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Introduction

This guidebook is designed to be used by countries that are considering the
introduction of social health insurance financing for health care, as a replace-
ment for or to supplement existing funding. The first social health insurance
system was established in Germany over 100 years ago. Since then, other
approaches to financing universal health care have developed, such as tax-
financed national health care systems. Over time, systems have changed and
developed in their attempts to: a) improve the health status of the population (by
guaranteeing access to health care); b) provide high-quality and appropriate
care; and ¢) maintain the sustainability and affordability of care through cost
containment.

A close look at the range of different systems of health service financing reveals
that there are advantages and disadvantages with all financing methods.
Nevertheless, depending on a country’s specific circumstances, some meth-
ods may be more appropriate than others.

The focus of this guidebook is on one particular health financing approach —
social health insurance. It aims to lead policy makers and programme planners
through the process of evaluating the usefulness and feasibility of social health
insurance, in the context of existing political, sociocultural and economic
circumstances. It also provides detailed planning advice for the design of a
social health insurance system, and it offers insight into the process of
improving the chances for a successful implementation. As a planning tool, this
guidebook will be useful in all countries where alternative health care financing
mechanisms are contemplated.

This guide cannot and does not aim to discuss the determination of specific
health policy goals or the problems of measuring health status and the impact
and efficiency of health interventions. Although this guide stresses the impor-
tance of clearly defined national health policy goals, it clearly limits itself to the
analysis of the advantages and disadvantages of one particular financing and
organizational option for the delivery of health care.

Preparing and planning for social health insurance

Social health insurance can only be successfully introduced if the conditions
are suitable. It must make a contribution to the achievement of health policy
goals, notably the improvement of health status, and it must serve to improve
both funding for health services and access to care for the population. Social
health insurance must clearly be viewed as a policy tool, rather than an end in
itself. This means that the goals of health policy must be clear, so that the new
funding arrangements can be seen to help to meet them. The first chapter in
section |l of this guidebook therefore covers the process of identifying health
policy objectives, and the constraints on achieving those objectives.

If social health insurance is introduced into a country without careful consider-
ation of the objectives and without proper preparation, it will fail. Efforts and
resources will be wasted, and it may be more difficult or even impossible to
introduce the system successfully at a later stage. The rest of section |l focuses
on determining if social health insurance is desirable, in the context of health
policy objectives, and feasible, in the context of existing constraints. The




section also provides guidance for countries that need to lay the groundwork for
the eventual introduction of social health insurance. Section Il is thus con-
cerned with the “decision phase”: whether or not to proceed with the develop-
ment of a social health insurance plan

Figure 1 depicts the sequence of steps outlined in section Il. The figure is not
intended to represent the only possible sequence of thought and preparation,
nor does it provide an exhaustive list of issues that must be considered. Rather,
the figure is intended to highlight the importance of ensuring that relevant
issues have been considered before resources are devoted to design and
further planning. A country should only move on to the actual design of a social
health insurance systemiif it can successfully progress through the steps in the
figure.

FIGURE 1
DECISION PHASE
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PROCEED WITH THE DESIGN AND PLANNING PHASE

If a decision is taken to proceed with the introduction of social health insurance,
the next step is the detailed design of the system. Section Ill provides an
overview of some fundamental issues related to design. The section illustrates
that a country’s history, culture and existing political and economic systems
mustbe consideredinthe design process. The overalltheme of section 1 is that
a social health insurance system should be designed to suit the particular
needs and circumstances of an individual country, and not simply imported
from abroad.

Section IV continues the design process, with an emphasis on the individual
components of a social health insurance system. Decisions have to be made
onthe population to be covered, how access to services is to be organized, how
services are to be provided, how providers are to be paid, how costs are to be
controlled and how the system should be managed. These are important and
time-consuming tasks, and require attention at an early stage.



Finally, section V looks at experiences with social health insurance in several
countries. The country examples provide insight into how varying circum-
stances can lead to the development of alternative forms of social health
insurance financing. Section V also emphasizes the importance of ensuring
that social health insurance will be acceptable to those who will use it. Advice
is provided on how to build consensus and support for the new system.

Sections ll1, IV and V are thus concerned with the “design and planning phase”
of asocial health insurance system. Figure 2illustrates the steps involvedin the
design process, beginning with a clear specification of health policy objectives.
It is critical that the process of design is compatible with a country’s explicit
health policy goals.

FIGURE 2
DESIGN AND PLANNING PHASE
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SECTION I

ANALYSING THE ECONOMIC AND
POLICY ENVIRONMENT







Chapter 1 |
HEALTH POLICY CONSIDERATIONS

1.1 Health policy and market failure

1
Experience in all countries that have comprehensive health services shows
that problems in the health sector cannot be addressed without some level of
government involvement. Simple market solutions, as are common in other
sectors of the economy, do not work well in the health sector owing to a number
of types of market failure.

Market failure is the term used by economists to describe circumstances in
which there are constraints on the smooth operation of the market. Constraints
may take the form of regulations or rules —which can, in principle, be removed
—or can flow from the nature of the goods or services provided. It is generally
agreed that, in the event of market failure, government needs to develop
structures and policies to counter its effects.

In the case of health services, the major sources of market failure are the
monopoly power of providers, ignorance and uncertainty among consumers
and an element of externality. In order to protect the public, and ensure a basic
level of competence, health care professionals are licensed. There are con-
straints on entry into the professions, there is a structure of ethical principles
within which professionals must operate, and there are rules governing access
to care. This means that the health care professions exercise monopoly power.
It is one of the tasks of health policy to ensure that this power does not work
against the interests of the patient.

In addition to the power exercised by professionals, there are often other types
of monopoly power in health care. Many services yield economies of scale, and
there is often only one provider in a particular area who can provide care
efficiently. This is called a “natural monopoly”.

However, a more important source of market failure is ignorance and uncer-
tainty among consumers. For any one person, it is very uncertain whether or
when there will be a need to use health services. This is combined with an
asymmetry of knowledge about illness and health care between patients and
health care professionals. Health care professionals act both as advisers,
telling the patient what services are appropriate, and as providers of those
services. This asymmetry of information further reinforces the monopoly power
of professionals.

When uncertainty and ignorance about the need for health care is combined
with the high cost of specific types of care, market failures often result. Market
failures can be exacerbated when the needs for health care are greater in
poorer sections of the community. Experience suggests that, under these
conditions, the insurance market fails to work fully, and that some element of
regulation will be needed.
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Thus, government must have a health policy in order to counter market failure.
Possible health policy goals are discussed below. Social health insurance and
other health financing mechanisms should be judged in terms of their potential
to contribute to the achievement of health policy goals.

1.2 Health policy problems and objectives

The ultimate goals of health policy in most countries are long life and good
health for the population. The health policy objectives intended to achieve
these goals are normally expressed in terms of measures to protect the
population from avoidable disease and provide efficient health services for
those who will benefit most from them. There are additional objectives regard-
ing the quality of the service, such as choice, appropriate facilities and
equipment and other factors that affect the quality of the experience of being a
patient.

Many important influences on health are outside the control of health services,
such as those relating to the environment, lifestyle and occupation, as well as
socioeconomic and genetic influences. Health policy may therefore be properly
seen as the policy of a government, rather than a single ministry.

Health policy goals, as defined interms of life expectancy and health status, can
be hard to monitor. The effects of interventions are often seen only after a long
time, and it can be difficult to assign any given effect to a particular intervention.
It is therefore normal to use additional criteria for judging the appropriateness
of health policy and the extent to which policy goals have been met. These will
include the proportion of the population which is covered for basic health
services, the range and availability of services, indicators of service quality and
indicators of the health of the population.

Although health policy goals have been described in terms of achieving the
maximum impact on the health of the population, there are other characteristics
which are valued by the population and which may, therefore, be adopted as
objectives by politicians. Two such objectives are security and social protec-
tion. Even though it may be demonstrated that there is little chance of a person
needing access to a particular service, there may still be a great desire in the
population for it to be available. This is most likely to happen when the services
in question help to save life. Some demand for services that have little impact
on policy goals is induced by providers with an interest in particular types of
treatment and care.

In most countries, péople who can afford it are allowed to purchase privately
whatever health services they wish, regardless of the priority that some of those
services might otherwise attract. It is important to give thought to the way in
which these services relate to the government’s health policy. If a treatment
would have been provided as a priority anyway, supplementary purchases will
help to meet policy goals; they should therefore be encouraged and may be
subsidized. But low-priority services, which do little or nothing to meet policy
goals, should not receive government assistance or encouragement, any more
than other goods and services do.



1.3 Constraints on meeting health policy goals

If government resources are scarce, it is very important to ensure that they are
not devoted to subsidizing care that can be shown to have relatively little effect
on the main goals of health policy. It should be remembered that government
subsidies are often provided through other government departments, in the
form of exemption from import duties, subsidies for the training of staff and
economic development funding.

When considering the contribution of social health insurance, the question is
whether it can provide additional, secure funding for the provision of services
that help to meet health policy goals. In other words, health insurance that
supplies only low-priority services should be treated like any other consump-
tion, enjoying no particular support or encouragement from government. It is
important to consider any mechanisms for the financing and provision of health
services in terms of the extent to which they help to meet policy goals; there is
therefore a need for a clear statement of policy at an early stage. The success
of a health policy should be judged not only by the volume, but aiso by the mix
and distribution of services.

The health policy adopted by a government depends on the economic,
historical, cultural, institutional and political environment, the country’s stage of
development, and other government policy objectives. Familiarity with a set of
institutions may be one reason to continue with them, even if they would never
be introduced in that form if a new system were being set up.

1.4 Health policy and the level of health care spending

Social insurance can help to meet health policy goals if these require additional
funding which is not, or not easily, available from other sources, or if it leads to
better use of existing spending on health. Additional spending is only justified
if it yields greater benefits than spending on other goods or services. Health
insurance funding may help to ensure that the wishes of the population for
higher spending on health services are met.

However, although there is considerable public pressure for higher spending
on health services, it does not necessarily lead to great gains in terms of the
main health policy goals of longer life and better health. Some demand is
induced by suppliers of care and by those who have an interest in the sale of
pharmaceuticals and medical technology, and there is often little evidence that
these should be priorities. It is clear that many countries (including many
industrialized countries) have overinvested in medical technology which does
little to achieve health policy goals.

A comparison of different countries suggests that the priority given to health
services rises as a country becomes richer. Poorer countries typically spend
around 3-4% of national income on health services, whereas the usual figure
for richer countries is 8-10%. There is no intrinsic reason why higher levels of
spending should not occur in poorer countries, but other priorities are often
seen as more pressing, such as development of the basic infrastructure,
including housing, water supply and communications. it is well known that
these developments in themselves have an important impact on health, and in
many countries they will have much more impact on health policy goals than the

11
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development of curative health services. A relatively lower priority for health
services in poorer countries is therefore logical in terms of health policy. In a
growing economy, the resources available for health services are likely to be
increasing, and the priority of health services is also likely to increase.

In many countries with health services funded by and/or provided by the state,

there is great inefficiency in the health sector. A&ocial insurance mechanism
may help in several ways. Firstly, the greater explicitness and visibility of
spending on health services can lead to greater accountability in expenditure.
Secondly, employers and employee representatives have incentives to monitor
spending. Thirdly, the introduction of contracts for the supply of services, and
the greater autonomy of service providers (if this has not already been
achieved) can provide mechanisms for monitoring the efficiency and appropri-
ateness of spending.

Social health insurance can be a useful mechanism for channelling resources

into high-priority use and improving the efficiency of service provision. In
assessing the appropriateness of social health insurance, several questions
should be asked:

(1) Should spending on health services have a higher priority than at present?
If so, can the country afford a higher Ievel of expendlture on health
services? :

(2) Isthedevelopmentof health services restricted by the lack of mechanisms
to channel resources into health, rather than the affordability of health
services?

(3) Isthe growthofthe economy sufficient to aIIow significant development of
‘health services? . _

(4) Would a change to social health insurahce with its greater visibility of
resources for health services, Iead to more efficient use of the existing
spending?

If the existing level of spending on health care is near the limit of what can be
afforded in the current state of the economy, then social health insurance is
unlikely to offer any useful benefits compared with existing arrangements. If the
answer to the other questions is “no”, then no further consideration of social
health insurance is appropriate at this stage.

Social health insurance may have a useful role at a later stage in a country’s
development, even if it may be presently inappropriate. Some of the measures
discussed in chapter 3 are relevant for countries that wish to prepare for the
eventual adoption of a social health insurance scheme.



Chapter 2 |
THE DESIRABILITY AND FEASIBILITY
OF SOCIAL HEALTH INSURANCE

2.1 Introduction
There are four main categories of funding for health services:

government finance raised through taxes
social insurance

private actuarial insurance

direct payment for services by patients.

ooCoo.

With the exception of the last, these systems all provide an element of
insurance (risk pooling or risk sharing). Services are provided free or below cost
price on the basis of rights derived from past contributions. There is therefore
an element of protection from the risk of ill-health.

As well as insurance, systems of health financing may provide an element of
mutual support. Those at higher risk and those on lower incomes are supported
in part by people with high incomes and low risk. Given the correlation in all
countries between low income and high risk of ill-health, there is a case for
providing this support.

This chapter defines a number of different systems for health service financing
and provision. It then discusses the basic advantages and disadvantages of
social health insurance.

2.2 Definitions

Government tax-funded systems pay for health services out of general govern-
ment revenue. There may also be some special health taxes, e.g., on health-
damaging goods or activities. Decisions about the overall funding of services
are made as part of the overall planning of government expenditure.

Social insurance systems pay for health services through contributions to a
health fund. The most common basis for contributions is the payroll, with
contributions from both employer and employee. Contributions are based on
ability to pay, and access to services depends on need. The health fund (or
funds) is usually independent of government, but works within a tight framework
of regulations. It is normal under social insurance for entitlements to services
to be listed in detail, and for contribution rates to be set at a level intended to
ensure that these entitlements can be met.

Private actuarial insurance is based onrisk. People pay premiums based on the
expected average cost of providing services for them. People who are in high-
risk groups pay more, and those with low risks pay less. Services covered by

13
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the insurance may vary between different companies and different insured
persons. The basis is exactly the same as for insurance on a car or house.

Direct payment by patients involves neither insurance nor mutual support.
Patients are charged according to a set tariff for the services they use.

2.3 Advantages and disadvantages of social health insurance

Social health insurance is thus one method of financing health services, as
either the main or a supplementary funding mechanism. A more detailed
discussion of its advantages and disadvantages is provided later in this
chapter. However, it is worth considering more generally the circumstances in
which this system can help a country to meet its health policy goals. The main
reasons for choosing social insurance financing are the following:

Q it can provide a stable source of revenue for services

0 the flow of funds into the health sector is visible

O it can help to establish patients’ rights as customers of the health care

providers .

0O it combines risk pooling with mutual support, by allocating services
according to need and distributing financial burdens according to the

‘ ability to pay

Q it can operate in pursuance of government health policy goals, but it can
maintain a degree of independence from government

0O it can be associated with efficient provision of health services.

The main disadvantages of social insurance financing are:

0 high administrative costs

problems of cost containment

2 problems of ensuring coverage for workers in agriculture and the informal
sector.

o

2.4 Health service provision

Chapter 2.2 described four systems for funding health services. There is also
achoice of types of provider of health services, and a choice of relationship with
the funding organizations. Providers can be owned by government, private
non-profit-making or private profit-making organizations.

Funding organizations may be allowed to own providers of care, or may
contract with independent providers for the supply of services. It is possible to
mix private ownership of facilities with tax or social insurance funding, orto fund
public service provision through private financing mechanisms. In other words,
there is no need for funding and service provision to be owned by the same
sector; it is feasible to have combined organizations for both funding and
provision, or a separation of funders and providers. Most countries have a
mixture of systems for financing health services, but there is normally one
source of funds WhICh plays the largest part in glvmg most people access to
most of their care.



2.5 The role of government

Governments must be active in setting health policy goals, devising frame-
works for the funding and provision of services, and ensuring that there are
mechanisms to monitor the achievement of policy goals. This is because
market failure creates a need for a clear set of policy goals and ways of
achieving them. It is important to distinguish this from direct funding and
provision of care by government, which is optional and normally depends on the
availability of non-government mechanisms and institutions.

2.6 Who wants social health insurance?

Before embarking on a serious analysis of the desirability and feasibility of
social health insurance, it is useful to consider the sources of pressure for its
implementation. For example, in the countries of central and eastern Europe
(and indeed many other parts of the world) the low level of resources for health
care as compared with western Europe, the low salaries for health care
professionals and the poor quality of many health care facilities combine to
create a demand for higher levels of funding, especially among health care
professionals. Much of the argument has been driven by the desire of health
care staff to improve their incomes. There is a risk that any additional funding
will provide higher incomes for staff without any significant increase in the
volume or quality of care. Although it is desirable in the long run that there
should be a well paid and highly motivated body of health care professionals,
it is unlikely that this is the highest priority for additional funding.

2.7 History, culture, values and traditions

Social health insurance is always introduced against a background of existing
attitudes and traditions in the provision of health services. For example, where
health services have been provided free at the point of use (although paid for
through taxation) there may be resistance to changing to a system where
payment is more visible. In some countries, a system of unofficial payments to
physicians has become established (indeed, they sometimes represent more
than half a physician’s income) and insurance may only be acceptable if these
payments can be eliminated. Insurance brings with it a different relationship
between physician and patient (a customer/service-provider relationship),
which may conflict with tradition.

Social health insurance is based on mutual support and involves a transfer of
resources from relatively richer and healthier people to relatively poorer and
sicker people. It works best when there is a consensus among the population
that mutual support is a good thing. If there is no such consensus, it will be
difficult to promote acceptance of the scheme.

The question that must be answered is:

Q  dohistorical or cultural conditions allow for the introduction of social heaith
insurance at present?
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Although these factors are unlikely to represent a long-term constraint on the
introduction of social health insurance, it is advisable to consider them at an
early stage.

2.8 Levels and sources of funding for health services

Resources for the provision of health care are limited by the level of the
country’s income. Further limitations may come from a failure to mobilize
resources for health. Social health insurance may provide a mechanism for
making resources available but it does not, in itself, make it possible for a
country to afford health care. It is therefore important to consider the ability of
the country to afford health services, and to assess the potential of social health
insurance to mobilize extra resources.

A gap between the resources a country can afford to devote to health services
and the funds which can be mobilized through tax and private insurance canbe
due to several factors. Political constraints on tax funding (sometimes imposed
from outside) can limit the state budget for health. Market failure in the supply
of private insurance leaves cover incomplete, especially among poorer people
and those who need treatment and care for chronic conditions. However, for
some groups in the population, social health insurance can mobilize resources:
some people are willing and able to pay for additional protection, but have
difficulty obtaining appropriate cover from private or government sources.

In countries where the funding of health services is constrained by the low
income of the country and the relatively low national priority of health services,
the introduction of social health insurance will be of no value in mobilizing
resources. ‘ :

2.9 Equity

Introducing social health insurance can improve access for some groups in the
population and may widen coverage by bringing additional resources into the
health sector. Funds released by moving part of the population from a govern-
ment-funded to a social-insurance-funded system of care can allow other
priority services 10 be developed. For example, freed up resources can be used
to improve the provision of services to population subgroups not covered by
social health insurance. '

However, there are certain risks. Safeguards have to be built into the system
to ensure that improving access for one part of the population does not at the
same time worsen access for others. This situation could occur if government
health care workers responsible for serving the uncovered part of the popula-
tion are increasingly called upon to provide services for covered groups. As
another example, if the insurance scheme is designed primarily to provide
coverage for people with stable, formal-sector employment (and relatively high
incomes), this could result in improved access for a group with relatively low
morbidity and low health service needs; if resources are limited, coverage for

“populations with greater needs could be reduced.



2.10 Feasibility of social health insurance

Besides assessing the affordability of services and the potential role of
insurance, it is important to look at the feasibility of social health insurance.
Among other things, it is necessary to identify the administrative needs of an
insurance system and decide whether they can be met. Insurance arrange-
ments tend to be more complex (and often more expensive to administer) than
tax funding, and certainly require considerable administrative skills.

The following subsections deal with two issues which may affect the feasibility
of social health insurance.

2.10.1 Payroll deductions

Social health insurance is normally provided through a system of payroli
contributions to a health fund. It is typical (although not essential) for the total
contribution to be calculated as a percentage of income. This amount is
normally split between employer and employee: for example, if the total social
health insurance contribution for a worker is 12% of the wage, this may be made
up by contributions of 8% from the employer and 4% from the employee.

The distinction between employee and employer contributions may not be
important. For the employer, the decision to employ a worker depends on the
overall cost of wages and other payroll costs. For the employee, the main areas
of interest are take-home pay and other benefits. If contributions to the
insurance fund are tax-free, there is little analytical difference between em-
ployer and employee contributions, although there may be important psycho-
logical differences. One reason for having employer contributions is that they
encourage employers to seek cost containment, since the employer benefits
from any savings in resources.

One important question is whether payroll contributions are the best source of
funds for health care. In most countries, the payroll is already a major source
of taxation — income tax, pension contributions, unemployment insurance and
sometimes insurance against loss of earnings due to ill-health. If the deduction
rate is already high (i.e., the proportion of total payroll costs taken out in
compulsory deductions is high) then it is not advisable to use this source for
additional deductions. The effect of further payroll charges is likely to be to
discourage employers from retaining or taking on staff, with the consequence
of higher unemployment. Before embarking on a further analysis of the
potential role of social health insurance, it is worth asking two questions:

(1) Whatis the current level of deductions from the payroll, and is it advisable
to impose further charges?

(2) What is the current level of unemployment, and is it advisable to risk
introducing a measure that may increase it further?

If the answer to these questions is “no”, then there is no point in considering
social health insurance further at this stage, although it may become feasible
if part of the burden of taxation and contributions canbe moved to anotherbase.
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2.10.2 Labour market structure

There is a frend in most countries for the proportion of the population in formal
employmentto fall and for more people to be self-employed. The income of self-
employed people is difficult to assess for at least three reasons:

@  incomes tend to be variable, depending on the amount of work available
or, in the case of agriculture, on crop yields, prices of produce, etc.

Q  personal and business income can be confused, so that it is genuinely
difficult to know whether a costis incurred by the business or the individual

Q since it is difficult to assess the income of self-employed people, and
because incomes tend to be taxed, there are strong incentives for people
to understate their income.

Social insurance for health is funded by a percéntage deduction from incomes
(or salaries), and this depends on there being an agreed measure of income.
Social health insurance therefore works best in the context of a relatively large
formal sector, with a large proportion of the population working as employees,
so that there is little scope for doubt about their incomes.

Although it is difficult to assess contributions for any self-employed person,
there are particular problems with people working in agriculture. Farmers have
the additional problem that incomes are very uneven over the year. A large
proportion of their income may be realized in a few weeks (i.e., at harvest time)
and so they will have real dlfflculty in paymg regular weekly or monthly
contributions.

Of course it is possible to operate social health insurance for self-employed
people, and there are many examples of ingenious ways of assessing the level
of contributions. Ifincomes are consistently understated, it is possible to charge
a higher rate for self- employed people or to insist on a higher level of co-
payments.

The important consideration is that it is more difficult and more expensive to
operate under these conditions. If the informai sector is large, there is likely to
be little scope for introducing social health insurance.

Analysis of the structure of the labour market leads to an important question:

Q  is the formal sector large relative to the informal sector, and will it be
possible and cheap to collect health fund contributions?

If the answer to this question is “no”, then it is unlikely that a system of social
health insurance covering the whole population is feasible at this stage as the
main source of revenue for health services. However, it may have a part to play
for some groups in the populatlon as a first step towards a more comprehen-
sive system.



2.11 Social health insurance and national infrastructure

The aim of health policy should be to improve the health of the population by
means of preventive and curative interventions. Funding should be used
primarily for providing services and not for financing the administration of the
system. It is also important to ensure that the new organizations will be able to
operate effectively. This means that there must be some basic infrastructure,
such as a body of educated personnel who can be trained to manage the health
funds, a system of laws within which the insurance laws can operate, systems
for assessing incomes for the purposes of payroll deductions, and procedures
for collecting other payroll contributions.

Social health insurance requires some additional administrative arrangements
for collecting contributions and providing access to care, and it can only be
effectively developed if these arrangements can be put in place. The overall
level of education within the country can be important in this respect. Adequate
standards of literacy and numeracy in the general population may be important
to the extent that self-assessment is an element in the determination of
insurance contributions. Thus education in general, as well as the educational
level of the administrative staff, can be significant.

Some countries have an established system for collecting income tax through
payroll deductions. Under these conditions, it may be possible to introduce
social health insurance contributions using the same basic procedures, but
paying the money into different funds. This can simplify the operation of social
health insurance and reduce costs.

The above comments are meant to be examples only. However, it is important
to assess the overall availability of the infrastructure needed to support social
health insurance. Specifically, it is worth asking three questions:

(1) Is there a core of well educated administrators who could be trained to
‘ operate a social health insurance system?

(2) Is there a framework of law and enforcement procedures to support a
social health insurance law?

(3) Do existing administrative structures and procedures offer mechanisms
for collecting contributions?

If the answer to the above questions is “no”, social health insurance is unlikely
to be feasible at this stage.
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2.12 Social health insurance and health care infrastructure

Health insurance gives the insured population an entittement to health ser-
vices. It is therefore important to ensure that the health infrastructure exists to
provide those services and that there is some incentive to comply with the
insurance. It is important that an individual should have better access to care
if he/she pays the contributions due and obtains insurance. This is true even if
the insurance is compulsory, since ithelps to ensure that contributions are paid.

In principle, insurance does not require a system of hospital-based secondary
and tertiary health services, although such provision is typically popular with the
population, and thus with the insured population. The important thing is to
ensure that the health services to which insured people are entitled can be
delivered. - : - :

When social health insurance is introduced, it is often difficult to offer advan-
tages to members in the form of better access to care. Most countries have a
system of access to some emergency care, regardless of ability to pay or
insurance status. There is considerable disquiet when people in serious
medical need are refused treatment because of their inability to pay or lack of
insurance. There is therefore a potential conflict between the desire to protect
the population, regardless of people’s insurance status, and the need for
insurance to offer significant advantages to the insured population. This
problem is particularly severe when insurance is proposed in a country with an
existing system of state-funded, free or heavily subsidized health services
(however poor these services may be). People will question the advantages
and resist the introduction of additional and highly visible insurance contribu-
tions unless they bring demonstrable additional benefits.

Several mechanisms can be used to resolve these difficulties. It is sometimes
possible to give immediate access to emergency care for everyone who needs
it, and to recover the money later from those who can afford to pay. Alterna-
tively, the incentive to be a member may be better access to non-emergency
care. :

Before embarking on the detailed: planning:of an insurance system, two
questions should be asked:

(1) Does the health service infrastructure exist to provide the services to
which insured people are entitled?

(2) Will the scheme be able to offer significant advantages to members
without denying access to emergency care to the rest of the population?

If the answer to the above questions is “no”, then social health insurance is
unlikely to succeed under current conditions.



2.13 To proceed or not to proceed with social health insurance

Depending on the conditions in the country, three decisions are possible. If
conditions are favourable, the government may decide to start setting up the
necessary institutions, legal framework and procedures for social health
insurance. lf conditions are not suitable, then the choice is between taking steps
1o overcome the constraints (see chapter 3) or deciding not to proceed with
health insurance at this stage.

A decision not to proceed is often sensible. If conditions are unsuitable,
introducing social health insurance can lead to higher costs of care, inefficient
allocation of health care resources, inequitable provision and dissatisfied
patients. It can also make it more difficult to realize the potential advantages of
social health insurance in the future.

The questions in the previous sections aim to define the minimum conditions
under which social health insurance is likely to be successful. If itis not possible
to prepare the country, or a specific sector of the country, to meet these
conditions, it is better not to proceed.
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Chapter 3
PREPARING FOR SOCIAL
HEALTH INSURANCE

3.1 Removing obstacles

This chapter reviews the measures that might be taken to prepare a country for
the introduction of social health insurance. Many of the problems considered
were introduced in chapter 2.

If the problem is the poor performance of the national economy, it may be
necessary to wait until policies to produce growth and development have led to
a higher income per capita, and thus to the possibility of devoting a higher
proportion of the country’s resources to health care. No detailed consideration
is given here 1o policies for growth and development.

3.2 Social health insurance and the tax/benefit system

If social health insurance is to be funded by a charge on the payroll, then it is
important to consider the effect this can have on the overall level of deductions.
One approach is to reduce payroll deductions for income tax, pensions,
unemployment insurance and other income-maintenance policies. This can be
difficult if social health insurance is being introduced for only part of the
population. Itis possible, although complicated, to allow members of insurance
schemes to opt out of the national health funding system, effectively lowering
their payroll deductions. Arrangements of this sort are used in some countries
in the provision of retirement pensions, where people contributing to approved
private schemes may be allowed to opt out of state pension contributions and
benefits.

One way of achieving this is to have a transitional stage in which the insurance
fund is an earmarked part of the income tax, so that the introduction of social
health insurance simply takes the process one stage further. This approach
avoids the problem of people appearing to pay more but gaining no additional
accessto care. Intime, it may be possibie to increase the level of contributions
for social health insurance in line with developments in the entitlement to
services.

3.3 Employment and the labour market

When people move from formal employment to self-employment, it becomes
more difficult to measure income, and the tax base can be eroded. If there is a
policy of deriving government revenue from income tax, and if the aim is to have
a progressive tax system, it is important to develop mechanisms to assess
incomes and to collectincome tax. This process of assessment can be used to
assess other types of liability for insurance, charges and contributions. Al-
though social health insurance may not in itself justify the development of a
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framework for assessing incomes, it is an additional argument for such a
development.

People often move to self-employment because it gives them tax advantages.
There is no logical reason why government should encourage such a change,
and it may be worth examining the tax structure to ensure thatitdoes not contain
inappropriate incentives.

In any case, in preparation for the introduction of social health insurance it is
important to assemble information on all the deductions and charges on the
payroll. Government departments often develop policies without taking full
account of the policies of other departments, and the combined effects may
cause problems. If social health insurance is to be based on payroll payments,
it may be necessary to move some revenue-raising to another base, such as
sales or property taxes. This will be particularly important where unemployment
is a serious problem and particular care must be taken to avoid discouraging
employers from taking on staff. |

If the suggestion is to set up a social health insurance scheme covering
occupational groups with a high proportion of self-employed people (e.g.,
farmers) thenitis important to consider which type of contribution base will work
best. It is possible to raise a levy on goods sold at auction, or accept payment
in surplus produce rather than a regular financial contribution. It may take some
time to find a suitable mechanism for raising charges on this type of group.

3.4 Preparing the administrative infrastructure

Two types of preparation are needed to ensure a suitable administrative
infrastructure — training staff and setting up structures and procedures. The
skills needed to administer a system of social health insurance are different
from those used in other types of health service management and financing.
Staff need to be equipped to manage the collection of contributions, support the
process of identifying entitlements, arrange for access to the services to which
members are entitled, and monitor the quality and appropriateness of care.

Training staff to establish and manage the social health insurance system can
take several years, and some of the work needs to be done before the new
arrangements are established. Many countries make the mistake of trying to
develop social health insurance wiihout the necessary skills.

3.5 Preparing the health services

One objective of social healthinsuranceis toimprove access to health services.
Early action may be needed to ensure that the services to which insured people
are entitled are available, and in places where they can easily gain access to
them. ‘ '

Development of health services can be done directly, with government building
the facilities, training the staff and buying the equipment, or indirectly, with
government encouraging health services development by private and nongov-

- ernmental bodies. It is important to remember that, even in countries where all

health services are supplied by private-sector organizations, there is a need for



at least some element of government control over the pattern of services and
facilities. Providers will only invest in buildings and equipment on a large scale
if they see a reasonable chance of winning contracts. There are very long lead
times between the initial decision to proceed with building or training programmes
and the eventual provision of services, so that the government is likely to be
involved in providing guarantees or incentives.

Especially if the health sector is unprepared for an expansion in the demand for
services, additional funds can simply inflate the price of health services without
improving access. This does nothing to meet health policy objectives. To avoid
this problem, it is usually necessary to develop a plan for health services that
remain funded by other mechanisms.

The need to contain costs has led most countries to place some limits on the
development of health care facilities. However, the main need for government
involvement is the time which elapses between the initial planning of new
services and facilities and their completion.
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SECTION lli

DESIGNING SOCIAL HEALTH
INSURANCE: PRELIMINARY ISSUES
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Chapter 4 |
BASIC QUESTIONS RELATED TO DESIGN

4.1 Introduction

Section Ii of this guidebook is concerned with the critical decision of whether or
not to proceed with the development of social health insurance. In Section 1ll
it is assumed that, after a careful analysis of conditions in the country, the
decision has been made to proceed to the design and planning stage. This is
not an irrevocable decision; if serious problems arise, the development of the
system may still be delayed or abandoned.

Figure 2 in section | suggests the stages to be followed in the detailed design
of social health insurance. Once social health insurance has been established
as a valid option, policy objectives must be clearly specified, so that they can
be taken into account in the design of the system. The next stage is to develop
detailed system components and mechanisms; this is described in section IV.
Section V deals with the lessons to be learned from the experiences of other
countries and ways of building consensus and gaining support for social health
insurance.

4.2 Developing health policy

The government's objective in the design of health policy should be to achieve
long life and good health for the population. Ensuring access to appropriate and
effective health services is one way of achieving this.

Before plans for social health insurance are developed in detail, health policy
goals and targets should be clearly stated. The insurance plans must be
compatible with policy goals.

Policy goals must be stated at the level of overall objectives (e.g., long life and
good health) and in terms of targets associated with these goals (e.g., access
to effective and efficient services, equity, etc.). For the purposes of policy
development, it is better to avoid going into too much detail about how these
goals and targets are to be achieved.

4.3 Choice and diversity in health service provision

Although it is possible to allow social health insurance organizations to be
responsible for the provision of health care, there are reasons for discouraging
this. Itis likely that the introduction of social health insurance will lead to greater
diversity in the provision of health services. Health funds can usually choose to
contract with government, private non-profit-making or private profit-making
providers. The growth of choice and diversity in the provision of health services
can lead to more efficiently provided health care and improved quality of care.
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4.4 Liaison with government departmehts and programmes

The development of social health insurance, whether mandatory or voluntary,
and whether it covers the whole population or only certain groups, will affect
other areas of health policy, the feasibility of other taxes and charges, and other
government objectives. If social health insurance is to be successful, these
effects must be anticipated and taken into account in planning the system.

Itis important to consider the overall burden of taxes and charges, and to avoid
excessive dependence on a single source of funds. There is therefore a need
for liaison between the health funds and the government departments and
agencies that levy taxes or charges. This liaison must be permanent, since
insurance contributions and other taxes and charges are regularly reviewed. A
mechanism for exchanging information and preventing unilateral action by any
of these agencies will therefore be required.

There are other go{/ernment.objectives ‘which may be influenced by the
introduction of insurance. For example, economic development requires a
flexible and mobile labour force, and government may be reluctant to introduce
rigidities into the labour market. The objective of controlling inflation will be
undermined if insurance leads to a rise in health care costs. In addition,
balance-of-payments objectives can be adversely affected by imports of
medical equipment and drugs.

Government objectives to promote economic development through increased
capital investment can also interfere with health policy objectives. Policies
exempting capital goods from import duties, for example, can lead to inappro-
priate purchases of expensive and low-priority medical technology. The result
is that government resources may be devoted to activities that unintentionally
undermine governmént health policy. Clearly, liaison must be maintained with
the government departments responsible for economic policy and develop-
ment.

A potential problem arising from a growing diversity of health care provision
(see chapter 4.3 above) is its implications for: health personnel. There is
normally little incentive for the private sector to be involved in the cost of training
and professional development if it can recruit staff easily from public hospitals.
This can mean that providers are not competing on equal terms, since public
hospitals bear the cost and disruption of training. On the other hand, teaching
hospitals (which are often government-owhed) may gain an unfair advantage
from employing the most prestigious staff. |

There is a growing realization that ways must be found to guarantee equal
treatment for all health care providers as far as training costs are concerned,
and to ensure that high-priority services are not starved of skilled health
professionals. Training of health professionals is very expensive, and it is
important to ensure that enough staff are trained to meet the needs of all the
providers that contribute to health policy goals.

Itis also important to consider that the health fund(s) will need qualified staff in
order to function properly. The skills neededj will be in actuarial sciences,
epidemiology, health economics and other health sciences. Some people with
these skills may already be working in government departments, but further
training is likely to be necessary. The need to coordinate training policies with



the requirements of the health fund and with government health policy objec-
tives implies that there must be close cooperation with ministries of education
throughout the social health insurance planning process.

4.5 Funding services not covered by insurance

Social health insurance works best for the coverage of curative care in both
primary and secondary care settings, because people enjoy the benefits of
being guaranteed access to treatment in the event of iliness. It is more difficult,
however, to fund prevention and health promotion through insurance.

The relative priorities given to the expansion of primary health care, to
improvements in secondary care, or to disease prevention and health promo-
tion will depend on the existing characteristics of the health services, the
patterns of disease and the availabie options for improving health. Ifthe highest
priority is to expand primary health care coverage among scattered rural
populations, with an emphasis on basic care and health promotion, itis unlikely
that social health insurance will helpto achieve this: the transfer of skilled health
professionals to the curative services covered by insurance may even hinder
it. 1f the highest priority is health promotion—programmes to encourage people
to give up smoking, for example — then social health insurance is probably
irrelevant. A mixture of government funding, with fees and co-payments by
patients, and innovative forms of community financing are likely to be more
useful for the expansion of preventive and health promotion services.

4.6 Equity

Social health insurance is often introduced in order to supplement other
systems of health service financing, at least initially. As coverage expands, it
may become the largest or even the universal method of funding basic health
care. If the scheme is the first stage of a longer-term policy development, then
it may be acceptable to have a period in which equity objectives are not met.
However, if the health insurance will never cover more than a small part of the
popuiation, then this may cause resentment among those who are refused
membership. A population’s desire for access to health services comes from
comparison with similar populations within and outside the country. Providing
services for one group can seem like depriving another.

Itis worth considering the option of introducing social health insurance to cover
the whole population, but with “deemed” (credited) contributions for those who
cannot or do not pay for themselves. Once the necessary structures and
procedures are in place, deemed contributions can be replaced by real ones.
A universal system of social health insurance will normaily retain deemed
contributions for specific groups, such as unemployed or retired people.

Equity considerations have influenced thinking about access to heaith care for
many years. If health insurance releases government resources to develop
services for people not covered by the scheme, and thus raises standards for
the people worst off, greater inequality may be acceptable, but alimited scheme
which reduces access for some groups may be very unpopular, which can
reduce its chances of successful implementation.
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4.7 What sort of health insurance shouid be chosen?

The emphasis of this guidebook. is that social health insurance should be
designed to serve health policy. As discussed in the sections above, it is also
important to consider health insurance in the context of other government
policies. These concerns will play a role in the decisions about the actual
structure of the social health insurance scheme. In this respect, there are
several fundamental choices to be made, some of which depend on the
prevailing social and political culture as well as on health policy.

Animportant question is whether the scheme should be mandatory or voluntary
for the target population. As the subsequent parts of this guide make clear,
there are many advantages in mandatory systems, which improve risk pooling
and avoid some incentives to “hitch a free ride". Also, it is difficult to use a
voluntary system to meet health policy goals. However, there is a political cost
in terms of the acceptability of the scheme to the population.

Another issue concerns the ownership and organization of the health fund. A
critical decision to be made here is whether to set up a single fund or several
funds. The arguments for having a single fund are simple — administrative
costs are reduced, the system is easier to monitor, it can offset the monopoly
power of physicians and other providers, and the incentives for selecting only
good risks are removed. With a single fund, it is possible to ensure greater
equity of access to services. The disadvantages of having only one health fund
are that subscribers have no choice of insurer — which thus eliminates the
possibility of competition — and a single fund can become ungainly, difficult to
manage and overly bureaucratic.

Even if there are multiple health funds, it is difficult to achieve genuine
competition between them. In Germany, for example, there are many funds but
they serve particular sections of the community, and for many people there is
no real choice of insurer. Itis possible even with only one health fund to ensure
competition for the right to manage the fund on a franchise basis. A clear
distinction should be made between the (strong) arguments for using market
mechanisms and competition in the provision of health services, and the
(weaker) arguments for competition among funding organizations.

The option of having several funds may become more attractive as the number
of subscribers increases and the economy of the country develops. Choice, like
other commodities, has a cost; in richer countries, more people will be able to
afford the luxury of choice. A single fund, however, can achieve economies of
scale in the collection and management of health fund contributions. The main
point is that choice and competition will not necessarily offset the advantages
of simplicity and economy of scale. The option of having several funds should
thus be treated with caution. ‘

Health funds can be owned by private profit-making, private non-profit-making,
quasi-public or public organizations. In practice, these distinctions may be quite
unimportant, since health funds will always operate within a clearly defined
policy framework.

Nevertheless, the formal ownership of the health fund or funds can be very
important if the aim is to make a clean break with the past. It may be considered
desirable to establish or license organizations which are legally independent of



government, but this legal independence does not reduce the need for a policy
framework, covering contribution rates, payment for services and enrolment.
Nor does independence remove the need to seek ways of containing costs in
the health sector and managing the collection of contributions. Profit-making
organizations have strong incentives to be efficient, but some part of the
premium must be retained to pay the profit.

QUESTIONS RAISED IN CHAPTER 4
(1) What are the health policy objectives of the country, and are they clearly stated?

(2) What priority is given to the development of primary care services, as compared with
secondary and tertiary services?

(3) Are the existing health services capable of meeting any increase in demand that may
follow the introduction of health insurance?

(4) What arrangements exist for liaison on health policy between government departments?
(5) How will human resource provision be financed and organized?
(6) Who should be covered by health insurance, and how can equity objectives be met?

(7) Should there be one health fund or several, and who should own it/them?

R
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SECTION IV

DESIGNING SOCIAL HEALTH
INSURANCE: SYSTEM COMPONENTS
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Chapter 5
POPULATION COVERAGE

5.1 Introduction

There is no general rule about the proportion of the population which should be
covered by a social health insurance system, although protecting everyone in
the population against the financial burden of heaith care in case of sickness
may be regarded as an expression of social solidarity. The obvious solution is
to cover the whole population. Nevertheless, there are arguments for not doing
so, which carry more or less weight depending on the situation in the country
concerned.

All countries with social health insurance started by protecting subgroups of the
population, such as employees in large enterprises. Over time, coverage has
been extended to other groups. In Korea, for example, coverage started with
the employees of big firms; later, smaller firms were included, followed by other
population groups such as the self-employed. Full protection of the whole
populationis, atbest, along-term objective in the process of establishing social
health insurance.

In addition to the situation prevailing when a health insurance system is being
built up, there may be historical, technical or political reasons for not covering
the whole population. There are many examples of countries with established
social health insurance systems which do not include certain groups. In
Germany, for example, self-employed people, civil servants, military personnel
and priests are not covered by social health insurance. In the Netherlands,
employees with wages over a certain limit are excluded.

There may also be good reasons to establish or allow the establishment of
several separate health insurance systems in a country, rather than one
uniform system. This may be for historical or technical reasons (such as special
requirements for registration and contribution payments, e.g., for farmers or
seafarers) or because of the special needs of specific groups (e.g., miners).
These issues are discussed more fully later in this chapter.

5.2 What are the target groups for social health insurance?

Before discussing the above questions in more detail, itis useful to consider the
possible target groups of population coverage. A number of population groups
can be distinguished, whose characteristics, size, needs, technical require-
ments and political influence may be different in different countries. The
following table gives a brief overview of a possible set of target groups, to give
some idea of the complexity of the issues involved. It should also be remem-
bered that if the system does not provide free coverage for dependants,
spouses and children will have to be considered as an additional group
requiring coverage.
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TABLE 1
POSSIBLE GROUPS FOR SOCIAL HEALTH INSURANCE COVERAGE

Group Technical and Administrative Problems
employees industrialized workers no specific technical or administrative problems
‘ white collar workers acceptability problems with high-income groups
workers in agriculture registration, income assessment, payment
seafarers no technical or administrative problems, but high risk jobs
miners ‘ no technical or administrative problems, but high risk jobs
‘ ‘ casual workers registration, income assessment
self-employed people craftspeople registration, income assessment
farmers registration, income assessment, payment

owners of small businesses | registration, income assessment
other independent workers registration, income assessment

special groups civil servants no real technical or administrative problems
‘ military personnel no real technical or administrative problems
non-working population pensioners ability to pay '
unemployed people registration, ability to pay
disabled people ‘ registration, ability to pay
welfare recipients ability to pay
students ability to pay

people in training ability to pay

Given the variety of potential target groups, several aspects need to be
considered in the development of a population coverage policy:

Q  political: what is the political impact of .including or excluding certain
groups? Political considerations may be influenced by the fact that in most
countries which plan to establish a social health insurance system, some
protection schemes already exist for certain population groups. These
groups may resist incorporation into a general scheme.

0 technical: what kind of risk mix is needed to ensure a functioning health
insurance system?

Q  equity:whatis theimpacton equity objectives of choosing a certain pattern
of population coverage? Any consideration of equity and risk mix requires
low-income, high-income and zero-income groups to be distinguished.

o feasibility: will it be feasible to cover a large number of different population
groups? There may be problems associated with establishing universal
coverage, such as difficulties in registering certain groups or in assessing
and gathering contributions.

a memberShip: will the system be compulsory or voluntary? What are the
~ problems associated with voluntary membership?

Each of these aspects are considered in more detail in the following sections.

5.3 Political aspects of population coverage

For various reasons, social health insurance schemes sometimes exclude
particular population groups. For example, persons who can easily afford to




make their own insurance arrangements, either through savings or private
insurance, are often excluded from social health insurance coverage. Empioy-
ees whose earnings exceed a certain upper limit may fall into this category.

Self-employed people are sometimes exciuded from insurance schemes,
largely because of difficulties in assessing their incomes. In some countries,
groups such as public servants, physicians, lawyers, and military personnel
have special protection arrangements and are therefore not included in the
general social health insurance system. Nevertheless, these groups may be
important for mutual support and for ensuring an adequate risk mix (see below).

ILO Convention No. 130 provides some minimum standards of population
coverage (2). States which have ratified the Convention are free to choose their
health care systems, provided that these will eventually cover:

0  employed persons, with the exception of certain groups defined in article 4
(public servants, seafarers) and article 5 (casual employees, family mem-
bers of the employer, other groups not exceeding 10% of the rest of the
employed population)

O  atleast 75% of the economically active population or
Q atleast 75% of all residents

O in all cases, the wives and children of insured persons must be covered.

5.4 Technical aspects of population coverage

Insurance only works if some people pay more in contributions than they take
out in services, to compensate for those who cost the scheme more than they
pay in. An insurance contribution is not a payment for a service, but the price
for insuring a particular risk.

If the objective of social health insurance is to provide a certain level of

protection for a reasonable contribution, it is very important to find a “mix” of
risks that guarantees sufficient financial resources.

There are some groups of the population that might
be regarded as “good risks” and others that mustbe
characterized as “bad risks” in insurance terms.

TABLE 2
POPULATION GROUPS AND ''RISK MIX"

Table 2 shows some of these groups. Good risks

Bad risks

healthy people

sick and disabled people

Foragoodrisk, the average revenue per person per
year (from contributions) is higher than the average
costs per person per year (for services). If the

high-wage earners (in a
system financed by wage-
related contributions)

low-wage earners (in a
system financed by wage-
related contributions

system is funded by wage-related contributions, the
risk depends on two parameters: the costs per year

people without
dependants

people with dependants if
these are covered free

and the wage of the individual. In a system with flat- | employed people

unemployed people

rate contributions, there is only one parameter: the | young people

elderly people

health costs per person. people in safe working

environments

people in dangerous jobs

Experience shows that the best risks are young
wage-earners without families or with small fami-
lies, and people with high wages. Pensioners and
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families (if dependants are covered free) are the largest poor risk groups; other
poor risk groups include women of childbearing age and workers in hazardous
professions. -

If the insurance system is to have an equilibrium of risks, which is necessary for
its fiscal health, it cannot cover only the bad risk groups that have high
insurance needs. The insurance system must also include the good risks —
those groups (such as high-wage earners) that pay more in contributions than
they consume in services.

Private insurance companies differentiate between various risk groups by
charging risk-related premiums. They attract good risks by offering them low
premiums, and reject bad risks, or accept them only for very high premiums. In
some countries, private insurance contracts allow companies to exclude
members as soon as they turn out to be a bad risk. The result is that private
insurance leaves the bad risks to be covered by the public health services.

Social health insurance does not exclude anybne who belongs to a group that
qualifies for coverage, nor does it charge risk-related premiums. With premi-
ums that are not risk-related but perhaps wage-related or flat-rate, aninsurance
fund has to ensure that it gets the right risk mix. This is possible only if
membership is compulsory. Otherwise, people who are good risks will choose
private insurance and change to social health insurance only when they
become bad risks.

This issue becomes clearer when we consider solidarity between different
groups in private and social health insurance:

. TABLE3
MUTUAL SUPPORT BETWEEN POPULATION GROUPS IN HEALTH INSURANCE
Form of solidarity Social health insurance Private health insurance
the healthy with the sick e v
the young with the old 4
high-wage earners with | / (in systems with wage-
jow-wage earners ‘ related contributions)
single individuals with v/ (in systems with free
those with families services for dependants)

Compulsory membership in social health insurance schemes can be justified
if it is seen as a “contract between generations”. At some stage in life, people
expect to become a bad risk; for instance, if they produce a big family or when
they become older. Therefore, single and young people who pay high contribu-
tions are making an investment for future coverage of their health costs. These
points are considered further in the section on voluntary membership in

insurance schemes (see chapter 5.7 below).

5.5 The impact of particular patterns of population coverage on
equity '

In many social health insurance systems, contributions are split between
employer and employee. For certain groups, such as pensioners, the unem-
ployed, welfare recipients and disabled people, other social security branches



play the role of the employer, and pay the employer’s share of the contribution.
But for self-employed people there can be no such fictional “employer”.
Compulsory membership for this group raises problems of equity, as they
would be obliged to pay the whole contribution themselves. This discourages
compulsory and evenvoluntary coverage of self-employed people, because for
them the costs of membership are much higher than for employed members,
even when the employer’s contributions are regarded as part of the employed
person’s wage.

Equity problems may arise in insurance schemes with wage-related contribu-
tions. For example, artificially created low-wage jobs can allow access to the
full range of insurance benefits in return for extremely low contributions. This
type of fraud can be avoided by setting a lower limit on the amount of income
required to establish insurance coverage. The lower limit may be set at, for
example, one seventh of the average income.

High-wage earners may consider a wage-related contribution system to be
inequitable, because their contributions will be higher than those of low-wage
earners. For this reason, high-wage earners sometimes opt out of social health
insurance schemes (if opting outis allowed), as discussed in chapter 5.3 above.
It is important to note, however, that people with higher incomes usually have
arelatively low illness risk, so excluding them from the fund can be detrimental
to the development of a good risk mix.

Another issue which may have equity implications relates to the decision of
whether to establish one scheme or several. The reason for allowing several
schemes may be that systems already exist for certain groups at the time when
social health insurance is introduced. Another reason may be that the infra-
structure varies greatly within a country. Urban areas normally have the best
infrastructure, with the highest rates of hospitals and physicians per thousand
inhabitants. In rural areas, the infrastructure is usually quite poor. Incomes in
urban areas are also generally higher than in rural areas. if the rural and urban
populations belong to the same system and pay the same contributions, the
rural population may be financing part of the urban infrastructure, since it does
not have access to comparable services. This will cause equity problems.

The objective of social health insurance is to provide equal access to services
regardless of income. In this case, it may be better to establish two different
systems or to create different conditions of membership (e.g., different contri-
butions for urban and rural areas).

5.6 Feasibility

Policy objectives have to be examined in relation to the existing situation in
each country. Iitmay notbe feasible to establish universal coverage, particularly
if there are difficulties in registering certain groups or in assessing and
gathering contributions.

In the past, most health insurance systems have been restricted, in their early
stages, to employees in industrial enterprises. This was for technical rather
than for policy reasons: these employees formed the biggest group with regular
wages from which contributions could be deducted. Some countries distin-
guished between small/medium-sized and large enterprises. Registration and
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monitoring of the collection of contributions is much easier in bigger enter-
prises.

In a country with an appreciable number of self-employed people in small or
informal businesses —such as market traders, small shopkeepers, agricultural
smallholders or taxi drivers — it may be impossible to include them in a
compulsory social insurance scheme because of the insurmountable adminis-
trative difficulties. However, in some countries these groups and their families
represent more than 50% of the population. -

Developing countries in particular tend to have a small industrial sector and a
large rural sector. Industrial and city populations in some countries constitute
only 20% of the whole population, whereas the rural agricultural population may
represent up to 80% or more. Coverage of this rural majority raises many
technical problems.

Even in industrialized countries with longer traditions of social health insur-
ance, coverage of the self-employed is a problem. Registration and income
assessment create practical difficulties. Major efforts are required to avoid
fraud and to guarantee fair ireatment for all.

Casual workers represent another group which is difficult to register and keep
track of, and whose income is difficult to assess. By its nature, casual
employment is difficult to define for administrative purposes. To overcome the
probtem, coverage may be limited to persons with earnings over a lowerincome
limit (see chapter 5.5) and/or to persons working a minimum number of hours
per week. ‘ , ‘

The registration of family members (i.e., dependants) poses another adminis-
trative problem. Registration is often incomplete, or persons may be illegally
registered as dependants. It is very important to define exactly what is meant
by a dependant: does it include a wife or wives, children (how many?), parents,
grandparents, grandchildren, adopted children, dependant siblings? If a coun-
try decides to allow free coverage for dependants, the concept of a dependant
must be carefully defined according to prevailing custom.

5.7 Membership: compulsory or voluntary?

It is very difficult to create a system that covers the whole population right from
the start. Some countries choose voluntary membership as a route to wider
coverage. If access to the insurance system is offered on a voluntary basis, this
removes the problems related to registration of members, since only persons
who apply for membership are registered. Nevertheless, the problems of
registration of family members and assessment of contributions will remain.

Offering voluntary membership may entice certain population groups to join,
particularly those groups who are not presently covered by an insurance
scheme and may be dissatisfied with the existing quality of health care services.

- Onthe other hand, voluntary membership may result in an adverse risk mix (too

many bad risk groups and not enough good risk groups). In addition, voluntary
membership can increase risk of fraud. Some examples of adverse selection
and fraud are listed below:



persons not included on a compulsory basis (e.g., those on high wages
and the self-employed) will choose private insurance as long as their
premiums are lower than those for social health insurance (this normally

‘means as long as they are young and do not have dependants). As soon

as their premiums rise (i.e., as soon as they start to become “bad” risks),
such people will switch to social health insurance

people will not choose insurance as long as they are healthy. As soon as
they fall seriously ill, they will apply for membership in the social health

insurance fund

self-employed people may make false declarations concerning their

income in order to pay lower contributions (in income-related systems).

If a country decides to implement a voluntary scheme, planners must take
precautions against adverse risk selection and fraud. Some design features
which may serve to minimize these problems are as follows:

=

qualifying conditions: for example, pensioners may be allowed to partici-
pate in social health insurance only if they have already been members for
a minimum period (e.g., 50% of their working life)

voluntary membership may have a qualifying period of six months, to
prevent people joining only when they fall ill. This means that voluntary
members have to pay contributions for six months without any entitlement
1o benefits

limited voluntary access: each person has the chance only once in his or
herlife—during the firstyear of professional activity, for example —to join
the social health insurance scheme. People who withdraw from social
health insurance because of a change of status (e.g., from employee to
self-employed or by passing the upper income limit) are not allowed to re-
enter.

TABLE 4

ADVANTAGES AND DISADVANTAGES OF VOLUNTARY AND COMPULSORY MEMBERSHIP

Advantages of voluntary membership

Disadvantages of voluntary membership

- possibility of encouraging good risk groups to join
- possibility of using voluntary membership as a route to
wider coverage

- adverse risk mix
- potential fraud
- accurate income assessment is problematic

Advantages of compulsory membership

Disadvantages of compulsory membership

- guarantee of good risk mix
- ensures solidarity and mutual support

- may not be initially feasible
- depending on contribution arrangements, may raise
equity problems

In summary, voluntary membership has a variety of advantages and disadvan-
tages which must be considered in the planning process. In terms of ensuring
a good risk mix and contributing to mutual support, compulsory membership,
as discussed in previous sections, is preferable. But in particular situations,
compulsory membership may be problematic. Table 4 provides a comparison

of the two membership options.
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(1)

(2)

3
4

(5)

| QUESTIONS RAISED IN CHAPTER 5

What are the target groups of the health insurance initiative? A table of possible
population groups should be drawn up, showing the target groups and the numbers of
people involved.

Will there be problems with including all of the identified groups in the heaith insurance
system? The feasibility of registering and collecting contributions from each group
should be checked. '

What policy problems are there likely to be?
What are the risk patterns and the ability to pay of each of the groups to be covered by the

health insurance system? This is a crucial question for the financing of the system. There
may be a need to adjust either the target groups, or the benefits, or the contributions.

Which are the first groups to be included? A phased plan for extendmg coverage to other
target groups should be drawn up.
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Chapter 6

THE BENEFIT PACKAGE AND
ENTITLEMENT TO BENEFITS

6.1 Introduction

The range of benefits, or specific health care services, that can be covered
under an insurance scheme varies between countries and often between
different population groups within the same country. The ideal benefit package
for a specific country or region will depend on a variety of considerations.
Clearly, a benefit package should deliver the kind and level of health care
services that people are accustomed to and which are considered necessary
to maintain and promote good health, but questions of cost-effectiveness in the
delivery of health care services must also be part of the planning process.

Similarly, the rules governing an insured person’s rights, or entitlements, to
health care benefits differ among existing insurance schemes. Entitlement
provisions must be planned carefully, in the context of the socioeconomic and
demographic circumstances of the insured population. Some considerations
relevant to entitlement planning and the planning of benefit packages are listed
below. They are discussed in more detail in the remainder of the chapter.

Issues to be considered in the planning of benefit packages

the availability of financial resources

the existing infrastructure and quality of services

assessment of health care priorities

rates of health care utilization by the population entitied to benefits

the level and type of co-payments

the cost of health care services

the patterns of disease and injury in the population and the ensuing health
needs of the members of the insurance scheme

a  the methods for providing health care benefits.

oooCcoodao

Issues to be considered in the planning of entitlement provisions

a the diverse economic circumstances of insured people (employed, self-
employed, economically dependent)

a the origins of disease and injury (work-related injuries, occupational
diseases and subseqguent vocational rehabilitation, self-inflicted injuries,
injuries by third parties, other accidents and diseases)

a thedistribution of responsibility among the different social security branches.

6.2 Issues to be considered in the planning of benefit packages

6.2.1 Financial resources

The range of benefits that can be provided under an insurance scheme
depends primarily on the available financial resources. If these are large, other
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problems are relatively easy to overcome. In practice, however, financial
resources are limited. Therefore, the first question to ask is:

0 what are the economic resources that can be spent on health?

The answer to this question will depend on:

Q  the level of development of the country

a  the system of health care financing (contributions or tax funding)

0 the ability and willingness to pay contributions by the members of the
scheme

Q  the feasibility of collecting the contnbutlons

Before planning the benefit scheme it is necessary to calculate the expected
revenue of the system. The simplest way of doing this is to take the expected
number of members and multiply it by the expected average contribution. This
requires some basic data: '

0O the expected number of paying members. This should be taken from
population statistics, if available _

0 the expected average contribution. This may be calculated by assuming
the contribution rate and taking the average income of the designated
members. : |

In many countries, however, these data will not be available. When this is the
case, the expected revenue will have to be estimated on the basis of any
available information, such as data from the tax authorities, the turnover of
certain sectors, or consumption figures. Alternatively, a study or pilot project
may be carried out. ‘

If state subsidies are planned, it will be important to know the basis on which
they are to be granted (e.g., subsidies for disabled people and social aid
recipients or low-income groups). Knowing this basis and its dimension (e.g.,
the size of the groups to be subsidized) it should be possible to calculate the
level of state subsidies.

6.2.2 Existing infrastructure and quality of services

The benefit scheme is to a large extent determined by the existing infrastruc-
ture. If there are no hospitals in remote areas, patients will not be able to
demand inpatient treatment. If there are no specialist physicians, patients wili
have no access to specialist services even if they have a technical entitlement
to them. Thus the benefits offered by a social health insurance scheme are
heavily dependent on the available infrastructure.

Of course, social health insurance contributions will provide resources for staff,
infrastructure and equipment. However, there is a danger that money collected
from contributions will be used to buy equipment and staff that are not suited to
the situation in the country. High-cost equipment is only useful when:

0 it can be properly maintained

Q  a diagnosis made using high-cost equipment is useful for subsequent
treatment (and the necessary facilities for subsequent treatment are also
available) '



@  staff are available to carry out diagnosis and treatment
Q  cost-benefit analysis shows that there are no higher priorities for the use
of the resources.

The health fund should plan the use of its scarce resources in order to avoid
waste, duplication and inappropriate investment. The infrastructure must be
suited to the particular social and epidemiological conditions in each country.
In some countries, for example, hospitals need to provide accommodation for
patients’ families.

The process of introducing health insurance as a financing mechanism must
include planning for infrastructure and staff training. If the right staff are not
available, training facilities must be set up (see chapter 11 “Administration and
management”).

6.2.3 Deciding on priority health care services

Once the available financial resources are known and the capabilities of the
health care infrastructure have been assessed, the next step is to define the
specific health care services that should be provided, which entails setting
priorities for the delivery of health care. Given resource constraints, it may be
necessary to exclude certain health care services that do not have a high
priority.

In general, health care benefits are classified as follows:

primary care services in the community
specialist physician services in individual practices, polyclinics or outpa-
tient departments
hospital inpatient care

" drugs ‘
ancillary services (e.g., X-rays, laboratory tests)
sight tests and spectacles
basic dental maintenance
restorative dentistry and dental prostheses
prostheses and appliances
transport to and from hospital.
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Some services are usually offered by other authorities, such as public health
administrations or other insurance branches, or are not offered at all, for
example:

immunization

birth control and abortion

long-term care

inpatient and outpatient treatment of mental illness
rehabilitation, vocational rehabilitation.
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When a list of priorities has been drawn up, the next step is to estimate the costs
of the desired benefit scheme. It is therefore necessary to estimate the
utilization rate and cost of each service or product.




