upper 
end of the socioeconomic dis-
tribution is substantially higher 
than income in the middle and 
at the lower end of the income 
distribution. The proportion of 
income spent on healthcare 
therefore appears to be lower 
than in other income groups, 
but this is driven in part by the 
fact that income is substantially 
higher. As such, using an afford-
ability threshold from benefici-
ary income group 4 is arguably 
a more appropriate reflection of 
how income is allocated at the 
upper end of the income dis-
tribution. Secondly, given the 
poor quality of healthcare re-
ceived in the public sector, it is 
likely that some people opt out 
of the public sector and choose 
rather to pay for high quality pri-
vate healthcare out-of-pocket. 

As a result of the grossly un-
equal distribution of income 

as explained, 8.8% is not likely 
to be a realistic estimate of the 
extent to which people are will-
ing to substitute other expense 
items to secure access to pri-
vate healthcare through medi-
cal scheme contributions.  

Using an affordability thresh-
old of 12.85% of household in-
come, we calculate the number 
of beneficiaries in each in-
come group for whom medical 
schemes would become unaf-
fordable according to this meas-
ure of affordability. The results 
are presented in the next sec-
tion. 

 3.1 Medical scheme 
          contributions

Medical scheme contributions 
before and after taking ac-
count of the tax credit, as well 
as the proportion of household 
income allocated to medical 
scheme expenditure, are shown 
in Figure 2. The figure shows 
that for beneficiary income 
group 1 (i.e. the poorest 20% 
of medical scheme members), 
the tax credit reduces average 
monthly contributions from R 
820.97 to R 583.66. As a pro-
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9.  Overall healthcare expenditure includes expenditure on medical scheme contributions and between medical insurance and out-of-pocket 
  expenditure on healthcare. Hence the reason for these percentages not being the same as shown in Figure 1. 
10. A similar methodology and conceptualisation of affordability is used by Eighty20. Eighty20. 2009. Demand-side analysis of medical scheme coverage  
  and access in South Africa. Prepared for the Centre for Financial Regulation and Inclusion (Cenfri) and FinMark Trust. Available: http://cenfri.org/ 
  health-insurance-and-financing/south-africa-demand-side-analysis-of-market-for-medical-schemes-2009.

 

3 Results: Impact of medi-
cal scheme tax credits 



portion of household income, 
the tax credit reduces average 
medical scheme expenditure 
from 35% to 22.04%. For ben-
eficiary income group 5 (i.e. 
the wealthiest 20% of medi-
cal scheme members), the tax 
credit reduces average monthly 
contributions from R 1 953.35 
to R 1 720.39, and from 6.29% 
of household income to 5.50% 
of household income. 

Table 2 shows the impact of tax 
credits on monthly contribu-
tions and on the proportion of 
household income allocated to 
medical scheme expenditure. 
Column 6 in Table 2 shows 
the impact of medical scheme 
tax credits on medical scheme 
contributions for different quin-
tiles of medical scheme benefi-
ciaries. We see that for benefi-
ciaries in income group 1, the 
tax credit reduces the cost of 
medical scheme expenditure 
by slightly more than 40% (on 
average). The cost reduction in 
medical scheme contributions 
is 30.87%, 21.77%, 14.48%, 
and 13.54% for beneficiary in-
come groups 2, 3, 4, and 5, 
respectively. The impact of the 
tax credit on medical scheme 
expenditure therefore decreas-
es at higher levels of income, 
demonstrating the progressive 
nature of the tax credit. 

3.2 Affordability of medi-
cal scheme membership

We assess the impact of the 
tax credit on the affordability 

of medical schemes by measur-
ing what proportion of house-
holds will have to spend more 
than the threshold proportion 
of income allocated to medical 
scheme contributions should 
the tax credit be removed. 

Using an affordability thresh-
old of 12.85% of income (as 
explained in Section 2.2.3), in 
Figure 3, we calculate the pro-
portion of beneficiaries in each 
income group whose aver-
age monthly contributions will 
move above that affordability 

threshold should the tax credit 
be removed. These are benefici-
aries for whom medical scheme 
membership will likely become 
unaffordable. We see that al-
most half of medical scheme 
beneficiaries in income group 
1 will move above the afford-
ability threshold of 12.85% of 
household income. This propor-
tion gets progressively smaller 
for wealthier parts of the distri-
bution, with 21.51%, 14.29%, 
9.43%, and 4.08% of beneficiar-
ies in income groups 2, 3, 4, and 
5, respectively, moving above 
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Source: IES 2010/2011 (Statistics SA); SARS (2017); Econex calculations. 

Table 2: Impact of medical scheme tax credits on medical scheme contribu-
tions

Figure 2: Medical scheme contributions before and after the tax credit 

Source: IES 2010/2011 (Statistics SA); SARS (2017); Econex calculations. 

  



the affordability threshold. The 
removal of medical scheme 
tax credits will therefore affect 
poorer medical scheme benefi-
ciaries disproportionately. In to-
tal, 21.86% of medical scheme 
beneficiaries will move above 
the affordability threshold with 
the removal of tax credits, i.e. 
1.9 million beneficiaries in 2016.

Medical scheme tax credits 
contribute substantially to the 
affordability of medical scheme 
membership in South Africa, in 
particular amongst poorer ben-
eficiary income groups. 

Although this analysis shows 
the impact of removing the tax 
credit on the affordability of 
medical schemes ceteris pari-
bus, it provides an estimate of 

the cost reducing effect of the 
rebate. Removing the rebate 
will likely have the effect of ren-
dering medical scheme mem-
bership unaffordable to 22% of 
current beneficiaries, with the 

impact falling largely on poorer 
medical scheme beneficiaries. 
This is important to consider in 
assessing the likely consequenc-
es of removing medical scheme 
tax credits.
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4 Conclusion 
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Source: IES 2010/2011 (Statistics SA); SARS (2017); Econex calculations. 

Figure 3: Proportion of beneficiaries moving above affordability threshold 
with removal of medical scheme tax credits


