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Foreword

his book takes the reader on a fascinating historical and global voyage of

the pivotal role that health insurance played in expanding access to health

care and protecting households from the impoverishing effects of illness
from the late 19th to early 21st centuries.

During the early evolution of health insurance at the end of the 19th and
beginning of the 20th centuries, the nascent health insurance programs were
initiated by professional guilds and communities that helped their members and
households weather the loss of income from a breadwinner or critical member of
the family rather than pay for health care itself.

When medical interventions became more effective in preventing and treating
diseases, the European friendly societies and sickness funds also started to pay for
health care itself in addition to the income support they provided to households
with sick family members. The state initially played only a marginal role in par-
tially subsidizing premiums for the poor or paying for almshouses and poorhouses.

As time progressed, the role of the state in providing health insurance became
more prominent, to the point where in some countries, like the United Kingdom
and the great experiment in the former Soviet Union, health insurance was—for
a period of time—eliminated altogether. In recent years, even such “noninsur-
ance” countries have reintroduced health insurance for complimentary, supple-
mentary, and even primary coverage.

Although some developing countries tried to leapfrog this process and intro-
duce national health systems or national health insurance programs without
first building the social and physical infrastructure that is needed for such sys-
tems to work, most low- and middle-income countries are retracing the histori-
cal experiences of Europe, North America, and Australia.

The contributing authors conclude this book with a proposal for a new para-
digm for health insurance—a pluralistic multipillar system in which both the
private sector and the state play a crucial role and in which expansion of health
insurance coverage is accompanied by a parallel investment in service delivery
to ensure that lofty ideals about equity are matched by access to quality services
on the ground.

I congratulate the contributing authors for the overarching research that went
into this volume and the invaluable lessons for developing countries trying to
improve health care for their populations.

Willem van Duin
Chairman of the Executive Board of Directors, Achmea
Member of the Board, International Federation of Health Plans
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Preface

s the world recently turned its attention to the struggle of expanding

health insurance coverage for 40 million people in the United States, it is

important not to forget the 4 billion people in low- and middle-income
countries that face the same hardship.

Millions of the poor have already fallen back into poverty as a result of the
ongoing global financial crisis. Millions more are at risk before full recovery. It is
the poor and most vulnerable that are at greatest risk due to lack of protection
against the impoverishing effects of illness.

Europeans, Canadians, Australians, and many others who live in countries
where universal coverage was achieved many years ago, watched with bewil-
derment the debates in the U.S. Congress and Senate. How could anyone be
opposed, they ask, to reforms aimed at securing access to affordable health
insurance for the currently unprotected in the world’s richest country? What
argument, they ask, could anyone possibly give to oppose a reform that would
extend protection to those vulnerable segments of the population?

Yet, it is precisely the same type of debate—often fueled by ideologically
oriented stakeholders and donors—heard in India, Kenya, Pakistan, Senegal,
Uganda, and many other countries struggling themselves to introduce health
insurance reforms.

The research for this volume shows that, when properly designed and coupled
with public subsidies, health insurance can contribute to the well-being of poor
and middle-class households, not just the rich. And it can contribute to develop-
ment goals such as improved access to health care, better financial protection
against the cost of illness, and reduced social exclusion.

The protagonists are divided into several camps. Supporters of expanded
health insurance coverage claim that it provides access to care when needed
without the long waiting lists, low-quality care, and rudeness often suffered by
households using public services provided by Ministries of Health. They high-
light that many of the problems observed with health insurance are germane to
third-party payment systems and therefore equally true in the case of subsidized
or free access to government-provided health services.

Opponents vilify health insurance as an evil to be avoided at all cost. To them,
health insurance leads to overconsumption of care, escalating costs—especially
administrative costs—fraud and abuse, shunting of scarce resources away from
the poor, cream skimming, adverse selection, moral hazard, and an inequitable
health care system.

Skeptics of both of these approaches claim that neither health insurance nor
government-funded health systems have worked in addressing the biggest health

XXi



xxii  Preface

challenges in developing countries. Instead they believe that both government
and donor funding would be better spent if channeled into disease-specific areas
for which there are well-known and cost-effective interventions. This approach,
they claim, is easier to implement and allows more direct monitoring of results.

Critics of this latter approach claim that, although the billions of dollars spent
during recent years have had a notable impact on outcomes related to HIV/AIDS,
malaria, and TB, these gains have come at a heavy price in terms of parallel dete-
riorations in the sustainability and capacity of the underlying health system in
addressing other health challenges such as maternal and child care.

There is no shortage of anecdotal personal experience to substantiate the
arguments on all sides of this debate. Many have been refused care or had to
pay informal charges even though they were members in good standing with
a health insurance scheme. Others have seen a sick relative wait for hours in
a busy emergency room of a public hospital or die because of shortages in
essential drugs and skilled staff in public facilities. Doctors earning little over
US$500 a month in a public clinic can often walk across the street to an inter-
national donor organization willing to pay them over US$5,000 a month.

Today many low- and middle-income countries are no longer listening to this
dichotomized debate between vertical and horizontal approaches to health care.
Instead, they are experimenting with new and innovative approaches to health
care financing. Health insurance is becoming a new paradigm for reaching the
Millennium Development Goals (MDGs). In Nigeria, subsidized health mainte-
nance organizations (HMOs) are used to provide health insurance coverage for
the population. The National Health Insurance Scheme in Ghana has reached
almost 70 percent population coverage through nongovernmental district
mutual health organizations. In Rwanda, community-level health insurance has
reached coverage rates higher than 80 percent in some areas. These are a few of
the many examples provided in this book that challenge common myths about
the limited potential role of health insurance in developing countries.

Building on Past Reviews

Scaling Up Affordable Health Insurance: Staying the Course, edited by Alexander
S. Preker, Marianne E. Lindner, Dov Chernichovsky, and Onno P. Schellekens is
the fifth volume in a series of in-depth reviews of the role of health care financ-
ing in improving access to needed care for low-income populations, protecting
them from the impoverishing effects of illness and addressing the important
issues of social exclusion in government-financed programs. Success in improv-
ing access and financial protection through community and private voluntary
health insurance has led many countries to attempt to make membership com-
pulsory and to offer subsidized insurance through the public sector. Arguments
in favor of this approach include the potential for achieving higher popula-
tion coverage, broadening the risk pool by collecting at source from formally
employed workers, and collective action in securing value for money in pur-
chasing health care from providers.
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In an earlier volume, Health Financing for Poor People: Resource Mobilization
and Risk Sharing, the coeditors Alexander S. Preker and Guy Carrin presented
work from a World Bank review of the role of community financing schemes in
reaching the poor in outlying rural areas or inner city slums. Most community
financing schemes have evolved under severe economic constraints, political
instability, and lack of good governance. Government taxation capacity is usu-
ally weak in poor countries, formal mechanisms of social protection for vulner-
able populations absent, and government oversight of the informal health sector
lacking.

In this context of extreme public sector failure, community involvement in
the financing of health care provides a critical, though insufficient, first step in
the long march toward improved access to health care by the poor and social
protection against the cost of illness. Though not a panacea, community financ-
ing can complement weak government involvement in health care financing
and risk management related to the cost of illness. Based on an extensive sur-
vey of the literature, the main strengths of community financing schemes are
the degree of outreach penetration achieved through community participation,
their contribution to financial protection against illness, and their increase in
access to health care for low-income rural and informal sector workers. Some of
their main weaknesses are the low level of revenues that can be mobilized from
poor communities, the frequent exclusion of the very poorest from participation
in such schemes without some form of subsidy, the small size of the risk pool,
the limited management capacity in rural and low-income contexts, and their
isolation from the more comprehensive benefits that are often available through
more formal health financing mechanisms and provider networks. Many of
these observations are also true for private voluntary health insurance.

In another related work, Social Reinsurance: A New Approach to Sustainable Com-
munity Health Financing, the coeditors David M. Dror and Alexander S. Preker
detail the use of community, rather than individual, risk-rated reinsurance as
a way of addressing some of the known weaknesses of community financing
schemes. The authors of this volume show how standard techniques of re-
insurance, used for a long time in other branches of insurance, can be applied
to microinsurance in health care. This is especially relevant in situations in
which the underlying risk pool is too small to protect the schemes against the
expected expenditure variance. In this context, the reinsurance provides a “vir-
tual” expansion of the risk pool without undermining the social capital under-
pinning participation by rural and urban informal sector workers in such small
community-based schemes.

In a third volume, Private Health Insurance in Development: Friend or Foe?, the
coeditors Alexander S. Preker, Richard M. Scheffler, and Mark C. Bassett pres-
ent work on the economic and institutional underpinnings of private voluntary
health insurance in low- and middle-income countries. In the fourth volume,
Global Marketplace for Private Health Insurance: Strength in Numbers, the coeditors
Alexander S. Preker, Peter Zweifel, and Onno P. Schellekens present 12 case studies
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that illustrate the experience of countries that use private voluntary health insur-
ance around the globe. The research for these volumes was designed specifically
to explore health care financing challenges faced at low-income levels such as in
the Africa and South Asia Regions, but the reviews also draw upon important les-
sons learned elsewhere in the world and should therefore also be of interest to a
broader readership.

They emphasize the need to combine several instruments to achieve three
major development objectives in health care financing: (1) sustainable access
to needed health care; (2) greater financial protection against the impoverish-
ing cost of illness; and (3) reduction in social exclusion from organized health
financing instruments. These instruments include subsidies, insurance, savings,
and user charges (figure 1). Few organizational and institutional arrangements
include all four of these instruments under a single system. The authors argue
in favor of a multipillar approach to health care financing in low- and middle-
income countries, which would include an important private voluntary health
insurance component (community- and private enterprise-based programs). All
volumes in this series strongly recommend prepayment over direct out-of-pocket
payment for health services. The use of insurance was recommended to pay for
less frequent, higher-cost risks and subsidies to cover atfordability for poorer
patients to higher-frequency, lower-cost health problems.

There are close parallels between community financing and private health
insurance. Both are nongovernmental but often have important interfaces with
government programs through subsidies and shared provider networks. Both
rely on voluntary membership. Membership is small unless the effective risk
pool is enlarged through reinsurance or federation with other schemes. Both
depend on trust. Their members must have confidence that their contribution
paid today will lead to benefits when needed tomorrow. Both are vulnerable to
insurance market failure such as adverse selection, cream skimming, moral haz-
ard, and the free-rider phenomenon.

There are also some important differences. Community financing schemes
emerged largely due to governments’ inability to reach rural poor and urban

FIGURE1 Objectives of Different Financing Instruments
Objective Equity Risk management Income
smoothing
Financing Donor aid General Public health | Private health | Community Household
mechanism revenues insurance insurance financing savings

Source: Authors.
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informal sector workers. In this context—for lack of better solutions—small
communities such as rice growers, fishers, carpenters, and other tradespeople
started their own programs, often linked with rural loans, savings, and micro-
insurance programs. Many have benefited from donor involvement during the
early start-up phase. The populations served are usually poor. The benefits pack-
age they can offer is constrained by their limited resources unless they receive a
government or donor subsidy.

Private voluntary health insurance schemes were often set up by large enter-
prises. Such programs were seen as fostering a “self-help” attitude by encouraging
employees to pay in advance for the health care benefits that they would receive
later. It was hoped that access to health care would cut illness-related absenteeism
and improve labor productivity. The populations served are usually formal sector
workers. The benefits provided are often generous compared with those provided
by community financing schemes and publicly financed government programs.
Whereas community financing schemes tend to be not for profit, many private
voluntary health insurance schemes are for profit.

Scaling Up Affordable Health Insurance: Staying the Course describes how
some countries have tried to “leapfrog” both private and public insurance
by introducing legislation to give the population at large access to a free
government-subsidized national health service as a basic human right. For
several reasons, however, few low- and middle-income countries have suc-
ceeded in securing universal access through this approach. First, at low
income levels, weak taxation capacity limits the fiscal space available for
health and other segments of the public sector. Second, there is a lack of trust
in government-run programs into which the population is asked to pay today
for benefits that may or may not be available tomorrow due to shifting priori-
ties and volatile resource flows. Finally, public supply-side subsidies often do
not reach the poor when programs are designed to provide care for everyone.
The resulting underfinanced and low-quality publicly financed and owned
health services leave the poor and other households without adequate care
and exposed to severe financial risk at the time of illness. “Rights”—without
action or accountability and responsibility—have not served the poor well in
low- and middle-income countries.

How scarce money is spent in the public sector probably has as much or
greater impact on the services available to the poor as does the presence or
absence of private and government-run mandatory health insurance. This is
the topic of five other past reviews: Spending Wisely: Buying Health Services for
the Poor, edited by Alexander S. Preker and John C. Langenbrunner; Public Ends,
Private Means, edited by Alexander S. Preker, Xingzhu Liu, Edit V. Velenyi, and
Enis Baris; Designing and Implementing Health Care Provider Payment Systems:
How-To Manuals, edited by John C. Langenbrunner, Cheryl Cashin, and Sheila
O’Dougherty; Innovations in Health Service Delivery: The Corporatization of Public
Hospitals, edited by Alexander S. Preker and April Harding; and Private Participa-
tion in Health Services, edited by April Harding and Alexander S. Preker. These five
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reviews emphasize the important role that markets and nongovernmental pro-
viders play in improving value for money spent not only by the public sector but
also the range of services available through mandates under health insurance
programs. In all cases, strong public policies and government involvement are
needed to secure an efficient and equitable system of health care financing. But
state involvement by itself is not sufficient.

The 1997 Strategy on Health, Population, and Nutrition and the 2007 Healthy
Development: The World Bank Strategy for Health, Nutrition, and Population Results
both emphasized a need for the international development community to sup-
port health services and financing with the private sector and civil society, in
addition to the public sector. Other bilateral donors working with the Bank, such
as the Dutch, German, and French governments and other partner agencies such
as the World Health Organization and the International Labour Organization
share this vision for development.

The editors and authors contributing to Scaling Up Affordable Health Insurance:
Staying the Course make a strong case for giving health insurance greater atten-
tion than it has received in the past. It is an important instrument—together
with other financing mechanisms—for purchasing value for money from both
public and private providers, achieving fiscally sustainable access to needed
health services, financial protection against the impoverishing cost of illness,
and health insurance coverage for social groups that are often excluded from
access to publicly provided health care.

Road Map

In “Public Options, Private Choices,” the introductory chapter 1 to this book,
Alexander S. Preker, Marianne E. Lindner, Dov Chernichovsky, and Onno P.
Schellekens describe how low-income countries often rely heavily on govern-
ment funding and out-of-pocket payments for health care financing.

At an early stage of economic development, a country’s ratio of prepaid to
out-of-pocket sources of financing is often as low as 20:80. At higher income
levels, this ratio is reversed: prepaid sources make up 80 percent of financing
sources. Countries on an optimal development path will progress from the 20:80
to 80:20 ratio. But many of the fragile low-income countries are on a slower
and suboptimal development path toward a 40:60 ratio. Without a significant
shift in policy direction and implementation, out-of-pocket spending will con-
tinue to represent a large share of total health care expenditure, leaving many
households exposed to financial hardship or impoverishment despite signifi-
cant government spending on health care. In many countries on a suboptimal
development path, a large share of government funding comes from donors
rather than from domestic sources of financing. These countries are vulnerable
to donor dependence, volatility in financial flows, and fungibility. Furthermore,
in many of these poorly performing countries, a large share of out-of-pocket
expenditure is on informal payments in the public sector and on private sector
spending, exposing households to whatever cost the local market can bear.
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The authors highlight that treatments for HIV/AIDS, malarial, and other pri-
ority public health programs are often too costly to include in the expanded
insurance benefits without additional subsidies. The current approach for deal-
ing with this problem is to leave it to governments and the international donor
community to cover the costs of these programs through direct supply-side
subsidies for the poor or expensive vertical parallel programs. An alternative
approach recommended by the authors would be for donors and government
to channel these additional earmarked resources through health insurance pro-
grams. Under this approach, these programs could benefit from risk-mitigation
mechanisms and be better integrated into the system (figure 2).

The authors stress the important trade-offs that countries face in terms of
the depth and breadth of the benefits package, especially in severely resource-
constrained environments. In an attempt to rapidly reach universal coverage,
low-income countries may end up compromising the adequacy of the benefits
package in terms of the range and effectiveness of services provided. This can
undermine the policy objectives of both access and financial protection for the
poor if patients end up having to pay for care out of pocket for a significant
range of services not covered under the publicly mandated benefits. Under a uni-
versal entitlement scheme, every dollar of subsidy spent on care for the nonpoor

FIGURE 2 Shift Traditional Subsidies to Cover Premiums for the Poor, 2005-15
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is a dollar not spent on the poor. And every dollar spent subsidizing untargeted
public hospitals and clinics is a dollar not spent on services focused on providing
access for the poor.

The authors of chapter 1 also emphasize the importance of a parallel strength-
ening and expansion of other parts of the health system such as government
stewardship, provider networks, supply chains, and disease prevention pro-
grams. Whereas scaling up access to health services for the whole population
remains a key policy objective in many countries, rapid introduction of univer-
sal entitlement without a balanced expansion in the supply of services, staff, and
pharmaceuticals can lead to deterioration in the quality of existing services in
clinics left short of staff and drugs.

Part 1 Major Policy Challenges: Preconditions for Scaling Up
Major policy challenges and preconditions for scaling up health insurance cover-
age in low- and middle-income countries are explored in the first part of this book.

In chapter 2, “Health Protection: More Than Financial Protection,” Xenia
Scheil-Adlung describes how “scaling up” is more than just insurance cover-
age. She uses a broader definition of social health protection as part of a cluster
of concepts that include human rights to health and social security, equity in
access, solidarity in financing based on capacity to pay, and efficiency and effec-
tiveness in the use of funds.

Social health protection is seen by many as an overarching goal. It is under-
stood as a series of public or publicly organized and mandated private measures
against social distress and economic loss caused by reduced productivity, reduced
or lost earnings, or astronomical treatment expenses that can result from ill
health. Social health insurance is a key element of social health protection, and
an integral way of achieving universal and affordable coverage through coordi-
nating pluralistic health financing mechanisms. Social health insurance is seen
as a necessary element in achieving both social health protection and social secu-
rity. The author stresses that the ultimate objective of scaling up is to achieve
universal coverage and effective access to affordable and quality health care, and
financial protection in case of sickness.

To be effective, universal coverage needs to ensure access to care for all resi-
dents of a country. This does not preclude national health policies from focusing
at least temporarily on priority groups such as women or the poor when setting
up or extending social health protection. Coverage should relate to effective and
affordable access to quality health services that medically match the morbidity
structure and needs of the covered population. Effective access includes both
access to health services and financial protection. Financial protection is crucial
to avoid health-related impoverishment. Financial protection includes the avoid-
ance of out-of-pocket payments that reduce the affordability of services and—
ideally—some compensation for productivity loss due to illness. Compared with
legal coverage that describes rights and formal entitlements, effective access refers
to the physical, financial, and geographical availability of services.
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The author concludes that worldwide experience and evidence show that
there is no single right model for providing social health protection or one
single pathway toward achieving universal coverage. Countries that use social
health insurance have a range of policy options in terms of governance struc-
tures, institutional arrangements, financing mechanisms (resource generation,
risk pooling, and allocation of resources), and benefits packages. Experience has
also revealed that social protection evolves over years or even decades and is
contingent upon historical and economic developments, social and cultural val-
ues, institutional settings, political commitment, and leadership within coun-
tries. In addition, most national health financing systems are based on multiple
options that cover disjointed or overlapping subgroups of the population, while
others remain uncovered.

In chapter 3, “Making Health Insurance Affordable: Role of Risk Equaliza-
tion,” Wynand P.M.M. van de Ven describes how mandatory health insurance
can be used as a fool to achieve the goal of making health insurance affordable,
even for high-risk and low-middle-income populations, irrespective of whether
this is in the context of a voluntary or mandatory health insurance. The ratio-
nale for doing so is that, if health insurance is not affordable for certain groups
of individuals, it makes no sense to mandate it. Conversely, if subsidies can make
health insurance affordable, is a mandate to buy such health insurance really
necessary?

Free competitive health insurance markets tend to gravitate toward risk-
adjusted premiums, leading, over time, to risk selection. To counter this effect,
sooner or later governments introduce regulations to make such health insurance
accessible to high-risk groups and low-income populations by forcing private
health insurance companies or government-run plans to open enrolment and
restrict the rate of their premiums. In this context, insurers are often forced to
select good risks to avoid insolvency. To overcome this pattern of behavior, which
undermines the effectiveness of health insurance in providing financial protec-
tion against the risk of illness, an increasing number of countries are looking to
various forms of risk equalization as an essential precondition for using health
insurance in financing health care.

The author concludes that, although many Western countries are increasingly
looking to risk equalization as a way to address traditional insurance market fail-
ure, in low-income countries that have restricted capacity for raising taxes, the
introduction of risk equalization will be institutionally challenging. This is likely
to happen, considering their large informal sector, public distrust of insurance
companies, inexperience with the regulatory framework to manage a competi-
tive insurance market, and often insufficient data.

In chapter 4, “Reaching the Poor: Transfers from Rich to Poor and from
Healthy to Sick,” Sherry Glied and Mark Stabile stress that a core function of
insurance is to pool resources and risks across individuals. Without a distribution
of risks, insurance pools, regardless of whether they are public or private, cannot
successfully cover the costs of care for sick individuals, especially poor people.
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The authors emphasize that the goals of most public insurance programs
include risk redistribution, not just management of risk. One common way of
achieving this goal is to subsidize the premiums of individuals who cannot afford
to cover the full cost of insurance themselves. Public insurance programs with
mandatory participation cross-subsidize costs from rich to poor. When public
programs are not mandatory, and superior private alternatives exist, individuals
with strong preferences for medical care and with the resources to exercise those
preferences may exit the public program for the private tier. Many jurisdictions
with both public and private insurance programs require tax contributions to
the public program regardless of the level of participation in order to maintain
cross-subsidization across incomes.

The authors conclude that most public financing mechanisms cross-
subsidize from young to old, from individuals to families, and (often) from
wealthy regions to poorer ones. However, depending on the financing mecha-
nism used and the extent of tax-based redistribution, programs can have varying
degrees of cross-subsidization. Payroll taxes are levied only on those who work,
thereby cross-subsidizing those who do not work, and those with multiple depen-
dents. Premiums generally vary by dependent status (though not generally by age
or region), but in general the difference in premiums does not account for the
difference in utilization. Thus, public premium-based programs generate redistri-
bution from the currently healthy to the currently sick.

In chapter 5, “Binding Constraints on Public Funding: Prospects for Creating
‘Fiscal Space,” ” Peter S. Heller highlights the dramatic recent increase in health
expenditure, partially due to the enormous need for health care among the poor
and significant increase in spending on such priority programs as those for treat-
ment and prevention of HIV/AIDS and malaria.

The threat of pandemics of flu or other diseases could add to the list of urgent
issues that may need to be addressed in the future. In this environment, concern
has emerged about how to find the fiscal resources (“fiscal space”) to finance the
required spending on health, including subsidies for government-funded health
insurance. In the broadest sense, fiscal space can be defined as the capacity of
government to provide additional budgetary resources for a desired purpose
without any prejudice to the sustainability of its financial position. The desire is
to make additional resources available for some form of meritorious government
spending (or tax reduction).

The author concludes that government can create fiscal space in different
ways. Additional revenues can be raised through taxation or by strengthen-
ing tax administration. Resources can be borrowed from domestic or external
sources. Governments can use their ability to print money to finance public
programs. And fiscal space may also be obtained if a government receives grants
from outside sources. Low-priority expenditures can be cut to make room for
more desirable ones. But global concern about helping countries reach the
Millennium Development Goals creates competition for such essential fiscal
space from other sectors such as education, water, sanitation, housing, and the
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physical infrastructure needed to foster rapid economic growth. In this con-
text, the author concludes that, in most low-income countries, much of the
fiscal space needed for additional health spending, particularly in the short to
medium term, is likely to require external financing, with a strong preference
for grants. This underscores the importance of greater predictability and longer-
term financing by donors if countries are to be enabled to expand employment
comfortably in the health sector.

In chapter 6, “Universal Coverage: A Global Consensus,” Guy Carrin, Inke
Mathauer, Ke Xu, and David B. Evans revisit the long-standing commitment of
the World Health Organization (WHO) to helping countries move toward uni-
versal coverage as an important development goal in health care financing.

Public aspirations to cover the whole population for health care go back sev-
eral millennia to Egyptian times when the pharaohs introduced a system of
health care for the slaves they used to build their pyramids. More recent land-
marks of note include Chancellor Bismarck’s introduction of the Sickness Funds
in 1884, expansion of health insurance coverage under the Soviet Union from
1919 onward, the introduction of a National Health Insurance program in New
Zealand in 1938, the start of the British National Health Service in 1948, the ILO
Convention of 1952 on Social Health Protection, and the WHO Declaration of
Health for All of 1978. In 2005, the WHO member states reaffirmed their commit-
ment to the principle of universal coverage by adopting a resolution encouraging
countries to develop health financing systems capable of achieving and main-
taining universal coverage of health services—in which all people have access to
needed health services without the risk of severe financial consequences.

The authors emphasize that a major challenge for many countries will be to
move away from out-of-pocket payments, which are often used as an important
source of fund collection. Prepayment methods will need to be developed or
expanded but, in addition to questions of revenue collection, specific attention
will have to be paid to pooling funds to spread risks and to enable the efficient
and equitable use of resources. Developing prepayment mechanisms may take
time, depending on countries’ economic, social, and political contexts. Specific
rules for health financing policy will need to be developed, and implementing
organizations will need to be tailored to the level that countries can support and
sustain.

The authors conclude by presenting a comprehensive framework focusing on
health financing rules and organizations that can be used to support countries in
developing their health financing systems in the search for universal coverage.
They stress long-term solutions, coupled with flexible short-term action plans.
They do not recommend that countries follow a blueprint or single formula.
Indeed, for many countries, they maintain it will take some years to achieve uni-
versal coverage and that the path will be complex. Each country’s response will
be determined partly by its own history and the way its health financing system
has developed to date, as well as by social preferences relating to concepts of
solidarity.
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Part 2 From Theory to Practice: Evidence from the Ground

In chapter 7, “The French Connection in Francophone Africa,” Yohana Dukhan,
Alexander S. Preker, and Francois Diop describe how Francophone Africa has a
much longer tradition of health insurance than Anglophone Africa.

Health system financing in Francophone Africa and other low-income coun-
tries has been characterized by three major trends over the last 30 years. In the
first phase until the 1980s, health care was free and publicly funded and deliv-
ered. Public social security systems developed in most countries between the
1950s and 1970s, but few of them specifically covered sickness because health
care was already free. Sometimes special provisions were made for family and
work injury care. Beginning in the 1980s, budgetary and macroeconomic diffi-
culties confronted governments with growing problems of financing, declining
quality of care, mounting inequality in coverage, and proliferating informal
payments. There were no arrangements to make health care available to the
poorest people.

The second trend, cost recovery (resulting from the Bamako Initiative of
1987) led to user participation in the cost of care. Direct payments by users were
to provide health care facilities with additional resources (to cover all or part of
operating costs), complementing budgetary allocations. These resources were to
be managed at local level and by the community, in concert with health care per-
sonnel. It was expected that health care centers would operate more efficiently
and that the quality of care would improve. However, the problem of access
to care for the poorest persisted. Finally, the third trend, which surfaced in the
1990s, emphasized the development of insurance instruments to protect indi-
viduals against health risks by pooling resources, mobilizing additional resources
for the health sector, and improving the efficiency and quality of care through
formal contractual arrangements.

Thus, insurance-type mechanisms have emerged fairly recently in Franco-
phone Africa. Two major groups of mechanisms are notable: community-based
insurance (mutual health organizations and similar systems) and mandatory
health insurance (MHI) systems. Despite the movements to extend the mutualist
trend (Mali, Rwanda, Senegal) and MHI reforms (Cote d’'Ivoire, Mali, Rwanda),
health insurance coverage remains sparse, and its contribution to financing is
weak, in the subregion. Even if experience in developed countries shows that
the development of health insurance is a long process, the literature highlights
major economic, social, political, institutional, and cultural constraints that
account for the low level of implantation and the relatively slow development
of health insurance systems in developing countries. The authors conclude that
broad coverage in health care financing is unlikely to be achieved through a con-
tinuation of past trends. New and more innovative mechanisms such as those
that are being tried in the Anglophone countries may also be applicable in some
of the Francophone countries.

In chapter 8, “‘Big-Bang’ Reforms in Anglophone Africa,” Caroline Ly,
Yohana Dukhan, Frank G. Feeley, Alexander S. Preker, and Chris Atim combine
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political science and economics to provide insight into the various stages of, and
potential solutions to, scaling up health insurance in Africa’s English-speaking
countries.

This group of countries inherited a publicly run health care system from their
colonial days, in addition to a disconnected group of mission-based and other
modern and traditional health care providers. Often modeled after the Brit-
ish National Health Service, the public systems were set up with a belief that
government-provided health care was a universal right. General revenues from
taxes or exports were used to finance public networks of health care providers.
In the decades after their independence, economic and political conditions dete-
riorated in many of these West and East African countries, and their health sys-
tems typically bore the brunt. Publicly funded systems could not provide quality
health care to all in their diminishing resource environments. Patients increas-
ingly sought health care outside the public system; and the public health care
system turned to user fees to make up for funding shortfalls. As a way to solve
the dilemmas of limited public resources, high financial barriers to access, costly
disease burdens, and inefficient public systems, some countries started to experi-
ment with alternative forms of health care financing.

The authors of this chapter provide a fascinating account of how suddenly,
during the past 10 years, a handful of these countries have begun an aggressive
program to scale up government-mandated health insurance for their popula-
tion. The best-known “big-bang” reforms are in Ghana, where coverage has
reached 65 percent of the population in less than five years, and in the Dutch
Health Insurance Fund-supported pilot experience in Kwara State, Nigeria.
Examples with a longer history such as Kenya have recently been joined by
Nigeria and Tanzania, while newcomers such as Ethiopia and Uganda are cur-
rently debating their legislative reforms. Many other countries in the region are
considering following a similar path, with the objective of finding a more sus-
tainable way of financing health care for their population. A notable feature of
their search is the mix of public and private arrangements in financing as well
as in service delivery. In parallel with their publicly funded national systems,
these countries have introduced district mutual health organizations (Ghana),
private health maintenance organizations (Nigeria), community-based health
insurance (Uganda, Tanzania, and many other countries), and private for-profit
insurance industries (Namibia, South Africa, and Zimbabwe). The authors con-
clude that the African countries are redefining the rules of the game in health
care financing. Old divisions between public and private, formal and informal,
purchaser and provider are all being reexamined as new and innovative mech-
anisms are being tried across the continent with notable examples of both suc-
cess and spectacular failure.

In chapter 9, “Moving from Intent to Action in the Middle East and North
Africa,” Bjorn O. Ekman and Heba A. Elgazzar describe the scaling-up experi-
ence in this region by looking at a set of key health financing indicators over
the period 1995 to 2008. The indicators include such key dimensions as resource



xxxiv Preface

mobilization and risk pooling, approaches to purchasing services, and the role of
the private sector for health. The countries of the region are divided into three
separate income groups: low-income (the Republic of Yemen), a large group of
middle-income non-oil-producing countries of the Maghreb and Mashreq, and
the high-income oil-producing countries of the Arabian Gulf.

The authors highlight that, although health spending levels vary considerably
across the MENA Region, most countries spend less as a share of GDP on health
than do other similar countries and income groups. Furthermore, while public
spending in some countries seems to have stabilized over the past five years,
households and individuals pay increasing amounts of money out-of-pocket to
see a health provider and to purchase medicines. This trend is causing many
people in the MENA Region to face catastrophic health expenditures, and it is
also pushing some households into poverty because they are having to pay for
health care directly without sufficient financial protection. It is unlikely, how-
ever, that continuing this trend of keeping aggregate public spending down is an
effective and sustainable approach for the coming decade. More innovative ways
of mobilizing funds, pooling resources, and purchasing services will be called for.

The analysis then highlights three issues of general importance. First, there
is an almost complete absence of timely and high-quality data on key health
system dimensions in the MENA Region. Second, the vast majority of coun-
tries in the region continue to rely on input-based methods to allocate financial
resources to providers. Finally, the countries of the MENA Region are still at an
early stage in developing strategies for getting the private sectors to contribute
to providing financial protection and high-quality services in ways that are con-
ducive to equity and cost control. In line with the situation in most parts of
the world, the private sector is a real presence in both health financing and in
service provision. In many countries of the region, the private health care sec-
tor operates all but independently from the public sector. Identifying the most
appropriate mechanisms through which the private sector can be an equal and
responsible part of the overall health sector will be a critical policy issue in the
MENA Region over the coming years.

The authors conclude that, in parallel to making data more readily avail-
able and engaging the private sector more effectively, there is an urgent need to
introduce low-cost management information systems as essential tools for both
scaling up health insurance coverage and managing existing financial resources
more effectively.

In chapter 10, “One-Step, Two-Step Tango in Latin America and the Carib-
bean,” Ricardo Bitrdn describes how, with the exception of Brazil, most coun-
tries in the region have chosen social health insurance as the dominant model
for financing health care and providing financial protection against the cost of
illness.

Reforms in Latin America typically began with the formal sector workers
through wage-based contributions and subsequent expansion in coverage to
informal sector workers and low-income populations through public subsidies.
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Most countries in Latin America have segmented health systems under which
different organizational and financial arrangements have been put in place to
serve the health needs of different population groups. In particular contributory
social security has been available for public and private formal sector workers,
while a publicly financed ministry of health, operating a broad network of own
providers, often offers subsidized health services for low-income people. Private
health insurance coexists, but often covers only the small, high-income segment
of the population. An integral part of the reform process in scaling up health
insurance in Latin America was decentralization in financing and delivery of
health services.

Despite these common threads, countries in Latin America have come to rely
on a mixed array of health insurance arrangements and service delivery systems.
For example, Chile’s system mandates health insurance enrolment, but leaves
it up to the individuals to select their insurer—either the single public insurer
known as the National Health Fund or one of the many competing private insur-
ers known as ISAPREs. Mexico relies on health social security to cover about half
of its population. Financing comes from workers, employers, and the federal
government; tax-based financing subsidizes part of the premium for the other
half of the population through Popular Health Insurance.

Efforts to reform health insurance systems in Latin America have been plagued
by a strong ideological debate, one that has often been driven by interest groups
defending the status quo. For example, initiatives to improve efficiency among
public health care providers, or to promote private participation in provision and
insurance, have been characterized or discarded by some as neoliberal or privatiz-
ing in nature. Government health workers’ unions have often been behind these
claims. Likewise, efforts to strengthen the regulation of private health insurers
have been attacked by the insurers themselves as “central planning.” Initiatives
to improve the quality of health care through the implementation of diagnostic
and treatment protocols have been rejected by medical professionals on the basis
that they threaten their professional independence. Deadlocks in this debate
have often hampered progress and prevented most countries in the region from
achieving the same degree of scaling-up witnessed in Asia. The authors propose
a taxonomy for understanding this large array of health insurance systems and
their main characteristics (public versus private; mandatory versus voluntary).

In chapter 11, “Orient Express in South, East, and Pacific Asia,” William C.
Hsiao, Alexis Medina, Caroline Ly, and Yohana Dukhan describe how East Asia
is the one region outside the OECD where several countries have managed to
rapidly reach universal coverage during the past few years.

Despite the diversity across the Asian continent, two paths have predom-
inated in the quest for universal coverage through health insurance. The
industrial economies such as Japan, the Republic of Korea, China, as well as
Taiwan, China, have followed a traditional path like Western Europe and Latin
America—starting with formal sector workers then expanding to informal sec-
tor workers and the poor. The high-income per capita and formal employment
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sector in these countries have allowed a significant expansion of government-
mandated social health insurance. The middle-income countries such as China,
the Philippines, and Thailand have followed a new path, shaped by their own
circumstances, targeting and subsidizing from the outset hard-to-reach infor-
mal sector workers and the poor. A particular feature has been the establish-
ment of community-based insurance in several of these countries, covering
rural populations first and then serving as a base for universal coverage later.

The Asian experience shows that several key drivers enabled the scaling-up
process. Economic development is a key driver that reduced the portion of popu-
lation in the informal sector requiring subsidies and increased government tax
revenues. Once the government has the fiscal capacity to subsidize enrolment
for low-income households and informal sector workers, expansion in coverage
can happen quickly.

Political demand for access to known and affordable interventions by the popu-
lation can be a key driver of reform. Grassroots demand and organization generate
political pressure for governments to take action. In China, Japan, and Thailand
when people found health care unaffordable, governments took action to scale up
coverage. Demand for equitable treatment was a motivating factor in Thailand,
the Philippines, and Taiwan, China, where the uncovered population demanded
health insurance coverage similar to that of the formal sector workers. Political
will and government capacity are also major reform drivers in the scaling-up pro-
cess. A clear case of comparison is China and India. Both countries decided to
allocate significant new funds to cover the rural population. China, with a strong
central government, was able to expand coverage for its rural population rapidly.
India has had a slower start although recently it has made significant progress as
well in expanding coverage for its rural and poorer populations. Indonesia and
the Philippines have similar programs to expand coverage but have been handi-
capped by weak implementation capacity in executing planned reforms.

Finally, the authors of this chapter discuss the important role of incentives
both in expanding enrolment and as drivers for efficiency in the delivery of care.
They emphasize that it is not only a question of scaling up, but also how to scale
up while using resources efficiently.

In chapter 12, “Bismarck’s Unfinished Business in Western Europe,” Hans
Maarse, Alexander S. Preker, Marianne E. Lindner, and Onno P. Schellekens stress
that it took many continental European countries more than a hundred years of
gradual, incremental reforms in economic, political, and social policy to reach
universal coverage for their population. The resulting health systems are diverse
and funding mechanisms, varied.

Notwithstanding this diversity, the authors of this chapter stress several com-
mon features among the European health insurance countries. First, the coun-
tries that followed this path have complex, multiparty, consensual political
systems. The health policy that emerged under this type of political system was
by necessity a policy of compromise and appeasement of diverse views. But it
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also resulted in a social contract that has a very broad base of popular support.
Political leaders who have tried during recent years to reform the Bismarckian
“social health insurance” systems have been surprised by the resistance of the
opposition to any policy perceived as eroding the solidarity-based principles
that evolved over time, even though membership was based on a contributory
membership.

Second, the chapter highlights that good governance was a central feature in
scaling up health insurance in Europe. Governments’ capacity to formulate and
implement policies effectively was important. But the real litmus test was at elec-
tion time when citizens were able to hold politicians and parties accountable for
their economic and social policy choices. Access to health care and financial pro-
tection against the cost of illness become viewed as central parts of the post-war
social contract between the state and its citizens. With the exception of Swit-
zerland and the Netherlands, the European vision of national health insurance
systems was a vision of a “public insurance” that crowded out private health
insurance arrangements that may originally have coexisted.

Third, despite strong principles of solidarity and the role of the state in the
social insurance countries, entitlement, redistribution, and equity are viewed as
earned entitlements and not as acquired rights. Health care is not viewed as
free. The working population expects to contribute, but subsidies for people who
cannot pay are closely scrutinized. There are no blank checks. Anything seen as
“free-riding” is viewed negatively by the main constituent of the electorate, the
working population that has to pay.

Fourth, the expansion of health insurance posed a dilemma for the medical
profession. It created an opportunity to earn additional money (payment for
care for the poor) but threatened physicians’ autonomy (growing state intru-
sion into the doctor-patient relationship and unfavorable financial conditions).
Doctors fought in Europe over three basic principles: free choice of doctors, no
predominance of the sickness funds, and economic independence. The policy
lesson here is that doctors are likely to fight over many issues in national health
insurance. This requires a prudent strategy on the part of the policy makers.

Other issues highlighted by the authors in this chapter include social capital,
tolerance for pluralist institutional structures, tension between social classes, cat-
egories of insurable risks, optimal number of insurance funds, and contextual
factors such as economy development, culture, politics, and institutional struc-
tures. The authors also emphasize that health insurance arrangements cannot
properly function without adequate supportive legislation on health care plan-
ning, workforce planning, cost control, and health care quality.

In chapter 13, “From Cradle to Grave in the United Kingdom, Canada, Austra-
lia, and Elsewhere,” Alexander S. Preker and Mark C. Bassett review the develop-
ment paths for introducing universal access to health care in the OECD during
the 20th century and their relevance to developing countries that are trying to
introduce similar financing reforms.
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The authors remind the reader that, at the end of the previous century, most
Western countries relied mainly on direct out-of-pocket payment and unregu-
lated markets to finance and provide health care similar to what is observed today
in many low- and middle-income countries. In 1938, New Zealand became the
first country with a market economy to introduce compulsory participation in
and universal entitlement to a comprehensive range of health services, financed
largely through the public sector (the United Kingdom followed a similar path
when—10 years later in 1948—it established the National Health Service [NHS]).
Universal access to health care in many East European countries—Albania, Bul-
garia, the Czech Republic, the Slovak Republic, Hungary, Poland, Romania, and
the former USSR—was achieved through similar legislative reforms. A number of
other middle- and low-income countries have followed a similar path.

Today, the populations in most OECD countries (with the exception of Mex-
ico, Turkey, and the United States) enjoy universal access to a comprehensive
range of health services financed through a combination of general revenues,
social insurance, private insurance, and user charges. In 13 of the OECD coun-
tries, universal access was achieved through “big-bang” landmark legislative
reforms that guaranteed their population such benefits, often under a state-
funded national health service (United Kingdom-styled NHS). Most other OECD
countries achieved similar coverage through a combination of voluntary, man-
datory, and regulatory mechanisms under a social health insurance-type of sys-
tem (Bismarckian). This chapter focuses mainly on the former—those countries
that achieved universal access through specific landmark legislative reforms and
a single-payer financing mechanism. Chapter 12 focused on the latter—those
countries that introduced reforms more incrementally, by expanding coverage
through voluntary, mandatory, and regulatory health insurance.

Though often incorrectly credited for having been the first, the British NHS
was established as a result of the 1944 White Paper, A National Health Service,
10 years after the New Zealand NHS of 1938. The British NHS was certainly
the most famous, and it was widely emulated by countries throughout the
world in the decades that followed. It set out the two guiding principles. First,
that such a service should be comprehensive, with all citizens receiving all the
advice, treatment, and care they needed, delivered in the best medical and
other facilities available. Second, that the service should be free to the public
at point of use.

The authors divide the process of introducing a national health service into
two phases: a policy formulation phase; and an implementation phase. During
the policy formulation phase, the design of the reform needs to consider both
the financing and service delivery aspects. Without access to health services,
legislation that mandates universal financing is little more than a paper law.
A major stumbling block during the design phase has been the political econ-
omy of policy formulation and dealing with various stakeholders with vested
interests that may resist such reforms for a variety of reasons discussed in the
chapter. During the policy implementation phase, management capacity (staff,
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resources, and administrative tools such as information systems) and sustain-
ability factors (financial resources, political commitment, and institutional
infrastructure) play a critical role in securing the success of the reforms.

The authors conclude by challenging the doomsday prediction of many crit-
ics that such reforms are financially unsustainable and lead to major cost escala-
tion. Data presented indicate that most of the OECD countries that passed major
legislative reforms to introduce universal access to health care experienced a
decade-long period of stability in health care expenditure following the reform
compared with the projected expenditure trajectory had the same countries con-
tinued pre-reform spending trends.

In chapter 14, “Great Post-Communist Experiment in Eastern Europe and
Central Asia,” Adam Wagstaff and Rodrigo Moreno-Serra describe how the
post-Communist transition to social health insurance in many of the Central
and East European and Central Asian countries provides a unique opportunity
to try to answer some of the unresolved issues in the debate over the relative
merits of social health insurance and tax-financed health systems. Through a
detailed empirical analysis, they conclude that, when controlling for differ-
ences in provider-payment reforms and other variables, switching from general
revenue to payroll tax-based funding increased national health spending and
hospital activity rates, but did not lead to any significant changes in health
outcomes.

Under Communism, health care in almost all the ECA countries (except for
the former Yugoslavia) was financed from general revenues and out-of-pocket
payments. Health care was delivered through a centrally planned “Semashko”
model consisting of a tiered system of health providers, each allocated budgets
according to population-based norms, with health workers paid by salary. In the
early 1990s, as most countries shifted away from Communism, several looked
to health insurance as a possible alternative in the hope of addressing a drop in
funding following the economic transition and problems in the performance
and efficiency of health care providers in addressing the poor health of the pop-
ulation and emerging problems in access to health services (including financial
barriers created through user fees).

Of the 28 ECA countries, 14 introduced payroll taxes earmarked for health
care at some stage between 1990 and 2004, and 4 others had already done so
before 1990 (Bosnia and Herzegovina, Croatia, Serbia and Montenegro, and Tur-
key). Countries that switched to health insurance early in the 1990s included
Estonia, Hungary, Lithuania, the former Yugoslav Republic of Macedonia, and
Slovenia (1990-92). Some countries such as Bulgaria introduced health insur-
ance later (1999). Often, both the employee and employer are liable, although
there were differences between who was legally liable for what and who ended
up bearing the incidence of the payroll tax, the latter depending on conditions
in the labor and product markets.

Contributions were made mandatory, and in exchange for them the contribut-
ing employee was entitled to receive health services under the terms of the health
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insurance scheme. Groups other than formal sector workers were usually also
given some coverage. Contributions were always required from the self-employed
and in some countries also from pensioners. Other groups were covered through
funds allocated from the state budget although such subsidies were not actuari-
ally calculated to cover the cost of health care for these population groups.

Based on their analysis, the authors question the value of countries’ having
switched from general revenue to payroll tax-funded health care in the post-
Communist period in the ECA Region, in light of the apparent lack of significant
funding increases, weak evidence on efficiency improvements, and lack of good
evidence on changes in overall health status.

Part 3 Implementation Challenges: Staying the Course

In chapter 15, “Political Economy of Reform,” Ashley M. Fox and Michael R.
Reich stress that, although a growing number of low- and middle-income coun-
tries have sought to introduce universal coverage by scaling up national health
insurance during the past 20 years, successful reform has been the exception
rather than the rule.

If scaling up health insurance coverage is popular, can greatly improve access
to care, and potentially reduces costs through risk pooling, then why is it so hard
to adopt and implement? The authors argue that reforms are difficult because
political challenges are almost always embedded in each step of the policy
reform process. Politics affects whether reform makes its way onto the national
agenda, how the reform proposal is designed, compromises needed to produce
an acceptable agreement, and ultimately the implementation of reform. Health
financing reform is often treated as a technical matter—designing the right pol-
icy to produce the intended effect. However, the “technically optimal” rarely
equates with the politically feasible.

Health policy analysts and international development organizations are put-
ting increasing emphasis on political economy analysis to provide the missing
link between reform processes and policy outcomes. This approach involves
deepening understanding of the political, institutional, social, and economic
issues at play, the power relations among actors, and the incentives that affect
change. Why have some countries been successful at adopting national health
insurance while others have failed? Why have leaders preferred particular policy
designs over others? Why has the same reform produced the intended effect in
certain settings, but not in others? What are the prospects for scaling up health
insurance coverage in developing countries?

In analyzing the political economy of health financing reform, the authors
stress that there is no consensus about what constitutes a “good” reform because
of disagreement about underlying social values. Different ethical assumptions
result in different reform policies. They argue that simply exhorting leaders
to commit to national health insurance is insufficient to move countries to
scale up coverage and that lack of political commitment to reform is inade-
quate to explain why some countries have been more successful than others.
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In addition, they find problems with several other commonly asserted reasons
to explain the failure or success of health insurance scale-up (such as economic
growth, democratization, and political culture). Instead, the authors conclude
that four variables particularly affect the probability of successful reform: insti-
tutions, ideas, interests, and ideology. These ideas are explored in greater depth
in this chapter.

In chapter 16, “Institutions Matter,” Alexander S. Preker, April Harding, Edit
V. Velenyi, Melitta Jakab, Caroline Ly, and Yohana Dukhan stress that the ulti-
mate objective of scaling up health insurance should be to improve health sys-
tem performance in addressing national policy objectives, such as improved
access to quality health care, financial protection against the cost of illness, and
consumer choice or satisfaction. Although such goals could theoretically be
achieved under most forms of collective financing of health care, in reality they
often require a major and fundamental realignment in the incentives structure
within the health sector, such as the shift to health insurance from core budget
financing of health services.

In this chapter, the authors explore the contribution to this agenda by the
way insurers are organized and their underlying incentive regime through the
lens of industrial organizations. The central question is “How does the organiza-
tional structure of insurers make a difference in systemic efficiency and equity?”
By controlling the “purse strings,” financing organizations are in a powerful
position to create the needed incentives for providers to behave in ways that
would secure not only the highest quality of care but also be responsive to the
needs of the patients they serve. Yet in reality often this does not happen.

In an ideal world, a patient (principal) contracts with a health insurance car-
rier (agent) to perform certain duties, such as pay for health care efficiently and
equitably and protect populations against financial risk. For such a contract to
work, it must be attractive to both principal and agent. From the agent’s point
of view, the contract must be at least as attractive as available alternative con-
tracts (participation constraint). From the principal’s point of view, the contract
and its incentives must be structured in such a way as to ensure that the agent
will act in the principal’s best interest (incentive compatibility constraint). The
principal (patient or government) cannot exploit the agent because the contract
is voluntary. And the agent (health insurer) cannot shirk or cheat if his pay is
related to effort and outcomes. A well-designed contract maximizes the utility
of this relationship for both the principal and the agent. In practice, because of
uncertainty in outcomes, information asymmetry, moral hazard, and adverse
selection, health insurers often do not act in this way. Most outcomes depend
on factors other than a single agent’s actions. The effectiveness of any agent is
often codependent on the action of others. Success in terms of outcomes cannot
be fully attributed to any single agent. Outcomes often depend on the aggregate
effort of a team, making it equally difficult to blame any one agent for failure.

Furthermore, health insurance agencies usually serve as multiplicitous agents
for several powerful principals other than individual patients. Three important
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agency relationships are predominant. They encompass the relationship between
financing arrangements and individual health care providers (doctors, nurses,
allied health care workers), the relationship between financing agencies and
various institutional actors (policy makers, regulators, insurers, and other fund-
ing agencies), and the relationship between financing agencies and health care
organizations (hospitals, clinics, ambulatory services). In reality, there are more
than three agency relationships because the stakeholders under each of these
three major categories all exert some influence over the financing agents. Policy
makers, regulators, and funding agencies often have very different interests. Hos-
pitals, clinics, and ambulatory services expect different services from financing
agencies. While private (self-employed) doctors often have direct contact with
financing agencies, nurses and other health care professionals do not. Their
expectations will be different.

The authors conclude with a detailed examination of how a number of orga-
nizational structures and functions affect the principal-agent relationship in
terms of organizational forms (ownership, contractual relationships, and scale
and scope of insurers); structure configuration (extent of horizontal and vertical
linkages or fragmentation among insurers); and incentive regime (extent of deci-
sion rights, market exposure, financial responsibility, accountability, and cover-
age of social functions).

In chapter 17, “Accountability and Choice,” Dov Chernichovsky, Michal
Chernichovsky, Jirgen Hohmann, and Bernd Schramm provide an overview of
some of the key economic and institutional issues confronted during the imple-
mentation of health insurance reforms.

The authors present the rather ill-defined and fuzzy concept of scaling up
social health insurance (SHI) as a dynamic process leading from a fragmented
and failed health care market, based on individuals’ ability and willingness to
pay, to an integrated universal system, based on social solidarity, means-tested
contributions, and government subsidies to ensure no one is left out. The path
from fragmentation to integration is punctuated by milestones set by each coun-
try’s political, economic, social, and institutional realities.

In the first part of the chapter, the authors propose a typology for different
health insurance systems. Population coverage and depth of the benefits pack-
age are critical elements in the proposed classification. Other critical elements in
the classification include the institutional structures of organizations involved
and governance arrangements. The spectrum ranges from informal, fragmented
market structures to formal, unified, or universal institutions. Often progress
toward universal coverage is associated with an increase in the role of the state,
but through demand rather than supply-side involvement. Governance arrange-
ments are usually more participatory than under state-run national health ser-
vices. Eligibility is determined by a social contract rather than being an automatic
entitlement.

In the second part of the chapter, the authors describe some of the major
obstacles that countries need to overcome on the path to universal coverage.



Preface xliii

As coverage and risk pools expand, erosion occurs in the social capital so cen-
tral to membership with small community financing schemes. With the loss of
small group homogeneity, willingness to contribute to collective programs and
responsible use of services by patient behavior often erode. As benefits become
more standardized, individual needs may be sacrificed in an attempt to provide
everyone with a standard minimum benefits package. Efficiency gains through
economies of scale that should go along with larger systems may be lost through
the administrative inefficiency of larger bureaucracies. And a large block of
vested interest may translate into a “tyranny of the majority” with a disregard
for individual variations in needs and expectations. Such vested interests include
professional groups, employers, patient groups, retirees, and other large constit-
uencies that may exercise their power through a collective voice.

The authors conclude that, in the end, the true nature of large government-
mandated health insurance systems is often defined by the accountability and
choice over the use of mandatory contributions and supply of services. Account-
ability and related legitimacy are served by transparency and good governance.
The two are assisted in turn by earmarking contributions and by articulating
the benefits they fund. These are key elements of the social insurance contract
between individuals and the state, substituting contracts between individu-
als and groups or corporations, and between the latter and the state. Choice is
potentially best served by competition in internal markets where citizens can
enroll freely with competing plans, where feasible, and with providers. These
plans, replacing groups and corporations, can be self-governing and account-
able—also through competition—both to their membership and to the public at
large, even when privately owned. Both must be supported by stewardship and
leadership.

In chapter 18, “Regulatory and Supervisory Challenges,” Herndn L. Fuenzalida-
Puelma, Pablo Gottret, Somil Nagpal, and Nicole Tapay stress that health care
regulation and supervision have been changing. Deciding which activities to reg-
ulate involves economic and social considerations. Deciding who should regu-
late and how involves legal and institutional concerns. The authors stress that
the regulatory domain is one where economics and law converge. Regulating
health care is complex. Political, social, economic, and legal/institutional con-
siderations deal with a matter critical for individuals and society where vested
and conflicting interests abound. From an economic point of view, controlling
market failures such as asymmetric information, adverse selection, and moral
hazard justifies regulatory interventions. From a political and legal/institutional
perspective, health care regulation is also justified on social and equity grounds
and on the constitutional role of the state in protecting the common good or
public interest.

Regulating requires an institutional/legal framework to translate policies
into norms and procedures and clear objectives on which activities are subject
to regulation, the type of entity or authority entrusted with regulation, and the
regulatory instruments necessary for implementation. Regulatory instruments
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are varied: laws or legislative acts; decrees and other instruments issued by the
executive branch; municipal ordinances; judgments by the judiciary; instruc-
tions, standards, circulars, public information by health insurance supervisors/
regulators; and professional and ethical standards, licensing, and other matters
delegated by private self-regulatory organizations.

Private health insurance supervision and regulation should target critical
issues, such as: solvency; competition to avoid cartel-type practices; transparency
in coverage and prices; market stability for expansion and better complementari-
ties with social health insurance; price controls and prohibition of age-rating;
open enrolments into minimum products and, up to a certain age, guaranteed
renewal and portability; integration with social health insurance without allow-
ing opt-outs for supplemental and even comprehensive coverage; quality of care
by allowing selective contracting of competent providers and respecting their
clinical judgment; and advertising and marketing. Regarding health insurance
contracts, typical regulations refer, for example, to standards of full and fair dis-
closure related to health policies and health plans, terms of renewal, initial and
subsequent conditions of eligibility, coverage of dependents, preexisting condi-
tions, termination of insurance, probationary periods, limitations, exceptions,
marketing of entitlements, and prices.

As the boundaries between public and private financing and service delivery
become increasingly blurred, the authors emphasize, there is a need for health
care regulation, supervision, and control in the public sector that involves all
aspects related to “what to finance,” “sources of funding,” “whom to finance,”
“the financiers,” and “how to finance” mandatory government-run health insur-
ance and voluntary private health insurance. Many public and private entities
are involved but often not coordinated. New, innovative, and comprehensive
approaches to health care financing regulation and supervision are needed to
identity, redefine, and restructure the regulatory environment, making it more
efficient, less cumbersome, and less costly.

The authors conclude that regulation of health insurance is only as effective
as its enforcement. In many countries, the regulation of health care financing
and health care provision, public and private, is being integrated into complex
health authorities. Few have separated the regulation and supervision of sup-
pliers of health care goods, clinical and nonclinical. The authors feel that this
arrangement leads to vulnerability to bureaucratic capture and undermines the
authority and enforcement of health insurance regulation. Instead, the authors
recommend that government-mandated health insurance should be subjected
to the same strict regulatory and supervisory oversight expected for private enti-
ties and parastatal corporations. In many countries, this will require reforms that
separate the regulatory function from line ministries and that set up separate
autonomous regulatory/supervisory authorities.

In chapter 19, “Implementing Change,” Hong Wang, Kimberly Switlick-
Prose, Christine Ortiz, Catherine Connor, Beatriz Zurita, Chris Atim, and Fran-
¢ois Diop lead policy makers and health insurance designers through a series of

n u



Preface xlv

management steps to be taken when introducing and scaling up health insur-
ance. These steps are intended to deepen planners’ understanding of health
insurance concepts, identify challenges, help them design and implement solu-
tions, and define realistic steps for the development and scale-up of equitable,
efficient, and sustainable health insurance schemes.

Despite the many benefits that health insurance offers, the journey to imple-
ment insurance and achieve those benefits is challenging, long, and risky. When
it comes to successful implementation of health insurance, the “devil is often in
the details.”

In the Africa Region, several countries have spent scarce time, money, and
effort on introducing health insurance to scale up coverage and access to health
services. The success of some of these reforms is now threatened, not because
of design flaws or the complex political process but rather because of a lack of
implementing capacity of the health insurance administration involved and the
administrative side of the providers that interact with the insurers. For exam-
ple, in Ghana the National Health Insurance Scheme has signed up around 70
percent of the population. But many members have not received their health
insurance cards, the local insurance offices are buried under truckloads of claims
forms coming in for payment every day, hospitals are struggling to keep up with
billing, and payment transfers are months behind. Such implementation chal-
lenges quickly translate into loss of confidence and aggravate problems they
were supposed to solve instead of alleviating them.

The authors conclude that policy makers and technicians that support devel-
opment and scale-up of health insurance must figure out how to increase their
country’s financing capacity, extend health insurance coverage to the hard-to-
reach populations, expand benefits packages, and improve the performance of
existing schemes. Based on the recommendations in a companion manual on
implementing health insurance reforms, the chapter provides policy makers and
health insurance designers with practical, action-oriented supports that improve
their understanding of health insurance concepts, challenges, and realistic steps
for the development and scaling up of equitable, efficient, and sustainable health
insurance schemes.

Finally, in chapter 20, “New Development Paradigm,” Onno P. Schellekens,
Jacques van der Gaag, Marianne E. Lindner, and Judith de Groot look into the
crystal ball to explore ways that future health insurance systems could build
on the successes of the past, address some past shortcomings, and look at some
important dimensions of future health insurance systems.

Many governments have failed to finance and deliver health care efficiently
through the public sector. As a result, paying for between 60 and 80 percent
of their own health care out of pocket, many patients fall into poverty. Private
equity investments in the health care supply chain often do not take place
because the risk is considered too high. Most donor funding is channeled to the
public system through supply-side input financing. At the heart of past crisis is
a vicious cycle of low supply of good-quality care and low demand for such care.
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Without good-quality delivery (supply), the willingness to pay and prepay for
care (demand) is low. If there are no prepaid risk-pooling schemes, revenues for
health care providers remain uncertain, and because the investment risk remains
high, the health delivery sector cannot attract financing to improve delivery
capacity. This keeps quality of care (supply side) low, perpetuating the vicious
cycle of failed health systems.

Because of these and other factors, the authors of this last chapter of the book
call for a rethinking of the way health care is financed and delivered, moving
toward a system in which there is greater complementarity between public and
private financing and between sustainable financing and service delivery modal-
ities. Both greater access to affordable health insurance and access capital play
an instrumental role in breaking the vicious cycle of underfinancing, low-qual-
ity care, low demand, and poor health outcomes.

In appendix A, “Theory of Social Health Insurance,” Peter Zweifel develops
a theory of social health insurance (commonly known as public health insur-
ance in the United States). While a good deal is known about the demand and
supply of private insurance, the theoretical basis for government-run man-
datory health insurance (social or public health insurance) is much less well
known.

The author starts by posing several fundamental questions. On the demand
side, why do governments get into the health insurance arena? Is the objective
to provide a public option to private insurance programs by addressing short-
comings in private health insurance related to market imperfections or equity
concerns? Or is it to change the rules of the game in terms of financing health
care and provide financial protection against the hardships of illness? On the
supply side, what are the motives and constraints of public insurance systems?
With regard to supply, what do we know about the objectives and constraints
of managers who run public insurance systems? Economists can predict proper-
ties of the market equilibrium characterizing private health insurance. However,
what is the likely outcome (“performance”) of government-run programs? At
the normative level, one may ask, should there be a shift from private to govern-
ment-run insurance or vice versa?

Section 2 of appendix A reviews the conventional theory of demand for insur-
ance in general and health insurance in particular. However, it also seeks to offer
explanations of the demand for government-run health insurance programs,
citing efficiency, public choice, and equity reasons. That may explain the exis-
tence (but not necessarily the prominence) of the “public option.” Section 3
is devoted to the supply of health insurance in general and public insurance
in particular, which comprises more dimensions than just price and quantity.
Section 4 reviews the properties of the optimal health insurance contract for
providing a benchmark, especially with regard to combating moral hazard. In
Section 5, the question is asked whether there are factors limiting the apparently
inexorable growth of the government options as countries become richer and
spending on health care increases relative to GDP.
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The author observes that, on balance, scanty available evidence points to a
preponderance of public choice reasons for the public option in health insur-
ance. Social (health) insurance can be seen as an efficient instrument for gaining
votes in the hands of politicians seeking (re)election. Ironically, recent political
pressure to constrain social health insurance (and social security more generally)
may reflect marginal willingness to pay on the part of citizens below marginal
cost. Conversely, compensation asked for accepting restrictions in the domain of
social health insurance (in the guise of reduced contributions) could be financed
by health insurers through cost savings achieved. Recent evidence from Swit-
zerland relates to this second approach. It suggests that if health insurers were
permitted to fully pass on savings accruing, for example, in their managed care
options, they could compensate the average consumer sufficiently to make this
option attractive. In all, there are clear signs of social health insurance encoun-
tering several limits.

The author concludes that there are important limits on public health insur-
ance that become more apparent over time and occur increasingly toward the
end of human life, when costs increase and can no longer be recovered from
increased contributions. Moreover, social health insurance, by modifying the
incentives of the great majority of a country’s health care providers, induces
the very change in medical technology that causes the cost of health care to
increase more rapidly than other segments of the economy. The challenge will
be to devise contracts that create incentives for consumers to choose lower-tech-
nology options when close to death. The other maintains that competitive pri-
vate, rather than regulated, social health insurance is more likely to meet this
type of challenge.

In appendix B, “Empirical Evidence on Trends in Health Insurance,” Yohana
Dukhan extends the analysis of the factors limiting the development of health
insurance presented in the chapters on Francophone and Anglophone Africa. The
author tests the existence of relationships between the development of health
insurance—public and private—and a set of general factors such as political con-
text, institutional environment, economic development, and social settings as
well as more specific health sector factors such as insurance supply and demand,
and conditions in the health care system. The relationships between these fac-
tors and the level of health insurance development are tested in a sample of
99 developing countries between 1995 and 2010. The results show that variables
measuring the political and institutional environment appear among the most
significant determinants of health insurance development in low- and middle-
income countries.

In appendix C, “Compendium of Health Insurance Terms,” Alexander S.
Preker and Mark V. Pauly provide a glossary of terms frequently used in the field
of health insurance.
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CHAPTER 1

Introduction: Public Options, Private Choices

Alexander S. Preker, Marianne E. Lindner,
Dov Chernichovsky, and Onno P. Schellekens

will require mobilization of significant additional financial resources

for the health sector, improved management of financial risk, and bet-
ter spending of existing scarce resources, in addition to addressing the intersec-
toral determinants of illness. The cost to individual households is unpredictable
and often impoverishes even middle-income families who are not insured. And
many interventions are ineffective. Additional resources could be mobilized by
increasing the share of government funding allocated to the health sector. This
chapter presents a framework for scaling up health insurance. Specific issues will
be explored in greater depth in the other chapters in the book. Past reviews
suggest that no one mechanism is likely to succeed by itself in securing all the
objectives of health financing systems: mobilizing resources to pay for needed
services, protecting populations against financial risk, and spending wisely on
providers (Carrin and James 2004; Chernichovsky 2002; Hsiao 1995; Londono
and Frenk 1997; Preker 1998; Savedoff 2005). Rather, a multipillar approach that
combines various instruments—including subsidies, insurance mechanisms,
contractual savings, and user fees—is more likely to succeed in meeting these
objectives in resource-constrained environments with weak institutions, orga-
nizational arrangements, and management capacity. Such a system includes a
public option but one in which private choice has an essential role in ensuring
the system remain responsive to patients and consumers of care. And it empha-
sizes a systems approach to scaling up, going beyond health insurance itself to
include strengthening of the governance and overall health system in parallel to
expanded insurance coverage.

Q chieving the health-related Millennium Development Goals (MDGs)

INTRODUCTION

The 20th century saw greater gains in health outcomes than at any other time in
history (figure 1.1), yet the world’s poor, especially in Africa and South Asia, did
not benefit as much as other populations from these gains. Some countries even
had setbacks. Many African and some low-income countries in other regions still
fall far short of many of the MDG target indicators. Average life expectancy in
the poorest countries today has not changed since the 1950s.
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Addressing these problems requires more money and greater protection
against financial risk. The correlation between higher income, more spending
on health, and better health outcomes is well known. Yet the wide variation
in the scatter plot on the correlation between under-5 mortality rates (USMR)
and public spending per capita on health care (figure 1.2) indicates that addi-
tional spending on health care—though much needed—is insufficient in itself to
achieve good health outcomes (World Bank 2004). It is also necessary to ensure
that scarce resources are spent on effective health care directed toward the most
critical health challenges to households. Parallel action addressing other impor-
tant cross-sectoral determinants of poor health is also needed.

Current State of Scaling Up Health Insurance in
Low-Income Countries

Direct out-of-pocket spending by households still comprises as much as
80 percent of total health expenditure in many low-income countries (figure 1.3),
with still rudimentary formal insurance mechanisms (figure 1.4). Donor aid—
with associated volatility and fungibility—often constitutes a significant share of
total public resources, as much as 50 percent or more of all resources available to
some low-income countries. It is in this context that some countries have begun
to experiment with private voluntary health insurance (PVHI)—community
and enterprise-based—and government-run mandatory health insurance (Dror
and Preker 2002; Preker and Carrin 2004; Preker, Scheffler, and Bassett 2007;
Preker, Zweifel, and Schellekens 2010). PVHI complements other forms of health
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FIGURE 1.3 Low-Income Countries Have Less Insurance
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FIGURE 1.4 Low-Income Countries Spend Less on Social Health Insurance
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financing such as direct charges, donor aid, core budget funding, and voluntary
health insurance.

KEY ISSUES

Low-income countries often rely heavily on government funding and out-of-
pocket payments for health care financing. Early in a country’s economic devel-
opment, the balance between prepaid to out-of-pocket sources of financing is
often as low as 20:80. As wealth grows, these ratios are reversed, with prepaid
sources dominating at 80:20. Countries on an optimal development path prog-
ress from the 20:80 to 80:20 ratio (figure 1.5). Unfortunately, many of the fragile
low-income countries are on a slower, suboptimal development path toward a
40:60 rather than an 80:20 balance. Without a significant shift in policy direc-
tions and implementation, out-of-pocket spending will thus continue to pay for
a large share of total health care expenditure (figure 1.6), leaving many house-
holds exposed to impoverishment and financial hardship despite significant
spending by their governments on health care.

In many countries on a suboptimal development path, a large share of
government funding comes from donors rather than from domestic sources
of financing, leaving them vulnerable to donor dependence and volatility in
financial flows and fungibility with no net additionality in financial resources.
Furthermore, in many of these poorly performing countries, a large share of out-
of-pocket expenditure is on informal payments in the public sector and private
sector spending, exposing households to whatever cost the local market can bear.

For several reasons, policy makers all over the world, trying to improve health
financing through the introduction of voluntary or government-run mandatory

FIGURE 1.5 Rule of 80 Optimal Development FIGURE 1.6 Fragile States’ Suboptimal
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health insurance, are struggling to make progress on the optimal development
path from 20:80 to 80:20 ratios.

First Set of Issues: Behavior of Core Financing Functions

A first set of issues relates to the behavior at low-income levels of the three
core health care financing functions: revenue collection, financial risk manage-
ment, and purchasing services from providers. For effective revenue collection,
countries trying to introduce health insurance arrangements face the follow-
ing challenges in mobilizing adequate financial resources through household
contributions:

e Enrolment. Incomplete population registry (limiting the ability to identify
potential members)

e Choice. Large informal sector (limiting the pool of employees that can be
forced to join a mandatory scheme; other population segments have to be
induced to join)

e Prepayment. Low formal sector labor participation rates (limiting the employee
contributions that can be collected at source under a mandatory scheme); lack
of familiarity with insurance and risk-averse behavior (limiting willingness to
pay); large share of population with low-income jobs or below-poverty-level
earnings with competing demands for scarce household income (limiting
ability to pay)

e Progressivity in contributions. Lack of accurate income data (limiting informa-
tion that can be used to construct progressive payment schedules).

In the case of effective financial risk management, countries trying to intro-
duce health insurance arrangements face the following challenges in redistribut-
ing resources efficiently and equitably:

o Size and number of risk pools. Spontaneous growth of many small funds (lim-
iting size and increasing the number of voluntary pools); social diversity in
terms of employment, domicile, and other local social factors (limiting size
and increasing the number of voluntary pools); lack of trust in government
or national programs (limiting size and number of mandatory pools); weak
management and institutional capacity (limiting the size and number of
mandatory pools)

* Risk equalization. Small share of available fiscal space allocated to health sector
(limiting public resources available for subsidizing inactive population groups);
lack of national social solidarity (limiting willingness to cross-subsidize from
rich to poor, from healthy to sick, and from gainfully employed to inactive)

e Coverage. Presence of national health scheme for general public (limiting the
need for universal population coverage or comprehensive benefit coverage
through insurance).
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In the case of effective resource allocation and service purchasing, countries
trying to introduce health insurance arrangements face the following challenges
in spending scarce resources wisely:

e For whom to buy. Lack of good membership data (limiting ability to identify
vulnerable groups)

e What to buy. Lack of good data on cost-effectiveness (limiting ability to get
value for money spent)

e From whom to buy. Ambulatory sector dominated by private providers, and
inpatient sector dominated by public hospitals (limiting provider choice)

e How to pay. Weak management and institutional capacity (limiting sophistica-
tion of performance-based payment systems that can be used)

e At what price. Lack of good cost data (limiting transparency of prices charged
by both public and private providers).

Second Set of Issues: Institutional Environment

The second set of issues relates to the institutional environment of health insur-
ance funds at low-income levels. Often institutional capacity is weak, the under-
lying legal framework is incomplete, regulatory instruments are ineffective or
not enforced, administrative procedures are rigid, and informal customs and
practices are difficult to change.

Third Set of Issues: Organizational Structure

A third set of issues relates to the organizational structure of health insurance
funds at low-income levels. In countries with many small, community-based
funds, both the scale and the scope of insurance coverage and benefits that can
be provided are problematic.

Although in theory many government-run health insurance programs have the
status of semi-autonomous agencies, they often suffer from the same rigid hierar-
chical incentive structures as state-owned and -run national health services. This is
especially true in countries where the insurance schemes have over time acquired
extensive networks of their own providers, thereby undermining the benefits of
a purchaser-provider split. In other countries, multiple employment-based funds
often do not benefit from competitive pressures but suffer from all the shortcom-
ings of fragmented risk pools and purchasing arrangements (insurance market fail-
ure, high administration costs, information asymmetry, and so on).

Fourth Set of Issues: Management Style

A fourth set of issues relates to the management characteristics of health
insurance funds at low-income levels. Management capacity is often weak
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in terms of stewardship, governance, line management, and client services.
Management skills are sparse in mandatory insurance. Health insurers as mul-
tiplicitous agents for the government, health services, and providers have to
serve many masters at the same time. This leads to conflicting incentives and
reward structures. Finally, the management tools needed to deliver a health
insurance program are often lacking in terms of effective information technol-
ogy (IT), communications, and other systems needed for effective financial
management, human resources management, health information tracking,
and utilization reviews.

Box 1.1 summarizes some of the underlying issues and motives for health
finance reform at low-income levels.

As highlighted in “New Development Paradigm,” the last chapter in this book,
reforming and scaling up health insurance in low-income settings has had a check-
ered history. The authors emphasize three “laws” of economics that hinder this
achievement. Underfunding plays an important role: health systems are severely

BOX 1.1 UNDERLYING ISSUES AND MOTIVES FOR REFORM

Through the introduction of mandatory government-run health insurance,
countries hope to address the following financial mechanism problems (Dror
and Preker 2002; Preker, Scheffler, and Bassett 2007; Preker, Zweifel, and
Schellekens 2010):

e Inadequacy of current revenue generation to mobilize sufficient resources to
finance the health sector through a combination of government subsidies, user
charges, and donor aid. First, governments’ ability to mobilize tax dollars
is severely constrained at low-income levels for a variety of reasons that
will be reviewed in later chapters. In some countries, as little as 5 percent
of GDP passes through the treasury. Second, the fiscal space allocated to
the health sector is often small—typically less than 5 percent of total gov-
ernment revenues in many of the poorest countries. Finally, Ministries of
Health often receive only a small part of the government’s targeted budget
appropriation for the health sector—in some cases less than 50 percent.
Most out-of-pocket expenditures are collected directly by private providers
or as under-the-table informal payments to staff working in public hospi-
tals and clinics. Ability and willingness to pay does not translate into addi-
tional resources that can be used to finance public services. When patients
run out of money during an episode of illness, the public hospital and
clinic have to absorb the cost.

Despite efforts to secure more medium-term commitment from donors,
aid flows remain extremely volatile and unpredictable. Since money is
fungible, aid flows often substitute for, rather than supplement, domestic
sources of funding. Net additionality is therefore often small. Even when

(continued)
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—
BOX 1.1 UNDERLYING ISSUES AND MOTIVES FOR REFORM (continued)

donor money leads to marginal additional financial resources, the shifting
priorities of the international donor community have largely prevented
most programs from receiving medium-term sustainable financing from
external sources. Finally, funding from external donors is often associated
with complicated procurement procedures and stringent conditions that
have to be met before disbursements are authorized. This leads to volatile
revenue flows even after the financing has been fully secured.

e Inadequacy of current financing arrangements in providing financial protection
against the cost of illness. In principle, universal and free access to gen-
eral revenue—funded public services should be able to protect individuals
against the cost of illness. Since the 1978 Alma-Ata Declaration of “Free for
All Health Services by the Year 2000,” many countries have tried to secure
access to basic health care and financial protection against the impoverish-
ing effects of illness by encouraging countries to build publicly financed
health services, run by their Ministries of Health or, in decentralized deliv-
ery systems, by local authorities. Under this policy, resource constraints
soon forced most countries to restrict the basic package to so few services
that most of the population, including the poor, had to seek care out of
pocket even for basic conditions for which they were supposedly entitled
to free care. Furthermore, even if services are available, resource constraints
often lead to such severe deterioration in the quality of public care that
patients choose to go to private providers and pay.

Expansion of coverage through voluntary financing mechanisms (both
community- and enterprise-based) has so far been disappointing although
populations joining such schemes seem to benefit. In most cases, user
fees do not protect individuals against the impoverishing effects of cata-
strophic or chronic ongoing care. And often the resulting health insurance
programs do not have a strong policy framework to take advantage of the
financial incentives they could provide through strategic purchasing or
performance-based contracting with providers (Preker and Langenbrunner
2005; Preker, Liu, Velenyi, and Baris 2007; Langenbrunner, Cashin, and
O’Dougherty 2009).

e [Inadequacy of resource allocation methods within core Ministries of Health service
delivery systems. Despite recent attempts to introduce performance-based pay-
ment mechanisms, strategic purchasing of priority services, and other forms
of new public sector management techniques under integrated finance and
public service delivery systems, the outcomes of these reforms have been
disappointing. Ultimately, bureaucratic capture leads to backslipping.

e Institutional, organizational, and management rigidity. Under integrated
financing and service delivery health care systems, policy makers hope the
institutional, organizational, and management rigidities described above
will be addressed.
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underfunded in countries in which GDP per capita is low. GDP per capita is tightly
related to health care expenditures (the first law of health economics), which
means that an influx of donor money into the public health sector in a low-income
country does not raise the total amount of money in the sector. Instead, it crowds
out private funds or substitutes for existing local public expenditures (the third law
of health economics). In such countries, out-of-pocket payments are high (the sec-
ond law of health economics), easily pushing people into poverty.

Scaling up health insurance through the public sector often fails in many
developing countries due to weak public sector capabilities and ends up benefit-
ing mainly the interests of groups that have access to state power, which they
use for their own benefits. As a result, the public sector often fails to deliver
public goods and redistribute income and risk. The institutional framework
(legal, financial) is weak or absent, which leads to high levels of uncertainty and
risk. This profoundly influences the behavior of patients, providers, and commu-
nities. Health care gets stuck in a vicious circle of inadequate funding arrange-
ments, weak governance, and dysfunctional health systems.

A different approach is needed to lower the overall level of risk—by work-
ing through local communities and nongovernmental organizations to provide
affordable loans and affordable insurance while at the same time raising the
quality of services. By reducing market risk, the willingness to invest and to pre-
pay will grow, generating a virtuous effect and turning the vicious circle into a
virtuous one. This is the “fourth law” of health economics.
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CHAPTER 2

Health Protection: More Than Financial
Protection

Xenia Scheil-Adlung

finance systems, poor health status, and health-related impoverishment

of the population. Frequently, the situation is aggravated by limited
public funds, inefficient use of available resources, and gaps in mobilizing
domestic funds.

For people in the grip of extreme poverty, health is a crucially important eco-
nomic asset. Loss of health and productivity pose major problems for socially
vulnerable persons and their families. When a poor individual or any member
of the family falls ill, the entire household may be forced to address the health
needs of the sick by skipping school, missing opportunities to gain income, and
selling prized livelihood assets. These health and health-related events can be
catastrophic, further plunging people into poverty due to income loss and high
health care costs. If left unattended, this situation can unleash vicious cycles of
poverty and ill health, continuing from generation to generation.

M any developing countries are confronted with low-performing health

INTRODUCTION

Scaling up social health insurance is one of the mechanisms that address these
issues and is integral to achieving universal access to health services. When
implementing insurance schemes, their pros and cons must be balanced and
specific features adjusted to each country’s socioeconomic, political, cul-
tural, and historical context. Schemes are thus often a mix of various forms of
health-financing mechanisms and combine both contribution/premium-based
financing and use of taxes.

Against this background, and based on long-lasting experience in the field of
social health protection, the International Labour Organization (ILO) has devel-
oped a pragmatic strategy toward universal access to health care. It is part of
the overall Decent Work Strategy and based on ILO Convention 102 on Social
Security where health ranks first among the contingencies covered. The strategy
responds to the needs of the uncovered population in many developing coun-
tries, particularly the informal economy workers and their families, the poor, and
the unemployed. The pragmatic approach explicitly recognizes the contribution

13



14 Xenia Scheil-Adlung

of all existing forms of social health protection, from tax-funded schemes to
various forms of health insurance, and optimizes their outcomes.

This chapter sets forth some basic notions about the strategy with a view to
scaling up social health insurance. The first part outlines concepts and defini-
tions of social health insurance. An analysis of trends and developments in the
global health-financing situation follows. The chapter concludes with a discus-
sion of the best ways of addressing access deficits.

SOCIAL HEALTH INSURANCE: CONCEPTS, DEFINITIONS, AND OBSERVATIONS

The concept of social health protection and social health insurance is anchored
in the human rights to health and social security, equity in access, solidarity in
financing based on the capacity to pay, and efficiency and effectiveness in the use
of funds. Social health protection, an overarching goal, is understood as “a series
of public or publicly organized and mandated private measures against social
distress and economic loss caused by the reduction of productivity, stoppage or
reduction of earnings, or the cost of necessary treatment that can result from
ill health” (ILO 2008: 3). Social health insurance is a key element of social health
protection and an integral means of achieving universal and affordable coverage
by coordinating pluralistic health-financing mechanisms. Social health insurance
is thus seen as a necessary element in achieving both social health protection
and social security. The ultimate objective in the field of social health protection
and social health insurance is to achieve universal social health protection coverage,
defined as effective access to affordable health care of adequate quality and finan-
cial protection in case of sickness.' In this context, the definition of coverage refers
to the health protection extended to individuals so that they can obtain health
services that are financed through a social risk-pooling mechanism in a way that
prevents extremely high out-of-pocket (OOP) costs from posing a barrier to access
or restrict poor patients to services of limited quality.

To be effective, universal coverage needs to ensure access to care for every
resident in a country. This does not preclude national health policies from focus-
ing, at least temporarily, on priority groups such as women or the poor when
setting up or extending social health protection. Coverage should relate to effec-
tive access to health services that medically match the morbidity structure and
needs of the covered population. Compared with legal coverage, which describes
rights and formal entitlements, effective access refers to the physical, financial,
and geographical availability of services.

Benefits packages (bundles of health services that are made available to the
covered population) should be defined with a view to maintaining, restoring,
or improving health; guaranteeing the ability to work; and meeting personal
health care needs. Key criteria for establishing benefits packages include the
structure and volume of the burden of disease, the effectiveness of interventions,
the demand, and the capacity to pay.
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Effective access includes both access to health services and financial protection.
Financial protection is crucial to avoid health-related impoverishment. Financial
protection includes the avoidance of out-of-pocket payments that reduce the
affordability of services and—ideally—some compensation for productivity loss
due to illness.

Affordability of services is defined as the absence of financial barriers to health
service access for individuals, groups of individuals, and societies as a whole.
Affordability aims first of all at avoiding health-related poverty. It refers to the
maximum share of cost for necessary health care at total household income
net of the cost of subsistence. For example, health care costs could be consid-
ered affordable if they amount to less than 40 percent of the household income
remaining after subsistence needs have been met. Household health care costs
below that share are considered noncatastrophic. Universal coverage is thus
associated with equity in financing, implying that households should be asked
to contribute only in relation to their ability to pay. Out-of-pocket payments in
particular have been marked out as especially inequitable and inefficient in that
the poor may be unable to pay them at the time and point of delivery, and thus
may be excluded from treatment. Premiums or other types of prepayment are
recommended by the ILO because they are based on risk pooling between popu-
lation groups and are thus more equitable.

Fiscal affordability relates to the fiscal space that can be made available to
finance a level of expenditure that ensures universal access to services of ade-
quate quality without jeopardizing economic performance or crowding out
other essential national services (such as social cash transfers or education,
internal security, and so forth). Necessary expenditure levels depend on a popu-
lation’s health status, the availability of infrastructure, the price of services, the
efficiency of service delivery, and the ability of a country to mobilize resources.
The ILO therefore does not advocate global benchmarks on public spending on
health. Quality of care has various dimensions. These include quality of medi-
cal interventions, such as compliance with medical guidelines or protocols as
developed by the World Health Organization (WHO) or other institutions. The
quality of services also includes ethical dimensions such as dignity, confiden-
tiality, respect of gender and culture, and issues such as choice of provider and
waiting times.

There are various mechanisms to finance health services with a view to achiev-
ing universal coverage. They include different types of tax and contribution/
premium-based financing. These mechanisms normally involve the pooling
of risks between covered persons—and many of them explicitly include cross-
subsidizations between the rich and the poor. Some form of cross-subsidization
between the rich and the poor exists in all social health protection systems,
otherwise the goal of universal access could not be pursued or attained. The key
features are briefly reviewed in figure 2.1.

Funding social health protection from general government revenue might
include direct or indirect taxes from various levels, such as national and local
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FIGURE 2.1 Overview of Key Forms of Health Financing
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tax in addition to general or earmarked tax. Direct taxes, levied on individuals,
households, and enterprises, comprise property taxes, personal income tax,
and corporate profit taxes. Indirect taxes, conversely, are obtained from goods
and services (for instance, excise and/or “sin tax” on consumption of tobacco
products). Payments related to indirect tax are based on consumption, not on
overall income. General taxes can be drawn from different sources and there-
fore have a broad revenue base; nonetheless, allocation for health care is sub-
ject to annual public spending negotiations. Hypothecated taxes are earmarked
for health and may be less susceptible to political influence. Taxes are often
used for various forms of social health protection funding. Besides financ-
ing national health services, vouchers, or conditional cash benefits, taxes are
used as subsidies for mixed health protection schemes such as national health
insurances, whereby government revenues are used to subsidize the poor.

Payroll taxes or contributions are collected to fund social health insurance
schemes. Employers and employees share contributions. This usually involves
formal labor markets, which translates to coverage extended to formal econ-
omy workers and their families. International experience shows (ILO 2008)
employee contributions might be as low as 1 percent of covered monthly
earnings, as in the Arab Republic of Egypt, and 2.5 percent in Jamaica. In
the case of employers’ contributions, Egypt provides for 4 percent of covered
monthly payroll and Jamaica for 8.5 percent of their employees’ gross income.
In many countries, contributions are based on the ability to pay, and access
to health services depends on needs. Contributions may be collected by a
single national health insurance fund—or by one or more social health insur-
ance funds which are often independent from the government but subject to
regulations.
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Premiums are collected by private insurance schemes, including community-
based health insurance schemes and private commercial funds. Community-
based schemes are usually voluntary and managed by organizations of informal
economy workers, community-based and nongovernment entities, coopera-
tives, trade unions, and faith-based groups. Premiums are often flat rate and
services frequently limited. Premiums for private commercial health insurance
funds are usually voluntary and risk based. People in high-risk groups pay more,
and those with lower risks pay less. Benefits and services vary depending on the
insurance company and insured persons. Very few countries use private health
insurance as a main form for organizing and financing health services for the
whole population. Rather than using payroll contributions they usually apply
risk-related premiums and provide for voluntary coverage.

Unfortunately, out-of-pocket payments are also used in many countries as a
source of funding health services. They are not considered a means of financing
social health protection. They involve payments directly to the health care pro-
viders at the point of delivery, based on the services utilized, and may be paid par-
tially or in full. They may take the form of direct payments, formal cost sharing,
or informal payments. Reference is made to direct payments when the consumer
pays the full amount of health services not covered by any form of protection.
Formal cost sharing (user fees) involves expenditures on health services that are
included, but not fully covered, in the benefits package, for example in order to
set incentives. An overview of the flow of funds is provided in figure 2.2.

Social health insurance refers to various forms of insurance approaches, ranging
from classical social health insurance, defined by mandatory coverage and income-
related contributions of both employers and employees, and national social

Figure 2.2 Flow of Funds
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health insurance, where the poor are fully subsidized. There are manifold forms of
community-based health insurance, which often complement other schemes and
are usually voluntary and financed through flat-rate premiums.

All forms of insurance usually receive some degree of tax subsidy if they are
part of the overall health protection system. Also mandated or regulated pri-
vate nonprofit health insurance schemes and private for-profit health insurance
range among these approaches. An overview of the various health insurance
approaches is provided in table 2.1.

While private health insurance emphasizes choice, personal responsibility,
and market reliance, both social health insurance and national health services
are based on solidarity involving high degrees of redistribution. Redistribution
is used to support the poorer parts of the population. Besides different sources
of funding, health-financing schemes vary with regard to administration.
Whereas in national health services (NHS) the state often is a single payer usu-
ally providing services through public providers to the whole population, in
health insurance schemes multiple quasi-public funds often insure the popula-
tion and provide services through contracting public or private providers. The
social insurance approach is usually based on regulations for sickness funds.
These regulations define clearly the scope of the benefits, the compulsory nature
of membership, and contracting arrangements with both public and private
providers.

All health-financing systems have significant scope to provide for health
financing. Figure 2.3 highlights the scope of each health-financing mechanism.
It is vital for countries to take account of this aspect when developing poli-
cies to improve health-financing mechanisms, design adequate benefits pack-
ages, include financial protection, and create institutional and administrative
efficiency.

Government revenues usually obtain sizable coverage and outreach, which
might imply good performance regarding equity. They also have the potential

TABLE 2.1 Overview of Health Insurance Approaches

Classical social health National health Community-based  Private for-profit
insurance insurance health insurance health insurance
Financing: Employers” and Government revenues Flat-rate Risk-related
subsidies and employees’ contributions and contributions of premiums premiums
contributions (income-related) those who can afford it
Funds collected by~ Employers, employees, Government, employers,  Insurance fund Insurance fund

social security institutions  employees, social
security institutions

Legal form Mandatory Mandatory Voluntary Voluntary
Coverage Formal economy workers All citizens Members and Insured persons
and their families their families

Source: Author.
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FIGURE 2.3 Scope of Health Care Financing Mechanisms
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to achieve efficiency and sustainability. The scope of payroll taxes can bring
about increased fiscal space, financial soundness compared with tax funding,
and public support—as well as create the possibility of having public funds to
target the poor. Regarding the premiums for community-based schemes, the
scope may increase fiscal space and reach the poor, those who are unable to
contribute—for example, the nonsalaried—and those who are subsidized. Pre-
miums for commercial health insurance demonstrate the capacity for financial
soundness.

Criteria for choosing the different mechanisms for particular subgroups of the
population usually include the number, structure, and performance of existing
schemes; political and cultural context; size of the tax base; size of the informal
economy; disease burden; availability of infrastructure; capacity to collect taxes/
contributions/premiums; managerial capacity; possibilities for enforcing legisla-
tion; and regulation and related impacts on equity.

When deciding on health-financing mechanisms at the country level, both
pros and cons of each option need to be carefully discussed. The applicability
and performance of the different mechanisms need to be judged on the basis
of the country’s capacity to mobilize funds, efficiency in targeting public funds
to the poor, ability to shift funds and power from supply- to demand-side to
improve efficiency and quality, accountability stringency and budgeting quality,
and capacity to effectively purchase and monitor the delivery of quality health
services. A summary of the pros and cons of various financing mechanisms is
presented in table 2.2.
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TABLE 2.2 Pros and Cons of Key Financing Mechanisms for Social Health Protection

Mechanisms

Pros

Cons

Tax-based health
protection

Social health insurance

Microinsurance and
community-based
schemes

Private for-profit health
insurance

Pools risks for whole population; offers
potential for administrative efficiency
and cost control; redistributes between
high- and low-risk and high- and low-
income groups in covered population

Generates stable revenues; often
enjoys strong popular support; provides
access to a broad package of services;
involves social partners; redistributes
between high and low risk and high-
and low-income groups in the covered
population

Can reach out to workers in informal
economy; can reach the close-to-

poor population segments; strong
social control limits abuse and fraud
and contributes to confidence in the
scheme

Is preferable to out-of-pocket
expenditure; increases financial
protection and access to health
services for those able to pay;
encourages better health care quality
and cost-efficiency

Risk of unstable and often inadequate funding
due to competing public expenditures;
inefficient due to lack of incentives and
effective public supervision

Poor are excluded unless subsidized; payroll
contributions can reduce competitiveness

and lead to higher unemployment; managing
governance is complex, and accountability can
be problematic; can lead to cost escalation
unless effective contracting mechanisms are
in place

Poor may be excluded unless subsidized; may
be financially vulnerable if not supported by
national subsidies; coverage usually extended
to only small percentage of population; gives
strong incentive to adverse selection; may

be associated with lack of professionalism in
governance and administration

Can result in high administrative costs; does not
reduce cost pressures on public health-financing
systems; is inequitable without subsidized
premiums or regulated insurance content and
price; requires administrative and financial
infrastructure and capacity

Source: Author.

Generally, taxes are considered an efficient and equitable source of revenue
for the health sector. They may lead to national risk pooling for the whole pop-
ulation and redistribute between high and low risks, and high- and low-income
groups. However, the contribution that taxes make to health care financing is
largely contingent upon national macroeconomic performance and compet-
ing demands from other sectors; the quality of governance; the size of the tax
base; and the government’s human and institutional capacity to collect taxes
and supervise the system. In practice, government schemes are often under-
funded due to competing public expenditures, which might lead to a shortage
of goods and services, under-the-table payments, and inefficient governance.

The success of social health insurance schemes depends on the generation of sta-
ble resources as revenues, strong support of the population, provision of a broad
package of services, involvement of social partners, and redistribution between
risk and income groups. However, schemes are administratively complex, and
governance and accountability can be problematic. Also, from a macroeconomic
point of view, payroll contributions can reduce competitiveness and lead to
higher unemployment.
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Furthermore, in countries with sizable informal economies, social health
insurance might have an impact on equity if coverage is not universal. Health
care for the workforce is not free, and enterprises and the economy have to bear
a respective share of the financial burden. In the case of social health insurance
schemes, funding should consist of shared financial resources from both employ-
ers and employees. For specific benefits such as maternity benefits, particular
rules might apply; for instance, full coverage might be provided through public
funds to avoid disadvantages for particular groups.

Schemes such as private or community health insurance schemes can be an effi-
cient mechanism to cover nonsalaried workers and reduce costs for the poorest
at the point of delivery. But they often experience problems of coverage and
therefore fail to achieve sufficient pooling; they also frequently find it difficult
to organize membership across different ethnic groups and struggle with inad-
equate management capacity and resources. If these schemes are embedded in a
broader framework of social health protection, they often have the potential to
include the poor.

Private for-profit health insurance schemes are also found in many countries,
ranging from OECD countries to developing countries such as Peru and the
Philippines. If the poor are not subsidized, these schemes cover the wealthier
part of the population and are based on risk-related premiums. Their exclusive
character and high administrative costs are often criticized. Challenges with
private health insurance relate particularly to equity and efficiency concerns as
outlined in figure 2.4.

FIGURE 2.4 Challenges with Private Health Insurance
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CURRENT TRENDS AND DEVELOPMENTS IN SOCIAL HEALTH INSURANCE

Social, national, and community-based health insurance and tax-funded schemes
coexist in countries and throughout the world. At the global level, the financing
of health care costs is shared between government revenues, which contribute
35 percent to global health expenditure; social insurance (26 percent); private
insurance (20 percent); and out-of-pocket expenditure and other private spend-
ing, which account for 19 percent of worldwide expenditure on health (ILO 2008).

Figure 2.5 shows the range of OOP spending within and among low-, upper-
middle-, and high-income countries. The figure reveals a large amount of OOP
expenditure paid at the point of service delivery. A high OOP share indicates
inequities and lack of coverage of social health protection. OOP spending is the
most inefficient way of financing health care spending. It weighs most heavily
on the poor and is associated with a high risk of household impoverishment
through catastrophic costs.

People in low-income countries such as Cambodia, India, and Pakistan
shoulder more than 50 percent of their health expenditures compared with
upper-middle- and high-income countries. Such a situation can lead to further
inequities, increased poverty, catastrophic health expenditures, and impaired
income generation due to sale of assets and borrowing. It also reflects that public
expenditure seems to increase in tandem with an increase in country income

FIGURE 2.5 Out-of-Pocket Expenditure, Selected Countries, 2006
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levels. Notably, the structure of services purchased in high- and low-income
countries varies substantially.

The level of per capita health expenditure also varies significantly among low-,
middle-, and high-income countries, ranging between US$1,527, US$176, and
US$25 in high-, middle-, and low-income countries, respectively (World Bank
2006). This includes funds from various public, private, and other sources. The
share of total health expenditure as a percentage of GDP amounts to 7.7 percent in
high-income countries, 5.8 percent in middle-income countries, and 4.7 percent in
low-income countries. Public expenditure on health as a percentage of total health
expenditure amounts to 70.1 percent in high-income countries, 61.7 percent in
middle-income countries, and 51.7 percent in low-income countries (figure 2.6).

As shown in table 2.3, trends in the use of tax revenues for social health
protection range from 14.5 percent of GDP in low-income countries to
26.5 percent in high-income countries. Contributions to mandatory social

FIGURE 2.6 Health Expenditure, National Wealth, and Government's Share of Health
Spending, 2004
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TABLE 2.3 Sources of Social Health Protection Financing, by Country Income, 2002

Tax revenues for social Social security contributions in
Country group health protection (% of GDP) health (% of GDP)
Low-income 14.5 0.7
Low-/middle-income 16.3 1.4
Upper-middle-income 219 4.3
High-income 26.5 12

Source: World Bank 2004.
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health insurance are significantly lower and range from 0.7 percent in
low-income countries to 7.2 percent in high-income countries. Globally, the
share of tax revenues is higher than the share of contributions—and both are
positively correlated to income.

At the regional level, the share of different forms of social health protec-
tion in overall health spending varies significantly (figure 2.7). In 2001, tax
spending—at 40 percent—was relatively high in countries of Africa and Europe.
Social health insurance ranked particularly high in OECD and transition coun-
tries in the European region, in Western Pacific and in Eastern Mediterranean
countries. In the Americas, private health insurance played a key role.

Current concerns in low-income countries often relate to the fact that key
health policy targets, such as those formulated in the Millennium Development
Goals (MDGs), cannot be achieved with the limited funds available. Against this
background, mobilizing additional domestic resources through various insur-
ance approaches is an important strategy. Some low-income countries spend as
little as 2 percent of GDP on health (figure 2.8).

The impact of this inadequate or low funding in poor countries is enormous.
These people lack access to health services and are more likely to die from dis-
eases that are curable in richer countries. For instance, respiratory infections
account for 2.9 percent of all deaths in low-income countries but relatively few
in high-income countries (Deaton 2006).

FIGURE 2.7 Sources of Health Protection, by Region, 2001
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FIGURE 2.8 Total Health Expenditure, Selected Low-Income Countries, 2006

Percentage of GDP spent on health

Source: L0 2008: 11.

The relation between ill health, health insurance, and poverty has been clearly
shown in quantitative studies (Scheil-Adlung et al. 2006). In countries such as
Kenya, Senegal, and South Africa, the impoverishment level due to health pay-
ments amounts to between 1.5 and 5.4 percent of households. This implies that in
2005 alone more than 100,000 households in Kenya and Senegal and about 290,000
households in South Africa fell below the poverty line as a direct result of paying for
health services. Table 2.4 shows how catastrophic expenses burden the uninsured
and relieve members of health insurance schemes. In addition, out-of-pocket health
payments deepen the poverty of already poor people (up to 10 percent of house-
holds in Senegal, for example) in all three countries (Scheil-Adlung et al. 2006).

In summary, the global profile of financing social health protection for many
low- and middle-income countries is as follows:

e The share of public financing of total health expenditure is low.

e Tax funding is significantly higher than contribution funding, and both are
positively correlated to income.

¢ Solidarity in financing, expressed by risk pooling, is limited.

e A large private share of health financing shifts the burden of health expendi-
ture to households.

e There is a close relation between countries’ income levels, access to health
services, and mortality.
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TABLE2.4 HOUSEHOLD USE OF FINANCIAL MECHANISMS FOR COPING WITH HEALTH CARE
EXPENSES, SELECTED COUNTRIES, 2005

Financial South Africa Kenya Senegal

mechanism Uninsured (%)~ Insured (%)  Uninsured (%)  Insured (%)  Uninsured (%)  Insured (%)
Sales of assets 59 10.6 1.0 0.2 15.4 44
Borrowing from 10.5 7.0 4.1 43 27.9 123
family or friends

Borrowing from 11.5 3.0 — — 32 6.1
outside

Source: Scheil-Adlung et al. 2006.
Note: — = not available.

e Limited financial protection leads to high levels of OOP spending and ensu-
ing health-related poverty.

e The GDP shares of both social health protection expenditure and total health
expenditure are low.

EXPERIENCES IN SCALING UP SOCIAL HEALTH INSURANCE

What experiences have countries had scaling up social health insurance? Most
countries simultaneously apply every type of health financing, including tax-
based systems, national, social health insurance, community-based insurance,
and private health insurance. However, the financing mechanisms are often
uncoordinated, resulting in equity and quality issues.

Countries successful in achieving universal coverage, for example, in Asia,
mostly applied two approaches:

e Tax-funded schemes with integrated private services and voluntary private
provision (Sri Lanka; Hong Kong SAR, China)

e Social insurance with tax subsidies usually requiring sustained government
commitment and administrative capacity (Japan; the Republic of Korea;
Taiwan, China; Mongolia).

Although increasing national income and the use of risk-pooling mecha-
nisms may be connected, in a number of countries this correlation is not appar-
ent. ILO (2008) data suggest that the extension of social health protection is not
necessarily directly linked to a country’s income level. For example, Burundi
and Tanzania, countries with GDP per capita of US$100 and US$290, respec-
tively, formally cover about 13 percent and 14.5 percent of their population.
Conversely, the Democratic Republic of Congo, with a similar GDP per capita,
provides coverage at a rate of only 0.2 percent. In Ghana, with a per capita
GDP of US$320, 18.7 percent of the population is formally covered by a health
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protection scheme, while corresponding rates are significantly lower in Togo
with 0.4 percent coverage (GDP per capita US$310) and Burkina Faso with
0.2 percent coverage (GDP per capita US$300). A country with a slightly higher
GDP per capita like Kenya (US$390) offers formal social health protection to a
quarter of its population, and Haiti with no more than US$380 per capita to as
much as 60 percent. Countries with a higher level of GDP like Bolivia (US$890,
coverage rate 66 percent) and Guinea-Bissau (US$920, coverage rate 1.6 percent)
also show very different rates of formal coverage.

A country’s specific situation, including a strong political will to set priori-
ties, can therefore have an impact on the extent of social health protection it
provides to its constituents. Social health protection is an option for low-income
countries, and the extent of population coverage is, to some degree, indepen-
dent of income levels. The composition and design of the benefits packages are
different, however, when comparing countries based on their income level, for
instance in the case of Germany and the Republic of Korea.

Experiences with Legal Coverage in the Formal and Informal
Economy

The historical developments of national coverage rates also corroborate this
trend. Some countries have taken many decades to achieve high levels of cov-
erage; whereas others, starting from similarly low levels of GDP per capita,
achieved full coverage in only a few decades or years (figure 2.9).

FIGURE 2.9 Achieving Universal Coverage in Social Health Insurance

100 —
2 80—
[-4]
(=2
S 60—
2
© 40—
20
0 N g g | I |
& & \\‘g’ N
$
N
Year
— Germany ---Thailand ~ ----- Mexico
—— France --- Luxembourg ----- Austria
Korea, Rep. Canada Ghana (estimate)

Sources: L0 2008:19. Compulsory sickness insurance, Geneva, 1927 (for years 1920 to 1925); OECD Health Data 2005
(for years 1970 to 2000).




28 Xenia Scheil-Adlung

Coverage, in table 2.5, is measured in terms of the population formally
covered by social health protection, for example, under legislation, without
reference to effective access to health services, service quality, or other dimen-
sions of coverage discussed later in the section. Formal social health insurance
coverage, including community-based schemes in low-income African and Asian
countries, ranges from the exceptional rate of 78 percent of the total population
in Mongolia to 5 percent in the Lao People’s Democratic Republic, and 7 percent
in Kenya (WHO 2005; Scheil-Adlung et al. 2006).

In low- and middle-income countries, formal social health protection cover-
age often remains a challenge. In Latin America, for example, many countries
are far from attaining universal coverage, even decades after they introduced
their first public insurance scheme. Formal coverage of public and private
schemes together is afforded to an average of only 60 percent of the population
in Bolivia, El Salvador, and Honduras.

Out-of-pocket payment serves as the key financing mechanism for health care
in many low-income countries—up to 80 percent of total health expenditure in
countries such as the Republic of the Union of Myanmar, the Democratic Repub-
lic of Congo, Guinea, and Tajikistan. These values are above the average OOP
expenditure (49.2 percent) of 45 low-income countries. Remaining expenditures
are usually financed by taxes and, to a limited extent, by social and community-
based health insurance schemes (figure 2.10).

In middle-income countries such as Lebanon and Guatemala, private for-
profit insurance reduces the share of OOP spending. However, OOP spending
often remains the principal financing mechanism, followed by government
budgets and social health insurance. In at least 22 countries (China and India
among them), 50 percent and more of the total health expenditure is defrayed
out of pocket.

TABLE 25 Formal Health Protection Coverage, Selected Latin American Countries and
Selected Years, 1995-2004 (percent of population)

Country Public scheme Social insurance Private insurance Other Total (%)
Argentina 37.4 57.6 46 1.4 100.0
Bolivia 30.0 258 10.5 0.0 66.3
Colombia 46.7 53.3 n.a. n.a. 100.0
Ecuador 28.0 18.0 20.0 7.0 73.0
El Salvador 40.0 15.8 1.5 n.a. 57.3
Haiti 21.0 n.a. 38.0 n.a. 60.0
Honduras 52.0 1.7 15 n.a. 65.2
Nicaragua 60.0 79 n.a. 0.5 68.4

Source: 1L0 2008.
Note: n.a. =not applicable.
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FIGURE 2.10 Out-of-Pocket Expenditure, Selected Low-Income Countries, 2006
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Health care is imperative for all workers and their families, regardless of their
employment status in the formal or informal economy. However, in low- and
middle-income countries, many workers and their families do not have suitable
health coverage. This is especially true for people in the informal economy. Infor-
mal economy refers to economic activities not covered by government regula-
tions and laws, including those pertaining to labor protection and social security
(ILO 2004c¢).

Determining the size, composition, and development of the informal econ-
omy is exceedingly difficult (ILO 2002d). It may be composed of informal employ-
ment within and outside informal and formal enterprises. Those within informal
(for instance small unregistered or unincorporated) enterprises include employ-
ers, employees, own account operators, and unpaid family workers. In addition,
various types of informal wageworkers work for formal enterprises, house-
holds, or have no fixed employer. These include casual day laborers, domestic
workers, industrial outworkers (notably home workers), and undeclared work-
ers (ILO 2002c). Informal enterprises are likely to function with low levels of
capital, skills, and technology, and limited access to markets; they provide low
and unstable incomes and poor working conditions (ILO 2004c). These workers
do not have job security or benefits, are frequently exposed to dangerous and
unhealthy working conditions, and are insufficiently informed to change their
circumstances (ILO 2002c).

In developing countries, informal employment is often characterized by
extensive manual/physical labor, long working hours, poor/unhygienic living
conditions, deprived benefits, weak bargaining power and voice, and deficient
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capital and assets. Some migrants, especially illegal migrants, are also part of the
informal economy and share the same challenges—particularly with respect to
limited access to health care and services. Information about their health is usu-
ally scanty on account of their socioeconomic conditions and lack of legal status.

Most workers in the informal economy are vulnerable. High health care costs
and serious illnesses often force them to sell their assets and/or borrow money,
leaving them heavily indebted and predisposing them to a vicious cycle of pov-
erty and ill health. Social health protection is a vital option to shield members
of the informal economy from health and financial risks. Although covering
informal economy workers and their families constitutes a major challenge, a
number of initiatives have been launched to capture these workers by pursuing
universal coverage and/or extending social health insurance.

An example of an organization covering the informal economy is the
community-based scheme in India, the Yeshasvini Co-Operative Farmers Health
Scheme (Karnataka). A member’s annual premium amounts to US$3 per person,
which is supplemented by a government subsidy of US$2.50 per person. About
2 million people are covered by the scheme. The benefits package includes surgi-
cal procedures and outpatient diagnosis. Maximum benefit per insured individ-
ual per procedure is between US$2,300 and US$4,600 per year. Recently, medical
emergencies (such as dog bites, accidental poisoning, and road traffic accidents),
normal deliveries, and pediatric care within the first five days after birth have
been included in the package (ILO 2007: 2).

Access to Health Services

Worldwide, about 1.3 billion people do not have access to effective and afford-
able health care when they need it. Of those who do, 170 million people are
forced to spend more than 40 percent of their household income on medi-
cal treatment (ILO 2008). The 1997 Human Development Report of the United
Nations Development Programme (UNDP 1997) estimates that the majority of
the poor without access to health services live in developing countries: 34 per-
cent in South Asia, 27 percent in Sub-Saharan Africa, and 19 percent in Oriental
Asia (figure 2.11).

Internationally comparable data on access to health services are scarce and incom-
plete. Often only very specific and incompatible data are available at national and
international levels that do not allow assessments of effective coverage and access.
Nevertheless, given the close link between access to health services and lack of cov-
erage in social health protection, the availability of such data is vital when devel-
oping and advocating strategies for universal coverage. Due to these limitations,
numerous conceptual and methodological issues come into play in the provision
of data on coverage and access. Ideally, the most useful approach to measuring
social health protection coverage would be a combination of key indicators reflect-
ing the situation in a country, including: costs borne by legally covered individuals
to obtain the care they need, such as out-of-pocket payments, cost of public and
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FIGURE 211 Where Poor People without Health Care Live
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private health expenditure not financed by private households’ out-of-pocket pay-
ments, total public expenditure on health benefits as a percentage of GDP, and
physical access to health services.

National data are fragmented, and more research is required to combine the
pieces in a meaningful way. Among the indicators mentioned, physical access
to health services is relatively difficult to measure; yet, it is the factual basis for
all concepts of coverage. Legal coverage, for example, is meaningless if the nec-
essary physical health care infrastructure and health care staff are not available.
Access to health services not only varies among countries and regions, but also
within countries. Attempts to describe and quantify access to health care often
refer to access to hospital beds. However, this indicator gives too much weight to
hospital care if used as a coindicator for social health protection coverage. Indi-
cators on the outcomes of maternal and child health care services might provide
a first approach to measure effective access to health services. Until more reliable
data become available, births attended by skilled health personnel® and density
of health professionals® can be used as indicators to estimate access to health
care, even if they exhibit some inconsistencies.

The birth-attendance access (BAA) deficit was obtained using the difference
between 100 and the percentage of live births attended by skilled personnel at a
given time—thus revealing the percentage of live births not cared for by a quali-
fied health professional. The health professional density-based access deficit
indicator (the staff-related access [SRA] deficit) was measured using the relative
difference of the national density levels of health professionals and the Thailand
benchmark.* Thailand was used as a normative benchmark because it achieves
good health outcomes with a staffing ratio of one health professional per 313
individuals (ILO 2008). However, this is a conservative minimum estimate.
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If, for example, health professionals are very unevenly spread in a country, the
actual deficit may be much greater than the estimate based on national averages.
If, however, this “optimistic” indicator signals a national or regional problem, it
might be safely assumed that the real problem is bigger than the one indicated
by national averages.

Figure 2.12 shows the density of health professionals in selected countries.
High-income countries (for instance the United Kingdom with 66 individuals
per health professional) have a much higher health-professional-to-population
ratio than low- and middle-income countries (e.g., Chad with 3,113 individuals
per health professional). Such ratios reflect huge global inequalities in access to
health care. The situation is compounded by the migration of health profession-
als from low- and middle-income to high-income countries.

The ILO calculated the SRA deficit indicator for a significant number of coun-
tries, permitting a global estimate of the access deficit. The results yielded an
estimated global SRA deficit of between 30 and 36 percent with Thailand as a
benchmark. This means that more than one-third of the global population is
not receiving the quality of health care that could be provided to them by an
adequately staffed network of health professionals. If higher-income countries
such as Ireland are used as a reference, the global SRA deficit increases to more
than two-thirds of the global population.

Even the Thailand-anchored SRA deficits reveal high national access gaps. In
China, the estimated staff-related access deficit indicates that 34 percent of the
population lacks access to adequate health services—and this figure rises to 40 per-
cent in Colombia. This is comparable to the staff-related access deficit of 42 percent
in Peru. Table 2.6 lists both the SRA deficit and BAA deficit, showing that birth-
attendance access deficits are in most cases structurally lower than the staff-related
access deficits.

The Human Development Index (HDI) is a composite index and measure of
human development based on life expectancy, adult literacy, education, GDP per

FIGURE 212 Density of Health Professionals, Selected Countries, 2004
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TABLE 2.6 Estimated Access Deficits, Selected Countries, 2004

Estimated access deficit

Staff-related Births attended
Country (% of population) (% of live births)
Burkina Faso 85 43
China 34 17
Colombia 40 9
Ghana 66 53
Peru 42 29
Philippines 29 40
Uganda 78 61

Source: L0 2008.

capita, and the Gini coefficient (as indictors of the economic standard of living)
of countries worldwide. HDI provides a large view of human progress in the light
of income and well-being. The regression of the HDI and SRA deficit shows that
high HDI levels are strongly correlated with low health care deficits (figure 2.13).
The obvious interpretation is that countries improve their health infrastructure
as they grow economically. However, countries with low overall access deficits
are not necessarily countries with a fairly equal income distribution.

The limitations of the SRA index include the fact that, although it indicates
overall national staff shortages, it does not specify whether all people face simi-
lar access deficits in case of a staff shortage. It is far more likely that people in
lower income brackets face much graver deficits than do people with higher
incomes. The distributional effects of access deficits can be analyzed only on the
basis of individual country studies.

Despite evident gaps in data availability and reliability, as well as the method-
ological limitations, the analysis of formal social protection coverage and stan-
dardized access deficit estimates has given insights into some interesting and
challenging developments in a number of countries. These observations are:

e Public health services, though narrowing and deteriorating due to structural
adjustment policies, public expenditure cuts, and privatization, continue to
play an important role in providing health services through social protection
mechanisms.

e Legal coverage of both social health insurance and national health systems
has had a heterogeneous effect on out-of-pocket payments.

e Community-based schemes are growing in importance in many countries
and can broaden coverage of informal workers.

¢ Employer-facilitated insurance systems are common in Arab states but not in
most developing countries.
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FIGURE 2.13 Regression between Access Deficit and Human Development Index
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Pluralistic Use of Social Health Insurance and Tax-Funded Schemes

Public health services continue to play an important role in providing health
services through social protection mechanisms, despite some narrowing and
deterioration due to structural adjustment policies, public expenditure cuts,
and privatization. For example, formal coverage still amounts to 47.6 percent in
the Arab Republic of Egypt and 25 percent in Kenya. Almost all countries use a
combination of health-financing mechanisms such as social and national health
insurance in combination with national health services, for example, in Egypt
and Tunisia. Also in the Republic of Yemen, a number of public, private, and
mixed companies offer various types of health benefits schemes ranging from
relatively low flat-rate reimbursement to comprehensive coverage packages.

Out-of-Pocket Payments and Legal Coverage

Legal coverage of health expenses does not automatically slash out-of-pocket
expenditures. There is a relatively small difference in the share of OOP
expenditure as a percentage of private expenditure on health between Tunisia
(83 percent), which has almost universal legal coverage, Nicaragua (95.7 percent),
where almost 70 percent of the population has formal health protection, and
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Niger (89.2 percent), where less than 1 percent of the population is formally
covered. At the same time, OOP as a percentage of total expenditure on health
accounts for only around 10 percent in Slovenia and South Africa, while it rises
to 26.8 percent in Ukraine and to 45.1 percent in Tunisia, although all these
countries have achieved universal legal coverage. The burden of OOP spending
on uncovered households in Uganda (36.7 percent) is only slightly higher than
in Turkmenistan (32.6 percent), where more than 80 percent of the population
is covered. The findings indicate that the scope of benefits packages, including
financial protection and service quality, has a stronger effect on private health
expenditure than does the number of persons or households legally covered by
any kind of prepayment system for health.

The Role of Community-Based Schemes

A current trend in low-income countries is to increase the role of mutual health
organizations and social health insurance when mainstreaming pro-poor policies
in social health protection and addressing issues of high user fees. Voluntary and
community-based schemes are also gaining support in many of these countries.
Their success and sustainability depend to a great extent on the attractiveness of
benefits packages, related financial protection, and service quality. The coverage
of workers and their families in the informal economy may also contribute to
their success. Key issues concerning sustainability—for example, capacity to pay
and adverse selection—are addressed by creating financial and administrative
linkages among schemes at various levels based on different ownerships.

Current country examples, among them the Yeshasvini scheme in India, show
that schemes can work successfully. Community-based schemes can thus play a
role in accelerating progress toward coverage of informal economy workers.

Employer-Facilitated Insurance

Enterprise-based health plans usually provide care directly through employer-
owned or on-site health facilities or through contracts with outside providers and
facilities. Employer-driven insurance schemes are exclusive, covering only stable
workers and in some cases their families. The concept is often closely related to
labor legislation on work accidents and occupationally acquired diseases.
Examples from Africa include employer-provided medical care in Zambia and
Nigeria. Company health benefits schemes often reflect a paternalistic relation-
ship between employer and employees, relying partly on individual, case-by-
case decisions rather than on vested rights. More important is the fact that many
schemes are too small to provide effective coverage for catastrophic diseases.
Trade union-related health insurance systems may be found in countries like
Argentina, Burkina Faso, Guatemala, Mauritius, South Africa, and Zimbabwe.
Some foster dual membership and automatically insure all union members
through the insurance plan, while others develop mutual insurance systems that
are relatively autonomous of the union and open to members and nonmembers
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alike. Existing approaches are often driven by the need to extend coverage to
workers and families in the formal and informal economy by various means to
increase fiscal space for health care.

When accepting the coexistence of different subsystems, these subsystems
need to be coordinated at the national level to create synergies and avoid gaps
in coverage. National, regional, and community-based approaches will have to
be incorporated, instead of building new systems or developing a new approach
based on only one of the available financing options.

ACHIEVING UNIVERSAL COVERAGE BY SCALING UP SOCIAL HEALTH INSURANCE

Worldwide experience and evidence show that there is no single right model
for providing social health protection or single pathway to achieve universal
coverage. Countries that use social health insurance also use other means of
resource generation, risk pooling, health care delivery, and financing. Experience
also reveals that social protection evolves over years or decades and is contin-
gent upon historical and economic developments, social and cultural values,
institutional settings, political commitment, and leadership within countries. In
addition, most national health-financing systems are based on multiple options
that cover disjointed or overlapping population subgroups, while others remain
uncovered. Against this background, striving for the following objectives seems
to be necessary:

e To rationalize the use of pluralistic financing mechanisms and coordinate
with existing social health insurance schemes in order to achieve universal
access to essential and affordable care

¢ To increase fiscal and financial space to fund universal coverage, for example,
by improving domestic resource mobilization based on insurance approaches.
Coordinating all existing financing mechanisms within a country is suggested
to increase the volume of resources and risk pools available for universal
health care.

The government should play a pivotal, active role as facilitator and promoter
and define the operational space for each subsystem. This entails developing
an inclusive legal framework for the country and ensuring adequate funding
and comprehensive benefits for the whole population. The framework should
also regulate voluntary private health insurance, including community-based
schemes, and consider regulations to ascertain good governance and effective
protection. This framework establishes a rights-based approach to social health
protection, which takes into account needs and capacity to pay, thereby real-
izing the objective of including the population not covered by social health
protection.

When developing the coverage plan, all financing mechanism options—
including all forms of compulsory and voluntary schemes, for-profit and
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nonprofit schemes, public and private schemes ranging from national health
services to community-based schemes—should be considered if they contribute,
in the given national context, toward achieving universal coverage and equal
access to essential services for the population.

The coverage plan should be accompanied by, or include, an overall national
health budget, making it possible to establish and project—on the basis of a
National Health Account—the total resources (such as taxes, contributions, and
premiums) available to finance health care. The plan should also estimate each
subsystem’s expenditures so as to accelerate the process of achieving affordable,
sustainable universal coverage and access by building in line with a realistic plan.

A pragmatic strategy to rationalize the use of various health-financing mecha-
nisms with a view to achieving universal coverage and equal access should be
developed in two stages:

1. An inventory should be made of a country’s existing financing mechanisms,
and the gaps in coverage and access should then be assessed.

2. A plan should be made to fill the gaps.

Finding and Assessing the Gaps

Access deficits should be measured by utilizing detailed national health surveys,
as well as regionally disaggregated analyses of formal legal coverage by each
health-financing subsystem. This involves taking stock of every social health
protection mechanism within the country and ascertaining the population seg-
ments they cover. The approximation of the coverage gap and access deficit thus
obtained would provide guidance to the national coverage plan.

Developing a National Coverage Plan

The national coverage plan should provide a coherent design of pluralistic
national health-financing coverage and delivery systems consisting of subsys-
tems, such as national tax-based services, social health insurance schemes, and
private insurance schemes. Working toward universal coverage, these would
operate within a clearly defined scope of competence and cover defined subsec-
tions of the population. The elements of the coverage plan thus consist of: deter-
mining subsystems covering all population subgroups; developing adequate
benefits packages and related financial protection in each subsystem; determin-
ing the rules governing the financing mechanisms for each subsystem, the finan-
cial linkages between them, and any needed financial risk equalization between
different subsystems; maximizing institutional and administrative efficiency in
each subsystem and the system as a whole; and determining the time frame for
reaching universal coverage.

Among the activities involved in the development of a national coverage
plan are drawing a coverage map, writing a national health budget, improving
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health-financing mechanisms, building rational linkages between subsystems,
designing adequate benefits packages, and creating institutional and administra-
tive efficiency.

Developing a Coverage Map

The coverage plan is directed at closing the coverage gap and access deficit by
rational use of a country’s health-financing mechanisms. The national cover-
age plan should establish coverage and access. This map could be used to project
intended annual and multiannual progress toward targets set in the coverage plan.

Developing a National Health Budget

Before establishing the coverage plan, the government should document the
funds available for social health protection. This requires developing a national
health budget that assesses the financial status and development of national
health care schemes. A health budget initially compiles the current status of
all health sector expenditures and revenues in the form of a national health
account.

Improving Health-Financing Mechanisms

Based on the results of the national health budget, issues related to improv-
ing health-financing mechanisms and conceiving linkages need to be addressed.
There are essentially five ways of improving health-financing mechanisms to
broaden social security coverage: implementing and expanding existing social
insurance schemes; introducing universal benefits or services financed from gen-
eral state revenues; establishing or extending means-tested benefits or services
(social assistance) financed from state revenues; encouraging microinsurance
schemes; and mandating private health insurance. A related health-financing
policy checklist is provided in box 2.1.

Improving health-financing mechanisms and extending health protection
require increasing funds. In many middle- and high-income countries, revenue
collection based on public funds and payroll taxes often encounters obstacles
since spending on health is perceived as an unproductive cost that hampers eco-
nomic development. In many low-income countries, fiscal space and domestic
revenues are considered too limited to ensure access to health services for most
of the population. Ensuring financial sustainability involves identifying other
sources of funds and their collection. Mobilizing additional government resources
usually requires a functioning formal economy, yet many low-income countries
have large informal economies. Over the past few years, the share of total labor
supply in the informal economy has been growing, particularly in Asia. This
applies even in countries with high rates of economic growth in the formal sector.

Increasing fiscal space is essential for the improved sustainability of social
health protection. It often presupposes changes in government policies—and,
for countries relying on international aid—more sustainable support from
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BOX2.1 KEY POLICIES ON HEALTH CARE FINANCING
Key policies for financing health care should cover the following:
e Mobilizing and collecting sufficient resources to achieve policy objectives

e Ensuring strong political commitment based on social and national
dialogue

e Improving equity and solidarity in financing through income-based bur-
den sharing

e  Setting up risk-equalization and solidarity funds where appropriate
e Maximizing risk pooling and reducing fragmentation

e Introducing, in insurance schemes, government subsidies for the poor
and for informal economy workers and their families (either direct or for
contributions/premiums)

e Minimizing out-of-pocket payments

e Setting user charges according to capacity to pay
e Increasing financial sustainability

e Ensuring efficient and effective use of resources

e Using a mix of health-financing mechanisms to accelerate achievement of
universal coverage and to balance equity, efficiency, and quality of care.

Source: Author.

donors. Successful methods for increasing fiscal space through government poli-
cies include more efficient use of public resources, strengthened efficiency in
public institutions and service delivery, budgetary reallocation, greater efforts to
collect taxes and contributions, effective governance of funds, and new sources
of funding for the national health budget.

These approaches require strong political commitment, priority setting with a
view to broadening social health protection, and determination to address trans-
parency and accountability issues. It is crucial that democratic management be
established and based on tripartite governance. There should be a participatory
approach in scheme management, as well as governance based on social and
national dialogue among the stakeholders.

Building Rational Linkages between Subsystems

Another approach to improving health-financing mechanisms consists of creating
financial linkages between various schemes. Linkages can achieve redistributive
effects, for example, by means of subsidies and financial consolidation (through
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reinsurance and guarantee funds). To achieve sustainable solutions when con-
ceiving new linkages between different health-financing mechanisms, testing,
evaluating, and monitoring integrated approaches linking the schemes are vital.
A checklist on administrative and government linkages and related policies is
provided in box 2.2.

Designing Adequate Benefits Packages

In addition to improving health-financing mechanisms, the coverage plan
should develop policies on adequate benefits packages, including protection against
catastrophic spending (box 2.3). The health challenges to be addressed in social
health protection benefits packages vary in low-, middle-, and high-income
countries and should take into account the following aspects:

e Low-income countries are confronted mainly with health challenges relating
to primary health care, maternal and child care, and infectious diseases such
as HIV/AIDS, TB, and malaria.

BOX2.2 POLICIES ON BUILDING RATIONAL LINKAGES BETWEEN DIFFERENT HEALTH-
FINANCING MECHANISMS

Policies for building linkages between different health-financing mechanisms
should include the following:

e Introducing subsidies

e Developing efficient fee schedules

e Setting up risk-equalization and solidarity funds where appropriate
e Maximizing risk pooling by increasing membership

e Introducing, in insurance schemes, government subsidies for the poor
and informal sector workers and their families (either direct or for
contributions/premiums)

e Mandating private insurers, hospitals, and facilities to cover (e.g., in part)
health care services for the poor

e TFacilitating reinsurance and guarantee funds
e Establishing joint management functions

e Introducing mutual support in registration and collection of contributions/
premiums

e Cocontracting health service delivery networks
e Establishing mutual audit and control.

Source: Author.




BOX2.3 KEY POLICIES ON ADEQUATE BENEFITS PACKAGES AND PROTECTION FROM
CATASTROPHIC SPENDING

Health Protection: More Than Financial Protection

I

Key policies on adequate benefits packages and protection from catastrophic
spending should include the following:

Introducing comprehensive and complementary benefits packages of
various schemes providing for an adequate level of services and income
protection

Ensuring acceptability of the protected, professionals, and politicians

Balancing the trade-off between equity and quality in broad consultations
with all actors

Addressing health-related poverty by covering catastrophic health expen-
diture (> 40 percent of a household’s income net of subsistence)

Covering out-of-pocket payments/user fees, and so on in order to ensure
equal access

Ensuring adequacy through focus on patients’ needs regarding quantity,
adequacy, and quality of services

Minimizing out-of-pocket payments

Providing access to primary, secondary, and tertiary care (through referral
systems), including maternity care, preventive care, and care in relation to
HIV/AIDS

Providing for transportation costs, for instance for groups living in remote
areas

Addressing loss of income through adequate cash benefits.

Source: Author.

e Middle-income countries are saddled by the double burden of infectious dis-
eases found in low-income countries and noncommunicable diseases such as
cardiovascular diseases, drug abuse, and tobacco use found in high-income

countries.

e High-income countries are faced with the long-term care of the elderly, the

treatment of noncommunicable diseases, and stress-related syndromes.

Services covered in the benefits package and financial protection should be
based on a consensus derived from broad consultations with all stakeholders
involved in social health protection. In the process, the diverging views of the
medical profession, various groups in the population (e.g., the poor, the elderly,

minorities) should be taken into account.



42 Xenia Scheil-Adlung

The size of the benefits package involves a balance between cost and risk pro-
tection. It is recommended that benefits packages, including financial protec-
tion, be defined, with a view to providing equitable access to a comprehensive
range of services as outlined in ILO conventions and recommendations. This
may consist of defining primary health care, inpatient care, prevention, and
maternity care rather than a “minimum benefits package.”

Applying ILO conventions and recommendations avoids inequities in access
to health services between formal and informal economy workers, and between
the rich and the poor. However, when implementing and extending social health
protection systems, deficiencies in infrastructure or, in some cases, the nonavail-
ability of certain services must be taken into account. Against this background,
access at an initial stage could be limited, for example, to services available but
would include full access at a later stage.

The ILO Social Security (Minimum Standards) Convention, 1952 (No. 102),
outlines benefits for sickness and for pregnancy:

e For sickness, benefits should include care by a general practitioner, includ-
ing house calls; inpatient and outpatient specialist care at hospitals; essen-
tial pharmaceutical supplies as prescribed by medical or other qualified
practitioners; and any necessary hospitalization.

e For pregnancy, confinement, and their consequences, benefits should include
prenatal, confinement, and postnatal care either by medical practitioners or
by qualified midwives and any necessary hospitalization.

Because private health expenditures are among the primary causes of impov-
erishment, benefits packages should be designed with a view to minimizing
out-of-pocket payments. This also applies to high-income countries, where long-
term care expenditure accounts for a significant proportion of out-of-pocket pay-
ments. Here the objective should be to achieve equity in access to health services
by designing a benefits package that provides adequate, comprehensive health
services and financial protection against impoverishment, particularly from cat-
astrophic health expenditure.®

When choosing appropriate mechanisms to promote equity and access to
health services, alleviate poverty, and improve health, countries should take into
account the following:

e The actual level of spending on benefits matters more than the choice of
funding mechanisms (e.g., taxes, contributions, or premiums) for achieving
equity, poverty reduction, and health improvements.

e Universal benefits and targeted benefits have a different impact on equity.
Universal benefits contribute more to achieving equity than to reducing pov-
erty. Targeted benefits do more to reduce poverty than to improve equity.

Creating Institutional and Administrative Efficiency

The coverage plan for expanding social health protection also requires creat-
ing institutional and administrative efficiency. Institutional and administrative
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efficiency should be sought through leadership, transparency, and economic
responsibility. These elements point to good governance and form an integral
part of the overall strategy design and implementation. The strategy defines
good governance in social health protection as referring to decision making
based on existing legal frameworks, accountability, transparency, effectiveness
and efficiency, equity and inclusiveness, and participation and consensus.

To fulfill the good governance criteria, the financial and administrative separa-
tion of health insurance funds from Ministries of Health and Labor is essential.
Revenues earmarked for social health protection should be separated from gov-
ernment budgets. Contributions should be used only for health care benefits
and plan administration, and not in support of Ministry of Health functions.
Ensuring that health care contributions are not used for other contingencies is
particularly important.

A recent trend in organizing social health protection with an eye on efficiency
includes various forms of decentralization of responsibilities from the national to
local governments or other subnational institutions. However, the related shift of
financial burden to the local level is often problematic, since insufficient funds
may be transferred from the national level, resulting, for example, in increasing
inequities in access for the poor. Another form of decentralization of social health
protection concerns community-based schemes. They mobilize additional funds
at the local level and provide informal sector workers and their families with
some financial protection against out-of-pocket payments (ILO 2006).

Creating efficiency also relates to purchasing services. Generally, service deliv-
ery can be organized through public or private providers. The most efficient
mechanisms for purchasing services are as follows:

e Budgeting such as setting caps on annual expenditure

¢ Contracting and accreditation of providers based on performance

e Provider payment methods such as salary, capitation, case-based payments,
and fee-for-service.

Further, funds—for example social health insurance—may act as purchas-
ers. By doing so, insurance funds shift (financial) power from the supply to
the demand side. This might result in important changes in the availability
and affordability of services, particularly for poor segments of the population.
When implementing social health insurance, capacity building is key to success.
Capacity building consists primarily of training; upgrading capacities in design-
ing, implementing, and monitoring; and knowledge development (e.g., through
research and exchange of experiences). Building administrative capabilities
through training and the establishment of efficient structures and procedures is
one of the key preparatory activities for sustainable social health protection. The
successful implementation of a reform, along with effective monitoring, good
governance, and reliable service delivery, is dependent on well-trained, effec-
tive, and committed staff. Moreover, strengthening institutional technical and
administrative capacity is essential for ensuring that the necessary conditions
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are in place to guarantee the viability of national security schemes and their
responsiveness to their members’ needs. The capacities gained will further con-
tribute to the design, implementation, and testing of national health protection
to ensure its viability. Currently, however, many developing countries do not
have enough trained staff to ensure successful extension in social health protec-
tion. Training the administrators who are expected to implement related reforms
is particularly important.

Enhancing the technical capacities of public authorities, social partners, and
other stakeholders is crucial for overall governance and supervision. Evidence
from many countries proves that successfully extending social health protec-
tion to the poor requires the consensus of various levels and entities of govern-
ment, social partners, civil society, and others. Considering the diverse interests
of stakeholders, obtaining the necessary support is a complex and difficult task.
Problems often arise when stakeholders and social partners feel that they have
been ignored in the process involved in the design and provision of social health
protection, that their concerns have been misunderstood, or that the quality
and depth of participatory decision making was limited.® This might result in a
lack of support for new laws and regulations affecting implementation, enforce-
ment, funding, and compliance, leading to a complete failure of important
reform activities—even when parliamentary hurdles have been cleared.

Against this background, it is important to enhance the technical capacities
of public authorities, social partners, and other stakeholders and improve their
participation in social and national dialogue. This can be achieved through
appropriate training at a tripartite or broader level.

CONCLUSION

Many low- and middle-income countries suffer from low public health expen-
diture, poor population coverage and access to health services, as well as from
high out-of-pocket expenditures and entrapment in vicious cycles of ill health
and poverty. According to ILO data, one-third of the global population does not
have access to health care.

Overall, experience shows that there is no single approach and no “pure”
insurance or tax-funded approach to providing protection against financial
and health risks. Both developed and developing countries are simultaneously
employing various health-financing mechanisms such as social health insurance
and tax-funded schemes to work toward providing universal coverage to the
whole population through adequate benefits packages.

In this context, scaling up social health insurance and its various forms
plays an important role, particularly with a view to providing access to afford-
able health services, mobilizing domestic resources, and ensuring sustainable
financing based on ability to pay. Success in scaling up social health insurance
depends on a country’s socioeconomic context and its institutional and legal
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environment. A favorable environment is characterized by adequate institutional
capacity, efficiency and effectiveness, institutional accountability and popular
confidence in institutions, and sufficiently developed and enforced legislation.

The strategy on rationalizing the use of pluralistic financing mechanisms for
achieving universal coverage in social health protection is aimed at accelerating
the achievement of universal coverage, promoting equity, and supporting global
international efforts to alleviate poverty and improve health. The strategy is built
on the central credo of incorporating into one pragmatic pluralistic national sys-
tem all the existing coverage and financing subsystems in a country that meet
a number of outcome and process criteria. The system should provide for the
following:

e Achievement of universal coverage of the population within a realistic time
frame

e Effective and efficient provision of adequate, but not necessarily uniform,
benefits packages, including financial protection for all

¢ Existence of a governance system that confirms the government’s overall respon-
sibility for the functioning of the system as a whole, but which also involves
covered persons, financiers (contributors and taxpayers, including employers,
employees, and workers in the informal economy) and providers of care

e Fiscal and economic affordability.

NOTES

1. This was first formulated in the Medical Care Recommendation, 1944 (No. 69), which
provides in its paragraph 8 that “[tlhe medical care service should cover all members
of the community, whether or not they are gainfully occupied.” The universality of
the right to health care is also formulated in the Declaration concerning the aims and
purposes of the International Labour Organization (Declaration of Philadelphia), 1944,
which states: “The Conference recognizes the solemn obligation of the International
Labour Organization to further among the nations of the world programmes which will
achieve: ...(f) the extension of social security measures to provide a basic income to all in
need of such protection and comprehensive medical care;...” In addition, the 1948 Uni-
versal Declaration of Human Rights provides in its Article 25 (1) that “[e]veryone has the
right to a standard of living adequate for the health and well-being of himself and of his
family, including food, clothing, housing and medical care and necessary social services,
and the right to security in the event of unemployment, sickness, disability, widowhood,
old age or other lack of livelihood in circumstances beyond his control.”

2. Based on the WHO definition: percentage of live births attended by skilled health per-
sonnel in a given period of time.

3. The number of population per health professional (physicians, nurses, and midwives).

4. The actual formula for the SRA for a country X with a population POPx and a num-
ber of professionals PROFx is: SRAx = (POPx/PROFx * DENSt)/POPx whereby DENSt
denotes the professional density in the benchmark country t (here Thailand).
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5. Defined as health care costs that exceed a household’s capacity to pay.

6. An example might be seen in recent experience with social health insurance in Kenya:
“Ngilu’s Fit of Fury,” The Standard (Kenya), November 16, 2004.
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CHAPTER 3

Making Health Insurance Affordable: Role of
Risk Equalization

Wynand P.M.M. van de Ven

of pocket. Scaling up health insurance is seen as a way of reducing cata-

strophic out-of-pocket health expenses. Two aspects of scaling up health
insurance are the focus of this chapter: why and how? Because the advantages
of health insurance (risk pooling) seem straightforward, one question immedi-
ately comes to mind: Why do people, instead of buying health insurance, pay
out of pocket, and why is there a need to scale up health insurance? Next, three
tools for scaling up health insurance are examined: different forms of subsidies to
make health insurance affordable for low-income and/or high-risk individuals,
mandatory community rating, and mandatory health insurance.

B illions of people around the world pay most of their health expenses out

INTRODUCTION

Why do people pay most of their health expenses out of pocket, bypassing
financial intermediaries that could provide some form of risk management
(Hsiao, Medina, and Ly 2008; Leive and Xu 2008; Pauly et al. 2006; Xu et al.
2007)? Unpredictable household health costs can impoverish even middle-
income families who are not insured. A survey in 15 African countries showed
that between 23 percent and 68 percent of uninsured households financed their
out-of-pocket health expenses by borrowing and selling assets (Leive and Xu
2008). Surveys covering 89 percent of the world’s population suggest that every
year 150 million people suffer financial catastrophe because they pay for health
care out of pocket (Xu et al. 2007). In addition, millions of people do not get
needed care because they cannot pay for it (Xu et al. 2007). The resulting health
problems may lead to impoverishment because sick people cannot work. For
households in most low-income countries, health risks are the most important
source of impoverishment.

Scaling up health insurance is seen as a way of curtailing catastrophic out-
of-pocket health expenses. Many countries are scaling up health insurance
by introducing either government-run mandatory health insurance or other
insurance-based initiatives such as community health schemes and private vol-
untary health insurance (Leive and Xu 2008; Carrin et al. 2007). In this way,
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some of the resources flowing directly from households to providers are to be
channeled through some form of prepayment mechanism.

Two aspects of scaling up health insurance—why and how—are the focus of this
chapter. Because the welfare advantages of risk pooling through health insurance
seem so straightforward, a first question arises: Why are high out-of-pocket health
expenses so common, and why is a scaling-up of health insurance needed? Next,
three tools for scaling up health insurance are examined: different forms of subsidies
to make health insurance affordable for low-income and/or high-risk individuals
and their different effects on equity and efficiency; mandatory community rating; and
mandatory health insurance. In the final section, some conclusions are discussed.

WHY ARE OUT-OF-POCKET HEALTH EXPENSES SO COMMON?

If health insurance is so welfare improving, why do out-of-pocket payments
make up such a large share of total health spending in low-income countries
relative to health insurance coverage? Some explanations lie in people’s misun-
derstanding of the insurance concept, the advantages and disadvantages of (scal-
ing up) insurance, and the premium structure in an unregulated, competitive
insurance market.

What Is Insurance?

The essence of insurance is risk pooling. Individuals who have an equal prob-
ability (p) of a loss (L) in the next contract period pay an insurance premium
equal to pL plus a loading fee. Persons who actually incur the loss receive a
reimbursement (R) from the insurer; no one else receives a reimbursement. For
consumers, insurance implies a transfer of their financial risk to the insurer. Stat-
isticians associate insurance with a reduction of risk because for a given probabil-
ity of illness, the distribution of the average rate of illness in a group will collapse
around the probability of illness as the size of the group grows (the law of large
numbers). Insurance, in contrast with out-of-pocket payments and individual
savings, implies income transfers from individuals who incur no loss toward
individuals in the same actuarial risk group who do incur a loss. This type of
income transfer by chance after a loss is the cornerstone of insurance. A first reason
for the reluctance of many people in low-income countries to buy health insurance is
that they do not understand the concept of insurance.

An essential condition for the widespread prevalence of health insur-
ance is that consumers have sufficient trust in insurance companies. In other
words, consumers paying their premiums must be sufficiently certain that the
insurer will reimburse their future claims, even if the amount claimed exceeds
the total amount paid for their premiums. For this reason, insurers in high-
income countries must comply with governmental solvency requirements. Few
low-income countries have such regulations, however, and they may not mean
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much in countries that do because of fraud and corruption. In the early days
of health insurance in high-income countries, many insurers went bankrupt.
For example, Schut (1995: 133) found that the failure rate of health insurers in
the Netherlands was 40 percent in 1901-40: 40 out of 100 new insurers stopped
writing health insurance or went bankrupt during this period. Failure of health
insurance companies may be due, for example, to a lack of government regula-
tion (on solvency requirements), adverse selection, and moral hazard. Thus, a
second reason for the low prevalence of health insurance in low-income countries may
be a lack of trust in insurance companies.

Another precondition for the purchase of health insurance is the willing-
ness and ability to pay the premium. Pauly et al. (2006) conclude that, if people
can afford to pay X euros out of pocket for health care, they could afford to
pay X euros on health insurance, which would result in a substantial welfare
gain. Although this statement seems obvious, it deserves a second thought.
The classical expected utility theory, which explains the welfare gain from insur-
ance for a risk-averse individual, is based on the assumption that the individual
can fully pay the high expenses out of pocket. However, this assumption is often
not fulfilled in low-income countries. In case of a dramatic health problem, most
low-income people pay for medical treatment by borrowing or selling assets
(shop, car, house), or others in the community pay for their treatment. However,
a person’s willingness to borrow or to sell assets may be higher in the case of an
identifiable current health problem than in the case of a statistical future health
problem. For the same reason, others in the community who have altruistic pref-
erences may be more willing to contribute to the costs of necessary care for a spe-
cific, serious health problem than to contribute to health insurance for a healthy
individual. Thus, a third reason for the low prevalence of health insurance in low-
income countries may be a low willingness to pay for health insurance despite a high
willingness to pay for catastrophic health expenses in case of a major health problem.

In summary, three potential reasons for a high percentage of out-of-
pocket payments in low-income countries and a low prevalence of health
insurance are:

e People do not understand the concept of insurance.
e People do not (sufficiently) trust insurance companies.

e People are reluctant to pay for health insurance against possible illness in
the future despite their high willingness to pay for immediate, catastrophic
health expenses.

Advantages and Disadvantages of Health Insurance

A necessary condition for the purchase of voluntary health insurance is that the
(perceived) advantages outweigh the disadvantages of buying it.

The advantages of health insurance are as follows. First, insurance may offer
risk-averse individuals a welfare gain. Insurance can be considered a transfer of
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financial risk from the consumer to the insurer, which reduces the risk (because
of the law of large numbers). An individual is risk-averse if he prefers certainty
(“paying pL”) to uncertainty (“having a probability p of a loss L”) and is willing
to pay for certainty. Health care expenditures are characterized by large random
variation across individuals. Because most of this variation is unpredictable, risk
pooling via insurance may create substantial welfare gains for risk-averse indi-
viduals. Second, during the contract period, health insurance provides access to
expensive care that would otherwise be unaffordable or would impoverish the
family.

These advantages have to be weighed against the disadvantages of health
insurance: higher health expenses due to moral hazard and the loading fee.
Moral hazard can be defined as “the use or provision of more, or more expensive,
care because the insurer reimburses (a part of) the costs.” Moral hazard reduces
welfare if the consumer prefers cash reimbursement to care. Health insurance
may increase moral hazard because both patient and provider have an interest
in the use or provision of more, or more expensive, care than without insurance
and they have the ability to influence actual expenses, while the insurer, as a
“remote payer” does not. The opportunities for providers to generate demand
for their services (supply-induced demand) are substantially enlarged by the pres-
ence of health insurance. Supply-induced moral hazard may be a serious prob-
lem, particularly when regulation concerning licensing of health care providers
and pricing their services is weak or nonexistent.

A second disadvantage of insurance is the loading fee contained in the premium,
in addition to the actuarially predicted health expenses. The loading fee covers the
costs of running an insurance company (personnel, administration, computer sys-
tems, claims processing, premium collection, fraud prevention, advertising, and
other marketing and sales costs); the costs of building up financial reserves to pre-
vent bankruptcy; commissions for insurance brokers; and shareholder profits. Alto-
gether, the loading fee can take a big bite out of the premium.

The desired level of health insurance coverage depends on the trade-off
between the welfare gain due to risk reduction and access to otherwise unaf-
fordable care and the welfare reduction due to moral hazard and loading fee
costs. Consumers have to weigh these advantages and disadvantages of health
insurance, a complicated exercise, because the advantages and disadvantages
may interact. For example, Wagstaff and Lindelow (2008) found the curious case
that health insurance in China increased rather than decreased the risk of high
and catastrophic spending. Their analysis suggests that this is because insurance
encourages people to seek care when sick and to seek care from higher-level pro-
viders (moral hazard) than they would if uninsured.

In summary, there are five additional potential reasons for a high percent-
age of out-of-pocket payments in low-income countries and low prevalence of
health insurance:

e The willingness to buy health insurance may be low because (both consumer-
and supply-induced) moral hazard substantially increases the premium.
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e Moral hazard may be more easily controlled by social pressure in small,
informal community health schemes than by insurers operating large, imper-
sonal pools.

e The willingness to buy health insurance may be low because people are not
(very) risk-averse.

e The willingness to buy health insurance may be low because the loading fee is
too high (either absolutely or as a fraction of the total premium).

¢ Low-income people are not attracted to any of the insurance products offered.
A reason for the limited supply of products may be that insurers do not expect
any market for their products.

Equivalence of Premiums and Risks

Another necessary condition for the purchase of voluntary health insurance is
that individuals who are willing to buy health insurance can afford it. A com-
petitive insurance market tends toward equivalence between the premium and
the expected costs of each contract (claims plus loading costs). In other words,
insurers must set the premium for each contract high enough to cover all the
projected costs. They cannot offset predictable losses on the high-risk contracts
by making predictable profits on the low risks because competition minimizes
predictable profits. An insurer can use three different strategies to achieve equiv-
alence of premiums and projected costs per contract:

e Risk rating: adjusting the premium for each product to the individual’s risk

® Risk segmentation: adjusting the product (for example, coverage, benefits
design) to attract different risk groups per product and pricing the premiums
accordingly

e Risk selection: adjusting the accepted risk to the premium charged for each
product.

If insurers pursue only the first strategy (risk rating), they would have to charge
widely varying premiums to different individuals because the individual variation
in expected health care costs is tremendous. Adjusting for age only, for example,
the highest premium would already be more than 10 times higher than the low-
est one. In addition to age, insurers can easily identify other risk factors, such as
whether the individual suffers from a severe chronic disease. If health insurers in
a competitive insurance market fully adjusted premiums to the individual’s risk,
health insurance would be unaffordable for many high-risk individuals.

In addition to risk rating, health insurers typically pursue the other two strat-
egies (risk segmentation and risk selection). First, by offering different insur-
ance products, insurers can encourage self-selection (for example, by offering
a high-deductible plan to attract low-risk individuals (see, for example, Tollen,
Ross, and Poor 2004). Under certain conditions, self-selection may result in a
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separating equilibrium in which the market is segmented by risk type (Roth-
schild and Stiglitz 1976; Wilson 1977). In the extreme, each risk type buys a
separate coverage at an actuarially fair premium. This outcome differs from risk
rating in the sense that low-risk groups are forced to signal their risk by pur-
chasing less than full coverage. Second, by refusing high-risk applicants or by
excluding treatments for pre-existing conditions from coverage, health insur-
ers can select risks directly (Schut 1995).

A consequence of risk-adjusted premiums is that there is no market for insur-
ance against the financial risk of becoming a future high-risk (Newhouse 1984).
In an unregulated competitive market, the premium for an insured consumer
who develops AIDS, cancer, or heart disease has to be raised in the next contract
period to the expected cost level. Alternatively, the insurer may decide to exclude
from coverage the costs related to medical conditions which pre-exist before the
new contract period, or not to renew the contract at all. Thus, voluntary health
insurance in a competitive insurance market can provide protection against
unpredictable variation of costs only during the contract period (usually a year).

In sum, two additional potential reasons for so high a percentage of out-of-
pocket payments in low-income countries and so low a prevalence of health
insurance are:

e High-risk people cannot afford to buy health insurance because of risk-rated
premiums.

e “Insurance” against becoming a future high risk can be better handled within
small informal community health schemes than in a competitive insurance
market.

Conclusion

Box 3.1 summarizes 10 potential reasons for the high share of out-of-pocket pay-
ments in low-income countries and the low prevalence of health insurance. Further
research is needed into the (relative) relevance of each of these potential reasons.

The appropriate tools for scaling up health insurance depend on the different
reasons for its low prevalence. These tools may consist, for example, of providing
information about “what insurance is,” regulation of the insurance market (for
example, concerning solvency requirements), tools to reduce (supply-induced)
moral hazard, providing subsidies, mandatory community rating, or mandatory
health insurance. In this chapter, the last three tools are discussed.

SUBSIDIES FOR HEALTH INSURANCE

Many high-income countries that now have affordable health insurance for
high-risk and low- and middle-income people have gone through a long evo-
lutionary process from out-of-pocket payments, voluntary community health
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BOX3.1 WHY OUT-OF-POCKET PAYMENTS ARE SO HIGH AND HEALTH INSURANCE
COVERAGE SO THIN IN LOW-INCOME COUNTRIES

1. People do not understand the concept of insurance.
2. People do not (sufficiently) trust insurance companies.

3. People display a low willingness to pay for health insurance but a high
willingness to pay for catastrophic health expenses.

4. Willingness to buy health insurance may be low because moral
hazard—both consumer- and supply-induced—substantially increases
the premium.

5. Moral hazard may be more easily limited in small, informal community
health schemes with social controls than in large, impersonal pooling
mechanisms like insurers.

6. The willingness to buy health insurance may be low because people are
not (very) risk averse.

7. The willingness to buy health insurance may be low because the loading
fee is too high, either absolutely or as a fraction of the total premium.

8. There is no supply of insurance products that are attractive to low-income
people. One reason for this shortage may be that insurers think there is
no market for their products among the poor.

9. High-risk individuals and groups cannot afford to buy health insurance
because of risk-rated premiums.

10. “Insurance” against becoming a high future risk can be better handled
within small, informal community health schemes than in a competitive
insurance market.

Source: Author.

schemes, voluntary health insurance, unregulated competitive insurance mar-
ket, systems of (mandatory) cross-subsidies, and eventually mandatory health
insurance. Unregulated voluntary private health insurance for selected groups
has often been a transitional form to develop experience with insurance
mechanisms and to build up the institutions and capacities that subsequently
enable the gradual expansion of financial protection and affordable health
insurance to a larger part of the population. In this chapter, the focus is first
on “making health insurance affordable,” irrespective of whether the context
is voluntary or mandatory health insurance. The rationale for this approach
is that if certain groups or individuals lack the wherewithal to buy insurance,
requiring them to purchase it makes no sense. However, if subsidies make
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health insurance affordable, the question is whether a mandate to buy health
insurance is necessary (discussed below).

In a regulated, noncompetitive insurance market, it is more or less straight-
forward to organize subsidies and make health insurance affordable for high-risk
and/or low-income individuals. In an unregulated competitive insurance mar-
ket, where insurers are free to set their premiums and define their products, the
organization of (cross-)subsidies is more complicated than in a noncompetitive
market. Because the start-up of health insurance in most countries takes place in
an unregulated competitive market, this chapter deals primarily with the issue of
making health insurance affordable in a competitive insurance market.

The subsidies that make health insurance affordable for high-risk and/or low-
income individuals may come from an external donor or from low-risk and/or
high-income individuals in the same market. In this section, focus is on the
different forms of subsidies to the consumer and their different effects on equity
and efficiency, not on how the subsidy fund is filled. Individual insurance is
discussed, not group insurance. Two main categories of subsidies can make indi-
vidual health insurance affordable for the high risks: explicit premium subsidies
and implicit cross-subsidies. These two categories of subsidies can be used on
their own or in combination.

Explicit Subsidies

Examples of explicit subsidies are vouchers, tax deductions, tax credits, and
employers’ contributions to an employee’s individual health insurance. The
subsidy system can be organized by a sponsor (government, a large employer,
a coalition of employers) such that high-risk and/or low-income persons who
are confronted with unaffordable premiums receive a premium subsidy from
a subsidy fund filled by contributions. The subsidies may be earmarked for the
purchase of specified insurance coverage.

Premium-Based versus Risk-Adjusted Subsidies

Two types of explicit premium subsidies can be distinguished: (1) premium-based
subsidies, which depend on the level of the premium paid (Zweifel and Breuer
2006; Van de Ven 2006), and (2) risk-adjusted subsidies, which depend on the risk
factors such as age and health status that insurers use in a free market.

Premium-based subsidies are not optimal for three reasons. First, they reduce
consumers’ incentive to shop around for the lowest premium, and thereby reduce
insurers’ incentive for efficiency. They reduce the competitive advantage of the
most efficient insurers and reduce overall price competition. Second, they stimu-
late consumers to buy more (complete) insurance than they would have bought
without a subsidy, resulting in a welfare loss due to additional moral hazard
caused by overinsurance. Third, premium-based subsidies create a misallocation
of subsidies. The magnitude of the premiums is determined by many factors, not
all of which the sponsor may want to use in determining the subsidies.
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Assume that the total set of factors that determine insurers’ premiums can
be divided into two subsets: factors for which the sponsor desires subsidies, the
S(ubsidy)-type factors; and those for which subsidies are not desired, the N(on-
subsidy)-type factors (Van de Ven and Ellis, 2000: 768-69). In most countries
age, gender, and health status will probably be considered S-type risk factors.
But the sponsor could decide that the differences in premiums that are caused
by other factors should not be reflected in the subsidies. Potential N-type factors
that may result in premium variation are, for example, differences in efficiency
among health insurers, regional differences in supply and prices, variations in
practice style of contracted health care providers, and differences in individual
consumer characteristics such as lifestyle, health behavior, preventive behavior,
and taste. If subsidies for health insurance premiums are given irrespective of the
cause of the premium differences, as is the case with premium-based subsidies, they
most likely result in a misallocation of subsidies. The relevance of the distinction
between S-type and N-type factors can be illustrated by the decision of the Bel-
gian government that regional variation in supply (for example, the per capita
number of providers and hospital beds) is explicitly considered an N-type risk
factor, for which the subsidies should not be adjusted. Schokkaert and Van de
Voorde (2003: table 2) illustrate the nontrivial impact of this political decision
on the subsidies.

Risk-adjusted subsidies do not suffer from the above-mentioned problems.
First, risk-adjusted subsidies can be based specifically on S-type risk factors that
insurers use in their premium setting. To the extent that a risk factor (region)
reflects S-type (health) as well as N-type (oversupply, high prices, inefficiency)
factors, the sponsor must decide to what extent premium increases due to this
risk factor will (not) be subsidized. Second, in the case of risk-adjusted subsi-
dies, consumers are fully price sensitive at the margin. This avoids the other
two problems of premium-based subsidies. The sponsor has to decide what the
services should cost, including acceptable treatment quality and intensity, to
qualify for subsidy.

Risk-adjusted subsidies can make health insurance affordable at every new con-
tract period. If a person’s health status deteriorates over time and consequently the
insurer has to increase the person’s premium to cover the higher expected costs,
the future subsidy value will be adjusted to the change in the individual’s risk
characteristics. In this sense, risk-adjusted subsidies provide protection against
the financial risk of becoming a future high-risk.

If consumers received a risk-adjusted subsidy based on the same risk factors
that insurers use, the differences in out-of-pocket-premiums (premium minus
subsidy) would be minimal and would primarily reflect differences in quality,
taste, loading fee, or efficiency.

The effectiveness of risk-adjusted subsidies to reduce the differences in out-of-
pocket-premiums depends on the risk factors the sponsor uses to calculate the
risk-adjusted subsidies and on the risk factors the insurers use to calculate the
risk-adjusted premiums and the other tools they have to segment the market.
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The transaction costs of giving risk-adjusted subsidies directly to consumers
are high. Each consumer must inform the sponsor about his or her risk factors,
such as age, gender, prior health care utilization, and health status. These trans-
action costs can be substantially reduced by giving the subsidies to the insurers
who, in a transparent competitive market, are forced to reduce each consumer’s
premium by the per capita subsidy they receive for this consumer. By giving risk-
adjusted subsidies to the insurers, the different risks consumers represent for the
insurers are equalized. This way of organizing the risk-adjusted subsidies is called
risk equalization in this chapter. In practice, all countries that apply risk-adjusted
subsidies (including Colombia, Germany, the Netherlands, and Switzerland) do
this in the form of risk equalization.

Risk-adjusted subsidies might be insufficient for several reasons, at least in
the short run (Van de Ven and Ellis 2000). Therefore, although premium-based
subsidies are not optimal, they may provide a (temporary) complement to risk-
adjusted subsidies for certain (income) groups.

Excess-Loss Compensations

For several reasons insurers may not be able to accurately adjust the premium
to a consumer’s risk. For example, collecting sufficient information may be too
costly or the group of applicants is too small, so that the law of large num-
bers is not applicable. This may be particularly relevant in the case of high-risk
applicants with a rare disease. Insurers can reduce this problem by exchanging
information about an individual’s risk factors, if a consumer decides to switch to
another insurer. In addition, insurers can develop a nationwide standard rating
model based on statistical information from all insurers. This will increase the
accuracy of risk rating. (Although a standard rating model provides the nation-
wide predicted per capita health expenses per risk category, in a competitive
market it is essential that each individual insurer set its own premium rates.) If, nev-
ertheless, risk-rating an applicant is impossible or too costly, the insurer may set
an extremely high premium or reject the applicant.

If insurers cannot calculate a risk-adjusted premium for certain groups of
high-risk applicants, most likely the sponsor cannot calculate risk-adjusted sub-
sidies either. To solve this problem, the sponsor can provide the insurers with
a subsidy for high-risk subscribers in the form of excess-loss compensations (or
outlier payments). For example, the insurers can be fully or partly compensated
by the subsidy fund for an individual’s expenses in excess of a certain annual
threshold. (Excess-loss compensations can be considered a form of mandatory
reinsurance without a reinsurance premium.) These subsidies will substantially
reduce the insurers’ expenditures for consumers with (extremely) high expected
health expenses. This will help the insurers calculate a risk-adjusted premium for
the high-risk applicants. In case of full compensation above the threshold, the
threshold amount effectively functions as the maximum premium (excluding
loading fees) for all insurers. The high risks clearly benefit more from this type of
subsidy than do the low risks. Excess-loss compensations are applied in several
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countries, for instance in Australia and the Netherlands (Colombo and Tapay
2003). The advantages of excess-loss compensations have to be weighed against
the disadvantage of reducing the insurers’ efficiency incentive.

Implicit Subsidies

A complementary or alternative strategy to make individual health insurance
affordable for the high-risk people in a competitive insurance market is to
enforce regulations that implicitly result in cross-subsidies from low-risk to high-
risk individuals. Two types of regulation to enforce implicit cross-subsidies can
be discerned: (1) a guaranteed renewability requirement; and (2) open enrolment
and universal premium-rate restrictions.

Guaranteed Renewability

A guaranteed renewability requirement generally obliges the insurers to renew the
contract with their enrollees at the end of each contract period at the “standard
premium and standard conditions” (Pauly, Kunreuther, and Hirth 1995; Herring
and Pauly 2006). However, guaranteed renewability has some major limitations.
For example, guaranteed-renewability cannot be combined with a free choice
of health insurer for the high-risks because the “high risks are married to their
insurer,” because all other insurers offer them insurance at less attractive condi-
tions than their current insurer. This lock-in is a serious problem if the chroni-
cally ill are dissatisfied with the quality of care or the benefits package offered by
their insurer. They cannot switch at an affordable premium to another insurer
because the other insurers will charge them a much higher premium than the
standard premium. Another problem is that it is highly questionable whether a
guaranteed-renewability clause can really guarantee a “standard coverage” and a
“standard premium” 50 years later. These problems can be countered by imple-
menting open enrolment and universal premium-rate restrictions.

Open Enrolment and Universal Premium-Rate Restrictions

Open enrolment and universal premium-rate restrictions hold with respect to all appli-
cants, not only those who want to renew a contract with the same insurer, but
also those who were previously insured with another insurer. Universal premium-
rate restrictions can take several forms: community rating, a ban on certain rating
factors (for example, health status, genetic information, duration of coverage,
or claims experience) or rate-banding (that is, a minimum and maximum pre-
mium). Community rating usually takes the form of a requirement that insurers
must charge each enrollee the same premium (in case of risk-equalization: the
same out-of-pocket-premium) for the same product, irrespective of the enrollee’s
risk. The goal of such regulation is to create implicit cross-subsidies from low
to high risks in the same pool, in the current contract period. However, pool-
ing of people with different risks creates predictable profits and losses for certain
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subgroups, and thereby provides insurers with incentives for risk selection, which
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can have several unfavorable effects (box 3.2).

An effective way to reduce incentives for risk selection is to implement a
good risk-equalization scheme. In such a scheme, insurers with a relatively large
share of predictably high risks receive more compensation than insurers with
a relatively large share of low risks. If risk equalization were perfect, it would
eliminate all predictable profits and losses for all subgroups that insurers can
distinguish. In that case, the initially imposed premium-rate restrictions would

be superfluous.

—
BOX3.2 UNFAVORABLE EFFECTS OF RISK SELECTION

1.

Health plans have a disincentive to respond to the preferences of high-risk
consumers. Health plans with a good reputation for chronic care would
attract many unprofitable patients and would be victims of their own suc-
cess. Therefore, health plans may structure their coverage such that the
plan is unattractive for the high risks, or they may choose not to contract
with providers who have the best reputation for treating chronic illnesses.
This in turn discourages physicians and hospitals from acquiring a reputa-
tion for excellence, an unfavorable outcome of a competitive market.

Efficient health plans, which do not engage in risk selection, may lose mar-
ket share to inefficient risk-selecting plans, resulting in a welfare loss to
society.

In case of large, predictable profits resulting from selection, selection will
be more profitable than improving efficiency in health care production.
In the short run, an insurer that has limited resources to invest in cost-
reducing activities may prefer to invest in selection rather than in improv-
ing efficiency.

To the extent that some health plans succeed in attracting low-risk per-
sons, these selection activities result in risk segmentation, whereby the
high risks pay a higher premium than the low risks pay. Alternatively,
insurers could specialize in excellent integrated care for chronic diseases
and offer contracts at high community-rated premiums if sufficient num-
bers of chronically ill people can and will buy such a contract. Market
segmentation of this type conflicts with the goal of community rating.

Selection may induce instability in the insurance market, because low-risk
people have a permanent incentive to break the pooling of heterogeneous
risks by switching to lower-priced (new) health plans.

Finally, resources are wasted, because investments aimed purely at attract-
ing low risks by risk segmentation or selection produce no net benefits to
society (zero-sum game among health plans).

Source: Author.
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Conclusion

In practice, none of the mentioned forms of subsidies now in use is both fully
effective and without any market distortion. In principle, the preferred strategy
for guaranteeing universal access to affordable coverage in the individual health
insurance market is use of risk-adjusted subsidies or (equivalently) risk equaliza-
tion. In the case of premium-based subsidies or excess-loss compensations, policy
makers are confronted with a trade-off between affordability and efficiency. In
the case of implicit cross-subsidies by open enrolment and universal premium-rate
restrictions, policy makers are confronted with a trade-off between affordability
and (the unfavorable effects of) selection. The insurers’ incentives for selection
can be reduced by implementing a system of risk equalization among the insur-
ers, or by making the premium-rate restrictions less restrictive (which makes
health insurance less affordable for the high risks) or by providing the insurers
with retrospective compensations (which reduce the insurers’ efficiency incen-
tives). Again, policy makers are confronted with a trade-off between affordabil-
ity, efficiency, and selection.

To the extent that risk-adjusted subsidies or equalization payments insufficiently
subsidize some high-risk consumers, they can be complemented by one or more
of the other forms of subsidies. This choice also confronts policy makers with a
trade-off between affordability, efficiency, and selection. The better the equal-
ization payments are adjusted for relevant risk factors, the less severe is this
trade-off. In the (theoretical) case of perfect risk equalization, there is no need
for any of the other forms of subsidies, and the trade-off no longer exists. Each
of the other forms of subsidies alone inevitably confronts policy makers with
a trade-off. Therefore, good risk equalization offers the only effective means of
addressing the trade-off between affordability, efficiency, and selection.

MANDATORY COMMUNITY RATING: DOES ONE PREMIUM FIT ALL?

In contrast with this conclusion, many (if not all) countries with a competitive
health insurance market use premium-rate restrictions and an open-enrolment
requirement as the major tools to make health insurance affordable for the high-
risk people. Mostly the premium-rate restrictions have the (extreme) form of
community rating per insurer per product. Community rating usually is in the
form of a requirement that insurers must charge each enrollee the same pre-
mium for the same product, irrespective of the enrollee’s risk. (For a review of
community-rated private health insurance in several countries, see Gale [2007].)
Despite its social objective, this type of regulation has several adverse effects.

Drawbacks of Community Rating

A first drawback of community rating is that it induces strong incentives for
selection, which may threaten good-quality care for the chronically ill, result
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in failure of efficient health insurers, induce wasteful investments in selection
efforts, and reduce insurance market stability (box 3.2). These adverse effects
are most pronounced in competitive health insurance markets where commu-
nity rating is implemented without risk equalization (for example, in Australia,
South Africa, and some U.S. states). Since the early 1990s many U.S. states have
implemented regulations such as open-enrolment and premium-rate restrictions
(often in the form of community rating) for health insurance offered to indi-
viduals (US-GAO 1997) and small employers (US-GAO 1995). In the 1990s, there
was a gradual trend toward tighter rating reforms in the U.S. small-group market
(Curtis et al. 1999). In none of these cases was the regulation combined with risk
equalization. The effects of these regulations have been a shift in the composi-
tion of insured people from lower to higher risks, a rise in the cost of coverage,
an increase in the number of uninsured people, a reduction in the choice of
plans available in some instances, and a reduction of the supply of insurers will-
ing to grant coverage (Astorino et al. 1996; Lo Sasso and Lurie 2003; Pauly and
Herring 2007).

Next, in contrast to risk-adjusted premiums, community rating does not pro-
vide incentives for risk-reducing behavior and cannot discriminate between risk
factors (such as differences in health status) for which a sponsor would want to
give subsidies and those for which he would not (for example, variations in sup-
ply). Moreover, in contrast to explicit subsidies, community rating cannot limit
cross-subsidization to low-income people only.

Finally, if direct premium differentiation is forbidden, product differentia-
tion may result in indirect premium differentiation. Insurers may offer special
products for various risk groups, for example, depending on life stage, lifestyle,
or health status. Such risk segmentation across the product spectrum can be
observed in Australia, Ireland, and South Africa, for example, where premiums
must be community rated (Gale 2005; Colombo and Tapay 2003; Armstrong
2008; McLeod and Grobler 2008). In this way “community rating per product”
results in low premiums for low risks and (unsubsidized) high premiums for high
risks, which conflicts with the goal of community rating.

Why Is Community Rating So Popular?

Thus, the question arises: Why is community rating so popular among policy
makers? In many countries, community rating seems to be an indisputable
axiom, without any debate about whether there are better tools to make health
insurance affordable.

Besides the above-mentioned disadvantages, community rating also has some
advantages. First, it increases transparency. If insurers risk-rate premiums, it is
more difficult for consumers to make an informed choice of insurer than in the
case of community-rated premiums. However, if community rating results in
extensive product differentiation, the advantage of a transparent premium struc-
ture may be largely forgone. A second advantage of community rating is the
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low transaction costs. Explicit premium subsidies as well as the premium set-
ting and underwriting activities by insurers require administration and transac-
tion costs. Of course, this advantage holds only when community rating is not
complemented with risk equalization to counteract incentives for risk selection.
Another advantage is that community rating requires no public finance, whereas
explicit subsidies require a system of mandatory contributions (to the subsidy
fund), which may be considered part of public finance. Since most govern-
ments are under pressure to restrain public finance, community rating may be
politically advantageous in particular in settings (such as low-income countries)
where fiscal space is severely limited. Finally, many people believe that commu-
nity rating offers a better guarantee of making health insurance affordable than
a risk-equalization system, which needs to be complemented with additional
subsidies. However, as discussed above, if selection is successful and results in a
market segmentation where the low-risk and high-risk consumers are no longer
in the same pool, and therefore do not pay the same premium (as is the case,
for example, in Australia, Ireland, South Africa, and Switzerland), this argument
may hold only in the short run.

The popularity of community rating as observed in practice indicates that pol-
icy makers attach a higher value to the (perceived) benefits than to the (poten-
tial) disadvantages of community rating. This may be partly due to the fact that
the direct effect of community rating on affordability is immediately visible,
while potential indirect effects such as poor-quality care or high premiums for
chronically ill patients may only show up after some years. Thus, in the short
run community rating provides a more effective strategy to guarantee affordabil-
ity than risk equalization. This may at least explain the preference for starting
with community rating in combination with poor-risk equalization. The prefer-
ence for community rating may also be partly due to a general unawareness that
community rating implies cross-subsidies also for types of nonhealth-related
risk factors, for which most people may not want cross-subsidies. Finally, policy
makers may hold the view that risk selection is not a serious problem in practice.
One reason for this may be that they ignore or underestimate the forgone oppor-
tunities of good-quality, well-coordinated care that would occur if chronically ill
people were the preferred clients, rather than nonpreferred “predictable losses.”
All in all, the justification for mandatory community rating—the most extreme
form of premium-rate restrictions—is less straightforward than its popularity in
practice suggests.

ECONOMIC MOTIVES FOR MANDATORY HEALTH INSURANCE

Many countries use mandatory health insurance as a tool for scaling up health
insurance. In this section, government’s economic motives for making health
insurance mandatory are explored. Particular attention is given to these argu-
ments under the assumption that health insurance is affordable. As indicated
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earlier, the rationale for doing so is that, if health insurance is not affordable for
certain groups of individuals, it does not make sense to mandate them to buy
it. However, if subsidies make health insurance affordable, is a mandate to buy
health insurance necessary? If so, for which groups of individuals should the cover-
age of which benefits be made mandatory?

Mandatory coverage here means governmental imposition of a legal obligation
on consumers to obtain coverage. Four economic motives generally prompt gov-
ernment to enforce mandatory coverage: to prevent free-riding, to compensate
for a lack of foresight, to cover transaction costs of organizing cross-subsidies,
and to prevent adverse selection (Van de Ven 1995; Paolucci, Schut, and van de
Ven 2006).

Prevention of Free-Riding

If society is willing to subsidize some health services, some individuals may
abuse this willingness by not buying insurance coverage for these services in the
expectation that someone else will pay for their health care if they really need
it. This free-rider behavior is more likely for low-income people than for high-
income people because the willingness to subsidize another’s care is lower the
greater is that uninsured person'’s ability to pay. The desire to prevent free-rider
behavior can motivate government to make (subsidized) insurance coverage for
some health services mandatory for low-income people. For high-income peo-
ple, this argument is less relevant because they can (and therefore will have to)
pay for most health services themselves. Mandatory coverage for high-income
individuals may be relevant for catastrophic risks with very high expected costs.

Lack of Foresight

Another motive for government to enforce mandatory coverage may be myopic
behavior on the part of the young and healthy who may not always know what
is in their best interest. They may underestimate future risks or even think that
one or another disease will not affect them. However, the immediate advan-
tage of not paying a premium could mean that they will not be able to afford
expensive health care if needed in the future. Such short-sightedness could lead
people to make wrong judgments about the relative importance of a certain,
direct benefit (no premium) compared with future costs, which are quite uncer-
tain. This argument holds, for example, for long-term psychiatric care, obstetric
care, long-term nursing home care, psychogeriatric care, and care for persons
addicted to alcohol and drugs (Van de Ven 1995). Based on paternalistic motives,
government could make insurance coverage for some services mandatory for
some groups of citizens. For high-income people, better educated and better able
to afford high health expenditures than low-income people, this motive is less
relevant. Nevertheless, this motive is also relevant for high-income people in
case of catastrophic health care expenditures.
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Transaction Costs of Organizing Cross-Subsidies

Mandatory coverage, also for high-income people, can be justified if otherwise
the transaction cost is disproportionally high for organizing cross-subsidies to
make health insurance affordable for high-risk people.

Prevention of Adverse Selection

Mandatory coverage can prevent adverse selection. This motive is particularly
relevant if the contributions to the subsidy fund have the form of a levy on the
insurance premium. In that case mandatory health insurance can prevent an
upward premium spiral.

Conclusion

A major argument for mandatory health insurance that is often mentioned by
policy makers is to “make health insurance affordable.” This is not an appropri-
ate argument. If health insurance is not affordable for certain groups of indi-
viduals, it does not make sense to mandate them to buy it. However, if subsidies
make health insurance affordable, is a mandate to buy health insurance nec-
essary? Four economic motives prompt government to make health insurance
for certain services mandatory for certain groups of individuals: to prevent free-
riding, to compensate for a lack of foresight, to cover high transaction costs
of otherwise organizing cross-subsidies, and to prevent adverse selection. The
relevance of mandatory coverage increases the lower an individual’s income
and the more catastrophic the health risks are. A pragmatic outcome could be
mandatory health insurance for basic services for everyone combined with an
income-related voluntary deductible. In case of mandatory health insurance,
policy makers should anticipate the question of how to enforce the mandate and
what the penalty should be for people who, for whatever reason, do not buy the
mandatory coverage. It is hard to think of any motive to make duplicate cover-
age mandatory.

CONCLUSIONS AND DISCUSSION

Billions of people around the world pay most of their health care expenses out of
pocket, bypassing financial intermediaries that could provide some form of risk
management. Scaling up health insurance is a way of reducing catastrophic out-
of-pocket health expenses and a tool for producing net welfare gains in terms of
equity and efficiency.

Although scaling up health insurance may improve welfare, the financial pro-
tection that insurance offers and its welfare effects should not be overestimated.
First, as long as it is not known exactly why the share of out-of-pocket payments
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in low-income countries is so high and the prevalence of health insurance so
low (box 3.1), it is hard to come to conclusions about the welfare effects of scal-
ing up health insurance. In addition, to be successful any scaling-up should be
done carefully. For example, it is important to pay sufficient attention to control
(supply-induced) moral hazard, to keep the loading fee low, and to offer insur-
ance products that are attractive to low-income people.

Second, because many low-income and/or high-risk individuals may not be
able to afford health insurance, a substantial part of the perceived protection
offered by health insurance comes from subsidies to these groups. In general,
these subsidies come from external donors and/or from high-income and/or
low-risk individuals. The welfare effects of subsidies allocated to scale up health
insurance have to be balanced against the welfare effects of the traditional
supply-side subsidies often used by governments or donors.

The reasons for so low a prevalence of health insurance are relevant for the
choice of tools for scaling up health insurance. These tools may consist, for
example, of providing information about “what insurance is,” regulation of the
insurance market (for example, concerning solvency requirements), and tools to
reduce (supply-induced) moral hazard. The following three tools were discussed
for scaling up health insurance: subsidies, mandatory community rating, and
mandatory health insurance.

In a regulated, noncompetitive insurance market it is more or less straightfor-
ward to organize subsidies and make health insurance affordable for the high-
risk and/or low-income individuals. In an unregulated competitive insurance
market, where insurers are free to set their premiums and define their products,
(cross-)subsidies are more complicated than in a noncompetitive market. Because
the start-up of health insurance in most countries takes place in an unregulated
competitive market, the focus has been on subsidizing health insurance in a
competitive insurance market.

In conclusion, a system of risk-adjusted subsidies is the preferred form of sub-
sidy in a competitive insurance market with free consumer choice of insurer.
Under this approach, insurers are free to sell risk-rated premiums. In practice,
all countries that apply risk-adjusted subsidies give the subsidy to the insurer
who reduces the consumer’s premium with the per capita subsidy they receive
for this consumer. This way of organizing the risk-adjusted subsidies is called
risk equalization. To the extent that some high-risk consumers are insufficiently
subsidized, the risk-adjusted subsidies or equalization payments can be com-
plemented by one or more of the following forms of subsidy: premium-based
subsidies, excess-loss compensations, and implicit cross-subsidies enforced by
premium-rate restrictions for a specified insurance coverage. The choice among
these complementary forms of subsidy confronts policy makers with a compli-
cated trade-off between affordability, efficiency, and the negative effects of selec-
tion, notably low-quality care for the chronically ill. The better the premium
subsidies are adjusted for relevant risk factors, the less are these complementary
forms of subsidy needed, and the less severe is the trade-off.
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In practice, policy makers appear to have a strong preference for mandatory
community rating. Although community rating has some important short-term
advantages, it also may have serious negative effects in the long run, particularly
as a result of the disincentives to provide good quality care to the chronically
ill. Thus, the justification for mandatory community rating, the most extreme
form of premium-rate restrictions, is less straightforward than its popularity in
practice suggests.

Finally, mandatory health insurance was discussed as a tool for scaling up
health insurance. A major argument for mandatory health insurance, often
mentioned by policy makers, is to “make health insurance affordable.” This
is not an appropriate argument. If certain groups cannot afford to buy health
insurance, it makes no sense to mandate them to buy it. However, if subsidies
make health insurance affordable, is a mandate to buy health insurance neces-
sary? Government’s economic motives for making health insurance for certain
services mandatory for certain groups of individuals are: to prevent free riding, to
make up for a lack of foresight by the young and healthy, to prevent the high
transaction costs of otherwise organizing cross-subsidies, and to prevent adverse
selection. The relevance of mandatory coverage increases for lower-income
groups and for more catastrophic health risks. A pragmatic outcome could be a
mandatory health insurance for basic services for everyone, combined with an
income-related voluntary deductible. In case of mandatory health insurance,
policy makers should anticipate the question of how to enforce the mandate
and what the penalty is for people who, for whatever reason, do not buy the
mandatory coverage.
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CHAPTER 4

Reaching the Poor: Transfers from Rich to Poor
and from Healthy to Sick

Sherry Glied and Mark Stabile

amounts on health care services. One reason for these low levels of health care
spending is that the system for financing health care services is inadequate.
Public budgets cannot support the necessary expenditures, and private pooling
mechanisms are either nonexistent or quite small. Social health insurance (SHI)
offers an opportunity to enhance and expand public financing in these countries.

I ow-income developing countries spend less than the estimated optimal

WHAT IS SOCIAL HEALTH INSURANCE?

Any health insurance system distributes money from healthy to sick people,
pooling the financial risks associated with illness and injury. This pooling can
occur in a private, voluntary system (Pauly et al. 2006) or in systems with public
fiscal or regulatory intervention. Universal national health insurance or national
health service systems pool risk by paying for coverage and care through income
taxes or other broad-based taxes. SHI models pool risk by requiring that cer-
tain groups participate in arrangements that cross-subsidize the costs of health
insurance among groups with varying income or health status. In general, social
insurance models accomplish this cross-subsidization through mandatory pay-
roll taxes or workplace-based premium payments.

The first large-scale health insurance system, which was developed by
German chancellor Otto von Bismarck beginning in 1883, used a social insur-
ance model. Workers and their employers in certain industries were required to
contribute to health insurance pools, which at first paid claims only for earnings
lost due to illness. Eventually, medical care was also provided. In Germany, this
system has evolved into a nearly universal program that includes workers, retir-
ees, dependents, and nonworkers. Many other developed-country health insur-
ance programs also incorporate social insurance principles.’

Several developing countries have social insurance programs, usually covering
public employees and sometimes selected other formal sector employees (Hsiao
and Shaw 2007). In Africa, social health insurance programs have been estab-
lished in Ghana and Kenya (Hsiao and Shaw 2007). The main financing for these
programs comes from payroll taxes or workplace-based premiums, but most also
rely on substantial infusions of general revenues. General revenue financing is a

n
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necessary element of these systems if they are intended to cross-subsidize people
based on their income as well as on their health status, as discussed below.

Economics of Social Insurance

Publicly financed or mandated health insurance has significant economic
benefits. These benefits begin with the value of health insurance itself, whether
private or public.

Health Insurance

Buying insurance to cover medical care costs instead of paying for them out of
pocket serves two important purposes. First, it pools risks across people. Because
the direct costs of medical care when ill are extremely high, but few people get
very ill, individuals may buy insurance as a way of pooling resources. From
this pool, the high cost of care can be covered for the unfortunate few who get
extremely ill. Health insurance, transferring income from the healthy to the
unexpectedly sick, is valuable because in most circumstances, the marginal utility
of income when sick is greater than the marginal utility of income when healthy.

The second important role that insurance can play is allowing individuals to
smooth their expected consumption by purchasing insurance. Thus, instead of
facing low health care costs when healthy, high costs when sick, and constant
uncertainty about whether their health costs will be high or low, individuals can
buy insurance such that the costs of medical care can be constant regardless of
their actual health status. An important assumption behind this rationale for
insurance (beyond that individuals can afford to pay for health care if they fall
sick) is that individuals are risk averse and therefore prefer to pay a set amount
with certainty against the risk of having to pay a large amount for health care
when needed.

Benefits of Public Health Insurance: Adverse Selection

These general benefits of insurance arise in both private and public insurance
arrangements. Public insurance may generate additional benefits by overcoming
the problem of adverse selection, which can lead to the failure of private insur-
ance markets.

Adverse selection occurs when people incorporate knowledge of their own poor
health status into their decisions about insurance coverage. People who expect
to use health services that cost more than the price of insurance in the coming
year usually buy coverage. People who are healthy and have a low probabil-
ity of using health care services place a lesser value on health insurance, even
if they are risk averse, and this group may not be better off purchasing insur-
ance. Therefore, whatever the health insurance costs, individuals who expect to
spend more than its price on health care services will buy, and individuals who
expect to spend less may not buy. Even when everyone buys coverage, adverse
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selection leads healthier people to choose less-comprehensive health plans than
they might otherwise buy in order to signal their healthy status.

This process of self-selection can ultimately cause the insurance market to col-
lapse (as occurred in voluntary fraternal health insurance in the United States in
the 1920s). In the developing-country context, selection effects (and the fear of
such effects) may also confound efforts to establish new private insurance plans.
By mandating that both healthy and sick people buy the same health plans,
publicly financed or regulated insurance can eliminate the efficiency losses due
to adverse selection. Requiring participation in the same health plans also gener-
ates long-term risk pooling. In that way, people are assured of obtaining health
insurance at reasonable prices in the future, even if they subsequently develop
chronic health conditions.?

Other Benefits of Public Health Insurance

Public health insurance markets may have other advantages over private insur-
ance. In many situations, these markets operate at lower administrative cost than
do private insurers because they can use existing revenue-collection arrange-
ments and do not need to take steps to address adverse selection. When provid-
ers exert some monopoly power, large public insurers can serve as an effective
countervailing force. When insurance markets do not yet exist, public insurers
may be better able to overcome the legitimacy and credibility problems that
make it difficult to establish a new private insurer. In some developing countries,
however, governments have less legitimacy and credibility than private actors,
suggesting that arrangements that rely on private insurance markets (with man-
datory side payments) may be more desirable.

Most important, public health insurance arrangements can be a vehicle for
redistributing income within the population, from higher-income (or healthier)
people to lower-income (or sicker) people. In this role, public insurance systems
combine an insurance function with a redistributive function.

Inefficiencies of Public Health Insurance

Publicly financed or mandated health insurance can generate inefficiencies,
however, for several reasons. First, mandates and taxes on labor alter the mar-
ginal gains from employment. This change in incentives usually leads to changes
in the supply of or demand for labor and consequent deadweight losses. Second,
the provision of free or subsidized health insurance effectively increases people’s
income even if they do not work. This income effect weakens the incentive to
participate in the labor market. Third, the governance of public insurance is sub-
ject to the usual political economy problems of government.

The first two of these inefficiencies of public financing and mandates occur
because people’s contributions to the system are typically disconnected from
the benefits they receive from the system. This disconnect occurs whenever
redistribution is an important element of the public insurance arrangement.
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It is avoidable, however, in the case of nonuniversal, nonredistributive manda-
tory health insurance when the beneficiaries fully value the benefits they receive
(Summers 1989).

Nonuniversal Social Insurance

Consider a situation in which employees in one sector of the economy value
health insurance at its full cost. Private insurance plans do not arise, however,
because of the above-mentioned problems of selection, legitimacy, and so forth.
Now suppose that all employees in this sector are mandated to contribute to
and participate in a single health insurance plan, but those outside this sector do
not participate in the plan. In this case, employees do not perceive the mandatory
premium as a tax. They are willing to accept a decrement in wages equal to the
full cost of the health insurance plan, since they desire health insurance and can
obtain it only by working in this sector. The mandatory payment buys equally
valuable services and therefore does not alter the marginal gains from employ-
ment. It may even increase the gains from employment—workers may be willing
to give up more than the cost of insurance in wages—if desirable health insurance
is efficiently provided through the mandatory workplace program. This implies
that there are no deadweight losses from the mandate and that revenues associ-
ated with the mandatory program do not detract from fiscal space. In this sce-
nario, mandatory health insurance generates a Pareto improvement (figure 4.1).

FIGURE 4.1 Labor Market Effects of Mandated Health Insurance
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This favorable situation exists only as long as workers value the health
insurance package at (at least) its full cost. If health insurance is available to
nonworkers at a lower cost (for example, through a publicly financed program),
workers will not be willing to trade wages for mandatory health insurance ben-
efits 1:1 and there will be deadweight losses. If worker premium payments are
used to finance benefits for nonworkers (such as the unemployed), these addi-
tional payments will be perceived as taxes. The payments will alter the marginal
benefit of working, generating deadweight losses and reducing fiscal space.

Labor Market Effects

While nonuniversal social insurance programs limit deadweight losses, they may
generate distortions within the labor market. First, if the provision of insurance
is less costly under the mandatory program than otherwise, the existence of the
mandate will reduce the total cost of labor in the covered sectors. Some workers
will be willing to accept reductions in wages greater than the cost of coverage in
order to obtain access to health insurance. The mandate may artificially induce
growth of the formal sector.

Second, the opportunity to obtain insurance through the mandatory program
may make jobs in the covered sectors particularly attractive to workers who value
health insurance more than average. Workers who value coverage highly may
make job choices based on coverage and not productivity. As a result, worker
mobility may decrease, leading to labor market inefficiencies.

Summary

As the above discussion suggests, there is an inherent tension in the design of
a social insurance program. Mandatory insurance programs that are narrow
in scope and cover only one economic sector can, at least in principle, gener-
ate Pareto improvements for the limited population they serve. Narrowing the
program can, however, generate distortions in favor of the covered sector and
reduce worker mobility. Moreover, narrow programs do not address the wide-
spread need for health care financing and do not generate redistribution. Efforts
to expand the comprehensiveness of services and populations covered in these
programs can, however, generate deadweight losses and consume fiscal space.
A “social insurance” program that covers the entire population and the full
scope of services is simply a national health insurance (or national health ser-
vice) program financed through a payroll tax.

DESIGN CONSIDERATIONS
As the above discussion suggests, social health insurance can take a wide vari-

ety of forms, from very narrow programs to near-universal initiatives. Social
insurance arrangements tend to evolve over time, extending to additional
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populations and encompassing additional benefits, but they build off initial
structure, which should be carefully developed. The key initial considerations
in designing that structure are determining who will be covered (the breadth of
coverage) and what benefits will be included (the depth of that coverage).

Breadth of Coverage: Who Is Covered?

European social insurance programs generally began by covering narrow swathes
of the population. As late as 1950, the German social insurance program covered
only 70 percent of the working population. This narrow program became the
base of the later expansion to the full population. Programs initially aimed at a
narrow base offer the opportunity to develop credible and functioning admin-
istrative structures. These narrow programs do not, however, address the needs
of much of the population or redistribute income and may not be politically
acceptable.

The narrowest social insurance program (arguably not a social insurance pro-
gram at all) limits participation to civil servants. The compensation package
offered government employees (financed through other forms of taxation) often
takes the form of both wages and benefits such as health insurance.

The first type of expansion from a civil service base would be to employees
of firms in the formal economy. In effect, this was the form taken by Bismarck’s
original program. In this context, formal sector employment may be defined as
work situations in which employees are already likely to be subject to taxes (pay-
roll or income). Formal sector employees could be required to participate in the
mandatory health insurance pool, paying premiums through the workplace.

The next natural extension to this population is to dependents of formal sec-
tor employees. A further extension would be to retirees and those on temporary
layoff from the formal sector.

Finally, a mandatory health insurance system could permit voluntary opt-in
by other sectors. Informal sector workers could choose to participate in the sys-
tem, paying premiums and joining the risk pool.

Further expansions of the SHI model tend toward universal health insurance
systems. The notable difference between a social insurance-based and universal
health insurance system is that SHI models continue to rely on payroll taxes or
quasi-premiums as a major source of revenue.

Insights on Breadth of Coverage from Economic Theory

Economic theory suggests that the choice of whom to cover through a manda-
tory health insurance program depends on preferences about health insurance,
the nature of the risk pool, and the nature of the labor market, as well as on the
administrative feasibility of financing and governing the system. Targeting the
program to those who value it most highly reduces deadweight losses. However,
targeting also narrows the extent of redistribution.
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Demand for Health Insurance

In theory, the relation between the demand for health insurance and income is
ambiguous, depending on (among other things) the marginal utility of wealth
and the relation between income and losses when sick. Therefore, the income
elasticity of demand for insurance is mainly an empirical question. Findings
reported in Phelps (1997) suggest that empirical estimates of the income elas-
ticity of insurance are generally positive, though probably smaller than 1. This
unexpected result—that the demand for insurance rises with income—occurs, in
part, because of the nature of demand for health care services.

The demand for health care services (and for higher-quality health care ser-
vices) is likely to be increasing with income and, particularly, with wages, so that
private health care spending is likely to rise as wages rise. Following the theoreti-
cal work of Grossman (1972), health status can be written as a function of a set
of inputs including medical care or other market inputs that improve health and
time spent on health-improving activities. Other factors, such as education, are
not direct inputs into health but can affect individuals’ ability to use inputs in
the production process. The general production function for health status would
therefore take the following form:

Health status = f (medical inputs, time spent on health; education, other
factors).

Health status is a capital good with both a stock and a flow. Individuals pur-
chase health and spend time maintaining their health when healthy and when
sick. Sickness can be viewed as a negative shock to the stock of health capital.
In times of sickness, more investment in medical care and time spent on health-
improving activity is required to maintain a given level of health stock. It is
generally assumed that the inputs to health exhibit diminishing returns, that is,
increases in the inputs to health have larger effects at low levels of health stock
than at high levels of health stock.

As with any good, the demand for medical inputs depends on the price of
medical care (in the absence of insurance coverage), the price of time spent on
health, and the individual’s income and earnings. In this conceptual model of
health production, higher levels of resources result in higher spending on all
“normal” goods, including medical care. The amount of time spent on health
depends on the opportunity cost of time (usually defined as the person’s wage)
and the degree to which time can substitute for direct spending on medical care.

Higher income is also likely to affect the quality and nature of health care
demanded. Publicly available health care services are likely to be less attractive
to middle- and higher-income people. Lower-income people may not be willing
to pay premiums to obtain access to care that is superior (in some respect) to
freely available, publicly financed care.

Empirical evidence from the RAND Health Insurance Experiment (Manning
et al. 1987) and elsewhere confirms individuals’ responsiveness to the price of
medical care. The findings from the experiment show that the use of medical
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services responds to changes in the out-of-pocket cost of care. The findings also
confirm the positive correlation between income and the use of any health care
services, although low-income individuals were found to use more inpatient ser-
vices. Health status was also found to be a strong predictor of expenditure levels,
although there were no differential responses to changes in the out-of-pocket
price by health status.

In sum, theory suggests that the demand for health insurance services is likely
to be greatest among individuals with a high price of time and high income.
Their high price of time means that this group will likely prefer the use of medi-
cal care services to sick time. High income suggests that they will be able and
willing to pay for this care. This is the group most likely to be willing to trade
wages for health insurance benefits.

Risk Pool

Health insurance programs operate most efficiently when relatively few people
need expensive care and many people not ultimately needing expensive care buy
insurance. In a voluntary program, the critical issue is the expected future health
status of the insured. As the discussion of selection suggests, voluntary insurance
will not work effectively if risk pools contain an unexpectedly high share of sicker
people. A mandatory insurance program can force healthy people to pool risks
with less healthy people, but even a mandatory insurance program works best if
it includes many healthy people and a minority of people with health problems.
This skewed distribution allows redistribution from the healthy to the sick to take
place. If most of the insured have health problems, mandatory coverage will pro-
vide neither affordable insurance protection nor redistributive benefits.

Private insurers use various methods to address the nature of the risk pool.
They often base coverage rates on age, gender, and pre-existing conditions. They
may require a waiting period before coverage takes effect. Some offer benefits that
will attract healthy patients more than sick ones. These strategies are unlikely to
be available in a publicly regulated mandatory health insurance program. As
long as participation in the program is limited to those who are mandated, these
tools are not needed to discourage adverse selection. However, since the public
insurer generally does not charge risk-based premiums or impose waiting peri-
ods on participants, the potential for significant adverse selection and program
failure is high if nonmandated groups are permitted to opt voluntarily into the
insurance pool.

Labor Market

Most social insurance programs operate through the workplace. Workplace-
based mandates offer some (though not complete) protection again the adverse
selection problems described above, as well as offering administrative simplicity.

The cost of offering coverage through the workplace is possible impairment
of labor market mobility. The extent of such “job lock” is disputed, but some
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U.S. studies suggest that it may reduce mobility by between 10 percent and
25 percent. Job lock is likely to be higher in a system with mandatory insurance
in some sectors and no coverage at all in most others. Job lock within a social
insurance system is minimized when all interconnected sectors participate in
the insurance program.

Job lock will exist in a program targeted to one sector, to the extent that work-
ers often move from that sector to other sectors of the economy. If most workers
move from the informal to the formal sector to stay, job lock may not be impor-
tant. Conversely, if transitions from formal employment to entrepreneurship are
important, a characteristic element of the informal sector, job lock may have
substantial negative effects on the functioning of the economy.

Household Effects

Economic models of the family (Becker 1973) suggest that benefits eligibility,
including health insurance eligibility, may affect marriage or fertility decisions
or both, particularly among low-income households where the value of the ben-
efits can be large relative to income. For example, if health insurance for mothers
and children is targeted to single-parent families, the cost of marriage (including
the potential loss of benefits eligibility) may increase sufficiently on the margin
to change family decision making. Health care systems in which benefits eligi-
bility is based on the family head’s work status or that differentiate by marital
status are at the most risk for such (undesirable) incentive effects.

The empirical literature on the effects of benefits on family decisions has been
heavily concentrated in the U.S. welfare literature. Moffitt (1998) summarizes
much of the literature in this area and concludes that there are strong effects of
welfare, which is heavily biased toward female-headed households, on marriage
and fertility rates, as predicted in the theory.

Enforcement of the Mandate

The inability to routinely collect and process health insurance payments is a
substantial impediment to the development of private insurance systems in
developing countries (Pauly et al. 2006). The same factors may stall the develop-
ment of a mandatory health insurance scheme.

Mandates are only as good as their enforcement. As enforcement becomes
more difficult, the mandatory program will become subject to adverse selection.
Only firms that benefit disproportionately from participating in the risk pool
will comply with the payment mandate.

Governance

Social insurance programs have advantages in governance over universal, gen-
eral revenue—funded programs. As long as there is a strong connection between
premiums paid and benefits received, program beneficiaries have a direct inter-
est in ensuring that costs remain under control and, conversely, that benefits
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remain adequate. The same connection between payments and benefits that
reduces the deadweight losses associated with mandatory nonuniversal insur-
ance can improve program governance.

When workers are insulated from the costs of the health insurance program,
these governance advantages do not exist. Workers will prefer more generous
coverage, but will not be mindful of the additional cost.

Implications of Theory for Coverage Options

Policy makers usually prefer social insurance options that cover large segments of
the population, but these are likely to be costly and to intrude deeply on fiscal
space. The economic framework we have described has several implications for the
range of coverage options, between civil service-only and nearly universal coverage.

Higher-income, higher-wage workers in the civil service and formal sector are
likely to have the greatest demand for health insurance coverage and be the
most willing to trade wages for benefits. Most are likely to be healthy, so the risk
pool will contain an appropriate mix of high- and low-cost cases. Mandating
coverage only in the context of formal employment arrangements will also facil-
itate collection of premiums and enforcement of the mandate.

Civil service-only arrangements are the easiest to implement but are likely
to encounter problems of governance. Government managers often face a soft
budget constraint. If increases in health care spending buy services that civil ser-
vants would not be willing to offset with lower wages, managers may simply use
general revenues to support the health insurance plan. Extension of the program
to formal sector employees may help offset the governance inefficiencies associ-
ated with soft budget constraints in the public sector.

Expanding a formal sector employment-based program to cover workers’
dependents retains the basic structure of coverage. Workers should be willing to
accept lower wages in exchange for health insurance participation for their fam-
ily members. Expansion to dependents, however, substantially increases com-
plexity and may interfere with household formation, as regulations must define
the treatment of, for example, two-worker households, divorced families, and
widows. Dependent coverage also introduces an element of cross-subsidization
from smaller to larger families. Moreover, such expansions are likely to raise the
proportion of unhealthy to healthy people within the risk pool.

An expansion to retired or laid-off workers also fits with the general social
insurance scheme. Here, workers pay, through lower wages today, for benefits
they will or may receive in the future. Problems with these arrangements arise
if health care costs increase. In that situation, payments made into the system
do not cover current costs, and new revenues must be generated for ex-workers.
Current workers are likely to treat these additional payments as new taxes.

Expansion to other populations, while increasing redistribution, reduces the
low-deadweight loss, low-selection advantages of mandatory insurance. A volun-
tary opt-in program, in which individuals or firms in noncovered sectors may
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participate in the risk pool, is likely to generate substantial selection against the
risk pool. This adverse selection will be exacerbated by the limits on risk rating that
are likely to exist under social insurance arrangements. Expansions to unrelated
individuals who are not employed will necessitate grafting a substantial income
redistribution component onto the social insurance program (discussed below).

Depth of Coverage: What Services Are Covered?

The next issue to be considered in designing a social insurance program is the
depth of coverage: what services will be covered? Designing a benefits package is
a problem in all types of insurance. All insurance arrangements must consider, for
example, whether to cover only catastrophic costs or to include preventive and
routine services (discussed below). Here the focus is on the relation between social
insurance arrangements in particular and the general nature of covered benefits.

In virtually all contexts, social insurance coexists with other government
financing of health services. The scope of benefits covered by social insurance
may substitute for, supplement, or complement the range of government-
financed services. Social insurance may provide primary coverage (it may be the
only coverage held by the insured) or it may provide duplicate coverage (includ-
ing services already covered under coexisting public financing). Coverage for
public health services, including those associated with the treatment of endemic
diseases (such as HIV and malaria) and those associated with the Millennium
Development Goals might substitute social insurance payments for public
financing. Likewise, social insurance might cover services provided by publicly
financed hospitals or physicians. Coverage of much medical treatment and of
income replacement would likely supplement existing government financing.
In contexts in which governments finance some tertiary care, coverage of diag-
nostic services often complements existing government financing. Finally, social
insurance could be designed to provide complementary “front-end” coverage,
with maximum benefit limits, while public financing might offer further protec-
tion against catastrophic costs.

Social insurance arrangements often operate with only one benefits package, but
beneficiaries could be offered choices of benefits. Social insurance arrangements
might also coexist with private insurance. In many developed countries, supple-
mental private insurance is offered to social insurance beneficiaries, offering insur-
ance for noncovered services, protecting them against large copayment costs, or
offering coverage out-of-country for services that are not available locally.

Insights on Depth of Coverage from Economic Theory

The choice of benefits must take into account the value beneficiaries obtain from
coverage (which determines their willingness to pay for it), and the implica-
tions for the government-financed system of decisions made by social insurance
beneficiaries.
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Substitute Services

Governments concerned about budgets find social insurance most attractive
when it leads beneficiaries to substitute private dollars for existing government
spending. Unfortunately, social insurance participants are unlikely to be willing
to pay premiums for services they could otherwise receive at no cost. Requir-
ing payment for undervalued services transforms a portion of the social insur-
ance premium into a tax, simply substituting one form of public financing for
another. This relationship limits the extent to which social insurance benefits
should be designed to cover publicly provided services.

Governments may also wish to use the social insurance program to gener-
ate positive health-related externalities. For example, social insurance programs
could be required to cover measures for the prevention of infectious disease. The
social insurance arrangement does not, however, inherently subsidize the provi-
sion of positive externalities. If governments wish to subsidize such activities,
they will need to use tax-based revenues to do so.

A final means of using social insurance to substitute for general revenue
financing is through mandatory coverage of services provided in publicly
financed facilities or by publicly financed providers. If beneficiaries would other-
wise receive services in these facilities free of direct charge, they are unlikely to
be willing to pay premiums for identical access.

The situation is somewhat different if beneficiaries would otherwise be
required to pay fees for publicly financed services or facilities. In that case, social
insurance premiums offer the benefit of limiting costs associated with these fees.
Governments may be tempted, however, to use social insurance payments as a
substitute both for out-of-pocket costs and for public funds. They may, for exam-
ple, set fee schedules for social insurance payments that substantially exceed
the schedules that would otherwise prevail. This strategy undermines social
insurance and is also likely to lead to poor governance of the publicly financed
facilities themselves.

Supplemental Services

The most economically efficient set of services to cover through social insurance
are those that supplement services already provided through government financ-
ing. Supplementary services may be services that would otherwise be purchased
through out-of-pocket spending, services that would be highly valued but out of
reach without insurance, or improved access to publicly financed services. For
example, social insurance could afford people greater choice of providers within
the public system or quicker access to public services.

Decisions about which supplemental services to include should consider stan-
dard insurance principles. In general, insurance is most useful when it covers
substantial, unanticipated, and relatively rare events. Health insurance is most
efficient when the services covered have a low price elasticity of demand, so that
insurance does not induce excess utilization. Health insurance is also efficient for
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services that are very costly but also very valuable in poor-health states (where
the state-contingent income elasticity of demand is high).

Another important category of supplemental “service” that might be included
in a social insurance arrangement is coverage for lost work time. Indeed,
Bismarck’s original insurance arrangement covered sick pay only, not the cost of
medical treatment. In most developing countries, formal insurance against lost
earnings due to illness does not exist, although some general-revenue or volun-
tarily financed health care services may be available.

Complementary Services

Establishing a social insurance arrangement is (in part) intended as a way of
expanding access to health care services without costing additional general rev-
enue. Under the wrong benefit design, however, social insurance may increase
demands on general revenue—financed health services. This can occur if benefits
under social insurance complement those provided by the public sector. In this
case, the social insurance scheme diverts funds otherwise available for redistrib-
utive purposes. Paradoxically, social insurance in this circumstance can move
public financing in a pro-rich direction.

This pattern occurs most frequently when social insurance benefits include
improved access to outpatient services, while the public system finances care
in hospitals. Increased access to outpatient services leads to more diagnosis of
medically responsive conditions. These additional diagnoses generate a demand
for more hospital care. This care is financed through general revenues, however,
rather than through the social insurance system.

Substantial evidence of these negative externalities of complementary insur-
ance exists in the developed-country context. In Canada, people with private
pharmaceutical coverage buy more prescription drugs (financed through the
private insurance premium) and also make more visits to physicians (financed
through general revenue). Controlling for health status and other characteris-
tics, people with pharmaceutical coverage in Canada use about 5 percent more
physician visits than do those without such coverage (Stabile 2001). In the U.S.
Medicare system, supplemental “Medigap” policies cover coinsurance for ser-
vices obtained in the public system. People with Medigap coverage have public
expenditures that are about 6 percent higher than those of people without such
private coverage (Atherly 2002).

Optional Benefits

Some social insurance arrangements allow choice among benefits. Choice
of benefits packages helps to ensure that people with diverse preferences can
obtain coverage that they are willing to pay for. Such choice can also gener-
ate risk-based selection among benefits packages, however, segmenting the risk
pool. Ultimately, risk-based selection of benefits can lead to the disappearance
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of insurance coverage for chronic disease benefits and other benefits where
selection pressure is strong.

Implications of Theory for Benefits Package Options

The simplest design for social insurance benefits is to cover only services people
would otherwise pay for out of pocket, and perhaps to compensate for earnings
lost due to illness. Expanding benefits to include externality-producing public
health services, or public health and treatment services already financed through
general revenues, will reduce beneficiaries’ willingness to pay social insurance
premiums.

At the same time, it is critical that social insurance benefits packages mandate
the inclusion of the full scope of health care services. If benefits packages fail
to mandate coverage of costly services that complement those included in the
package, social insurance can increase the drain on general revenues. Moreover,
because coverage of social insurance arrangements is likely to begin with more
highly paid workers, failure to cover the full scope of services can lead govern-
ment policy to become more pro-rich, diverting resources from services poorer
populations need most.

FINANCING MECHANISMS

As the preceding discussion suggests, the narrowest form of social insurance
program covers only formal sector employees and insures only services not cur-
rently (or well) provided under general revenue financing. Like all insurance
arrangements, this social insurance scheme generates redistribution from those
who had good years to those who had bad years. It does not, however, incor-
porate any additional redistribution. Most plans for social insurance go beyond
these bare-bones models and therefore require supplementary financing. Next,
financing options are considered.

The most basic financing arrangement for social insurance is to replicate a
private insurance model and charge a per person premium. Some element of
redistribution can be added to a premium-based model by using a capped pay-
roll tax. A more redistributive arrangement uses an open-ended payroll tax.
General revenue financing can supplement or substitute for employment-based
financing, although the availability of such funding may be very limited in a
low-income country context. Premium or tax financing can be complemented
by coinsurance or out-of-pocket payments. Such payments can be used to con-
trol utilization and also to reduce the level of premiums needed. External donor
funding may be available to establish a program in the short run but is unlikely
to be a stable source of long-term supplemental funding. Revenues generated in
any of these ways can be earmarked for the use of the health care system. Rev-
enues can flow to a single pool or be divided into subpools by industry or region.
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Insights on Financing from Economic Theory

Most social insurance programs finance benefits primarily through the work-
place. Workplace financing takes the form of premiums, payroll taxes, or capped
payroll taxes. In each case, the formal incidence of workplace-financed health
insurance may be split between employers and employees. The economic inci-
dence of these payments depends on the nature of social insurance, elasticities
of labor supply and demand, and the extent of redistributive payments. The
economic incidence of employer payments is also affected by the existence of
binding minimum wage laws. If social insurance is combined with a binding
minimum wage, payments made by employers may not be offset by reductions
in wages paid to employees. In this case, social insurance programs may gen-
erate involuntary unemployment. The choice among workplace-based financ-
ing approaches depends on financing efficiency, administrative complexity, and
governance considerations.

Premiums

Premiums are a fixed amount charged in each insurance (or pay) period. A flat pre-
mium collected by the government and required as a condition of participation in
the system will not distort labor supply. The premium does not change the relative
price of working. The income effect of paying the premiums is offset by the income
effect of receiving the health insurance benefit. Premiums are not connected to
actual usage and therefore should not alter the demand for health services.

Premium financing of social insurance can become administratively complex
if workers are employed part-time or work multiple jobs simultaneously. Pre-
mium payments for family members can also generate administrative com-
plexity, particularly in the case of two-earner families. Most systems that use
premiums charge a higher amount for individuals with dependents, although
these amounts generally do not vary with family size, so that larger families are
subsidized.

The economic incidence of nonredistributive premium financing of valuable,
nonuniversal, social insurance benefits falls entirely on workers. If premium
financing is extended beyond the cost of insurance obtained by the covered
employee, it acts as a regressive tax. The amount of the premium does not vary
with income and consumes a larger share of income for lower-wage workers.

Capped Payroll Taxes

Capped payroll taxes are a blend between premiums and payroll taxes where
the total amount levied on an individual through the payroll tax is capped at a
fixed level of salary. In principle, the product of the payroll tax and the salary
cap level generate a premium amount. People with earnings below this premium
amount are subsidized through general revenue financing of the social insur-
ance system. Alternatively, the cap level can be set above the premium amount,
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so that redistribution occurs within the administrative structure of the social
insurance system itself.

Capped payroll taxes generate at least as much administrative complexity as
premiums. Earnings over the year must be aggregated to determine whether an
individual has exceeded the cap amount or not. Caps for multiple-earner fami-
lies should incorporate family, rather than individual, income, which is often
impossible for an employer to assess.

Capped payroll taxes incorporate an element of redistribution (especially if
financing is kept within the social insurance system). The redistributive compo-
nent of the payroll tax acts like any other tax, generating deadweight loss. The
incidence of the payroll tax component depends on labor supply and demand
elasticities. If supply is inelastic, workers pay the tax. If demand is inelastic, firms
bear part of the tax.

Open-Ended Payroll Taxes

Payroll taxes are levied on employers or their employees based on either individ-
ual worker salaries or the firm’s total wage bill. Although the tax can be levied on
either employers or employees, many payroll taxes are statutorily split between
employers and employees.

Open-ended payroll taxes levied on workers in the formal sector are admin-
istratively simpler than premiums or capped payroll taxes. Information about
the total wage bill (rather than individual worker earnings) is sufficient to gener-
ate the taxable amount. Payroll taxes can be levied on multiple-job holders or
workers who move in and out of the labor market. It is difficult, however, to
adjust a payroll tax to reflect the number of dependents covered under a policy.
Thus, single workers subsidize larger families. By design, payroll taxes are more
redistributive and more progressive than either premium or capped-premium
financing.

Payroll taxes also make more difficult linking benefits received with payments
made. Many workers pay far more through a payroll tax than they expect to
receive in benefits. Thus, payroll taxes may provide less incentive to control pub-
lic costs than would capped or premium-based systems.

General Revenue Financing

General revenues are used to finance part of most social insurance systems. These
funds come from income and sales taxes. They are frequently used to top up
payments from premiums and payroll taxes, particularly as the scope of coverage
extends beyond the workplace. As with a payroll tax, these taxes are distortion-
ary and, like both payroll taxes and premiums, have no effect on individual use
of the health care system.

General revenue financing has some advantages over payroll tax financing.
Even in a developed country, the tax base for general revenue is broader than
payrolls. In developing countries, only a small segment of the population is
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employed in a formal payroll-based sector, and the small payroll tax base is an
especially important consideration. The broader tax base for general revenue
financing means that the tax rate imposed on the base can be lower, leading to
smaller deadweight loss.

Broader-based taxes can also target more equitably than payroll taxes. For
example, payroll taxes favor capital over labor. Households that generate income
through sales or through rents will be favored over formal sector workers.

Intergenerational Financing

Health care systems financed through payroll taxes or premiums paid or admin-
istered through the workplace need to consider how coverage for nonworkers
and retirees is financed. Premiums should include a component insuring an
individual’s coverage if he or she retires or is displaced from the workplace. If
insurance plans are stable over long periods of time, and the working population
is a relatively constant share of total population, these premium payments trans-
fer funds from current workers to current retirees and do not generate distor-
tions. However, to the extent that the share of the working population shrinks,
or costs increase faster than inflation, or programs are not politically stable,
intergenerational transfers increasingly differ from savings. In practice, health
care costs routinely rise more quickly than general inflation, so that payroll tax
rates or premiums must rise in real terms over time. This raises issues of fairness
and stability in the financing structure, with future generations of retirees facing
heavier financing burdens or reduced benefits.

Coinsurance/Copayment

The bulk of the financing for any publicly funded health care system is likely to
come through one of the mechanisms outlined above, but additional funding
can be generated through charges at the point of service. These charges are usu-
ally in the form of coinsurance (with the patient paying a set percentage of the
costs of care) or copayments (with the patient paying a set amount of the costs of
care).

Coinsurance serves three purposes. First, it raises additional funds from peo-
ple who use the most care (a true benefit tax), unlike the premiums or payroll
taxes, which are determined independently of the amount of care used. Second,
by imposing a cost at the time of use, coinsurance dampens demand. Evidence
from the RAND Health Insurance Experiment (Manning et al. 1987) shows that
copayments or coinsurance decrease demand for health care for most of the pop-
ulation, even when these payments are relatively small. Finally, coinsurance and
other user fees deliver payments directly to health care providers, rather than to
intermediaries. This may be a valuable feature in situations with high transac-
tion costs or weak insurer governance.

These functions of coinsurance may increase revenues, improve access to pro-
viders, or reduce costs, but the revenue, provider access, and forgone care are not
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distributed evenly across the population. Sicker individuals naturally use more
care and therefore pay more coinsurance. Since health and income are highly
correlated, the sick individuals are also more likely to be lower income.

Financing and Governance

Social insurance programs that tie benefits received to premiums paid should
help to contain the costs of the system. The degree to which social insurance
programs generate these governance advantages depends on the structure of the
financing system.

The more closely a financing system ties revenue received to benefits paid
out, the more likely is cost containment to emerge from the system. This logic
dictates the use of earmarked premiums that flow into multiple restricted pools.
Beneficiaries can compare premium rates (or payroll tax rates) for their pool to
those of other pools. Managers can be held accountable for high costs.

While the use of multiple pools and transparent financing generates gover-
nance advantages, it also has costs. Multiple pools are likely to differ in com-
position (especially over time). Higher-cost pools may not be less efficient in
procuring health care services—they may simply serve sicker populations.
A close connection between payments and benefits also makes redistribution
much more apparent and costly. Larger, more heterogeneous pools permit more
internal redistribution and avoid selection problems.

Cross-Subsidization/Risk Equalization within Social
Insurance Systems

A key function of insurance is the pooling of resources and risks across individ-
uals. Without enough healthy members, insurance pools, regardless of whether
they are public or private, cannot cover the costs of care for individuals who
get sick. In systems with multiple pools or plans, formal risk-equalization or
public reinsurance programs can help shift resources from healthier groups to
sicker groups.

Public insurance programs also have other redistributional goals. One likely
goal of a publicly established insurance system is to protect individuals who
cannot afford to cover the full cost of insurance themselves. Such redistribu-
tion requires pooling resources across incomes. Health insurance programs
that contain only sick and low-income individuals will be hard-pressed to be
self-sustaining.

Public insurance programs with mandatory participation cross-subsidize costs
from rich to poor. When public programs are not mandatory and superior private
alternatives exist, individuals with strong preferences for medical care and the
resources to exercise those preferences may exit the public program for the pri-
vate tier (Flood, Stabile, and Kontic 2005). Many jurisdictions with both public
and private insurance programs require tax contributions to the public program
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regardless of the level of participation in order to maintain cross-subsidization
across incomes.

Most public financing mechanisms cross-subsidize from young to old, from
individuals to families, and often from wealthy to poorer regions. However,
depending on the financing mechanism used and the extent of tax-based redis-
tribution, programs can have varying degrees of cross-subsidization. Payroll
taxes are levied only on people who work, thereby cross-subsidizing those who
do not work, and those with multiple dependents. Premiums generally vary by
dependent status (though not generally by age or region), but the difference in
premiums does not generally account for the difference in utilization. Thus, pub-
lic premium-based programs generate redistribution from the currently healthy
to the currently sick.

Implications of Economic Theory for Social Insurance Financing

Social insurance arrangements can operate almost like private insurance—using
premium financing, with premiums rising for coverage of dependents and with
revenues directed to multiple pools organized by region or industry. This type of
arrangement is economically efficient (and may even be a Pareto improvement),
has high accountability, and is likely to generate good governance. It will, how-
ever, generate very little redistribution.

Most systems are likely to use financing arrangements that incorporate an
additional degree of redistribution. Additional redistribution could come from
the social insurance financing mechanism (through a capped or open-ended
payroll tax) or through general revenue financing.

In most cases, a social insurance system, organized around the workplace,
offers the greatest benefits to formal sector employees and their dependents.
This group generally constitutes a relatively well-off segment of the total
population. Once a social insurance system is in place, the payroll tax (or
premiums) imposed on this population could be increased to progressively
finance additional redistribution.

A broad-based “social insurance” system can evolve into a national health
insurance system with payroll-tax financing. Since payroll taxes depend on a
narrower revenue base than more broad-based revenue sources, these arrange-
ments are likely to be inefficient. Thus, economic theory suggests that nar-
row social-insurance arrangements should eventually be supplemented with
general revenue (consumption or income) financing as the population cov-
ered broadens away from the formal sector labor market. Expanding the social
insurance system too broadly, however, will eliminate the efficiency and gov-
ernance gains that accrue to narrower social insurance arrangements. There
may be less of a check on health care spending and on the power of health care
provider interest groups once spending is no longer linked directly to payroll
tax rates.



990 Sherry Glied and Mark Stabile

NOTES

1. For an overview, see Hsiao and Shaw (2007).

2. The reduction in adverse selection that can be achieved through mandatory risk
pooling can also be accomplished through mandatory systems of side payments within
the context of a private health insurance system. Such risk equalization arrangements
cross-subsidize health insurance premiums from the healthy to the sick.
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CHAPTER 5

Binding Constraints on Public Funding:
Prospects for Creating “Fiscal Space”

Peter S. Heller

low-income countries (LICs) has been so prominent in the world’s policy

circles. Industrial governments have scaled up their aid for spending on
HIV/AIDS treatment and prevention programs; major foundations are providing
major financing of immunization and vaccination programs as well as research
efforts to develop vaccines and cures for pervasive LIC diseases; nongovernmen-
tal organizations (NGOs) have intensified their involvement in the delivery of
health services; and government leaders now speak to the worry of a global flu
pandemic. Overall spending in the health sector has increased dramatically in
some cases, and countries are now grappling with how to staff clinics, hospitals,
and vaccination programs. These efforts in the health sector are occurring in
the context of the wider global concern about the financial costs of meeting the
Millennium Development Goals (MDGs), since these will involve spending on
education, water, sanitation, and housing, as well as the physical infrastructure
needed to foster rapid economic growth.

In this environment, concerns have emerged as to how to find the fiscal
resources (or “fiscal space”) required to finance the required spending on health.
Will macroeconomic constraints prove an independent limiting factor on what
governments can spend? In what follows, I will try to clarify the issues that are
involved in the fiscal space debate—describing how fiscal space can be created,
indicating the macro- and microeconomic factors that may limit a government’s
capacity to expand health sector spending, and underscoring the importance of
budget sustainability as a factor that needs careful consideration as governments
elaborate scaling-up plans. I will use the cases of Malawi, Zambia, and Tanzania
to illustrate some of the issues involved.

N ever has there been a time when the visibility of the health problems of

WHAT ARE THE SOURCES OF “FISCAL SPACE™?

In the broadest sense, fiscal space can be defined as the capacity of government to
provide additional budgetary resources for a desired purpose without any preju-
dice to the sustainability of its financial position. The desire is to make addi-
tional resources available for some form of meritorious government spending (or
tax reduction). In principle, there are different ways in which a government can
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create fiscal space. Additional revenues can be raised through tax measures or by
strengthening tax administration.

Low-priority expenditures can be cut in order to make room for more desir-
able ones. Resources can be borrowed, either from domestic or from external
sources. Fiscal space may also be obtained if a government receives grants from
outside sources. And, finally, governments can use their ability to print money
to finance public programs.

Raising the revenue share in gross domestic product is an obvious option
for countries with low tax burdens. For LICs, raising the tax share to at least
15 percent of GDP should be seen as a minimum objective. Thus, in the case of Tan-
zania, with a tax ratio below 13 percent, some fiscal space from this source would
appear possible. But for countries that have higher tax burdens (for example,
Zambia and Malawi at 17 and 21 percent of GDP, respectively), further increases
may prove difficult. Often, raising the burden requires efforts to strengthen
tax administration or reduce politically popular exemptions, since tax rates are
already high (for example, in Malawi and Zambia, the value added tax [VAT] rate is
17.5 percent, and in Tanzania, it is even higher at 20 percent). Even the most
ambitious African countries have taken a number of years to raise their tax ratios
to GDP by several percentage points. Mobilization of revenues for earmarked
purposes (for example, earmarking gasoline excises to road maintenance pro-
grams) may be seen as an important vehicle for expanding fiscal space, but such
earmarking also creates rigidities. It could result in resources being made avail-
able for purposes which may be less critical for growth or poverty reduction than
other possible uses (for example, primary education or health care). Earmarking
may thus have the effect of crowding out other expenditures such that the fiscal
space that is created may, in net terms, be significantly reduced.

Reprioritization of expenditure, by reducing unproductive expenditures,
should be the first option for a government seeking to expand meritorious pro-
grams. In principal, this would appear appropriate for countries that already
have high spending ratios to GDP (for example, Malawi'’s spending ratio exceeds
40 percent of GDP and Zambia’s is above 25 percent of GDP). But finding such
fiscal space in this way is also difficult, as governments have significant shares of
the budget which are of a largely nondiscretionary character, for example, high
interest and wage bills. Reprioritizing expenditure may require a change in sub-
sidy programs, cutbacks in spending on defense and internal security, reduced
foreign travel or embassy expenses, and actions to address overstaffing or to
weed out ghost workers.

International Monetary Fund (IMF) programs often confront the dilemma
that overall wages and salaries of a government have reached an unsustainable
level, and yet there is a high return to employing additional staff in certain key
sectors, for example, education and health. In principle, this can be reconciled
through reduced spending on wages and salaries in nonkey sectors at the same
time as spending for critical policy programs is increased. In practice, realizing
such a strategy may prove politically difficult to implement quickly.
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Fiscal space can also be created by an increase in the efficiency with which ser-
vices are delivered or transfers targeted. Such strengthening would be appropri-
ate even in favored sectors (for example, rationalizing the approach to delivering
medical care). Policies that reduce corruption and improve governance also can
create fiscal space. In a similar vein, the donor community increasingly recog-
nizes the fiscal potential that can come from greater “alignment and harmoni-
zation” of donor resources. If external resources can be used more efficiently
(reducing donor conditionality, eliminating aid-tying, cutting administrative
overheads, achieving greater consistency in the meshing of donor spending in a
sector, and reducing the administrative overload imposed on recipient country
program managers), the more fiscal space can be created.

Government policies that foster significant improvements in the efficiency
through which it allocates resources may also facilitate higher and more effective
spending in both the public and private sectors. For example, if a government
can improve the quality of its own health services, households, even if required
to pay user fees, may be able to save resources by reducing spending on inefficient
private sector health providers. Conversely, not spending enough in a sector such
as health may weaken the sector to the extent that it would, in the future, be
costly and time consuming to “rebuild” it. Creating fiscal space by allowing cut-
backs in a sector may ultimately be more costly in fiscal space over time.

External grants can clearly provide fiscal space, in contrast to borrowing
(which implies the obligation for future debt-service payments). But a sustained
and predictable flow of grants is essential, since it reduces the uncertainty as to
whether the grant is simply of a one-time character and creates the potential
for a scaling-up of expenditure to be maintained in the future. Regrettably, few
donors now are willing to make external assistance commitments for more than
one or two years. Moreover, the experience of many countries is that grants can
prove highly volatile, as a consequence not only of donor decisions and bureau-
cratic processes but also due to policy slippages by recipient governments. Thus,
the fiscal space entailed by additional grants (or concessional loans) may be less
than is apparent on the surface.

Expanding programs that entail a “permanent” employment of workers is
subject to the risk that further assistance may not come or that the additional
fiscal space from any growth-engendered increase in domestic revenues is insuf-
ficient. It is risky for government policy makers to assume there is scope for an
easy downsizing of a program or cutbacks elsewhere. Temporary employment
contracts or the design of programs that may facilitate flexible downsizing may
be desirable, but they are often precluded by labor legislation or political econ-
omy pressures. Note the difficulties encountered by Zambia in transferring con-
tracts from the public service commission to hospital boards (a shift strongly
opposed by the public service union). Perhaps more relevant, when programs
are implemented that have high costs of downsizing (for example, antiretroviral
treatment of AIDS patients), finance officials may be cautious about exploiting
readily available, but only short-term, assistance.



94 Peter S. Heller

Some have argued that external grants and loans may also reduce the incen-
tive of governments to improve their revenue mobilization efforts and may cre-
ate dependency and rent-seeking effects within government bureaucracies (Gupta
et al. 2004 or Moss, Pettersson, and van de Walle 2006). Assessments of fiscal sus-
tainability necessarily must gauge such disincentive effects, particularly given
uncertainties on the long-term sustainability of external assistance inflows. In
effect, the fiscal space created in the short term may have a negative impact on
available fiscal space in the future if it reduces domestic resource mobilization
efforts.

Borrowing represents another option for the financing of additional expendi-
ture. But borrowing, whether domestic or external, implies the need to repay, thus
raising the question of whether the return on the expenditure justifies the cost of
borrowing, and perhaps even more relevant, whether the spending will enhance
future government revenues that can be used to finance the repayment of the loan.
Governments may borrow to finance an overall fiscal deficit, rather than a specific
project or expenditure program. But such borrowing must then be considered in
the context of an assessment of the overall sustainability of a government’s debt
obligations, in terms of its capacity to service interest and principal repayments.
Such assessments typically need to consider, among other things, an economy’s
prospective growth rate, its potential for exports and remittances, the prospective
interest rate environment, the elasticity of revenue to growth, the composition
of existing debt (in terms of interest rate, maturity, currencies of borrowing), and
the terms of any new debt being considered (IMF 2004) (that is, whether new
borrowing is on concessional or at market terms). Certainly, borrowing to finance
the recurrent cost of programs, particularly in the health sector, is unlikely to be a
reasonable strategy, since it would quickly build up the debt that would then need
to be serviced, generating an increased interest burden on the budget.

Domestic borrowing must be managed with particular care, since it can
quickly lead to government budgets’ being overburdened with debt-service
obligations. No possibility exists for such borrowing to be forgiven by external
donors through debt-cancellation initiatives. And, as can be illustrated in the
cases of Malawi and Zambia, thin domestic capital markets can quickly result in
high real interest rates that can prove a heavy burden on a government budget
in terms of debt service. Thus, in Malawi and Zambia, domestic debt as a share of
GDP has risen sharply in recent years to around 20-25 percent, which, in view of
the limited degree of monetization, has resulted in high interest rates of around
20 percent. In contrast, in Tanzania, domestic debt has halved in recent years,
with a concomitant drop in the treasury bill rate, thus creating fiscal space by
the reduction in the overall interest bill.

Printing money to finance additional government spending, that is, seignior-
age, offers only limited room for the creation of fiscal space and should be sub-
ordinated to the broader objectives of monetary policy, namely, the creation of
sufficient liquidity to support an economy’s real growth, preferably on a relatively
noninflationary basis. In the normal course of growth, seigniorage consistent
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with a modest single-digit rate of inflation, perhaps in the order of 0.5-1.0 per-
cent of GDDP, is created annually, with the associated resources flowing to the gov-
ernment, usually in the form of the profit remittances from the central bank (IMF
2005b). Some NGOs have advocated that higher rates of monetary creation, even
at the cost of higher inflation, should be explored as a mechanism for financing
increased health outlays. But there are dangers to this approach. Not only does
an inflation rate above 10-12 percent of GDP disproportionately hurt the poor
(because they are least able to adjust for the loss in their real income), but high
inflation is also a deterrent to efficient investment policies.! Except in situations
where inflation is being gradually brought down from hyperinflationary levels,
it would be unusual for the IMF to endorse a program that explicitly targets an
inflation rate above 10-12 percent. Thus, in the cases of Malawi and Zambia, the
task remains to bring inflation rates down to single digits.

ISSUES THAT ARISE IN THE CREATION OF “FISCAL SPACE”

The foregoing discussion merely lays out the possibilities for how fiscal space
can be created. But there are a number of issues that bear on the usability of the
resources thereby created.

The Role of Macroeconomic Constraints

Are there limits to the amount of grants and loans that a country can or should
absorb? The finance ministry and central bank must contend operationally with
judging the macroeconomic impact of higher grant flows on the exchange rate
(the so-called “Dutch Disease” concern that higher foreign exchange inflows
lead to an appreciation of the currency). The government’s financial authori-
ties may be wary about such an appreciation because of its adverse effect on
the competitiveness and profitability of export industries. Such an appraisal is
not easy, since the extent of the impact is affected by how the grants are used—
whether for imports or what economists call “nontraded” goods and services. In
this regard, these financial sector officials may have a different perspective than
a minister of education or health on the relative benefits of higher grant flows.
While the empirical evidence is mixed as to whether higher grants would lead
to an appreciation of the currency, two points are worth noting. First, many
countries act as if the Dutch Disease issue is a potential problem, as witnessed
by their efforts to use monetary policy tools to prevent a currency appreciation
(with adverse consequences in terms of domestic interest rates) (IMF 2005a).
Secondly, the likelihood of Dutch Disease problems can be minimized if grants
are used to finance the purchase of imports or for investments that relax key
bottlenecks, particularly in sectors where absorptive capacity constraints cannot
be easily overcome simply by imports. So it would be a mistake to assume that
higher external grants necessarily must create difficulties for a country’s export
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industry. Coherent and well-thought-out policies can address many potential
obstacles.

Moreover even if, with all best efforts, the Dutch Disease issue remains a rele-
vant concern, its consequences must be weighed against the long-term benefits of
the spending that can be financed by higher foreign aid inflows, namely, invest-
ments that address key deficiencies in human capital or physical infrastructural
bottlenecks that limit the capacity of a country’s economy to escape from a low-
level poverty trap. The short-to-medium cost of some erosion of competitiveness
may be thus worth accepting if the long-run benefits are large enough.

Fiscal Sustainability

Explicit in the definition of fiscal space is the link to the concept of fiscal sus-
tainability. This relates to the capacity of a government, at least in the future, to
finance its desired expenditure programs as well as service any debt obligations
(including those that may arise if the created fiscal space arises from government
borrowing).? This has a number of implications. First, it suggests that exploita-
tion of fiscal space requires a judgment that higher expenditure in the short
term, and any associated future expenditures, can be financed from current and
future revenues. If an expenditure project is debt financed, it should be assessed
in terms of its impact on the underlying growth rate or by its effect on a coun-
try’s capacity to generate the revenue needed to service that debt.

Secondly, the definition forces attention on the medium-term implications
of the spending programs for which fiscal space is created in a given year. Are
the expenditures for which fiscal space is created likely to be concentrated in the
immediate term? Or are the desired expenditures likely to require future expendi-
tures, in which case some fiscal space will be needed in the future as well? To illus-
trate, budgetary room could be made available in a given budget year to finance
a meritorious objective—say, a one-time training program for government civil
servants. Yet there are many types of government expenditures—particularly in
the health sector, where the initial spending will have implications for subsequent
spending on operations and maintenance that would require the availability of
future budgetary resources. In particular, for many of the programs for which fiscal
space is now being advocated in the health sector, the desire is for higher expendi-
tures that can be sustained over a long period of time, for example, antiretroviral
treatment programs for AIDS patients. In either case, it would be insufficient to
create fiscal space in the first year without ensuring the creation of similar fiscal
space in future years to cover these requirements.

Thirdly, this last point underscores that any consideration of fiscal space must
be made in the context of at least a medium-term expenditure framework that has
a comprehensive perspective on the government’s expenditure priorities. If there
is a possibility that the fiscal space that allows for today’s additional expenditure
will not be replicated in the future, governments may find that they are forced to
either underfund the new initiative or cut back on other expenditure programs
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in the future. Thus, fiscal space should not be seen strictly as an issue associ-
ated with a specific sector. It is necessary to assess the scope for higher spending
within the context of a comprehensive and forward-looking fiscal and budgetary
framework (Foster 2005; World Bank-WHO 2005). Governments have an obliga-
tion to weigh the relative merits of spending across different sectors, since initia-
tives in one sphere may ultimately have crowding-out effects on others.

Competition for Fiscal Space

A critical fact of life with regard to fiscal space is that there are multiple com-
petitors for it. And while there are many who advocate the exceptionality of the
health sector, there are others who would also attach a higher priority to invest-
ments that will facilitate rapid economic growth. Even those who are motivated
by health concerns recognize the importance of investments in water, sanita-
tion, agriculture, and other income-creating sectors. Also, in assessing the over-
all fiscal framework, a government must take account of the possibility that a
higher level of spending in a sector, even if financed from external grant flows,
may have ripple effects on spending in other sectors. Thus, an effort to improve
the financial compensation of health workers can create irresistible pressures for
wage increases in other parts of the public sector for which external grant flows
are not available. Finding the financial resources to fund these other programs
may bump against overall fiscal resource ceilings.

Absorptive Capacity, Governance, and Other Factors
Limiting the Exploitation of Fiscal Space

The issue is often raised of whether a government can “absorb” a higher level of
external resource inflows for spending in a sector. The term “absorptive capac-
ity” can be interpreted in many ways, extending to separate concerns ranging
from the availability of the required skilled workforce to deliver services, to the
availability of managerial staff to organize the scaling-up of programs, to the
existence of critical physical infrastructure, to the governance capacity of a gov-
ernment to use resources well, to the strength of public expenditure manage-
ment systems. Ultimately, these are less issues of fiscal space, and more ones of
the potential inefficiencies associated with a rapid scaling-up of expenditure,
and the implied reduced cost-effectiveness of such spending. But these various
factors may preclude the effective utilization of fiscal space, and may need to
be dealt with either before, or at least pari passu with, the efforts to scale up the
delivery of services.

The Impact of Sound Macroeconomic Policy Management

Fiscal space can also be created by the pursuit of consistent and effective macro-
economic policies. Some of the volatility in external assistance experienced by
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many countries has arisen from the failure to implement agreed macroeconomic
policy programs. This has resulted in a cessation of donor assistance, with the
effective cutbacks in fiscal space dramatically weakening a government’s ability
to maintain the financing of its level of services. Malawi and Zambia illustrate
this problem, where there was high volatility of grants during the period 1990-
2003 as a result of macroeconomic policy slippages.

The Effects of the 2005 Debt-Cancellation Initiative

A number of LICs will benefit from the effects of the 2005 G8 initiative in Glen-
eagles, Scotland, to cancel all debt obligations to the multilateral financial insti-
tutions. In the cases of Zambia, Malawi, and Tanzania, the nominal debt-to-GDP
ratios will fall sharply (from 65, 82, and 57 percent, respectively, to 10, 20, and
22 percent, respectively). Obviously, there will be some additional fiscal space
afforded and this is important, particularly because it is a permanent, predictable
stream of resources. But because much of the debt was already on concessional
terms, and because much of the debt service was “effectively” financed by new
loans from the multilateral agencies, the annual additional resources available on
a flow basis to these countries as a consequence of the debt-cancellation initia-
tive will not dramatically enhance the capacity of countries for new spending
programs.® This initiative will also significantly reduce the net present value of
existing debt relative to such economic aggregates as GDP, exports, or govern-
ment revenues.

Governments will now also have the opportunity to use the fiscal space for
creating fiscal infrastructure that can enhance growth prospects, achieve the
MDGs, and break out of poverty traps. But past experience with borrowing for
unproductive projects highlights the need for any new projects to be financed
by borrowing to be carefully appraised in order to ensure they realize high rates
of return. Otherwise, these LICs may quickly find their future borrowing capac-
ity to be once again compromised.

CONCLUDING REMARKS

Judgments on fiscal space are inherently country specific, requiring detailed
assessments of a government’s initial fiscal position, its revenue and expenditure
structure, the characteristics of its outstanding debt obligations, the underlying
structure of its economy, the prospects for enhanced external resource inflows,
and a perspective on the underlying external conditions facing an economy. The
basic message of this chapter is that, for most LICs, much of the fiscal space for
increased health spending, particularly in the short-to-medium term, is likely
to require external financing, with a strong preference for grants. This under-
scores the importance of greater predictability and longer-term financing by
donors if countries are to be enabled to expand employment comfortably in



Binding Constraints on Public Funding: Prospects for Creating “Fiscal Space” 99

the health sector. Competition for such fiscal space can be anticipated, as coun-
tries confront many urgent needs across sectors. While macroeconomic policy
constraints are unlikely to be encountered by expanded health sector programs
alone, such issues as inflation or the prospect of a real exchange rate apprecia-
tion may become relevant if higher aid levels enable a country to scale up spend-
ing programs across a wide range of sectors.

NOTES

ACKNOWLEDGMENT: Reprinted, with orthographic and stylistic changes, by permission of
Oxford University Press, from “The Prospects of Creating ‘Fiscal Space’ for the Health Sec-
tor,” Health Policy and Planning 21 (2)(2006): 75-79.

1. Moreover, as inflation increases, the likely fall in the demand for money actually
reduces the amount of fiscal space that can be created through seigniorage for any
given level of inflation.

2. In considering fiscal sustainability, it is necessary to consider issues of debt sustain-
ability (as noted earlier), the nature of a government’s expenditure structure in terms
of constructive budget obligations (continuing recurrent expenditures of high priority,
such as education, medical care, national security, and so on; implicit social insurance
obligations associated with civil service pensions, public pensions), a government’s
exposure to other contingent fiscal risks (for example, from government guarantees,
public-private partnerships), and the elasticity of government revenue to economic
growth (Baldacci and Fletcher 2003).

3. On average, relief of debt service to Zambia would amount to US$97 million a year,
about US$20 million a year more than the projected flow of budget support grants.
In Tanzania, the implementation of the initiative would save on average about US$80
million a year in government external debt-service payments, equivalent to about
10 percent of current annual grant inflows to the budget. In Mali, the average annual
debt-service savings through 2015 amount to about US$57 million, or about 1 percent
of GDP.
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CHAPTER 6

Universal Coverage: A Global Consensus

Guy Carrin, Inke Mathauer, Ke Xu, and David B. Evans

n 2005, the member states of the World Health Organization (WHO) adopted

a resolution encouraging countries to develop health financing systems capa-

ble of achieving or maintaining universal coverage of health services—where
all people have access to needed health services without the risk of severe finan-
cial consequences. In doing this, a major challenge for many countries will be to
move away from out-of-pocket payments, which are often used as an important
source of fund collection. Prepayment methods will need to be developed or
expanded but, in addition to questions of revenue collection, specific attention
will also have to be paid to pooling funds to spread risks and to enable their
efficient and equitable use. Developing prepayment mechanisms may take time,
depending on countries’ economic, social, and political contexts. Specific rules
for health financing policy will need to be developed, and implementing orga-
nizations will need to be tailored to the level that countries can support and
sustain. In this chapter a comprehensive framework is proposed, focusing on
health financing rules and organizations that can be used to support countries in
developing their health financing systems in the search for universal coverage.

INTRODUCTION

Out-of-pocket payments create financial barriers that prevent millions of people
each year from seeking and receiving needed health services (Preker, Langen-
brunner, and Jakab 2002; Hjortsberg 2003). In addition, many of those who do
seek and pay for health services are confronted with financial catastrophe and
impoverishment (Xu et al. 2003; Xu et al. 2005; Wagstaff and Van Doorslaer
2003). People who do not use health services at all, or who suffer financial catas-
trophe, are the extreme. Many others might forgo only some services, or suffer
less severe financial consequences imposed by user charges, but people every-
where, at all income levels, seek protection from the financial risks associated
with ill health.

A question facing all countries is how their health financing systems can achieve
or maintain universal coverage of health services. Recognizing this, in 2005 the
member states of WHO adopted a resolution encouraging countries to develop
health financing systems aimed at providing universal coverage (WHO 2005a).

101
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This was defined as securing access for all to appropriate promotive, preventive,
curative, and rehabilitative services at an affordable cost. Thus, universal coverage
incorporates two complementary dimensions in addition to financial risk protec-
tion: the extent of population coverage (who is covered) and the extent of health
service coverage (what is covered).

In some countries, it will take many years to achieve universal coverage
according to the above-mentioned dimensions. This chapter addresses a number
of key questions that countries need to address and considers how the responses
can be tailored to the specific country context. In addition, it highlights the
critical need to pay attention to the role of institutional arrangements and orga-
nizations in implementing universal coverage.

SHIFTING TO PREPAYMENT

A first important observation is that many of the world’s 1.3 billion people on
very low incomes still do not have access to effective and affordable drugs, sur-
geries, and other interventions because of weaknesses in the health financing
system (Preker, Langenbrunner, and Jakab 2002). Investigation of 116 recent
household expenditure surveys from 89 countries allowed calculations of the
consequences of paying for health services by those who do use them. Up to
13 percent of households face financial catastrophe in any given year because
of the charges associated with using health services, and up to 6 percent are
pushed below the poverty line. Extrapolating the results globally suggests that
around 44 million households suffer severe financial hardship and 25 million
are pushed into poverty each year simply because they need to use, and pay for,
health services (Xu et al. 2007). Households are considered to suffer financial
catastrophe if they spend more than 40 percent of their disposable income—the
income remaining after meeting basic food expenditure—on health services.
They are often forced to reduce expenditure on other essential items such as
housing, clothing, and the education of children to pay for health services.
Households are considered impoverished if health expenses push them below
the poverty line.

Inability to access health services, catastrophic expenditure, and impoverish-
ment are strongly associated with the extent to which countries rely on out-
of-pocket payments as a means of financing their health systems. These payments
generally take the form of fees for services (levied by public and/or private sector
providers), copayments where insurance does not cover the full cost of care, or
direct expenditure for self-treatment often for pharmaceuticals. A major chal-
lenge, therefore, to the achievement of universal coverage is finding ways to
move away from out-of-pocket payments toward some form of prepayment.
Solutions are complex, and countries’ economic, social, and political contexts
differ, moderating the nature and speed of development of prepayment mecha-
nisms (Mills 2007).
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POLICY NORMS IN HEALTH FINANCING

Health financing policy cannot, however, afford to focus solely on how to
raise revenues (WHO 2000). It requires concomitant attention to three health
financing functions and related specific policy norms (Kutzin 2001; Savedoff
and Carrin 2003; Carrin and James 2005b; Schieber et al. 2006): (1) revenue
collection, whereby financial contributions should be collected in sufficient
quantities, equitably and efficiently; (2) pooling of contributions so that costs of
accessing health services are shared and not met only by individuals at the time
they fall ill, thus ensuring financial accessibility; and (3) purchasing and/or pro-
vision, with contributions being used to purchase or to provide appropriate and
effective health interventions in the most efficient and equitable way. Efficiency
includes considering the type of services to fund and who should provide them.
In addition, and also anticipating the need for cost-containment measures, the
identification of an appropriate mix of provider payment methods is warranted.

Active consideration of the policy norms discussed above should steer the
development of a universal coverage policy. Some form of legislation or regula-
tion is generally needed to consolidate these norms. For example, revenue col-
lection legislation will usually specify the funds to be raised from taxes or from
health insurance contributions, if any vulnerable population groups are exempt,
and whether contributions vary by income. In pooling, norms establishing the
extent of solidarity are described showing who can benefit from the pooled
funds and when. The definition of a detailed health services benefits package
may be a response to the norm defined for purchasing, while ways of paying
providers will usually require some form of legal agreement.

KEY QUESTIONS

Before initiating reform, policymakers need to address four questions:
e Do political will and stewardship exist?

e Should payment be tax based or covered by health insurance?

e How can we pay?

e How long will reform take?

Do Political Will and Stewardship Exist?

Before a reform toward universal coverage can be initiated, governments need to
have the political will and the capacity to exercise good stewardship. Most will
also need to consider the extent of diverse preferences within their society. An
important case of stewardship is from the Republic of Korea, where it has been
suggested that universal coverage implementation benefited from the strong
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leadership of President Park Jung-Hee in 1977 (Yang and Holst 2007). Thailand is
an example of political stewardship that was helped by popular support. A net-
work of civic groups pushed for the introduction of a universal coverage policy.
After the elections of January 2001, a policy was introduced that rapidly ensured
coverage of the entire population, although this was but the last step of a pro-
cess that had begun in 1975 with the establishment of free health services for
low-income people (WHO 2005b). Some Sub-Saharan African countries are also
moving toward universal coverage, including Zambia, whose president declared
the abolition of user fees in rural health facilities in April 2006 (MOH, Zambia
2006). Prepayment of health services is being enhanced there due to an increase
in government funding supported by external donors. Other countries use an
alternative path. For example, Ghana has passed a health insurance law (NHIS,
Ghana 2003), and Lesotho has explored the feasibility of social health insurance
reform (Mathauer et al. 2007). Kenya’s National Hospital Insurance Fund has
been examining ways of extending coverage to the informal sector (Mathauer,
Schmidt, and Wenyaa 2008), requiring strong political will and stewardship.

Tax-Based or Social Health Insurance?

Often the initial discussions revolve around these two broad choices that, in
fact, have a number of common features. Prepayments are compulsory and are
generally set according to income. All people make payments (through taxes or
through contributions) whether they are sick or not, although people on very
low incomes or other vulnerable groups might be exempt. People at low risk are
not allowed to opt out although they might be able to take out insurance cover-
age for services that are not included in the tax or social health insurance funded
packages. All people who are sick can draw from the pooled funds, thereby
spreading the financial risks of ill health.

In both types of systems, there are substantial differences across countries
in the institutional and organizational arrangements used to ensure funds are
raised, pooled, and used to purchase or provide services. It is the combination of
institutional arrangements and legislation relating to revenue collection, pool-
ing, and purchasing/provision that determines how equitable and efficient a sys-
tem is, rather than the name that is used to describe it. In fact, the authors have
been unable to find evidence that implementation of universal coverage either
via tax-based funding or social health insurance is more important to the final
outcome (Xu et al. 2007; Carrin et al. 2004).

How Can We Pay?

Many low-income countries are unlikely to be able to finance universal cov-
erage from domestic sources in the short to medium term. In 2003, 48 of 59
low-income countries spent less than US$30 per capita on health. This includes
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the expenditure derived from external assistance. In 12 of these countries, total
health expenditure was less than US$10 per capita. Even a very basic set of ser-
vices for prevention and treatment would cost in excess of US$34 per year at
year 2000 prices (Commission on Macroeconomics and Health 2002).

In most countries with low levels of spending, the bulk of government health
expenditure is derived from taxes of various types. Tax-financed domestic financ-
ing would have to remain prominent, even if they chose to develop a universal
health insurance scheme. In the feasibility analysis of social health insurance in
Kenya and Lesotho, for example, maintaining government subsidies was seen
as imperative, given that contributions from the formal sector were not able
to fully cross-subsidize the informal sector and the poor (Mathauer et al. 2007;
Carrin et al. 2007). External donor funding will also be needed to supplement
the resources that can be raised domestically. Indeed, if universal coverage is to
be achieved, substantial increases, with improved predictability, are still needed
in external funding.

How Long Will Reform Take?

International evidence shows that most reforms toward universal coverage have
been gradual. Social health insurance systems, for example, usually start by cov-
ering formal sector employees and slowly expand to other population groups,
often starting with employees’ dependents. In most European countries that
have achieved universal coverage, the transition took place over many decades,
often taking more than 50 years (Barnighausen and Sauerborn 2000; Carrin and
James 2005a). More recently, in Costa Rica, the Republic of Korea, and Thailand,
reform took between 20 and 30 years.

During the transition process, population coverage often remains incom-
plete and sometimes may even become more unequal, with the poorest groups
the least likely to be protected and often the last to benefit from extended
coverage. It is here that existing community, cooperative, and enterprise-based
health insurance, as well as other forms of private health insurance, might
have a role to play, protecting as many people as possible (Jacobs et al. 2008).
Such forms of protection will coexist with compulsory health insurance cover-
age for particular population groups and with other forms of tax-based fund-
ing for particular types of health interventions (for example, prevention and
promotion) or for particular population groups (for example, self-employed
people and those on very low incomes). Eventually, however, the various forms
of health insurance and tax-based funding need to be combined, although this
last step can be difficult to achieve if some population groups have better cov-
erage during the transition than others. Figure 6.1 illustrates some of the key
health financing options at different stages of the evolution toward universal
coverage. Detailed standard paths and timelines for universal coverage, how-
ever, are difficult to prescribe.
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FIGURE 6.1 Key Health Financing Options at Different Stages of the Evolution toward Universal
Coverage
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Source: Carrin, James, and Evans 2005.

FACTORS TO CONSIDER

Countries at various stages of economic development and in different social and
political contexts have diverse problems and require tailored solutions. Health
financing options will be shaped by what countries can sustain. Economic con-
straints linked to the general state and structure of the economy as well as the
size and skill distribution of the labor force will be important to consider, the
latter also influencing a country’s ability to administer the process. For example,
managing a financing system capable of delivering universal coverage requires
capacities in accountancy, actuarial analysis, banking, and information process-
ing. The whole process of health financing reform also needs to be monitored
and guided, a task that falls naturally on the government. This imposes costs
associated with the task of monitoring the process and enforcement of legisla-
tion for health financing policy (North 1990).

Broad policy norms and values, which may also be relevant beyond health
financing, also codetermine the nature of the implementing organizations and
their required tasks. First, it may be stipulated that communities at village or dis-
trict level be given a voice in health financing. This may then explain the estab-
lishment of community-based health insurance schemes in a voluntary setting
or the existence of district-level mutual health insurance funds in a compulsory
framework. Second, the extent of private sector involvement in the three health
financing functions must be decided and appropriate legislation developed.
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In India, for example, formal insurance companies are required to expand their
activities to the rural and social sectors so that the private sector also offers
insurance coverage to parts of the low-income population (Ahuja and Guha-
Khasnobis 2005).

Third, the degree of solidarity that can be achieved in health financing is an
important factor. An effective system of financial protection for the population
as a whole requires a significant amount of cross-subsidization, both from rich
to poor and from people at low risk of illness (for example, the young) to people
at higher risk (for example, the elderly). Cross-subsidization must be greater, the
broader the extent of income inequality in a country, and each country needs
to define the appropriate level of solidarity for its own setting. This will have
an important impact on the type of organizations that are developed and their
tasks. Smaller, geographically based insurance pools allow for more local auton-
omy but involve less risk pooling across the country as a whole. More extensive
pooling arrangements may be established along with an increased acceptance of
risk sharing across society’s population groups. Finally, health financing policy
toward universal coverage is not isolated from national politics, pressure groups,
and lobbies. Governments have an important role to play in interacting with
stakeholders and guiding the overall public interest as health financing systems
develop (Saltman and Ferroussier-Davis 2000). Nevertheless, it is also this politi-
cal pressure from civil society that may stimulate governments to manifest politi-
cal will and to exercise good stewardship.

TOWARD A COMPREHENSIVE FRAMEWORK

Achievement of the goal of universal coverage is contingent on the underlying
institutional design of the three health financing functions (collection, pool-
ing, and purchasing/provision). The authors propose to integrate the concept of
institutional design into a conceptual framework for assessing health financing
system reform toward universal coverage. As conceptualized by North (1990),
institutions can be understood as “the rules of the game” that guide human and
organizational interaction. These rules are the specification of the three health
financing functions, as found in legislation and regulations; they are expected to
reflect the specific and broad policy norms and values referred to earlier in this
chapter.

However, the existence of appropriate rules will not be sufficient to ensure high
performance of the health financing system and the attainment or maintenance
of universal coverage. Equally important is the way these rules are implemented
by organizations, that is, how these rules are carried out and put into practice.
Organizations involved in the health financing functions of revenue collection,
pooling, and purchasing as well as stewardship may include political bodies (for
example, Ministry of Health, regulatory agencies), economic bodies (for example,
private health insurance, cooperatives), social bodies (for example, social health
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insurance agencies, faith-based organizations), and educational bodies (for exam-
ple, training centers) (North 1990).

Rules and organizations are very much interconnected. In fact, the established
rules can restrain or induce people and organizations to do certain things. In
other words, rules set incentives and disincentives and as such influence behav-
ior of organizations and individuals and ultimately the outcomes of organiza-
tional activities. In many instances, the prevailing rules in a health financing
system may not represent the most efficient institutional design to achieve or
maintain universal coverage. Hence, when countries seek to move toward uni-
versal coverage, there are many explicit institutional design choices to be made,
far beyond the question of whether a predominantly tax-based system, social
health insurance, or a mixed system is preferred. Table 6.1 illustrates some of the
possible rules and organizations that may specify a country’s health financing

functions and norms in revenue collection, pooling, and purchasing.

TABLE 6.1
Type of rule

Legislation and other regulatory provisions of rules

Rules and Organizations That May Influence a Country’s Health Financing Functions

Organizations

Revenue collection
Taxation rules
SHI contribution rules

Membership/
registration rules

MOH schedule of
user fees

Pooling

Pooling across MOH
and SHI fund

Risk equalization
rules among SHI
funds

Pooling within the
SHI scheme
Purchasing

SHI rules on
purchasing

SHI rules on type
and rate of provider
remuneration

Income tax rates range from 15 to 40 percent.

6 percent contribution rates to be shared 50-50
by employer/employee; informal sector workers
with an annual household income of more than
US$1,200 pay a flat yearly amount of US$40.

All formal sector employees and civil servants are
mandatory members of the SHI scheme; informal
sector workers can join voluntarily in a group of
more than 20 workers in the same professional
area.

The noninsured pay the established user fees at
public and private health facilities.

1 percent of SHI income is transferred to the MOH
to subsidize services rendered to the uninsured.

Additional resources are provided to SHI funds
with high health risk by those SHI funds with low
health risks, based on a specific risk-adjustment
formula.

Contribution rates are income related and not risk
related; access is based on need.

The SHI can purchase from both public and private
facilities; the SHI must contract all facilities that
meet the accreditation standards.

The SHI remunerates providers on the basis of
a case-payment, with predefined rates that vary
according to the facility level.

MOF or revenue-collection authority

For payroll deductions: SHI fund and
MOF

For informal sector: NGOs, district
authorities, microfinance institutions

SHI fund/registration department;
NGOs involved in outreach activities

Public and private health service
providers

MOH, MOF, SHI fund

Risk-equalization agency

SHI fund

SHI fund/contracts department, health
providers associations or health
providers, accreditation agency

SHI fund/remuneration department,
health providers

(continued)
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TABLE 6.1
(continued)

Type of rule

Legislation and other regulatory provisions of rules

Rules and Organizations That May Influence a Country’s Health Financing Functions

Organizations

MOH rules on type
and rate of provider
remuneration

Rule on MOH benefits
package

Rule on benefits
package definition
of MOH

MOH allocates global budgets to subnational
levels based on rational criteria (population
characteristics, epidemiological profile, poverty
rates within that subnational unit).

MOH provides an essential health services
package with services at the primary, secondary,
and tertiary levels.

Services are included based on cost-effectiveness,
analysis results, and considerations of disease
burden equity. The benefits package is reviewed
every two years.

MOH, subnational MOH units such as
health districts, MOF

MOH

MOH or a national benefits package
committee

Source: Authors.

Note: MOF = Ministry of Finance; MOH = Ministry of Health; NGO = nongovernmental organization; SHI = social health insurance.

FIGURE6.2 Basic Components of the Framework to Guide Health Financing System Reform
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Ultimately, it is the combination of specific rules in revenue collection, pool-
ing, and purchasing, as well as the effectiveness of organizations in implementa-
tion, that will determine the efficiency and equity of a health financing system.
However, before the rules and organizational arrangements can be optimized, it
is necessary to assess and understand the existing situation. WHO is developing
a framework for doing this, building on North’s (1990) concept of institutions
and rules and some of the applications that have already been made in the area
of health and social protection (Mathauer 2001, 2004). Figure 6.2 outlines
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the fundamentals of this framework; it focuses on the rules and organizational
arrangements currently in force, either explicitly or implicitly, and assesses how
they contribute to or detract from the achievement of universal coverage. This
forms the basis of plans to modify rules and organizations or to introduce new
ones. An example of this framework’s application can be found in Mathauer,
Cavagnero, and Vivas (2008); Mathauer et al. (2009); and Antunes et al. (2009).

CONCLUSION

The WHO member states have endorsed universal coverage as an important goal
for the development of health financing systems but, to achieve this long-term
solution, flexible short-term responses are needed. There is no universal formula.
Indeed, for many countries, it will take years to achieve universal coverage, and
the path is complex. The responses each country takes will be determined partly
by their own histories and the way their health financing systems have devel-
oped to date, as well as by social preferences relating to concepts of solidarity.

Formulating and implementing health policy toward universal coverage
require a multitude of interrelated decisions. The proposed framework links the
overall policy goal of universal coverage to the nuts and bolts of health financ-
ing policy—the rules and organizational arrangements. This framework can help
countries undertake the detailed institutional-organizational analysis required
to assess the need for different kinds of change. This assessment should consider
fund collection, pooling, and purchasing/provision separately and should also
consider the links between the three functions. This will enable a clear assess-
ment of what rules need to be modified or developed and where organizational
capacity should be strengthened.

NOTE
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the World Health Organization 86 (11): 857-63, November 2008, under the title “Universal
Coverage of Health Services: Tailoring Its Implementation.”

REFERENCES

Ahuja, R., and B. Guha-Khasnobis. 2005. “Micro-Insurance in India: Trends and Strategies
for Further Extension.” Working Paper 162, Indian Council for Research on Interna-
tional Economic Relations, New Delhi.

Antunes, A., P. Saksena, R. Elovainio, et al. 2009. Review and Institutional Analysis of the
Rwandan Health Financing System. Geneva and Kigali: WHO, Department of Health Sys-
tems Financing, and Ministry of Health, Rwanda.



Universal Coverage: A Global Consensus 111

Barnighausen, T., and R. Sauerborn. 2000. “One Hundred and Eighteen Years of the Ger-
man Health Insurance System: Are There Any Lessons for Middle- and Low-Income
Countries?” Social Science in Medicine 54: 1559-87.

Carrin, G., and C. James. 2005a. “Social Health Insurance: Key Factors Affecting the Tran-
sition towards Universal Coverage.” International Social Security Review 58: 45-64.

. 2005b. “Key Performance Indicators for the Implementation of Social Health
Insurance.” Applied Health Economics and Health Policy 4: 15-22.

Carrin, G., C. James, M. Adelhardt, O. Doetinchem, P. Eriki, M. Hassan, H. van den Hom-
bergh, J. Kirigia, B. Koemm, R. Korte, R. Krech et al. 2007. “Health Financing Reform
in Kenya: Assessing the Social Health Insurance Proposal.” South African Medical Journal
97: 130-35.

Carrin, G., C. James, and D. Evans. 2005. “Achieving Universal Health Coverage: Develop-
ing the Health Financing System.” Technical Briefs for Policy-Makers, WHO, Geneva.

Carrin G., R. Zeramdini, P. Musgrove, J.-P. Poullier, N. Valentine, and K. Xu. 2004. “The
Impact of the Degree of Risk-Sharing in Health Financing on Health System Attainment.”
In Health Financing for Poor People, ed. A.S. Preker and G. Carrin, 397-416. Washington,
DC: World Bank.

Commission on Macroeconomics and Health. 2002. Macroeconomics and Health: Investing
in Health for Economic Development. Report of the Commission on Macroeconomics and
Health. Geneva: WHO.

Hjortsberg, C. 2003. “Why Do the Sick Not Utilise Health Care? The Case of Zambia.”
Health Economics 12: 755-70.

Jacobs, B., M. Bigdeli, M. van Pelt, P. Ir, C. Salze, and B. Criel. 2008. “Bridging Community-
Based Health Insurance and Social Protection for Health Care—A Step in the Direction
of Universal Coverage?” Tropical Medicine & International Health 13: 140-43.

Kutzin, J. 2001. “A Descriptive Framework for Country-Level Analysis of Health Care
Financing Arrangements.” Health Policy 56: 171-204.

Mathauer, I. 2001. Institutional Analysis Toolkit for Nutrition Programs: Institutional Assessment,
Institutional Design, Institutional Capacity Strengthening. Washington, DC: World Bank.

. 2004. “Institutional Analysis Toolkit for Safety Net Interventions.” Social Protec-
tion Discussion Series, no. 0418, World Bank, Washington, DC.

Mathauer, I., E. Cavagnero, and G. Vivas. 2008. Evaluacion institucional del sistema de finan-
ciamiento de salud nicaragiiense. Geneva and Washington, DC: WHO and Pan American
Health Organization.

Mathauer I., O. Doetinchem, J. Kirigia, and G. Carrin. 2007. “Feasibility Assessment and
Financial Projection Results for a Social Health Insurance Scheme in Lesotho.” WHO,
Geneva.

Mathauer, I., J.-O. Schmidt, and M. Wenyaa. 2008. “Extending Social Health Insurance to
the Informal Sector in Kenya: An Assessment of Factors Affecting Demand.” Interna-
tional Journal of Health Planning and Management 23: 51-68.

Mathauer, I., K. Xu, G. Carrin, and D.B. Evans. 2009. “An Analysis of the Health Financing
System of the Republic of Korea and Options to Strengthen Health Financing Perfor-
mance.” WHO, Department of Health Systems Financing, Geneva.



112 Guy Carrin, Inke Mathauer, Ke Xu, and David B. Evans

Mills, A. 2007. “Strategies to Achieve Universal Coverage: Are There Lessons from Middle-
Income Countries?” Literature review commissioned by the Health Systems Knowledge
Network, Commission on the Social Determinants of Health, WHO, Geneva.

MOH (Ministry of Health), Zambia. 2006. “Guidelines on Removal of User Fees in Public
Health Facilities in Zambia.” Lusaka, MOH.

NHIS (National Health Insurance Scheme), Ghana. 2003. National Health Insurance Law,
Act 650. Parliament of Ghana, Accra. http://www.parliament.gh/files/imce/National_
Health_Insurance_Act__2003.pdf (accessed September 26, 2008).

North, D.C. 1990. Institutions, Institutional Change, and Economic Performance. Cambridge,
UK: Cambridge University Press.

Preker, A.S., J. Langenbrunner, and M. Jakab. 2002. “Rich-Poor Differences in Health Care
Financing.” In Social Reinsurance: A New Approach to Sustainable Community Health Care
Financing, ed. A.S. Preker and D.M. Dror, 21-36. Washington, DC: World Bank.

Saltman, R.B., and O. Ferroussier-Davis. 2000. “The Concept of Stewardship in Health
Policy.” Bulletin of the World Health Organization 78: 732-39.

Savedoff, W., and G. Carrin. 2003. “Developing Health Financing Policies.” In Health Sys-
tem Performance Assessment: Debates, Methods and Empiricism. Geneva: WHO.

Schieber, G., C. Baeza, D. Kress, and M. Maier. 2006. “Health Financing Systems in the
21st Century.” In Disease Control Priorities in Developing Countries, ed. D. Jamison,
J. Breman, A. Measham, G. Alleyne, M. Claeson, D. Evans et al.,, 225-42. 2nd ed.
New York: Oxford University Press.

Wagstaff, A., and E. Van Doorslaer. 2003. “Catastrophe and Impoverishment in Paying for
Health Care: With Applications to Vietnam 1993-1998.” Health Economics 12: 921-34.

WHO (World Health Organization). 2000. The World Health Report 2000: Health Systems:
Improving Performance. Geneva: WHO.

. 2005a. Sustainable Health Financing, Universal Coverage and Social Health Insurance.
Geneva: WHO.

. 2005b. “Social Health Insurance: Selected Case Studies from Asia and the Pacific.”
New Delhi and Manila: WHO Regional Offices for the Western Pacific and for South-
East Asia.

Xu, K., D. Evans, G. Carrin, and A.M. Aguilar-Rivera. 2005. “Designing Health Financing
Systems to Reduce Catastrophic Health Expenditure.” Technical briefs for policy-
makers 2, WHO, Geneva.

Xu, K., D. Evans, G. Carrin, A.M. Aguilar-Rivera, P. Musgrove, and T. Evans. 2007. “Protect-
ing Households from Catastrophic Health Spending.” Health Affairs 26: 972-83.

Xu, K., D. Evans, K. Kawabata, R. Zeramdini, J. Klavus, and C. Murray. 2003. “Household
Catastrophic Health Expenditure: A Multicountry Analysis.” Lancet 362: 111-17.

Yang, B., and J. Holst. 2007. “Implementation of Health Insurance in Developing Coun-
tries: Experience from Selected Asian Countries.” In Extending Social Protection in
Health, ed. ]J. Holst and A. Brandrup-Lukanow, 158-67. Eschborn, Germany: Deutsche
Gesellschaft fiir Technische Zusammenarbeit (GTZ).


http://www.parliament.gh/files/imce/National_Health_Insurance_Act__2003.pdf
http://www.parliament.gh/files/imce/National_Health_Insurance_Act__2003.pdf

PART 2

From Theory to Practice: Evidence
From the Ground

10.

1.

12.

13.

14.

The French Connection in Francophone Africa
Yohana Dukhan, Alexander S. Preker, and Frangois Diop

“Big-Bang” Reforms in Anglophone Africa
Caroline Ly, Yohana Dukhan, Frank G. Feeley, Alexander S. Preker, and Chris Atim

Moving from Intent to Action in the Middle East and North Africa
Bjorn O. Ekman and Heba A. Elgazzar

One-Step, Two-Step Tango in Latin America and the Caribbean
Ricardo Bitrdn

Orient Express in South, East, and Pacific Asia
William C. Hsiao, Alexis Medina, Caroline Ly, and Yohana Dukhan

Bismarck'’s Unfinished Business in Western Europe
Hans Maarse, Alexander S. Preker, Marianne E. Lindner, and Onno P. Schellekens

From Cradle to Grave in the United Kingdom, Canada, Australia, and Elsewhere
Alexander S. Preker and Mark C. Bassett

Great Post-Communist Experiment in Eastern Europe and Central Asia
Adam Wagstaff and Rodrigo Moreno-Serra






CHAPTER 7

The French Connection in Francophone Africa

Yohana Dukhan, Alexander S. Preker, and Frangois Diop

ing in Francophone Sub-Saharan African (FSSA) countries are described in

this chapter. The economic, social, political, and institutional factors that
have hampered the development of health insurance are examined, together
with its future prospects. Comparative analyses of different options tested in
these countries (public and private financing, mandatory and voluntary insur-
ance) are also presented in the hope of contributing to the growth of a more
insurance-based financing system.

The development and current status of health insurance and health financ-

INTRODUCTION

Health system financing in FSSA and other low-income countries has been char-
acterized by three major trends over the last 30 years.

In the first phase until the 1980s, health care was free and publicly funded and
delivered. Public social security systems developed in most countries between
the 1950s and 1970s, but few of them specifically covered sickness because
health care was already free. Sometimes special provisions were made for fam-
ily and work injury care but under very specific conditions. Hence, free health
care did not constitute an enabling environment for the development of health
insurance. Beginning in the 1980s, budgetary and macroeconomic difficulties
confronted governments with growing problems of financing, declining quality
of care, mounting inequality in coverage, and proliferating informal payments.
There were no arrangements to make health care available to the poorest people
(Audibert, Mathonnat, and de Roodenbeke 2003).

The second trend, cost recovery (resulting from the Bamako Initiative of
1987), led to user participation in the cost of care. Direct payments by users were
to provide health care facilities with additional resources (to cover all or part
of operating costs), complementing budgetary allocations. These resources were
to be managed at the local level and by the community, in concert with health
care personnel. It was expected that health care centers would operate more effi-
ciently and that the quality of care would improve. However, the problem of
access to care for the poorest persisted: the issues surrounding access to care were
not adequately addressed.

Finally, the third trend, which surfaced in the 1990s, emphasized the devel-
opment of insurance instruments to protect individuals against health risks
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by pooling resources, to mobilize additional resources for the health sector,
and to improve the efficiency and quality of care through formal contractual
arrangements.

Figure 7.1 shows the main trends in health financing, institutional frame-
works, and health coverage since the Independence period in Francophone
Africa. It shows that insurance-type mechanisms have emerged fairly recently in
Francophone Africa. Two major groups of mechanisms have been tested: man-
datory health insurance (MHI) systems and community-based voluntary health
insurance (VHI) (mutual health organizations [MHOs] and similar systems).
Despite recent MHI reforms in some countries (Cote d’'Ivoire, Mali, Rwanda) and
movements to extend the mutualist trend in other countries (Mali, Rwanda, Sen-
egal), health insurance coverage remains sparse, and its contribution to financ-
ing weak, in the subregion.

Even if experience in developed countries shows that the development
of health insurance is a very long process, the literature tends to highlight
major economic, social, political, and institutional cultural constraints that
account for the low level of implantation and the relatively slow development
of health insurance systems in developing countries (Letourmy 2003, 2005;
Carrin 2002; Ensor 1999; Griffin and Shaw 1996).

CURRENT STATUS OF HEALTH FINANCING AND HEALTH INSURANCE

The current health financing and health insurance situation in 18 FSSA coun-
tries' is summarized in this section. These countries share a common history
marked by French and Belgian colonial influences and French as the national
language. This section shows the heterogeneity among countries in patterns of
scaling up health financing and health insurance, also reflected in differences in
demographic, social, and economic characteristics (annex table 7A.1).

Health Financing

Public and private health expenditure amounted to US$8.2 billion in FSSA in
2009, an average per capita expenditure of US$35 and a median of US$30. Within
the subregion, per capita spending on health varied considerably between the
Democratic Republic of Congo, the lowest (US$16), and the Republic of Congo,
the highest (US$70). Generally, this spending is below the US$34 threshold rec-
ommended by the Commission on Macroeconomics and Health (CMH) as neces-
sary to provide people with essential health services (CMH 2001). Only Burkina
Faso, Cameroon, Chad, the Republic of Congo, Cote d’'Ivoire, Mali, Rwanda, and
Senegal attained the CMH threshold in 2009 (table 7.1).

More than half of the low expenditure is privately financed (average
55 percent). Direct payment by users at the time of service accounts for more than
90 percent of private health expenditure in three quarters of the countries studied.
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FIGURE 7.1 Health Insurance and Health Coverage in Francophone Sub-Saharan Africa, 1950 to Present
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TABLE7.1 Health Expenditure in Francophone Sub-Saharan Africa, 2009

FPublic health
Total health Out-of-pocket  Social security — Private prepaid  External health — expenditure
GDP/eapita  expenditure/capita Total health FPublic health spending  health expenditure  health plans expenditure (% total public

Country (current US$) (current US$) expenditure (% GDP)  expenditure (% THE) (% THE) (% THE) (% THE) (% THE) expenditure)
Benin 744.9 31.9 42 55.2 41.6 0.3 33 22.6 8.5
Burkina Faso 516.7 38.1 6.4 61.7 35.6 02 1.3 219 16.3
Burundi 159.6 19.8 13.1 46.0 34.9 7.5 0.1 44.2 118
Cameroon 1,136.5 60.6 5.0 271 68.9 1.3 — 8.2 78
Central African

Republic 453.6 19.3 43 38.7 58.3 — — 40.4 11.0
Chad 610.3 41.8 7.0 55.2 43.3 — 0.1 6.9 138
Comoros 832.6 27.8 34 61.6 384 0 0 15.3 8.0
Congo, Dem. Rep. 160.2 15.6 2.0 239 374 0 0.1 35.8 53
Congo, Rep. 2,600.9 70.1 30 53.8 46.2 0 — 7.2 5.1

Cote d'Ivoire 1,105.8 56.5 52 20.7 78.4 — 1.0 10.4 1.7
Guinea 407.5 18.8 5.7 15.2 84.3 0.2 0 15.6 43
Madagascar 461.2 18.0 41 67.1 22.3 — 5.0 28.3 15.1

Mali 691.6 384 5.6 47.9 51.8 — 0.3 25.6 9.3
Mauritania 921.0 219 25 62.6 374 0 0 25.6 49
Niger 352.1 209 6.1 57.6 40.8 0.7 14 32.6 14.5
Rwanda 506.5 48.2 9.0 43.2 252 20 5.8 53.2 16.8
Senegal 1,023.0 58.9 5.7 55.6 349 2.3 79 14.0 116
Togo 4313 27.3 55 239 64.1 37 33 18.5 6.4
Average 7286 345 5.4 454 46.9 1.0 1.6 23.7 96
Median 563.5 299 5.4 50.9 412 0.1 0.2 22.3 89

Sources: WHQO National Health Accounts 2011a; World Bank World Development Indicators 2010.

Note: — = not available; THE = total health expenditure. Private health expenditure is broken down into direct payments, contributions to prepayment systems and risk sharing, and expenditures by
nongovernmental organizations (NGOs). NGO expenditures are not presented in this table. This explains why the sum of public expenditure, direct payments, and insurance is not equal to 100 percent in some
countries.
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For one tier of the country sample (Cameroon, the Central African Republic,
Cote d'Ivoire, Guinea, Mali, and Togo), they even exceed 50 percent of total
health expenditure (THE) for the sector, reflecting the thin financial protection
of individuals against health risks, with potentially disastrous consequences for
the poorest. Moreover, in most cases, these revenues do not accrue to the public
health sector. Poor quality of care in the public sector as well as household health
care preferences (traditional medicine, self-medication) account in part for the
volume of private financing outside the public sector.

These figures also confirm the low contribution of insurance to funding the
sector. Insurance expenditure accounts for no more than 4 percent of total
expenditure except in Madagascar, Rwanda, and Senegal, where insurance
amounts to between 6 and 8 percent. Nevertheless, these data have to be
interpreted cautiously. The national authorities are not always familiar with the
units and ratios of health expenditure, and information is not available in many
countries.

Finally, the share of public financing in total health financing is relatively low
(45 percent on average). The wide disparity in the countries surveyed is note-
worthy, even if it does not seem to be related to revenue levels in the countries.
In some very low-income countries (Burkina Faso, Madagascar, Niger), public
funding is significant (more than 50 percent of total health expenditure), but
much lower in higher-income countries (Cameroon, Cote d’'Ivoire, Senegal). In
general, the low level of public financing is explained in part by governments’
insufficient commitment to the health sector. In 2009, according to National
Health Accounts (WHO 2011a), only Burkina Faso, Madagascar, and Rwanda?®
attained the Abuja target of allocating 15 percent of the state budget to health.

Finally, several countries are highly dependent on external aid, which for some
of them covers up to 50 percent of their total health expenditure. With such heavy
dependence on external aid, aid volatility and disbursement unpredictability are
serious problems (Celasun and Walliser 2008).

This was already the setting when the discussions on expanding insurance-
type arrangements in Africa began in the 1990s. The development of health
insurance is a promising way of financing health care because it is supposed
to not only mobilize additional resources but also promote efficiency through
the pooling of resources, reduce the number of cases in which lack of cash
poses a barrier to health care access, stimulate demand, and reduce inequality,
with resources being redistributed under coverage of contributions. The
quality of health care is also expected to improve as the payer puts pressure
on suppliers. However, after a decade of attempts to enlarge mandatory or
optional insurance arrangements, health insurance does not seem yet to have
significantly facilitated health financing; its contribution to total financing
remains extremely low.

The same observation can be made for access to care and health coverage.
Current arrangements and ongoing reforms in some countries are reviewed in
the next two subsections.
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Medical Coverage and Health Insurance

Medical coverage systems in FSSA vary in form and content from country to
country. Mandatory and voluntary coverage systems coexist with varying degrees
of functionality. In most countries, health risks are covered by noncontributory®
as well as contributory schemes. The two dimensions of coverage are measured
by breadth, the percentage of the population benefiting from health coverage,
and by depth, the type and number of services covered, generally measured by
the actuarial value of the benefits package per insured person.

Information about coverage rates under these different schemes is hard to
come by, and all data should be interpreted very cautiously. First, coverage rates
are not always comparable because they relate to ranges of benefits and health
care modalities that differ significantly across countries (table 7.2). Second, most
coverage rates are theoretical rather than real, which could mean that the scope
of coverage is overestimated, particularly with respect to civil servants. In many
countries, the regulations establishing the services are not applied effectively.
Finally, the rates do not provide any information on availability of care, capacity
of caregivers to provide care, or quality of care. Despite these limitations, table
7.2 presents an estimate of the percentage of population covered in 12 coun-
tries. Six countries do not appear in the table, either because no information was
identified or because the data were unverified or unrealistic compared with other
sources. In theory, the population covered varies by country between 3 percent

TABLE 7.2 Health Insurance Coverage in Francophone Sub-Saharan Africa, 2004

Population with Population with Population with
health coverage mandatory coverage® voluntary coverage
Country (percent) (percent) (percent)
Benin 9.1 6.9 22
Burkina Faso 3.1 3.0 0.1
Burundi — 10.0 —
Chad 5.3 39 14
Cote d'lvoire 9.1 6.0 3.1
Guinea 9.6 8.4 1.2
Mali 121 11.8 0.3
Mauritania 135 133 0.2
Niger 3.8 34 0.4
Rwanda 91.0° 91.0° na.
Senegal 20.1° 16.1° 40
Togo — — 0.6

Sources: Authors, from CES/ESPAD 2004; Rwanda, Ministry of Health 2007; Senegal, Ministry of Health and Medical Prevention
2008; Dussault, Fournier, and Letourmy 2006; Concertation 2004.

Note: — = not available; n.a. = not applicable.

a. Mandatory coverage includes contributory and noncontributory schemes.

b. 2008.
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and 91 percent of total population. The countries with the broadest coverage are
Rwanda (91 percent) and Senegal (20 percent). In other countries the coverage
rate is low, for example, 3 percent in Burkina Faso, and 4 percent in Niger.

Mandatory Health Insurance

Many developed countries have established the principle of universal coverage
through mandatory health insurance. Most African countries see universal cov-
erage as the last stage of a gradually expanding transition. In the process, they
expect to improve the performance of their health system, particularly through
expanded access to care and better financial protection for their people. How-
ever, only a few FSSA countries have embarked on reforms along these lines.

Before presenting the mandatory health insurance systems that have been
developed in recent years, the principal criteria used to identify countries work-
ing toward MHI are discussed (McIntyre 2007; McIntyre, Doherty, and Gilson
2003; Letourmy 2005; Carrin and James 2005). First, MHI is required by law, and
affiliation is compulsory. It usually applies first to the segment of the popula-
tion working in the formal sector and is progressively expanded to other groups.
Second, contributions are equally compulsory. Salaried workers, independent
workers, enterprises, and government contribute to the MHI fund. Normally,
the contributions of salaried workers and enterprises come from the salary. The
contribution of independent workers is either a lump sum or is calculated on
the basis of revenue forecasts. The government may provide assistance to people
who cannot pay, such as the unemployed and low-income workers in the infor-
mal sector. Finally, a package of minimum care is defined. To guarantee it, the
MHI scheme has its own network of health care providers, works with accred-
ited public or private providers, or does both. Management functions (registra-
tion, collection of contributions, contracting, and provider reimbursement) may
be carried out by a paragovernmental or nongovernmental institution, often
known as a Medical Fund.

Most countries have centralized social security systems with one or two social
security agencies covering family, old-age, invalidity, and professional risks, but
few of them cover health risks. However, there are exceptions to the rule. Senegal
for example has a fragmented social security system in which the Institution de
Prévoyance Retraite du Sénégal (IPRES) deals with old-age and invalidity, while
the Institutions de Prévoyance Maladie (IPM) handle health, and the Caisse de
Sécurité Sociale deals with family and professional risks. Some countries have
integrated the health branch into the already existing social security agencies in
order to cover certain segments of the population. Such is the case of the Caisse
Nationale de Sécurité Sociale (CNSS) in Guinea and the Rwandaise d’Assurance
Maladie (RAMA) in Rwanda. In Coéte d’'Ivoire, where mandatory coverage for
the formal sector was promoted, enterprises and salaried workers take insurance
policies with private insurance companies. Finally, since 2006, Rwanda decided
to expand mandatory health insurance and include workers in the informal sec-
tor in an innovative way by compelling them to join a health mutual fund.
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Table 7.3 presents the main characteristics of the MHI schemes as developed
or envisaged in five FSSA countries. Most of them lean toward the progressive
institution of MHI for the formal sector (Guinea, Mali, and Rwanda). Only Cote
d'Ivoire* envisages putting in place mandatory insurance systems for the entire
population.

Voluntary Health Insurance

Most voluntary health insurance schemes were developed to compensate for the
inadequacies of mandatory systems. Two main types of VHI emerged in Africa
(Letourmy 2005): federated mutual health organizations and unrelated private
voluntary systems resulting from experimentation (micro-insurance, isolated
mutual societies, health insurance systems tied to supply or to a financial insti-
tution). Usually they are run professionally, but with the insured participating
(micro-insurance and isolated mutual societies). Private insurance companies
operate alongside these systems, generally serving less than 1 percent of the pop-
ulation. The private nonprofit sector is usually more developed than the com-
mercial insurance sector.

Mutual health organizations have developed significantly in Africa in recent
years, according to the censuses of micro-insurance systems in 11 African coun-
tries done by the Concertation® in 1998, 2000, 2003, and 2007. The number of
functional health insurance systems increased from 76 in 1998 to 366 in 2004,
with an estimated 886,000 to 1.7 million beneficiaries (Concertation 2004).
However, following a change in the counting method used in the 2007 census,
the data on the number of systems are not comparable with those of previous
inventories.® Nonetheless, the movement seems to have progressed considerably
in countries such as Burkina Faso, Mali, and Senegal since the 1998 census. Con-
versely, in other countries, these insurance systems have developed relatively
slowly (Cameroon, Chad, Mauritania, Niger, and Togo).

Waelkens and Criel (2004) identified 349 mutual financial systems cover-
ing health risks in 21 African countries (303 of them in 13 FSSA countries) and
developed a typology for identifying their characteristics. They found that most
organizations were “community based,” that is, covered a geographical region
(village, neighborhood, town) and were run by members. Next are the “corporat-
ist” type mutual organizations of salaried workers, usually in the public sector
(e.g., teachers’ mutual society of Mali). The third type of insurance system is
most often organized by managers of a district hospital. But another model is
gaining ground, the systems organized at district level by the Ministry of Health,
which is often the major care provider.

Mutual health organizations (MHOs) are receiving much attention and heavy
support from the international community these days. Most of these MHOs seem
to have emerged with this external support.” Nevertheless, the role of local initiative
should not be underestimated. Some insurance systems were developed entirely by
local care providers.® Other initiatives were created by the users of health services.”
In West Africa the emerging trend is the development of partnerships between
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TABLE7.3 Mandatory Health Insurance Systems, Selected Francophone Sub-Saharan African Countries

Mandatory Population
health coverage Provider  Provider-payment
Country insurance Law (year) Description Managing agency Sources of financing (percent)  Benefits package choice  mechanism
Cote Yes 2001 Mandatory health Caisse Sociale Contributions by 100° Consultations, dental — —
d'lvoire insurance for entire Agricole (CSA), beneficiaries, varying care, biological tests,
population, Universal Caisse Nationale in range, amount, and medication, surgery,
Health Insurance d'Assurance modalities according hospitalization
Maladie (CNAM), to individual's personal
Fonds National de situation and parafiscal
Régulation (FNR) resources
Guinea  In Social Mandatory health Caisse Nationale Medical contribution of 3® Consultations, Yes  Rates negotiated
planning Security  insurance for salaried de Sécurité Sociale  6.5% of gross salary, hospitalizations, between CNSS and
Code workers (private sector, (CNSS) shared by employer (4%) medication health care facilities
(1963/  public enterprises, state and employee (2.5%)
1994) contractual staff)
Mali In — Mandatory health Institut National Proposed medical 14t015° — — —
planning insurance for formal de Prévoyance contribution of 7.65%
sector (civil servants Sociale (INPS) for of salary, shared by
and private sector the private sector the employer (state
workers) and Caisse des and enterprises) and
Retraites for civil employee
servants
Rwanda  Yes 2001 Health insurance Rwandaise Medical contribution of 2° Prevention and cure, Yes  Fee for service at

scheme for state
employees; possibility
of coverage for private
sector employees since
2003

d'Assurance
Maladie (RAMA)

15% of salary, shared
by employer (7.5%) and
employee (7.5%)

including dental
services, hospitalization,
and surgery, radiology,
laboratory, generic
medicines, eyeglasses

end of every month;
reimbursement of 85%
cost of services by
RAMA and copayment
of remaining 15% by
beneficiaries

(continued)
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TABLE7.3 Mandatory Health Insurance Systems, Selected Francophone Sub-Saharan African Countries (continued)

Mandatory Population
health coverage Provider  Provider-payment
Country insurance Law (year) Description Managing agency Sources of financing (percent) Benefits package choice  mechanism
Rwanda 2006 Compulsory Ministry of Health, Premium: about RF 1,000 85°  Minimum package of Yes  Payment to health
(cont.) membership in mutual Cellule technique (US$1.80) per person activities at health center center at end of every
health organizations d'appui aux per year and complementary month: 90% of costs
mutuelles de sante package of activities (10% of copayment,
at district hospital RF 100 to RF 250)
(consultations,
hospitalizations), and
medications on national
essential drugs list
Senegal Yes Labor Mandatory health Institutions de Contribution fixed at 10°  Consultations, Yes —
Code insurance for private Prévoyance 6% of salary, shared hospitalizations,
(1975) sector employees, Maladie (IPMs) by employer (3%) and medication, evacuations

pensioners, and
noncivil servant state
employees

employee (3%)

(degree of involvement

varying from one IPM to
other: 40 to 80% of the
costs)

Sources: Authors, from CES/ESPAD 2004; Rwanda, Ministry of Health 2007; Senegal, Ministry of Health and Medical Prevention 2008; Dussault, Fournier, and Letourmy 2006.

Note: — = not available.
a. Target.

b. 2004.

¢. 2008.
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different actors. States have begun to promote the initiative actively, and support
organizations are being set up.

Despite these developments, the role of mutual health organizations in
health financing and health coverage remains modest. Mobilization of resources
by mutual health organizations appears relatively low. There are at least two
main explanations for this. First, the quality of care and guarantees offered do
not always correspond to peoples’ needs and therefore do not make member-
ship attractive to many individuals, even when they can afford to pay. Often
the guarantees do not cover medication, even when those costs are a very sub-
stantial part of direct payments. The second has to do with poor management.
The mutual organizations’ internal difficulties reveal the need to train managers
in specific organizational matters: calculating and collecting premiums, pool-
ing and allocating resources, determining the benefits package, negotiating con-
tracts with service providers, using oversight administrative follow-up measures,
and managing funds.

The guarantees offered vary significantly from one mutual organization to
the next. Most of them cover primary health care, normal delivery, caesareans,
and minor hospitalizations at a moderate cost of about 30 percent paid by the
patient. Contributions average CFAF 500 (less than US$1) per family every
month. However, mutual societies do little to further equity because contribu-
tions are usually not proportionate to a member’s income, and no discounts are
given to the poor and indigent.

The system characteristics for the four countries in which voluntary insur-
ance is the most highly developed are summarized in table 7.4.

Ongoing Reforms

This subsection provides a more detailed overview of the design of existing or
planned health insurance arrangements in selected countries. Among them,
only Cote d’'Ivoire envisages universal coverage by putting in place a mandatory
health system for the whole population. The other countries are targeting an
extension of the coverage through the promotion of both systems, mandatory
and voluntary.

The Quest for Universal Coverage through Mandatory Health Insurance

Cote d'Ivoire. For private sector salary earners in Cote d’Ivoire, collective agree-
ments guarantee systems financed mainly by employers under the enterprise
medical care system. However, because employers’ contributions do not amount
to enough to deliver high-quality health care, big enterprises often choose pri-
vate insurance companies for their employees’ medical coverage. For its civil ser-
vants, Cote d’'Ivoire has one of the biggest mutual organizations in Francophone
Africa, the Mutuelle Générale des Fonctionnaires et Agents de I'Etat (MUGEF-CI).
MUGEF membership is automatic and complementary to the public health, den-
tal, and eye care system. This insurance gives beneficiaries access to the private
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TABLE 7.4 Voluntary Insurance Systems, Selected Francophone Sub-Saharan African Countries

Population
coverage Provider Provider-payment
Country Law (year) Description/system type Amount of premium (percent) Benefits package choice mechanism
Guinea Decree on social Mutual health organizations from
mutualization early 1990s:
(1994)
Professional mutual organizations — — — —
Mutuals covering pregnancy- and GF 6,000 to GF 8,000 per year in Antenatal care (ANC), — —
childbirth-related risks (MURIGAS) urban area 12 delivery, obstetric
’ complications, transport in
case of referral
Traditional mutual health — — — —
organizations: Mutuelles
Communautaires d'Aires de Santé
(MUCAS)
Private insurance companies — Coverage of health care — —
provided by the private
sector or abroad
Mali Law on Mutual health organizations from UTM product: 440 CFAF 3.0 Primary health care and Yes, in Copayment: 40%

mutualization
(1996)

Support agency:
Union Technique
de la Mutualité
(UTM) (1998)

1990s; schemes based on the
product of the Union Technique de
la Mutualité Malienne: Voluntary
health insurance since 1999

(US$1) per person and per
month (family membership
compulsory); CFAF 5,000 per
person and per month for
access to private clinics and
hospitals

essential drugs public sector

for outpatient
care, 25% for
hospital care
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Rwanda Decree on the
organization and
functioning of
mutual societies
(1958)
Legislation on
mutual health
organizations
being voted

Senegal Law on
mutual health
organizations
(2003)

Mutual health organizations since
the end of the 1990s—compulsory
membership in the proposed
system in 2006

Commercial insurance companies:
Société Rwandaise d'Assurance
(SORAS), Compagnie Rwandaise
d'Assurance et de Réassurance
(CORAR), Africa Air Rescue (AAR)

Mutual health organizations from
the early 1990s

Private insurance companies under
the Inter-African Insurance Market
Code [Code interafricain du marché
des assurances (CIMA)]

n.a.

Premium varies according to
type of mutual society

n.a.

<1

0.1

n.a.

Varies according to type
of mutual society, primary
health care generally
favored by community-
based mutual
organizations

n.a.

No, under
most
systems

n.a.

Sources: Authors, from CES/ESPAD 2004; Rwanda, Ministry of Health 2007; Senegal, Ministry of Health and Medical Prevention 2008; Dussault, Fournier, and Letourmy 2006; Concertation 2004.

Note: — = not available; n.a. = not applicable.
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sector, but the plan is poorly structured. Since 2001, Cote d’Ivoire has launched
an ambitious mandatory health insurance project covering the entire popula-
tion (universal health insurance'’). The country plans to establish three new
agencies: the Caisse Nationale d’Assurance Maladie (CNAM) for the private sec-
tor and the self-employed, the Caisse Sociale Agricole (CSA) for the agricultural
sector to be financed by levies on the sale of produce, and the Fonds National de
Régulation (FNR) to manage the common treasury. They will cover a broad range
of services: medical consultations, dental care, diagnostics, medicines, surgery,
and hospitalization. The law stipulates that the insurance companies, mutual
organizations, or social security institutions must provide complementary cover-
age for risks. The effective date of mid-2003 had to be deferred to an unknown
date due to the political events of September 2002, which divided the country
into two and slowed down the economy.

The Quest for Gradual Health Coverage Extension through Mandatory
and Voluntary Insurance

Senegal. Senegal’s compulsory contributory system is unlike those of other coun-
tries in the subregion and is somewhat dysfunctional because it lacks a legal and
regulatory framework. Since 1975 the Institutions de Prévoyance Maladie (IPMs)
have been taking care of private sector employees and members of their fami-
lies. Any enterprise with more than 100 employees must establish an IPM; those
employing fewer persons must come together in an interenterprise IPM or join
an already approved one. Coverage for medical care varies considerably from
one IPM to another (between 40 percent and 80 percent of the charges). For
several years, IPM and the need for reform have been debated.!' Three hypoth-
eses have long been promoted: establishment of a national health insurance
scheme (Caisse Nationale d’Assurance Maladie, CNAM) supported by the CNTS
(Iabor union); institution of an organization known as Union Technique des
IPM (UTIS) as an umbrella organization with supervisory powers over the IPM;
or establishment of a health unit managed by the National Social Security Fund
(Caisse Nationale de Sécurité Sociale, CNSS). The debate on dismantling the IPM
is an important one because, although 60 percent do not work smoothly, they
account for 50 percent of the income of the liberal private sector (Boyer et al.
2001). Today the vast majority of employers and employees favor the option of
creating the UTIS as an autonomous organization, but implementing this reform
is taking a long time (Senegal, Ministry of Health and Medical Prevention 2008).

To attain universal coverage, Senegal also wishes to promote voluntary health
insurance, particularly self-financed, community-based insurance with mutual
health organizations. The development of mutual health organizations in Senegal
has taken place in three major phases, reflecting the role played by local and exter-
nal actors: the inception phase of the first mutualist experiments pre-1994, the
dissemination phase between 1994 and 1998, and the commitment phase since
1998 when more and more national and international actors became involved in
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the promotion and development of mutual health organizations (Senegal, Min-
istry of Health and Medical Prevention 2008). This intention materialized in the
2003 law on mutual health organizations defining their legal framework.'?

Mali. Since late 1995, Mali has been working on setting up a mandatory health
insurance scheme for salary earners in the formal sector, state contract work-
ers, and civil servants (13.7 percent of the population). The country also plans
to cover 3 percent of the population through social and solidarity insurance
schemes' (e.g., mutual societies, solidarity funds).

With regard to voluntary insurance, Mali has been one of the strongest sup-
porters of the mutualist movement: a law on mutuality was passed in 1996, and
a mutuality development agency, the Union Technique de la Mutualité (UTM),
was established in 1998. This agency functions at three levels: strategic, to give
direction to development by defining relevant projects within the national con-
text; technical, to support mutual organizations being established; and politi-
cal, as representative of member mutual societies. The UTM also manages the
Assurance Maladie Volontaire (AMV), an insurance product, and assists mutual
organizations wishing to define and manage their own guarantee, designed for
their members’ needs. Moreover, in February 2011, the government adopted a
national strategy for scaling up health coverage in the rural and informal sec-
tors through MHOs. The main innovations of the strategy include the reorga-
nization of MHOs through an alignment of target population to townships, the
implementation of MHO unions at the cercle and regional levels to support risk
pooling on a bigger scale, and the contribution of the state to MHO funding
through subsidies in order to support extension of the benefits package. The
implementation of the pilot phase of the strategy is underway in the regions of
Segou, Sikasso, and Mopti.

Guinea. There are contributory schemes for private sector employees, pub-
lic enterprises, and state contract workers. The latter are covered by the Caisse
Nationale de Sécurité Sociale (CNSS), which receives a medical contribution of
6.5 percent of gross salary (4 percent from the employer, 2.5 percent from the
employee). Operational problems, however, limit real care under the CNSS. The
CNSS has trouble collecting contributions and is deep in arrears to its health care
providers. In coming years, Guinea wishes to develop mandatory health insur-
ance for formal sector employees. Of the several organizational options (central-
ized or decentralized systems) none has emerged the definite favorite, given the
environment and certain external constraints the country has to address. More-
over, political unrest has slowed down the process.

There are several subsets of voluntary insurance: private insurance companies,
professional mutual societies approved by the Ministry of Social Affairs,'* mutual
societies covering pregnancy- and childbirth-related risks (MURIGAs)'® estab-
lished by the Ministry of Public Health in collaboration with UNICEF and the
World Bank, and the traditional mutual health organizations called Mutuelles
Communautaire d’Aire de Santé (MUCAS). The mutualist movement appears to
be relatively fragmented despite the encouragement of the Ministry of Public



130  Yohana Dukhan, Alexander S. Preker, and Francois Diop

Health and the enactment of a decree on mutuals in 1994. Most mutual societies
were started by local NGOs and financed by international and bilateral partners
(Centre International de Développement et de Recherche [CIDR]; Nantes-Guinea
Association; and the German aid agency, GTZ).

Rwanda. In 2001 Rwanda established the mandatory health insurance scheme
Rwandaise d’Assurance Maladie (RAMA) to take care of state employees’ medical
needs. Since 2003, it has begun to cover private sector salary earners, too. RAMA
is a financially autonomous legal entity; its resources come from employer and
employee contributions (refer back to table 7.3). RAMA has signed contracts
with all district health centers and referral hospitals as well as with several pri-
vate health care facilities and several pharmacies. This configuration guarantees
members’ freedom of choice. Coverage of the MHI scheme RAMA is about to be
extended more broadly to private sector employees, retirees, and their depen-
dents. To expedite this policy direction, RAMA and social security will be con-
solidated under the Rwanda Social Security Board.

In voluntary health insurance, Rwanda has distinguished itself in the rapid
development of mutual health organizations. Its experience mutualizing health
risks at the grassroots level dates to the 1960s. However, most of the mutualiza-
tion mechanisms did not survive the events of 1994, which also destroyed all
health infrastructure. Mechanisms for mutualizing health risks started to emerge
again in 1998-99 when the government initiated a pilot phase of health care
prepayment systems in three health districts to serve as a platform for the devel-
opment of mutual health organizations (Ndakingaka 2004). Since then, popula-
tion coverage has expanded, from 27 percent in 2004 to 44 percent in 2005 and
75 percent in 2007 (Rwanda, Ministry of Health 2007). The number of mutual
societies went from 54 in 1999, 226 in 2004, to 403 in 2007. They are different
from other systems in Africa because their organizational structure is relatively
well suited to the institutional framework put in place for the 2002 decentraliza-
tion reforms. These mutual health organizations are based at district level, but
each of Rwanda’s 410 health centers has a mutual unit located in it. They have
grown rapidly as a result of the commitment by government and external part-
ners to promote and support the development of mutual health organizations.
The rapid expansion of coverage is also explained by the fact that the govern-
ment, in 2006, made membership in a mutual health organization mandatory.
The development of mutual health organizations has benefited from a relatively
favorable institutional environment, in that the government’s Vision 2020 and all
other key national programs have made mutual health organizations an impor-
tant pillar of efforts to enhance access to health care for the Rwandese. The main
reforms of the mutual health insurance system are related to contribution pol-
icy and provider-payment mechanisms. At first, annual contributions to MHOs
were based on a per capita lump sum. Starting in 2010, to strengthen resource
mobilization and improve equity in financing, households have been classified
into three socioeconomic categories, and their contributions to MHOs have been
related to their capacity to pay. Moreover, Rwanda is planning to extend capita-
tion mechanisms for health center reimbursement at the primary level.
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Burkina Faso. In 2008, the government of Burkina Faso began to create a
national health insurance system. A national steering committee and a perma-
nent secretariat were formed to supervise the venture. In 2011, the first phase of
a mandatory health insurance scheme for formal sector workers began (Ministere
du Travail et de la Sécurité Sociale 2009). A second phase is planned for 2012-14
to extend health insurance to people in the informal and rural sectors through
existing MHO networks, microfinance institutions, and cooperatives.

Various voluntary health insurance initiatives have been developed in
the informal and rural sectors over the past two decades in several parts of
the country. They include MHOs, solidarity funds, prepayment systems, or
joint microhealth insurance and microfinance schemes. In 2007, there were 136
mutual initiatives across the country with a high concentration in the Hauts-
Bassin region and Center-North (32). As a result of the economic characteris-
tics of their target populations, the evolving political environment, and their
relative newness, the MHOs have several weaknesses. So far, no strategic frame-
work for support has been developed to transform the emerging mutual strategy
into a deliberate development strategy.

KEY FACTORS IN THE DEVELOPMENT OF HEALTH INSURANCE

After a decade of attempts and experiments to expand health insurance in Fran-
cophone Africa, the results are spotty. The process is a long one that has taken
developed countries quite a few years to navigate from start to universal cover-
age. In Francophone Africa, the small contribution of insurance to health care
financing and the low rate of coverage of the population are explained by insti-
tutional, structural, and cultural difficulties, according to the literature.

The Institutional and Political Environment

Governance and Political Stability

Considering the institutional and political environment in African countries,
the question arises about the extent to which they can embark upon health
insurance reforms or implement and monitor them after passage of the enabling
laws. The institutional environment needs improvements in four main aspects:
the legal framework, regulatory instruments, administrative procedures, and
customs and practices, formal and informal (Preker and Velenyi 2006). But most
countries record poor results in terms of quality of policies and institutions
when measured by the World Bank Country Policy and Institutional Assessment
(CPIA)'® and the governance indicators of Kaufmann, Kraay, and Mastruzzi'’
(2010; table 7.5, this chapter). The same group of countries shows up in country
classifications by regional average and for each indicator. The countries with the
best results in terms of the reference point are Rwanda, Senegal, Madagascar,
Mali, Burkina Faso, and Benin, listed in descending order; the ones with the
worst results, Cote d’Ivoire, Guinea, Togo, and Chad.
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TABLE 7.5 Political and Institutional Factors Influencing Health Insurance in Francophone
Sub-Saharan Africa

Mobilization of
Quality of policies and institutions resources by state
Government Control of Political stability/ government
CPIA? effectiveness’ corruption” absence of violence® revenues
Country (2010) (2010) (2010) (2010) (% GDR, 2007)
Benin 35 —-0.54 —0.75 0.31 18.6°
Burkina Faso 38 -0.58 -0.37 -0.11 13.4°
Burundi 3.1 -1.09 -1.08 -1.54 18.7
Cameroon 32 -0.89 -0.98 -0.58 18.9
Central African
Republic 28 -1.40 -0.78 -2.15 10.2
Chad 24 -1.50 -1.32 -1.53 8.7°
Comoros 2.5 -1.74 -0.74 -0.43 12.7
Congo, Dem. Rep. 2.7 -1.72 -1.38 -2.20 13.2°
Congo, Rep. 29 -1.24 -1.14 -0.25 19.6°
Cote d'lvoire 2.7 -1.33 -1.15 -1.55 18.9
Guinea 28 -1.15 -1.19 -1.81 14.3
Madagascar 34 -0.82 -0.27 -1.13 11.9
Mali 36 -0.88 —-0.68 -0.25 15.5
Mauritania 3.2 —0.93 —0.68 -1.25 15.7
Niger 34 -0.71 —0.66 -1.14 1.7
Rwanda 38 -0.05 0.48 -0.11 139
Senegal 37 -0.51 —0.68 -0.39 209
Togo 29 -1.39 -0.97 -0.19 16.9°
Average 3.1 -1.03 —0.80 -0.91 15.0
SSA average 32 -0.84 —-0.69 -0.57 —

Sources: World Bank CPIA 2011a; World Bank Worldwide Governance Indicators (WGI) 2011b; IMF country reports 2008.
Note: — = not available.

a. CPIA, Country Policy and Institutional Assessment. The indicator takes values ranging from 1 for low results to 6 when they
improve.

b. The indicators take values ranging from —2.5 (low) to 2.5 when results improve.

c. 2006; d. 2008.

These results are also influenced by the political environment, character-
ized by political instability and violence in many countries, as measured by the
Kaufmann, Kraay, and Mastruzzi indicator,'® as well as by the many conflicts in
recent years. These conflicts diverted scarce resources from the health sector and
slowed down insurance development projects. Such was the case in Cote d’'Ivoire
and Guinea.

Institutional Environment and Mobilization of Internal Resources

In this context, the capacity of the state to mobilize resources is also seriously
hampered, and this constitutes a source of instability for several countries. In
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countries such as Chad, for example, the public levy rate was lower than 10
percent of GDP in 2006; in others, this rate was between 10 and 15 percent
(Burkina Faso, Guinea, Niger, Rwanda), and between 15 and 21 percent (Benin,
Cameroon, Cote d’'Ivoire, Mali, Senegal) (table 7.5). Although important macro-
economic difficulties limit resource mobilization, a number of countries seem
to be below their fiscal potential'® due to ineffective fiscal mobilization policies
(Chambas 2005).

The State’s Role in Funding the Health Sector

The state’s commitment to the health sector is an equally decisive factor in the
success or failure of efforts to develop health insurance. It boils down to the
strength of its commitment as reflected in funding and the organization and
regulation of the health insurance systems.

Although some countries have made significant efforts to fund the health sec-
tor, the portion of their budgets earmarked for health often remains insufficient.
In many countries, it is very low, and it has decreased since 2000 in nearly half
of them (figure 7.2). Apart from the additional resources from economic growth
and debt cancellation, the state will have to make a significant financial commit-
ment to the health sector, particularly to attain the US$34 target set by the Com-
mission on Macroeconomics and Health (CMH 2001) or the target of allocating
15 percent of the total budget to health, a goal set by African leaders at their
summit meeting in Abuja, Nigeria, in April 2001. Nonetheless, according to an
optimistic scenario on health expenditure trends to 2015 (Preker et al. 2008),*°
most African countries will not reach this threshold. Only Benin, Cameroon, the
Republic of Congo, Cote d’'Ivoire, and Senegal might attain it. Thus, even if the

FIGURE 7.2 Public Health Expenditure in Francophone Sub-Saharan Africa

a. Public health expenditure as b. Changes in public health expenditure as
percentage of national budget, 2009 percentage of national budget, 200009 (points)
18— 9—
6= [ : 7—
14— “ o
12 - 5
‘s ' - il
8 —
6 1 oonnnnll
“ sallLEE
0] 4
il -5
I%I‘%IQI I I(\I %I‘QI.\\I‘QI I,\Ibl &I &I olrbl '{bl IQI%I‘QI‘I.\\I%I Ib[gl IQI\I,\I&IQI%I
ORI {)“Q&?\'&z& SR z&é‘b\@' SRS S ST AN e e R é\i} ST
O DENRCNSE NSNS I L D Dot T S NN @
QX & QIS DR SN S ' R R
RN RN N SE O & PP &
o NS R W ® \ RS >
& & S
< s S
& &
® &
Regional average ~ — — - Abuja target

Source: WHO, National Health Accounts 2011a.




134  Yohana Dukhan, Alexander S. Preker, and Francois Diop

states increase the share of the budget devoted to health to 15 percent, expendi-
ture will remain relatively low.

With regard to financing of health insurance, the state, or more generally the
public sector, sometimes jeopardizes the viability of mandatory insurance sys-
tems by not paying its contributions regularly, running up arrears in payments
to social welfare agencies. This tactic reduces the state’s immediate expenditures
but weakens health insurance and ruins public confidence in the system.

The State’s Role in the Development of Health Insurance

The state is also a key player in the process of health insurance development. Its
role varies according to the form of organization of insurance chosen. Letourmy
(2005) identifies three main roles. First, the state could play a role in creating
and designing the configuration of schemes, especially when they are manda-
tory or cover specific segments of the population. Second, the state may support
the setting up of schemes, particularly by improving the legal and regulatory
framework for health insurance. This amounts to enacting a law providing the
scheme with legal personality and recognizing its right of establishment. Indeed
the legislative framework is an essential prerequisite for instituting a scheme.
It sets forth the respective rights and responsibilities of the insured and insur-
ers. For a mandatory scheme, it could be a law establishing the MHI, as in Cote
d’Ivoire. In the case of voluntary schemes, it could be the provision of a legisla-
tive and regulatory framework such as an insurance code, or special provisions
such as the mutual society code in Mali. To date, only a few countries have
laws on mutual societies or formal contract policies between insurance agencies
and health care professionals and facilities. In practice, the Association Statutes
are used to approve or register new groups. In certain countries (Mali, Rwanda,
Senegal), the state has supported the drive to develop mutual organizations,
whereas in others (Benin, Burkina Faso, Guinea), the support came from NGOs
or external agencies. Finally, the state may play a major role in the function-
ing of schemes as regulator, supervisor, and enforcer. Enforcement is particularly
important to avert the risks of free riders, moral hazard, adverse selection, cost
increases, fraud, and corruption.

The role of the state is equally decisive in complementary reforms to the
health insurance system. On the supply side, these reforms pertain mainly to
quality of care, availability of medicine in health care facilities, and the presence
of trained staff. Indeed, the quality of care is a decisive element for the develop-
ment of mandatory or voluntary insurance. It shapes peoples’ confidence in a
state-organized mandatory insurance project and the breadth of membership.
The perceived quality of care is also important for African households deciding
whether or not to join a mutual health organization (Criel, Blaise, and Ferette
2006). At another level, the growth of mutual schemes is expected to improve
the quality of care by increasing both financial resources and stability for pro-
viders (Atim 1998). In the long term, mutual health organizations can benefit
from heightened competition in supply to influence the quality of care (Bennett,
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Creese, and Monasch 1998). Finally, mutual health organizations could consti-
tute a counterweight to health professionals, thereby putting pressure on them
to improve their responsiveness and quality of care, although this hypothesis
has not been proven by studies.

On the demand side, arrangements have to be made to provide care for the
poorest segments of society (e.g., by subsidizing their premiums). To some extent
it is up to the state to define how this care will be provided, for example, through
the creation of a fund as in Mali or by direct premium subsidies as in Rwanda.
In Rwanda the government first put an effective system in place for identifying
indigent citizens (Musango 2005) and then saw to their care through mutual
health organizations. Other mechanisms for sectoral budgetary aid (SWAP-type)
could be used to take care of the poor and ensure free access.

Finally, the development of health insurance depends very much on the rela-
tionship between management and labor or between the actors involved in the
development of insurance (ministerial departments, insurers, care providers,
unions, and associations). Insufficient involvement of the state in the defini-
tion, support, functioning, and regulation of insurance systems explains in part
the lukewarm participation of many actors in insurance projects and the con-
flicts among them. At the central level, for example, the ministries involved in
mandatory health insurance often do not talk to each other. The Ministry of
Labor is usually the supervisory ministry for compulsory schemes; the Ministry
of Health, for health care delivery and rates in the public sector. They do not
spontaneously set up a negotiation system that would promote improvements
in the quality of care for the insured. The lackadaisical involvement of the state
in the process of establishing formal contractual arrangements between insur-
ance agencies and health care professionals and formations is partly responsible
for conflicts. The state often lets tensions or conflicts fester between mutual soci-
eties and public health facilities, making contract awards and the establishment
of conventions between them difficult (Bennett 2004).

The Economic and Social Environment

The successful implementation or expansion of a health insurance system, be it
mandatory or voluntary, also depends on structural factors related to the eco-
nomic and social environment. Among the factors involved are incomes and
income distribution, the economic growth rate, population and labor market
structures, geographical distribution of the population, and different groups’
capacity to contribute to insurance.

The experience of developed countries and countries in transition shows that
the income level of the population as well as stable economic growth account
for the success of health funding reforms and measures to expand insurance-
type arrangements. In particular, this experience provides an answer to the first
function of health system funding—sustainable public and private resource
mobilization. Africans’ capacity to contribute to an insurance program or health
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funding is still limited by low per capita income. In more than three quarters of
the countries, the per capita GDP growth rate was below 2 percent in 2009 and
negative in some cases (Chad, Mauritania, Niger, and Guinea).

The way the population is distributed over the land also affects the effective-
ness of the insurance system. Attempts to expand health insurance are often
successful when urbanization and population density are high, facilitating both
subscriber recruitment and collection of their contributions, thus benefiting
from economies of scale. However, this observation should be qualified inso-
far as voluntary insurance is concerned because a breakdown of social relations
between individuals often accompanies urbanization.

The size of the formal sector and the structure of the labor market are impor-
tant givens. Insurance is easier to introduce or refine in countries with a high
proportion of formal sector employment. It is easier for the state to collect
resources through taxation, employer contributions, membership dues, premi-
ums, or contributions for private or community insurance than it is in places
with large informal sectors. In Francophone Africa, however, the informal sec-
tor predominates. The proportion of the population employed in agriculture—
dependent on irregular income—ranges between 20 percent and more than
45 percent. In most countries, the dependency ratios are above 0.8, reflecting
limited contribution capacity. This slows down the growth of mandatory health
insurance in many countries.

Solidarity within a society is another important factor for the setting up of
health insurance. People often have trouble accepting the premise of health
insurance, the guarantee of similar health care for all who have similar health
needs, irrespective of the amount each individual contributes. The problem is
more acute when incomes are disparate. Pooling resources is complicated in a
nonegalitarian society (Carrin 2002). The greater the inequality within a society,
the more likely are decisions to favor the dominant class.

Cultural Factors and Practices

The success of an insurance system is also determined by the extent to which the
population subscribes to it and is the key factor in the ability to meet demand
for increased coverage. This element is particularly important in Africa, where
the population has little confidence in the state, particularly its officials. In most
countries, even where arrangements exist to care for the sick, services are of poor
quality. Consequently, people do not readily accept state reforms to mandatory
insurance.

A further complication is the scant knowledge of insurance principles among
the target populations, especially the poor. A result not only of cultural fac-
tors but also of educational shortcomings, it inhibits membership in voluntary
schemes. Finally, insurance is hard to institute in Africa because of the peoples’
health care-seeking practices, often opting for traditional care over Western
medicine.



The French Connection in Francophone Africa 137

PROSPECTS FOR THE DEVELOPMENT OF HEALTH INSURANCE

The prospects for mandatory or voluntary health insurance in Africa depend on
answers to some questions related to three functions of health funding (revenue
collection, pooling of resources, and allocation of resources).

Mandatory Health Insurance

Mandatory health insurance is often considered an effective instrument for
mobilizing resources and reducing the financial burden of health coverage. How-
ever, in light of the needs to be covered, the resources that can be mobilized will
almost certainly not suffice. Usually, mandatory health insurance involves only
a small part of the population (formal sector workers). Funding health through
MHI therefore needs to be complemented by other funding mechanisms pro-
vided as subsidies by the state and by external partners. In view of many coun-
tries’ low resource mobilization capacity, the development of insurance should
be accompanied by fiscal policy reform (increase in the ratio of public revenue to
GDP) and by improved governance.

With regard to resource pooling, the development of MHI calls for choices
about the design and administration of pools, risk-sharing arrangements, and
mechanisms for managing guarantees. Most countries opt for centralized sys-
tems run along the lines of principles used by social security systems (e.g., Cote
d’Ivoire, Mali). That sort of organization is greeted with skepticism, however,
because it does not usually make for effective functioning. Another possibility is
to organize MHI through a decentralized system (e.g., Ghana, Nigeria).

Finally, resource allocation raises questions about the target population, range
of services offered, choice of health care providers, and provider payment mech-
anisms. With regard to target population and range of services, when resources
are scarce, countries should decide between expanding breadth of coverage
(number of persons covered) and depth of coverage (range of benefits). With
respect to the target population, the question of care for the poorest arises. Two
major approaches are common (Preker and Velenyi 2006).

The first is to introduce or expand MHI for the small part of the population
that can help pay for it through payroll deductions by their employers. These are
generally civil servants and formal sector employees. If that choice is made, poor
and informal sector workers will have access to subsidized public hospitals and
outpatient clinics. Although this formula benefits the richest citizens and public
sector employees in the first instance, it nonetheless enables release of public
funds as subsidies for the care of the poorest citizens and informal workers. This
way, limited budgetary resources are stretched.

The second approach consists of introducing mandatory health insurance for
most of the population by paying or subsidizing premiums for indigents and
low-income, informal sector workers. When funding becomes available, cover-
age can be expanded by drawing on the resources paid in by the people who
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can afford to pay in order to subsidize premiums for those who cannot. This
approach helps reach poor households more directly than the subsidized offer
option described above.

Determinants of the success and viability of MHI schemes are their operating
efficiency and control over expenditures against the risks of adverse selection
and moral hazard. These considerations argue strongly for developing strategies
for formal contractual arrangements.

Voluntary Health Insurance

Mutual health organizations look like an interesting solution with great poten-
tial for enhancing access to quality health care, mobilizing funds, improving
efficiency, and encouraging dialogue and democratic governance in the health
sector. Voluntary insurance could play an effective role during the transition
to universal coverage through its ability to mobilize communities, its proxim-
ity, and its priority in the social coverage process. The project supporting the
construction of a regional framework for the development of mutual health
organizations in the Economic Community of West African States (ECOWAYS),
supported by the French Foreign Ministry and the ILO/STEP,?! should help speed
up the process of developing mutual health organizations. This project seeks
to answer demand from the ECOWAS countries for the creation of a legal envi-
ronment that is conducive to the development of mutual companies. In June
2009, the ECOWAS ministry council adopted the law No. 07/2009/CM/ECOWAS
concerning mutual health regulation within ECOWAS. The law provides a har-
monized legal framework for mutual companies, including mutual health orga-
nizations in the ECOWAS countries. The innovations of the law include, in each
country: the implementation of an organization in charge of the regulation of
mutual companies; a national registry for mutual companies; a guarantee fund
for social mutual companies; and opportunities for numerous stakeholders to
give subsidies to mutual health organizations. The ECOWAS commission is cuzr-
rently enacting the law and the rules of execution in the ECOWAS countries in
order to develop a plan of action for implementation.

Mutual health organizations could be developed in Africa without exorbi-
tant investments, but first their ability to mobilize internal resources needs to
be improved. More internal and external resources should also help finance or
subsidize people’s insurance premiums, especially those of the indigent. Funds
from debt cancellation in the framework of the Heavily Indebted Poor Coun-
tries (HIPC) Initiative could also be used in this way. Indeed, although some
countries have reintroduced some types of free care (Mali, Senegal), using these
resources to subsidize premiums might be more effective and efficient. Mauri-
tania has achieved some impressive results since the introduction of the obstet-
rical lump-sum payment in 2002. In the framework of a program to improve
maternal care, an innovative arrangement was put in place to prevent maternal
and perinatal mortality. The principle is based on pooling of obstetrical risks:
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every patient who joins the obstetrical lump-sum scheme (by paying a contri-
bution of about US$15) receives medical coverage during pregnancy, delivery,
and the post-natal period (antenatal tests, ultrasound scans, normal delivery,
caesarean, post-natal care). Mauritanian authorities and all partners consider
the lump-sum scheme a true success story. Maternal mortality is now estimated
at 747 for 100,000 live births for uninsured women but 100 per 100,000 for
insured women (IFC 2007).

Resource pooling also raises the problem of structuring mutualist regimes
(unions or federations). In most countries, their isolation endangers their viabil-
ity. Two main configurations may be envisaged. The first derives from a bottom-
up approach (Letourmy 2005), with the creation of a network of mutual societies
as in Guinea (union of mutual societies in the forest zone), Benin (alliance of
mutual health organizations of Borgou), or Senegal (geographical coordination
of mutual health organizations in the Thies region). The second possibility, a
top-down approach, consists of creating a central structure for the development
of mutual societies. This is the situation in Mali with the UTM, a private mutual-
ist entity, independent of government authorities. One formula consists of the
state’s playing the role of development agency as in Rwanda where the state and
the decentralized authorities sensitize the population and help them create and
manage mutual societies. The first type of organization takes time, and problems
of relations with other projects could arise. The second approach gives struc-
ture to the movement and homogeneous political representation, but it is more
costly and requires sustained external financial support.

CONCLUSIONS

After experimenting with health insurance mechanisms for more than a decade,
Francophone Sub-Saharan African countries are only now beginning the transi-
tion to universal coverage. Some countries have yet to start this process; others
have taken but the first few steps. Overall, the population coverage rate and
the insurance contribution to funding the sector remain low. The difficulties
encountered in the subregion illustrate the key factors involved in the transition
toward universal coverage, which include economic, political, institutional, and
cultural dynamics. The evidence highlighted in this chapter suggests that the
Francophone Sub-Saharan African countries will not follow the same develop-
ment pattern as industrial countries.

Indeed, the Francophone countries are trying different formulas to effect the
transition toward universal coverage. Some countries want to reach the objective
by means of mandatory insurance mechanisms; others opt for progressive imple-
mentation of universal coverage through a grassroots approach. But none of
these approaches seems to stand out as an exemplary mechanism to be promoted
on a national scale within the subregion. Considering the scarcity of resources,
both human and material, one of the major challenges for these countries is to
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expand the insurance gradually while simultaneously helping the various forms
of health financing meld in a coherent framework. There are indeed prepayment
formulas, communitarian funding formulas, social assistance and social insur-
ance formulas through taxes or social contributions, and commercial insurance.
With all these mechanisms, the state should ensure that there is no overlapping
coverage, which could result in double taxation.

Despite these challenges, Francophone Sub-Saharan African countries seem
to be increasingly aware that health insurance constitutes an instrument for
financing effective health care by mobilizing additional resources and protecting
individuals against financial risks due to illness. Although the financial resource
increases for the sector remain modest, countries could have some margin in
the future by increasing the amounts of public, private, and external resources
devoted to developing insurance-type mechanisms. Governments will also have
to continue trying to expand public resources in general through an enlargement
of fiscal space, and resources for the health sector in particular. The development
of health insurance needs to be integrated into a global strategy for financing the
health sector. It becomes essential that governments take the measure of the chal-
lenges raised by the introduction of health insurance, especially if it is intended to
achieve universal coverage, a goal espoused by ever more countries. Indeed, insur-
ance cannot develop sustainably in an unfavorable institutional environment.

The role of external partners will also be decisive in terms of new resources
brought into the sector and in terms of transferring knowledge and technical
assistance. The role of such “new aid” should be addressed because funds mobi-
lized by new actors could be an important financial lifeline for the development
of health insurance. Today these funds are used mainly as subsidy and are not
enough for insurance.
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TABLE 7A.1  Overview of Francophone Sub-Saharan African Countries, 2009

Demography and social conditions Economy Health status and health service coverage
Improved
Age Literacy rate, sanitation Under-5 Immunization, Births
dependency ratio adult total facilities GNI per Life mortality  Prevalence of DTP3 attended by
Population, (dependents Rural (% of peaple (% of capita, Atlas GDP expectancy  rate (per HIV/AIDS (% of children  Physicians  skilled health
total to working- population ages 15 population  method (current  growth Inflation at birth 1,000 (% of 1549 ages 1223 (per 1,000 staff
Country (million) age population) (% of total)  and above)  with access)’ uss$) (annual %) (annual %) (years) live births)  year-olds)® months) people)’ (% of total)
Benin 8.9 0.86 58.4 40.8° 12 750 38 22 61.4° 118.0 1.2 83 0.06° 74.0°
Burkina Faso 15.8 0.94 80.0 2874 1 510 35 31 53.0° 166.4 1.6° 82 0.06° 53.5°
Burundi 8.3 0.70 89.3 65.9° 46 150 35 13.6 50.4° 166.3 2.0° 92 0.03° 33.6°
Cameroon 19.5 0.80 424 75.9° 47 1,190 20 -34 51.1° 154.3 5.1¢ 80 019° 63.0°
Central 44 0.80 61.3 54.6° 34 450 24 39 47.0 170.8 6.3 54 0.08° 43.7
African
Republic
Chad 1.2 0.94 72.9 32.7° 9 — -16 -12.4 48.7° 209.0 35 23 0.04° 14.42
Comoros 0.7 0.70 71.9 73.6° 36 870 123 2.8 65.3° 104.0 0.1¢ 83 0.15° —
Congo, Dem. 66.0 0.97 65.4 66.6° 23 160 2.7 30.2 47.6° 198.6 — 77 0.1 749
Rep.
Congo, Rep. 37 0.79 38.3 — 30 2,080 76 -20.4 53.6° 128.2 35 91 0.20 83.4°
Cote d'lvoire 211 0.80 50.6 54.6° 23 1,070 36 1.3 57.4° 118.5 39 81 0.12 56.8°
Guinea 10.1 0.85 65.1 38.0° 19 370 -0.3 5.2 57.8° 141.5 1.6° 57 0.11 38.1°
Madagascar 19.6 0.85 70.1 70.7° 1 — 0.4 9.1 60.3° 57.7 0.1¢ 78 0.29 43.9
Mali 13.0 0.87 67.3 26.2° 36 680 43 43 48.4° 191.1 15 74 0.08 49°
Mauritania 33 0.73 58.8 56.8° 26 960 1.1 6.1 56.7° 171 0.8 64 0.1 —
Niger 153 1.08 83.4 28.7° 9 340 1.0 5.0 51.4° 160.3 0.8 70 0.02 32.9°
Rwanda 10.0 0.81 81.4 70.3° 54 460 53 121 50.1° 110.8 2.8 97 0.05 52.1°
Senegal 12.5 0.85 57.4 419 51 1,040 22 05 55.6° 92.8 1.0° 86 0.06 51.9°
Togo 6.6 077 57.3 64.9° 12 440 25 13 62.5° 975 33 89 0.05° 47.3°
SSA average 840.3° 0.81 60.9 68.7 33.8 1,987.4 2.7 7.1 54.8 114.7 5.8 76.9 0.21 45.1

Sources: World Bank 2010; WHO 2011b.
Note: — = not available.
a. 2004; b. 2005; c. 2006; d. 2007; e. 2008; f. sum of total population in Sub-Saharan Africa.
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NOTES
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1. Benin, Burkina Faso, Burundi, Cameroon, Central African Republic, Chad, the Comoros,
the Democratic Republic of Congo, Cote d’Ivoire, Guinea, Madagascar, Mali, Mauri-
tania, Niger, the Republic of Congo, Rwanda, Senegal, and Togo. Rwanda is reviewed
in this chapter although it officially became an Anglophone country in October 2008.
Gabon is not included in the analysis because it is an upper-middle-income country.

2. But Rwanda’s external resources represented close to 53 percent of total health expend-
iture in 2009.

3. Noncontributory schemes are schemes that do not fall within the principle of insur-
ance. They are mainly intended for civil servants and the poorest citizens. They are
often financed directly by the state through an annual budgetary allocation.

4. In 2006, Gabon also adopted a law on generalized medical coverage, based on manda-
tory health insurance to which all the active population contribute while those with
low earning power do not.

5. The Concertation between development actors of mutual health organizations in
Africa is a network for sharing experiences, competencies, and information on the
development of mutual health organizations in West and Central Africa. Web site:
http://www.concertation.org.

6. The 2007 census identified 127 micro-insurance systems in 13 African countries. This
census is now updated every year instead of every two years as previously. The Concer-
tation seeks to empower mutual health organizations which are invited to register, if
necessary with the assistance of support agencies. The census method will take time to
be refined and adapted to make it more comprehensive.

7. The development of mutual health organizations in Francophone Africa has been
promoted and supported by numerous external partners such as the Centre Interna-
tional de Développement et de Recherche (CIDR), the BIT/STEP project, the German,
Belgian, French, and Netherlandic cooperations, and so on (Waelkens and Criel 2004).

8. For example, the Nkoranza Community Health Insurance Scheme was created by the
Nkoranza Catholic Hospital in Ghana. Since the introduction of cost recovery in 1984,
patients had payment difficulties. Therefore, in 1989, the hospital established a health
insurance scheme. Under this scheme, the priority community is a rural population of
farmers in the district. The insurance is integrated into the hospital administration,
which owns and manages the scheme. The insured do not participate in management
of the scheme (Letourmy 2005; Atim 1998).

9. The mutual Famille Babouantou from Yaounde, Cameroon, is a mutual company cre-
ated in 1992 at the initiative of the Babouantou community. Before proposing a health
guarantee, the mutual provided other types of insurance (birth, death, or funerals). In
return for an annual fee, members receive a lump sum of CFAF 20,000 covering all
hospitalizations exceeding seven days, and surgery or injury resulting in an inability
to work at least fifteen days (Letourmy 2005).

10. Loi No. 2001-636 du 09 octobre 2001 concerning the creation, organization, and
function of the universal health insurance.


http://www.concertation.org

The French Connection in Francophone Africa 143

11. Already in the 1990s, many reports and publications were urging reorganization of the
IPM (Letourmy 1995).

12. Decrees spelling out the modalities of application of the law have not yet been
enacted.

13. The third element of this reform is the setting up of a Medical Assistance Fund, Fonds
d’Assistance Médicale (FAM), to cover 5 percent of the population (indigents).

14. These are the Compagnie de Bauxite de Guinée (CBG) at Kamsar, the Guinean Customs
mutual, the mutual of scientific research teachers at Rogbané, and the AGPG-MS
health mutual.

15. The health department began setting up these agencies in 1997 in the framework
of the national strategy for the reduction of maternal and neonatal mortality. They
propose a targeted guarantee (CPN, delivery, obstetrical complications, and transpor-
tation in case of referral) for a minimum contribution. For example, in urban areas,
the contribution is between GF 6,000 and GF 8,000 a year. In general, membership is
always open.

16. The World Bank CPIA helps evaluate countries according to 16 criteria in four catego-
ries: macroeconomic management, structural policies, social policies, and institutions.

17. Government effectiveness is a measure of perceptions of the quality of public services
including the civil service and its degree of independence from political pressures, the
quality of policy formulation and implementation, and the credibility of the govern-
ment’s commitment to such policies. Control of corruption is a measure of percep-
tions of the extent to which public power is exercised for private gain, including both
minor and major forms of corruption, as well as “capture” of the state by elites and
private interests.

18. Political instability and violence is a measure of perceptions of the likelihood that the
government will be destabilized or overthrown by unconstitutional or violent means,
including politically motivated violence and terrorism.

19. The Union Economique et Monétaire Ouest Africaine (UEMOA, West African Eco-
nomic and Monetary Union) recommends a tax revenue rate of 17 percent of GDP
as a rate its members could reasonably achieve. UEMOA member countries are Benin,
Burkina Faso, Cote d’Ivoire, Guinea Bissau, Mali, Niger, Senegal, and Togo.

20. The scenario is based on the assumption of a 5 percent annual economic growth rate
between 2005 and 2015 and on a ratio of public health expenditure to total public
expenditure attaining the Abuja target in 2015. It also assumes that 60 percent of
direct payments to health are captured in an insurance program, inducing an “insur-
ance effect” equivalent to a 25 percent increase in direct payments.

21. International Labor Organization/Strategies and Tools against Social Exclusion and
Poverty.
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CHAPTER 8

“Big-Bang” Reforms in Anglophone Africa

Caroline Ly, Yohana Dukhan, Frank G. Feeley, Alexander S. Preker,
and Chris Atim

at various stages of implementation, from stalled reforms to catalyzed

expansion of insurance coverage. The political and socioeconomic char-
acteristics of the countries in the loosely aggregated region called Anglophone
Africa help explain these variations in implementation and provide insight into
opportunities for scaling up.

Q nglophone African countries pursuing mandatory health insurance are

INTRODUCTION

“Anglophone Africa” (AA) refers to the former British colonies in Africa that use
English as their national language. In reality, although these countries all inher-
ited some common national institutions fashioned after the British system at the
time of independence, they are in fact characterized by diversity in culture, local
languages, geography, socioeconomic and political systems, and, for the purpose
of this chapter, trajectory toward a mandatory health insurance system.

Most AA countries inherited public health care systems from their colonial
days, in addition to a disconnected group of mission-based and other modern and
traditional health care providers. Modeled after the British National Health Ser-
vice, the public systems were predicated on the belief that government-provided
health care was a universal right. General revenues from taxes or exports were
used to finance public networks of health care providers. In the decades after
their independence, economic and political conditions deteriorated in many of
these West and East African countries, and their health systems typically bore
the brunt. Publicly funded systems could not provide quality health care to all
in their diminishing resource environments. Patients increasingly sought health
care outside the public system; and the public health care system turned to user
fees to make up for funding shortfalls. As a way to solve the dilemma of limited
public resources, high financial barriers to access, costly disease burdens, and
inefficient public systems, some countries started to experiment with alternative
forms of health care financing.

As a result, throughout AA countries today, there is a mix of public and pri-
vate providers and sources of financing. Alongside their publicly funded systems,
countries have experimented with community-based health insurance (CBHI)
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and have developed private insurance industries. Southern countries such as
Namibia, South Africa, and Zimbabwe have a long history of private health
insurance. Many AA countries allocate social security expenditures to health.

Ghana, Kenya, Nigeria, and Tanzania have mandatory health insurance (MHI)
programs.' Other countries in the region are considering following the paths set
by those with MHI programs. Countries with MHI programs for a select portion
of the population or with limited benefits want to find a sustainable way of
expanding coverage.

This chapter does not attempt to argue the merits of mandatory health insur-
ance over tax-funded systems or any other configuration of health care financ-
ing mechanism. Instead, it seeks to update previous reviews of the state of health
insurance in AA countries and the constraints and opportunities for increasing
coverage through MHI programs. It combines political science and economic
perspectives to provide insight into the various stages of and potential solutions
to scaling up health insurance.

Health Financing Context

The level of economic development varies greatly among AA countries, from
competitive middle-income countries in the south such as South Africa and
Namibia to poor and largely agrarian economies in Uganda and Tanzania and
post-conflict countries such as Sierra Leone and Liberia. Given the positive
relationship between per capita wealth and per capita health expenditure, it is
not surprising that wealthier countries in the region tend to spend more pub-
lic resources on health and rely less on out-of-pocket expenditures than do
poorer countries. The mostly poor countries struggle with inadequate financial
resources and instruments to meet their health care needs.

Few countries in the region have reached either the Abuja target of spend-
ing 15 percent of their government budgets on health care or the Commission
on Macroeconomics and Health (CMH) target of spending US$34 per capita on
basic health services. Even leaving out the post-conflict countries, the remain-
ing countries fall short of the Abuja target. Moreover, even if the Abuja target
were met, Kenya, Tanzania, and many other countries would still not be able
to meet the CMH target (table 8.1). Middle-income countries like Ghana and
Namibia and low-income countries such as Uganda come closest to the Abuja
target, spending more than 10 percent of their government budgets on health,
while surpassing the CMH target.

Poorer countries obviously have more difficulty meeting both targets. Some
countries, such as Kenya, Tanzania, and Nigeria have actually decreased their
public health expenditures despite political pledges to increase their commitment
to the health sector. Nigeria is one of the furthest from meeting the Abuja target.
Despite using oil revenues to finance its public health system, it spends only 5.9
percent of its government budget on health and a total of US$67 per capita on
health (table 8.1). The Health Bill passed by the Nigerian House of Representatives
and the Senate and now awaiting presidential approval, however, promises to
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TABLE 8.1 Social and Economic Characteristics, Selected AA Countries, 2009

Sub-Saharan

Africa Ghana Nigeria Kenya  Tanzania ~ Uganda  Namibia — South Africa Zimbabwe
Demography
Population, total (million) 840.3 23.8 154.7 39.8 43.7 32.7 22 49.3 12.5
Population ages 0—14 (% of total) 426 384 425 428 447 489 36.9 305 39.9
Population growth (annual %) 2.5 2.1 2.0 26 29 3.3 1.9 1.1 0.5
Fertility rate (number of births per woman) 5.1 4.0° 5.7 49 5.6° 6.3° 3.4 2.5° 3.4
Rural population (% of total) 63.1 49.2 50.9 78.1 74.0 86.9 62.6 388 62.2
Economy
GNI per capita, Atlas method (current USS$) 1,135.5 1,190.0  1,190.0 760.0 500.0 460.0 4,270.0 5,760.0 360.0°
GDP growth (annual %) 1.7 47 5.6 2.6 55 7.1 -0.8 -1.8 -6.3°
Inflation (consumer prices, annual %) 71 19.3 1.5 9.2 12.1 12.7 8.8 7.1 24,4110
Social and infrastructure
Literacy rate, adult total (% of people ages 15 and above) 62.6° 65.8° 60.1° 86.5° 726° 74.6° 88.2° 89.0° 91.4°
Improved sanitation facilities (% of population with access) 3.3 13.0° 32.0° 31.0° 24.0° 48.0° 33.0° 77.0° 44.0°
Health status and health care
Life expectancy at birth (years) 52.17 56.6” 47 9° 54.2° 55.6° 52.7° 61.0 515 44.2
Infant mortality rate (per 1,000 live births) 80.8 46.7 85.8 54.8 68.4 79.4 336 43.1 56.3
Prevalence of HIV/AIDS (% of 15- to 49-year-olds) 5.0° 1.9 3.1° 7.8° 6.2° 5.4° 15.3° 18.1° 15.3°
Immunization, DPT (% of children ages 12—23 months) 70.2 94.0 42.0 75.0 85.0 64.0 83.0 69.0 73.0
Physicians (per 1,000 people) 0.19° 0.11° 0.40° 0.14° 0.01° 0.12¢ 0.3° 0.77° 0.16°
Births attended by skilled health staff (% of total) 44.4 57.1° 38.9° 438 43.4° 4.9 81.4° 91.2' 60.2
Health financing
Health expenditure per capita (current US$) 78.4 54.5 66.6 33.3 271 441 296.7 520.6 —
Health expenditure, total (% of GDP) 6.3 5.0 6.1 43 5.1 8.5 7.2 92 —
Health expenditure, public (% of total government expenditure) 10.2 12.4 59 7.3 12.9 13.6 12.1 11.4 —
Health expenditure, private (% of total health expenditure) 51.0 433 64.9 56.7 339 78.2 45.0 56.2 —
Out-of-pocket health expenditure (% of private expenditure on health) 753 66.6 95.6 76.7 a7 63.6 17.9 29.6 —
Private health insurance (% of private expenditure on health) 78 6.2 3.1 93 10.1 0.2 61.2 66.1 —
Social security expenditure on health (% of public health expenditure) 48 27.1 0.0 10.8 55 0.0 2.6 25 —
External resources (% of total health expenditure) 217 14.4 5.1 34.0 53.4 20.4 12.6 1.8 —

Sources: WHO 2008; World Bank 2010.
Note: — = not available.
a. 2008; b. 2007; c. 2006; d. 2005; e. 2004; f. 2003.
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make significant additional resources available by devoting 2 percent of federal
government revenues to primary health care in the country.

With such limited public spending on health, private expenditures are a sig-
nificant, if not the major, component of the total health expenditures in the
region. More troublesome is the large role of out-of-pocket (OOP) spending, the
most regressive form of health care financing. OOP spending, a major barrier to
health care access, accounts for more than 50 percent of private expenditures in
the poorer AA countries of West and East Africa. Households burdened with high
OOP expenditures are at greater risk of incurring catastrophic health expendi-
tures than well-insured households (Xu et al. 2003).

In the wealthier countries of Southern Africa, the private health insurance
industry is more robust, diminishing the role of OOP spending (figure 8.1).
Prepaid plans account for more than 60 percent of private health spending
in Namibia and South Africa. Although East and West African countries have
started to explore alternatives to OOP spending through community-based
health insurance schemes, they fail to reach the levels found in Southern Africa,
pooling less than 8 percent of their private funds.

Heavy dependency on donor aid is prevalent in this region. External resources
account for more than 20 percent of total health expenditures (THE) in Kenya,
Tanzania, and Uganda (table 8.1). While donor involvement has helped focus

FIGURE 8.1 Health Financing Structure, Selected AA Countries, 2009
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resources on critical health issues, it can be a volatile and inconsistent source of
funding that potentially destabilizes health systems through “Dutch Disease,”
inflationary and other economic effects, and the deterioration of national control.?

Like the sources of financing, health care resources suffer from inefficient
and inequitable allocation. Public resources tend to be biased toward curative
tertiary-level care based in urban centers that favor the better-off (Castro-Leal
et al. 2000). Some policies promote the private sector as an alternative to the
constrained and inefficient public sector. After all, service delivery in the private
sector accounts for a significant portion of spending. Data from the National
Health Accounts show spending on private providers accounted for 40 percent
of THE in Kenya in 2001-02 and 84 percent of THE in Nigeria in 1998 (Soyibo
2005; Kenya Ministry of Health n.d.). Incentives to promote efficient and equi-
table use of private resources, however, are still limited. In South Africa, for
example, medical schemes acting as passive purchasers fail to constrain high
medical inflation. Expenditures on private hospitals per beneficiary increased at
three times the rate of inflation between 1997 and 2005 (McIntyre et al. 2007).
In addition, in countries with already high rates of inequality, private financing
through insurance mechanisms is typically spent by the financially better-off
minority. Medical schemes, which cover 17 percent of the population in South
Africa, account for 46 percent of THE (McIntyre and Thiede 2007).

It is within a context of limited resources from the public sector, regressive
financing, high donor dependency, and inefficient and inequitable use of exist-
ing resources that countries have considered policies to scale up health insurance
to meet objectives such as increasing sources of funding for the health sector,
improving equity in revenue collection and spending, and improving technical
and allocative spending efficiency. The implementation of a national health insur-
ance program, by itself, is not seen as the panacea for achieving these objectives.
In some cases, a mandatory health insurance program when poorly designed
can actually exacerbate inequities in health care and lead to wasteful spending
(Dahlgren 1994). The next section summarizes the ways that governments have
arranged the use of insurance mechanisms to address some of these problems.

HEALTH COVERAGE AND INSURANCE ARRANGEMENTS

The AA countries are either in an intermediate stage of coverage or lack financial
protection (figure 8.2 and annex 8A).

Both mandatory and voluntary health insurance schemes cover a small frac-
tion of the populations in the AA countries (figure 8.3), varying from less than
1 percent in Uganda through CBHI schemes to 25 percent in Kenya’s National
Hospital Insurance Fund. While voluntary health insurance (VHI) figures most
prominently in Southern Africa, mandatory health insurance has progressed fur-
ther as a politically feasible model in East and West Africa.

Legislation to implement mandatory health insurance has been discussed
since the 1960s. Kenya was the first to introduce a mandatory scheme, in 1966.
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FIGURE 8.2 Stages of Coverage and Organizational Mechanisms
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FIGURE 8.3 Health Insurance Coverage, Selected AA Countries
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Nigeria followed with a version in the 1980s. Experiences with community-based
health insurance in this region, namely in Uganda, Tanzania, and Ghana, had
prompted governments to explore the possibility of expanding and reforming
their health systems on the CBHI model into a nationalized system. In South
Africa, MHI has been discussed since the 1990s (table 8.2).
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TABLE 8.2 Health Insurance Arrangements, Selected AA Countries

Feature Ghana Nigeria Kenya Tanzania Uganda Namibia South Africa Zimbabwe
Mandatory health Yes Civil service only  Civil service and  Civil service only 2008 National No, but subsidy ~ Ministerial task ~ SHI proposed by
insurance all formal sector Health Insurance for civil servants  team proposal MOHCW in 1998,
workers Bill voluntary; for social health  recently revived for
Proposed tax-funded insurance discussion
universal system public system
Year legislation passed 2003 1999 1966; 2004 1999 Pending with first 1980 2002 proposal Strong trade union
proposal scheme to start tabled objections derailed
mid-2009 first attempt
Revenue collection 2.5% VAT, 2.5% 10% employer Payroll tax NHIF collects 3%  Payroll tax of 4% Ministry of Social security n.a.
Sources of financing Social Security and 5% employee  Proposed: mix of  from employers from employers Finance (tax tax on all
transfer (SSNIT);  contributions for general revenues, and 3% from and 4% from revenues) taxpayers,
premiums formal sector payroll tax, and employee salaries employee salaries plus voluntary
program contributions contributions
Pooling
Parastatal agency and/ National Health National Health National Hospital ~ Social Security; National Social Government n.a. n.a.
or fund Insurance Agency  Insurance Insurance Fund National Health Health Insurance medical aid
(NHIA) and Scheme (NHIS) (NHIF); proposed  Insurance Fund Scheme scheme
National Health National Social (NHIF) (PSEMAS)
Insurance Fund Health Insurance
(NHIF) Fund
Insurance administrators 159 District Private sector 23 NHIF NHIF National Health Private sector Private medical n.a.
Mutual Health health management  branches Insurance administration ~ schemes
Insurance organizations Scheme (see below)
Schemes (HMOs)
Risk-equalization fund Yes No No No No In private sector  Yes n.a.
for HIV/AIDS
Population covered (%) 32% with ID 2% 25% 14.5% (4% Initial target of 6% n.a. n.a.

cards but nearly
55% registered

through NHIF)

500,000 (public
sector)

(continued)
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TABLE 8.2 Health Insurance Arrangements, Selected AA Countries (continued)

Feature Ghana Nigeria Kenya Tanzania Uganda Namibia South Africa Zimbabwe
Expansion beyond civil Yes. Aims at No. Aims at No No Gradual expansion ~ No Gradual na.
service or formal sector  universal universal coverage  Proposed: yes to provide universal expansion
coverage but only covers civil coverage starting toward
service now with with civil servants, mandatory
voluntary then formal private, universal
organized informal,
and then national
Resource allocation and
purchasing
Benefits package Covers wide Covers wide IP Covers IP stay OP.IP.drugsand ~ Comprehensive IP. OP, Comprehensive n.a.
services for 95%  and OP services but not treatment  basic diagnostic ~ OP, I, drugs preventive with option to
of disease burden including costs or drugs tests care, and drugs ~ “top up”
including costs of treatment and Proposed system
of treatmentand  drugs to be
drugs comprehensive
Provider choice Yes Yes Yes—400 Yes—government  Yes Yes Yes—choice n.a.
hospitals and and mission/ for private
specialized religious facilities medical scheme
providers members
Provider payment DRGs for services  Mix of capitation, ~ Per diem FFS with plansto ~ Mix of FFS, FFS with 1 HMO  Unclear future n.a.
mechanism and at-cost for FFS, per diem, case  “rebates” for move to capitation but currently
drugs payment hospital stay capitation FFS system
Voluntary health insurance
Year started 1990s. But most, ~ 1990s 1984 1995/6—Igunga  1996—first Namibian 1889 Public Servants
if not all, CBHIs (around Lagos) CHF started CBHI scheme Medical Aid Medical Aid Society
have since joined Funds, (PSMAS, now Premier
NHIS regulatory body Aid Medical Aid
established Society) started before
1995 WWII, and Commercial

and Industrial Medical
Aid Society, now just
CIMAS, begun in 1945
for whites, opening its
doors to all races from
1961
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Types of schemes

Population covered (%)

Premium levels (income-

based or risk-rated)
Benefits package

Provider payment

Administrative expenses

(% of total)

Some commercial
schemes

<1
Varied; flat rate

IP, OP. OP drug

FFS

20-30

18 health insurance 60 private

companies

1

Risk-rated with
some subsidies

IP.OP

Some
capitation, HMO

insurance firms

<2
n.a.

IP. OP,
preventive,
and drugs

FFS

n.a.

Community
health funds

for agricultural
workers; micro-
insurance; private
health insurers
<1

Flat rate

Basic package
plus curative
services

n.a.

n.a.

~13 CBHI and
other private
schemes

<1
n.a.

IP. OP,
preventive,
and drugs

n.a.

n.a.

Not-for-profit
medical aid
schemes with
potential
for-profit private
administration
7

n.a.

IP.OP.
preventive,
and drugs

Mixed per diem

35

Mostly nonprofit
medical schemes
and some limited
commercial
private related
activities

17
Community-rating

Comprehensive
minimum
benefits package
among medical
schemes

Mix of FFS,
capitation

38

30 nonpraofit Medical
Aid Societies, with
PSMAS and CIMAS
by far the two largest

10
Community-rating

CIMAS has primary
packages for all
members plus
different additional,
optional packages
For CIMAS and
other MAS, tariffs
negotiated with
providers reflected in
Zimbabwe Relative
Value Schedule

n.a.

Sources: Berman et al. 2001; Humba 2005; ILO 2007; Vogel 1993; Marek, Eichler, and Schnabl 2004; CIMAS 2007; Mcintyre and van den Heever 2007; Ladi Awosika, Nigeria NHIS, pers. com., e-mail, Dec. 15,

2008; lan Kluvitse, pers. com., e-mail, Dec. 2, 2008; NAMFISA 2005; Medical Schemes Council of South Africa 2005.
Note: IP = inpatient; OP = outpatient; FFS = fee-for-service; VAT = value added tax; DRGs = diagnostic-related groups; n.a. = not applicable.
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Today, MHI exists to varying degrees in Ghana, Nigeria, Kenya, Tanzania, and
Namibia. But it provides coverage mostly for civil service and some formal sector
employees. Ghana is the only one of these countries that legislates mandatory
enrolment from all its residents. The other MHI countries mentioned mandate
health insurance enrolment only for their civil servants and their dependents.
Ghana, Kenya, Nigeria, and Tanzania have public parastatal agencies that reg-
ulate the risk-pooling functions. Namibia, Nigeria, and South Africa provide
government support to privately administer insurance schemes for their civil
servants. Uganda and Zimbabwe have been considering the implementation of
MHI programs (table 8.2).

FACTORS UNDERLYING RESISTANCE TO REFORM AND IMPLEMENTATION

The minimum prerequisites for a mandatory health insurance system are social
solidarity and capable political institutions. Even with these in place, a ground-
swell of demand for reform toward an MHI system is often lacking due to the
limited willingness to trade off between complacency with the status quo and
the uncertainty of major health care reform. Many of these countries already
have a mix of publicly funded health care systems and gradually expanding
private insurance schemes—and stakeholders vested in those arrangements.
Thus, the conditions for reform must be such that the benefits of reform can
outweigh the status quo. In Ghana, the public was so frustrated with the system
of high user fees that the New Patriotic Party was able to come into power on a
platform of introducing a mandatory system on the backbone of existing CBHI
schemes and, in its brief period of implementation, has increased enrolment to
more than 40 percent of the population (Rajkotia 2007). In Tanzania, however,
user fees are not high enough to feed public discontent and expand enrolment
beyond 15 percent in its district-level Community-Based Fund despite govern-
ment premium subsidies of 50 percent (Hsiao and Shaw 2007; ILO 2007). In
this regard, legislation to promote mandatory health insurance faces political
resistance to change. Where legislation has already been implemented, efforts to
expand coverage through mandatory health insurance encounter the difficulties
of addressing constraints to governance and economic capacity.

Stakeholder Constraints to Reform

One of the underlying conditions of MHI is the notion of solidarity, and the
willingness to pool risks in groups organized along communal or employ-
ment-based characteristics. In Kenya, for example, the concept of harambee
(“let’s pull together”) has been used to raise funds to pay hospital bills (Musau
1999). For their membership base, the CBHI schemes in East and West Africa
leveraged preexisting networks based on social solidarity. The Engozi societies
in southwestern Uganda formed a ready population base for developing the
Kisiizi hospital scheme (Musau 1999). Typically, insurance groups, much like
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the first schemes of the Bismarck era, are organized around employment. The
Land O’Lakes company has helped organize health insurance schemes for their
dairy co-ops in Uganda over the last 20 years (Halvorson 2007). Long before
that, in 1889, the first private health insurance scheme was started for employ-
ees of the de Beers diamond mines in South Africa (Kruger n.d.).

Private insurance has since expanded across Southern Africa covering mainly
whites and wealthy blacks. How to expand insurance beyond the existing mem-
bership has been widely debated and plagued with problems. In the post-apartheid
era, Southern Africa has been struggling to overcome high rates of inequality (for
Gini coefficients, see table 8.4, discussed under the subhead “Constraints to Imple-
mentation: Institutional and Economic Realities”). These rates can serve as an
indicator of the political resistance to pooling together whole populations into a
larger MHI scheme, particularly one that involves income cross-subsidization from
the organized urban middle class to the poor (Thomas and Gilson 2004). Design
elements of MHI, such as the type of financing mechanism, threaten certain stake-
holders. Such health financing reforms are politically contentious because they
determine who pays for and benefits from the reform (Thomas and Gilson 2004).

A test of national solidarity is the ability to build consensus among the
key actors in the policy process involving the scaling up of health insurance.
Although the specific actors, their position on the health insurance reforms,
and the extent of their influence in the policy process are country-specific, this
section highlights some of the key actors that have been involved in previous
health insurance reforms and broadly categorizes how they have impeded or
supported reform toward scaling up health insurance (table 8.3).

TABLE 8.3 Potential Stakeholders in Scaling Up Mandatory Health Insurance

Sphere Actors Common perspective and concerns

Government Ministry of Finance Revenue collection: sustainability of sources of funding, tax burden, and
impact of taxation on labor markets and economy’s competitiveness

Ministry of Health Focused on increasing resources to struggling public systems and
maintaining policy influence on new governance arrangements

Public providers Concerned with provider payment mechanism and increasing resources
to public system; sustainability of public funding as opposed to user fees

Social security agency Concerned with arrangement of administration housed in larger social
security agency or, in case of separate health insurance agency, that it
might compete for resources

Health insurance agency ~ Concerned with governance arrangements, degree of autonomy, overall
sustainability of financing

Social Labor unions, civil May oppose MHI because this group typically already receives health
servants, and other care through subsidized public system or insurance. But would have to pay
formal sector employees  more through additional payroll tax used to cross-subsidize other enrollees

without any improvement in personal health care coverage.

The public Skeptical of government capacity and corruption and may not value the
benefits of the health insurance at, or more than, the cost of the benefits,
and even when they may desire something different from reliance on
0QPs, they are often unmobilized and passive during the reform debates
and design stage.

(continued)
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TABLE 8.3 Potential Stakeholders in Scaling Up Mandatory Health Insurance (continued)

Sphere Actors Common perspective and concerns
Social The poor Though typically unempowered and lacking access to health care,
(continued) this group would be concerned about whether or not they would
gain insurance through this system; often NGOs pose as their
advocates.
Donors, technical partners, Inconsistent views on NHI, which are informed by donor countries’ own
and external NGOs health system; sustainability concerns
Academics and other Concerned with technical design but often overlooked in the policy
technical experts process
Private Employers Depends on employer’s investment in workers’ health. Some already

provide substantial coverage through in-house programs and would
therefore gain from public coverage. Others may oppose it because of
increased burden of taxation.

Private providers Concerned with the monopsonistic purchasing power of a concentration

including mission sector of public or private insurance funds and its consequent effect on
provider payment mechanism and decision-making autonomy over
patient care

Private health insurance Concerned about whether or not MHI will leverage existing schemes or

schemes create mechanism competing with private schemes. If MHI leverages
existing schemes, what design features will dictate how private schemes
manage risk and financial sustainability?

Source: Authors.

Role of State in Health Sector

The state consists of actors with various and sometimes conflicting interests and
responsibilities. As steward of the public health sector, it is typically the larg-
est single collector of revenues, and purchaser and provider of health services.
A balance of these interests can promote productive reforms, as the state has
the critical leadership role of driving the reform process. But often there is an
imbalance leading to stalled reforms, unless this leadership role is assumed by
one of its agencies such as the MOH.

Ministry of Finance

The Ministry of Finance focuses on the funding mechanisms proposed in an
MHI program and its effect on the government budget and overall economy.
Payroll taxes typically finance MHI programs, but a mix of additional financ-
ing mechanisms, including general tax revenues and premiums, can also feed
MHI revenues. The structure of the financing mechanism could increase the tax
burden on the public or the formal sector and negatively affect labor markets
and the country’s economic competitiveness. In South Africa, for example, the
national Treasury opposed initial proposals for social health insurance primarily
because it would increase the tax burden on the already overburdened middle
class (McIntyre and van den Heever 2007).



“Big-Bang” Reforms in Anglophone Africa 159

Ministry of Health and Public Providers

Ministries of Health typically exercise stewardship over most of a country’s
health infrastructure, including hospitals, clinics, and health professionals.
Faith-based or mission hospitals, the next largest group of health facilities, often
receive government subsidies or seconded staff. Many civil servants moonlight
as “private” practitioners. South Africa and Namibia have a “private medical”
sector made possible, in part, by public sector support for comprehensive medi-
cal scheme benefits.

Because public or quasi-public facilities dominate health institutions, Anglo-
phone African governments are in a very different position from the European
governments that sought to broaden insurance to pay fees in a private health
market. Ministries of Health often lead the agenda on developing MHI programs
with the expectation that the creation of a dedicated funding source in the form
of payroll taxes would sustain an increase in revenues to the chronically under-
funded and overworked public health system. Even in South Africa, with a sub-
stantial private health industry separate from the public system, one of the goals
of insurance regulation is to prevent private insurers from “dumping” patients
in public hospitals.

However, a natural tension arises when, as part of the design of an MHI pro-
gram, a new and possibly independent entity such as a National Health Insur-
ance Agency is created that also lays claims to health sector funds. In new
organizational structures, Ministries of Health and public providers would have
to cede control over certain responsibilities and funds.

Social Security Agency

The development of MHI arrangements are typically viewed within the context
of the country’s larger social security program. Pension programs in much of
Sub-Saharan Africa already face high liabilities, verging on collapse. Many of
the problems that plague pension programs would also constrain MHI programs
(Bonnerjee 2003 [draft]). The state of the labor market, unfavorable demo-
graphic characteristics, high administrative costs, and even a high incidence of
HIV/AIDS burden pension programs and potential MHI programs’ financial sus-
tainability and ability to expand (Bonnerjee 2003 [draft]). The problems in many
countries’ pension programs are fodder for opponents who believe that a new
MHI program would follow the same fate. Pension reforms go hand in hand
with MHI reforms.

Therefore, through the development of MHI programs, social security agen-
cies would have to share their already small revenue base to provide health
insurance coverage. Like mandatory health insurance, revenues for social secu-
rity typically come from a share of workers’ incomes. In addition, some con-
figurations of MHI programs call for a new parastatal health insurance agency
to collect revenues through similar mechanisms or to leverage pension arrange-
ments to provide social security expenditures on health. A separate program
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would compete with social security for the same revenues. In the case of Ghana,
the social security fund had to transfer 2.5 percent of its funds to the newly cre-
ated National Health Insurance Fund. Ghana’s pensioners and trade unions had
opposed the national health insurance program because of this arrangement.
However, the Government placated these opponents by guaranteeing the future
solvability of the pension fund. In Uganda, the National Social Security Fund
opposed the development of the parastatal Uganda Social Health Insurance Cor-
poration in favor of expanding its own management duties to provide health
insurance coverage (Bwogi 2007). In the proposed HI scheme for Sierra Leone,
the social security agency has offered to lead the design and implementation as
well as to house and “incubate” the new HI agency proposed, thus ensuring it
would be able to effectively control this potential rival for resources.

Health Insurance Agency

Most mandatory health insurance arrangements create new health insurance
organizations with responsibilities, accountability, and authority that, though
laid out in legislation, are de facto unclear for the health insurance organizations.
Thus, throughout the process of reform, health insurance agencies are primarily
concerned with resolving these issues in a manner that expands their steward-
ship over health care resources. Experience with health insurance agencies in
Sub-Saharan Africa is limited. Recent evidence from Kenya’s National Hospital
Insurance Fund is not favorable, demonstrating that 25 percent of funds go to
administrative costs and 53 percent go to investment projects such as costly new
headquarters (Hsiao and Shaw 2007).

Social Sphere

The social sector in this context represents a counter group to the state, a col-
lection of stakeholders that either provide financing (taxes, premiums, or dona-
tions) or are the benefactors of the health care system (patients).

Labor Unions, Formal Sector or Civil Service Employees

Most MHI programs collect revenues through payroll taxes. Civil service and other
formal sector employees make up the most identifiable tax revenue base within
Anglophone African countries where the informal sector dominates. These for-
mal sector workers, most likely already covered by health care insurance, would
have to shoulder the major part of the financial burden in any MHI scheme.
Although their contributions would increase, they would likely either not gain or
would lose some of their health care coverage, as in Ghana. In South Africa, trade
unions opposed a 1997 initiative to provide health insurance reform because it
did not appear to offer uninsured members any better access to public hospitals
than they already had (McIntyre, Doherty, and Gilson 2003). In Tanzania and



“Big-Bang” Reforms in Anglophone Africa 161

Nigeria, workers resisted payroll deductions to cover a share of health insurance
premiums. They did not see any improvement in health care access. Support
among civil servants for the fledgling National Health Insurance Fund (NHIF) in
Tanzania has not been unanimous. In 2005, teachers in the Kwimba District of
the Mwanza Region threatened to take the NHIF to court if it continued deduct-
ing contributions from salary. The protesting teachers claimed that they did not
get proper treatment at hospitals and health centers enrolled with the NHIFE.?
Employees of the Morogoro Municipal Council also threatened to terminate
their membership in the NHIF because it provided no benefit to them. They
claimed that NHIF-registered providers avoided treating NHIF beneficiaries who
had expensive diseases. The complaint also suggests that some enrollees were
not clear on the concept of risk pooling and insurance, with protesters asking for
an analysis of the fund because not all employees and their dependents fall sick,
and the care used does not tally with their monthly deductions.*

Despite high out-of-pocket expenditures, constitutional guarantees of “free
medical care” in these countries have made it difficult for governments to collect
employee contributions for national health insurance. However, where employ-
ees do not have health insurance coverage and the underfunded public medi-
cal system provides inadequate care, there is strong demand from formal sector
employees for some form of government-supported insurance or health care. In
Uganda, civil servants had long demanded that government provide them with
free care through the public system. Often, MHI programs start with health care
coverage for civil servants and formal sector employees because they are the
most identifiable group in an informal sector-dominated economy. Once these
people receive health care, however, they have little immediate incentive to sup-
port further expansion of coverage.

The Public

Even more common are the public’s concerns about government’s capacity to
implement a health insurance reform. Many AA countries rank low in gover-
nance indicators (table 8.4). The public, whose opinions are vocalized through
civil society organizations, is wary of MHI proposals to create new institu-
tions when the existing institutional capacity is so poor. The Kenyan govern-
ment’s corrupt and inefficient administration of its National Hospital Insurance
Fund gave opponents cause for concern over the proposal for universal cov-
erage through the creation of a new National Social Health Insurance Fund
(Carrin et al. 2007). The National Hospital Insurance Fund not only fails to pay
as intended for outpatient services and drugs, but also devotes only a small por-
tion (22 percent) of its funds to pay benefits (Hsiao and Shaw 2007). One pur-
pose of Kenya’s proposed National Social Health Insurance Fund is to replace
the existing scheme with a more transparent and accountable agency. It would
add to its governance arrangements a Board of Trustees that includes a fraud and
investigation unit (Carrin et al. 2007).
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TABLE 8.4 Governance and Economic Capacity Indicators, Selected AA Countries

South

Ghana  Nigeria  Kenya Tanzania Uganda Namibia — Africa  Zimbabwe
Governance and stability
Gini coefficient 428 49 4770 346 426 743 57.8° 50.1
CPI (2007) 37 22 2.1 32 28 45 5.1 2.1
Political stability/no violence 54.8 38 15.4 40.4 135 755 44.2 139
(percentile rank 0—100) (2006)
CPIA public sector 3.8 29 33 35 33 na. n.a. 2.0
management and institutions
cluster average (1 = low to
6 = high) (2009)
CPIA transparency, 40 3.0 3.0 3.0 25 n.a. n.a. 15
accountability, and corruption
in the public sector rating
(1 =1low to 6 = high) (2009)
Economics
GNI per capita, Atlas 1,7900 1,190.0 760.0  500.0 460.0 42700 5,760.0 na
method (current US$, 2009)
Poverty head count 30.0° 64.4° 19.7°  885° 51.5° n.a. 26.2° n.a.
ratio at US$1.25 a day (PPP)
(% of population)
Age dependency ratio (2009) 0.73 0.84 0.83 0.92 1.06 0.68 0.54 0.79
Urban population as % of 50.8 491 219 26.0 13.1 374 61.2 378
total (2009)
Female labor force 75.2' 395" 776" 888 80.5 535 51.0 60.8
participation rate
(% of 15- to 64-year-olds)
Informal labor (%) 80.4° n.a. 32° 35¢ 85.9% n.a. 17¢ n.a.
Informal economy (% of 38.4 57.9 n.a. 58.3 431 na. 28.4 59.4
GNP for 1999/2000)
Government revenues 26.9' na. 195 na. 170 29.1° 30.7' na.
(excluding grants, % of
GDP, 2009)
General government final 9.6 n.a 16.3 16.2° 114 24.2 21.0 21.2°

consumption expenditure
(% of GDP, 2009)

Sources: World Bank 2010; UN 2006; Transparency International 2007; Ghana Statistical Service 2007; Republic of Kenya 2003;
Tanzania National Bureau of Statistics 2002; Schneider 2002; Statistics South Africa 2007; Uganda Bureau of Statistics 2003.
Note: Informal sector definitions and years may vary based on household surveys: Ghana data are the percentage of employed;
Kenya's household survey separates out self-employed from informal sector; Tanzania data are the percentage of households engaged
in informal sector activity; Uganda’s labor market is the percentage of self-employed people ages 10 years and above of total
employed. CPIA = Country Policy and Institutional Assessment (World Bank); n.a. = not applicable; PPP = purchasing power parity.

a. 2000; b. 2004; c. 2005; d. 2006; e. 2007; f. 2008.

Other concerns such as the limited realized value of the benefits, the low will-
ingness to cross-subsidize risks and income levels across disparate groups, and
the weak ability to pay for premiums also influence public opinion.

However, since the burden of high OOPs falls mostly on the public, they are
also often eager for alternatives, and in a few cases, this has been manifested
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through the electoral process, although channeling such public frustrations into
successful health financing reforms has not so far been the norm.

Donors, Technical Partners, and External NGOs

Through a number of often-disconnected initiatives, donors, technical partners,
and external NGOs have a significant role in health care financing policy in
Sub-Saharan Africa. User fee policies, for example, have generated disagreement
within the donor community over how to increase access to health care for the
poor while providing steady funding for health care expenses. Over a decade
ago, the World Health Organization in its World Health Report 2000 (WHO 2000:
85) highlighted the importance of prepayment as a way of protecting the poor
from catastrophic health expenditures, but the debate over the specific mech-
anism (tax-financed public health systems or social health insurance or any
number of nuanced approaches) is far from being resolved. The evidence on
which financing mechanism has the most beneficial impact in meeting equity,
efficiency, and improved outcomes is largely inconclusive in OECD countries.
Donor perspectives for or against the use of specific public financing arrange-
ments for health have been largely informed by the donor countries’ own expe-
riences with their health system. Many donors have been involved in supporting
CBHI schemes and targeting subsidies for insurance to the poor. But this same
enthusiasm for CBHI schemes rarely translates into support for MHI arrange-
ments. Donors share the same reservations held by other stakeholders over the
government’s economic and institutional capacity to implement a national
insurance program that meets equity and efficiency objectives. But for MHI
programs that aim to target the poor with subsidies, donor support would be
crucial. It would be difficult to replace the nearly 50 percent of THE financed
from civil servants’ out-of-pocket spending and other government revenues in
AA countries with just health insurance contributions and no external funding.

Private Sector Stakeholders

Private sector stakeholders refer to the collective group of organizations and indi-
viduals whose business is impacted by the potential health insurance reforms.

Employers

Employers’ positions are closely related to what they spend on health care to
retain and attract skilled workers. In Africa, notably mining companies directly
provide health care for their workers, particularly when alternative care is too
far away or of poor quality. The more employers spend, the greater are their
incentives to keep costs down through mandatory health insurance coverage
for their workers, national pooling of the population, and subsidies to firms to
provide care. Smaller firms and those with a high turnover of low-skilled workers
are less likely to provide care, although some pay cash allowances for medical
expenses. Part of the growth in private health insurance in Africa has come from
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employers who wish to transfer management, risks, and administration of medi-
cal benefit payments to a professional insurer. However, insurance may not give
workers at isolated sites access to other providers. Employers who have ignored
their workers’ health needs would be disinterested in a new health insurance
benefit or would oppose programs that would increase their tax burden. Such
employers, especially in middle-income countries, would be concerned about
the impact of these higher costs on their global competitiveness.

Nevertheless, employers are the most likely route to independent expan-
sion of private health insurance in Africa. Moving down-market with policies
to cover lower-income workers, as is happening in Namibia, could lead to the
expansion of the insured population. Broad coverage of the working population
could then become a building block for a still broader national health insurance
plan. The role of employment-based insurance will be limited in the near future
by the relatively small size of the formal sector of the economy. Employers who
have never contributed to employee medical costs may provide coverage only if
it is mandated. And because the formal sector is small, large tax or donor subsi-
dies will be necessary to provide coverage for the rest of the population at a level
equal to traditional employee coverage.

The Medical Profession: Professional Groups and Provider Businesses

Many medical practitioners are concerned about the effect of health insurance
on their own revenues and their decision-making autonomy in patient care.
They can be a vocal opponent when the specter of reform means they would
have to bear an increased burden of payment risk. The introduction of a new
payer, like a health insurance scheme, might move from fee-for-service, where
the payer bears payment risk, to a payment system designed to limited supplier-
induced demand that shifts some of the risk to the provider. In Tanzania, the
medical profession fought the introduction of managed care when Kenya- and
South Africa-based HMOs entered the Tanzanian market. In 2002, the Tanza-
nian Medical Council warned medical practitioners against engaging in transac-
tions with HMOs and consequently, 10 major hospitals terminated their HMO
contracts, claiming breach of medical ethics.® But health care providers have
also provided support for insurance schemes. Examples include the Nkoranza
scheme, a hospital-based scheme that was also the largest informal sector CBHI
scheme in Ghana. In Ghana, hospitals were known to detain patients who did
not pay for the delivered services. The introduction of health insurance ensured
that hospitals would receive payment for treating insured patients. For provid-
ers, particularly in public tax—funded systems, the introduction of an insurance
scheme can mean more and sustainable financing (Kutzin 1998).

Private and Community-Based Insurance Schemes

Existing health insurance schemes can be threatened by an MHI reform pro-
gram. MHI programs could decide to leverage existing health insurance schemes
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as financial intermediaries or create a single or multiple government-run finan-
cial intermediaries. At a minimum, the MHI arrangements would increase com-
petitive pressures for existing health insurance schemes, while bringing them
under greater regulatory scrutiny as they are forced to comply with requirements
such as offering minimum benefits packages, collecting set premiums, or pay-
ing providers according to specific payment mechanisms or fee schedules. Some
MHI programs allow members to opt out of MHI plans as long as they have pri-
vate insurance or “top up” their benefits packages by purchasing private plans
that offer services beyond what is in the prescribed minimum benefits pack-
age. These options would allow private insurance schemes to continue running.
At the other extreme, MHI arrangements may act as a de facto public monopoly
in the insurance industry by resurrecting high barriers for commercial insurance
companies.

Constraints to Implementation: Institutional and Economic Realities

Not only has the willingness to reform been hampered by public cynicism
of government capacity as in Kenya, but implementation in countries where
reform legislation has passed has also been slow due to weak institutional capac-
ity. Many of the Anglophone countries have poor budget management, poor
administrative and enforcement capacity, weak accountability systems, and cor-
ruption (refer back to table 8.4). For example, a World Bank review found that
Nigeria’s health sector, like other parts of its bureaucracy, had been subject to
politicization and rent-seeking during years of military rule. Few funds for non-
salary recurrent expenditures were being disbursed to local areas, and politics
determined budget design (World Bank 2005b). Parastatal health agencies like
the National Health Insurance Scheme were designed to deliver health care ser-
vices directly, particularly primary health care. But the report also found that
their effectiveness was dampened by inconsistent funding, management prob-
lems, political interference, and poor coordination with state and local govern-
ments (World Bank 2005b). The Nigerian government had already been forced
to delay the collection of employee contributions to the national health insur-
ance fund to ensure timely rollout among federal employees.®

A significant problem is the failure to design health insurance agencies that
act with sufficient autonomy to manage key health insurance functions and
have clear accountability mechanisms and other key institutional attributes.
The challenges of solving the problems of a broken system are among the
motivating factors in creating a new separate agency. Kenya’s new National
Social Health Insurance Fund (NSHIF) starts with a clean slate and governance
arrangements designed to prevent waste and corruption. But people are rightly
skeptical to question whether or not a new agency would be able to resolve the
problems that other public agencies have failed to address. Health insurance
is administratively complex, and its potential for mismanagement is depen-
dent on the design of revenue collection, risk pooling, and resource allocation
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BOX8.1 HEALTH INSURANCE ARRANGEMENTS AND CONSTRAINTS

Revenue collection e The tax base is small, given the large informal
mechanisms sector.

e Government revenue-collection capacity is weak.

e The mechanism chosen can adversely affect
equity, labor markets, and global economic
competitiveness.

e High premiums are weak incentives to comply.

Pooling revenues e Small, fragmented risk pools are insufficient to
and sharing risks equalize risks and protect from high-cost risks.
Resource e The purchaser has limited influence to control
allocation and costs through provider payment mechanism, fee-
purchasing (RAP) setting, and contract enforcement.

e The disease burden is costly.

e Supply constraints cannot keep up with demand.
The shortage of human resources for health is a
serious constraint.
Source: Authors.

and purchasing arrangements (box 8.1). These are important to the success of
MHI programs not only in meeting their equity and efficiency objectives, but
also in sustaining an expanded coverage of the population. The next section
describes the limited economic and institutional capacity that has constrained
the expansion of MHI programs.

Revenue Collection

Designing the revenue collection mechanism is complicated by the large infor-
mal sector, small tax base, weak government capacity for tax collection, and eco-
nomic sensitivity to increasing the tax burden. Many low-income Anglophone
governments already have weak capacity to enforce tax collection. Indicators like
government revenues as a percentage of GDP reflect this weakness. High-income
countries’ government revenues account for 26 percent of GDP, as compared with
13 percent in low-income countries. In the Anglophone group, government reve-
nues in Uganda and Kenya are low relative to government expenditures. This lim-
ited capacity to collect general tax revenues bodes ill for governments’ attempts
to collect revenues for MHI, even if it focuses on collecting from civil servants.
For example, a study in 1993 found Kenya’s National Hospital Insurance Fund
received less than 70 percent of its expected revenue (Berman et al. 2001).
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Because of the large informal sector, most taxes from general revenues come
from indirect taxes on sales. But most health insurance programs collect revenues
by levying taxes on wages. Payroll taxes would place the burden of financing on
civil servants and other formal sector employees, the most easily identifiable seg-
ment of the tax base. But payroll taxes have some potentially negative economic
consequences. Payroll taxes have to be set at a level that not only meets the
financing needs of the MHI program but also avoids severely distorting the labor
market and reducing the country’s economic competitiveness. If the formal sec-
tor feels more overburdened with taxes than the informal sector does, formal sec-
tor employees may have incentives to move to the informal sector. Further study
into the effects of a payroll tax on employment would need to be done. Strong
economic growth should theoretically create an expanding formal tax base for
health insurance revenues. Not all of these countries have experienced growth in
the size of the formal sector, however, which could indicate the limited potential
of payroll taxes as an expanding source of revenue. Furthermore, increasing the
costs to employers who do not include health insurance as part of their labor
costs could impair a country’s immediate economic competitiveness. One of AA’s
global comparative advantages is its relatively low labor cost. Middle-income
countries may be most concerned about the effect a payroll tax would have on
labor costs of goods or services produced to compete in the global market.

Moreover, revenue collection systems should be designed to meet equity goals
while maximizing tax obligation compliance. Most of the described payroll tax
mechanisms (as in Kenya, Nigeria, Tanzania, and Uganda) are proportional tax
systems, which tax a set percentage of wages. This arrangement could be regres-
sive because the better-off usually have additional sources of income and wealth
that are not captured by payroll taxes. Alternatives to taxes include support
from general revenues primarily to subsidize the poor and income-based premi-
ums. Ghana uses an earmarked value added tax (VAT), transfers from the social
security program, and income-based premiums to fund its MHI program. The
income-based premium might offer a more progressive form of financing than a
flat tax. However, Ghana'’s program still has problems attracting poor informal
sector workers who cannot afford even the lowest premium.

Many voluntary health insurance programs have failed to design revenue col-
lection mechanisms that create incentives for users to fully substitute the expec-
tation of out-of-pocket payments for prepayment. One of the reasons given for
the failure of community-based health insurance mechanisms to take off in
Uganda and Tanzania was that user fees in the public system were too low to
attract members.

To attract the poor, the government and/or donors often provide subsidies to
exempt the poor from paying insurance contributions. But where governments
have demonstrated weak capacity in implementing user fee exemptions for the
poor, well-designed premium subsidies would be just as likely to fail to reach the
poor. A survey in rural Ethiopia found no relation between poverty level and
exemption status.
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The high dependency ratios in the region also limit the potential financial
contributions from the population. Already, more than half of the members
enrolled in Ghana’s MHI are exempt from paying premiums because they are
under 18 years old, retired civil servants, or over the age of 70 (NHIA 2007).
Covering exempt categories still requires additional public financing or external
donor resources. While the International Labour Organization (ILO) projected
that Ghana'’s health insurance fund will remain solvent over the next 10 years,
it recommends that Ghana revise its current revenue collection system and pro-
vider payment mechanism (ILO 2005).

For long-term viability, MHI programs have to make sure long-term financial
obligations can be met. In doing so, they have to be immune to political pres-
sures to redirect their revenues toward other programs or to expand their benefits
beyond affordability. Thus, the financial realities of mandatory health insurance
are closely tied to government capacity and governance. Governance structures
have to be strong enough to ensure that public funds for health insurance are
not poached by other interests and that they can perform the designated tasks of
collecting revenues and distributing benefits.

Risk Pooling

Determining the size, number, and composition of risk pools is important to the
sustainability of a health insurance scheme. With the large size of the informal
sector, many countries with an MHI program limit their coverage to civil ser-
vants or other formal sector employees in the short term. Income and health risk
cross-subsidization is limited in this narrow group, which tends to represent the
better-off population segment. In restricting inclusion to this better-off popula-
tion, MHI programs fail to achieve equity objectives. Health insurance tends
to draw the limited health care resources (e.g., providers, drugs) to the insured
population.

The practicalities of reaching the informal sector, however, make expanding
health insurance coverage difficult. Ghana, for example is struggling to enroll
informal workers, who constitute 80 percent of the workforce. During this tran-
sitional phase to enroll all Ghanaians, the mandatory enrolment requirement
has been relaxed. Many of the MHI schemes that focus on compulsory enrol-
ment only for civil servants allow voluntary enrolment from the informal sec-
tor. Nigeria and Tanzania mandate civil service enrolment but allow voluntary
enrolment for other sectors. This feature opens the financial health of the insur-
ance schemes up to adverse selection problems in which costlier, high-risk indi-
viduals will be the most likely to enroll voluntarily while low-risk individuals
opt out.

In forming risk pools for an MHI program, pre-existing financial intermediar-
ies could be used as the backbone of health insurance schemes and risk pools
for a new MHI, as in Ghana and Nigeria. These pre-existing risk pools may be
a fragmented, disconnected, small group. Systems that also allow multiple-tier
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systems in which members can opt out of the publicly run health insurance
in favor of more comprehensive private insurance could further fragment risk
pools. A common problem in voluntary health insurance arrangements is that
fragmented risk pools will either cream skim to avoid high risks and/or be subject
to financial instability from the large expenses of high-risk members and limited
collective bargaining power to control costs. MHI programs can create mecha-
nisms to address this problem. They could, for instance, create a single large
pool like Tanzania’s pool of civil servants, a reinsurance mechanism like Ghana'’s
that protects district schemes from financial deficits, or a risk-equalization fund
as proposed in South Africa to redistribute health risks across existing private
medical aid societies.

Ghana's National Health Insurance Fund, financed predominantly through
general revenues and social security transfers, provides subsidies for the poor
and reinsures District Mutual Health Insurance Schemes that run deficits. The
use of the fund only partially reduces the risk pool fragmentation problem,
and the reinsurance mechanism does not create a disincentive for the district
schemes to run financial deficits. Instead, a risk-equalization fund, as proposed
in South Africa, would unify the fragmented risk pools and reduce disincentives
to cream skim.

Resource Allocation and Purchasing

Resource allocation and purchasing in health insurance are affected by limita-
tions on potential revenues, the high disease burden, and the organizational
design of the health insurance scheme(s) as a purchaser of services. In contrast to
governments’ budgetary process for resource allocation and purchasing, health
insurance arrangements could separate the functions of public service provider
and public service purchaser. Because most health systems today are publicly
run, the impulse would be to provide health insurance for use only in public
facilities. But this has not been the case in any of the MHI countries where these
are discussed. Health insurance, both public and private, is associated with the
expansion of private providers. Kenya’s National Hospital Insurance Fund reim-
burses its members’ stay in both public and private hospitals. Because the pri-
vate sector is a significant provider of health care services, to exclude them from
government-run health insurance programs would be impractical.

A new entity tasked with purchasing services could be designed to be either
a passive or an active purchaser. A passive purchaser would have little influence
over resource allocation and purchasing decisions whereas a strategic purchaser
would be able to leverage its bargaining power to negotiate the prices and pay-
ment methods for the insurance-covered health care services and commodities
used. Allowing MHI agencies to act as strategic purchasers would promote effi-
cient use of resources.

One of the impacts on cost is the high disease burden in Sub-Saharan Africa.
Many countries are experiencing a demographic shift and therefore have to pay
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for services to treat both communicable and chronic diseases. The Uganda fea-
sibility study pointed out that the high costs and unpredictable expenditures
of the country’s recurring malaria epidemics would strain the insurance system
(Berman et al. 2001). MHI countries are struggling to design benefits packages
that not only satisfy their countries’ health needs but are also affordable. Out-
of-pocket payments include drugs purchased from unlicensed drug sellers, fees
to moonlighting practitioners, and sometimes under-the-table payments in
public facilities. By their very nature, these expenses are not covered as benefits
in a health insurance program. For the sake of financial sustainability, benefits
packages often exclude uninsurable risks, risks that are frequent and expected.
Chronic or preventable diseases are difficult to insure. Examples can range from
immunizations to pregnancy.

The high prevalence of HIV/AIDS (especially in Southern Africa), complica-
tions from opportunistic infections, and drug costs have typically made treat-
ment too expensive for health insurance coverage. Private insurance schemes
in Namibia, however, have offered an innovative example of inclusion of HIV/
AIDS coverage in the benefits package. Although there is no mandated minimum
benefits package, medical schemes have covered HIV/AIDS treatment for both
the public and private sectors. However, premium costs have put this option
beyond the reach of many private employers and employees. In 2004, some low-
cost plans that include antiretroviral therapy began to develop with premiums
less than half of those of traditional medical schemes.” Other low-cost schemes
include broader benefits with a low annual ceiling. These types of policies now
provide HIV/AIDS coverage for about 4 percent of the insured population, most
of them previously uninsured. A risk-equalization fund reinsures AIDS treatment
costs for participating medical schemes. The National Business Coalition on
AIDS (NABCOA) encourages employers to address the national AIDS epidemic
and supports marketing of the new low-cost insurance plans. Foreign donors,
notably PharmAccess International, have provided support for these innova-
tions, including a targeted premium subsidy for low-cost plans. A willingness-to-
pay survey showed that 87 percent of uninsured respondents in Namibia were
willing to join such a scheme and that the poor are willing to pay up to 5 percent
of their income as premiums (Van der Gaag and Gustafsson-Wright 2007).

Design of the benefits packages is intimately linked to not only who will pro-
vide services but also how to pay for services. Reforming the provider payment
mechanism is politically difficult, as mentioned above. All the MHI programs
discussed have a fee-for-service payment component that does little to control
costs and gives way to potential supplier-induced demand problems. Fee-for-
service payment mechanisms also provide disincentives to focus on preventive
care. Many health systems are biased toward providing hospital curative care and
are overwhelmed by a burden of diseases that are preventable. Some of the MHI
programs include or are moving toward other types of provider payment mecha-
nism. These types of reforms in the insurance and the provider payment mecha-
nism are moving along in parallel to public health programs or other health
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sector reforms such as strategies to decentralize and provide more autonomy
to public health care providers. The reforms are intended to increase a sense
of ownership and improve decision making, while creating payment incentives
to which providers would respond. There are limitations, however, to the way
these new health care resources can be invested to improve health care qual-
ity. While health insurance for the poor is supposed to help solve the problem
of health care underutilization, the supply of health care services cannot keep
up with the resulting increased demand. Many AA countries have a shortage of
human resources for health and cannot scale up the supply of services rapidly
enough to handle the increase in demand.

South Africa has been waffling on MHI reforms, partly because of the cost.
Successive reform proposals narrowed both the target group and the benefits
package. Its private medical schemes, which act as passive purchasers, have
been experiencing cost explosions due to increases in unit costs and utiliza-
tion. For example, medical scheme expenditure on hospitals per beneficiary
increased 66 percent, three times faster than inflation between 1997 and 2005
(McIntyre et al. 2007). In Nigeria, a feasibility study for health insurance found
that Nigerians were willing to provide altruistic subsidies to provide health
insurance to the poor. To support a system that could incorporate poorer
members, however, altruistic donations from Nigerians would not be enough;
it would require sustainable grants from governments and donors (Onwujekwe
and Velenyi 2010).

Once political will to develop MHI has been ascertained, countries still have
to face the challenges of designing and implementing programs that provide
strong governance and sustainable economics. As the Uganda feasibility study
cautiously recommended, any decision to develop a mandatory health insurance
system would require careful financial analyses to assess its long-term sustain-
ability and careful design of revenue collection, risk pooling, benefits packages,
provider payment, and other key features. The state of institutions helps explain
the underlying reasons for the current stage of insurance reform and develop-
ment, but what does this mean for the future of MHI in this region? Box 8.1 on
page 166 summarizes some conclusions from the mixed bag of experience with
health insurance in Africa.

TARGETED AREAS FOR SCALING UP HEALTH INSURANCE DEVELOPMENT

Historically, health insurance has developed along two axes—horizontally
extending outward to a broader segment of the population and vertically expand-
ing the depth of the services covered. Where mandatory health insurance exists
today, the path toward broad coverage and depth of services has not been one of
constant, gradual expansion. Health insurance reform can fall victim to external
economic and political factors that can halt or even reverse progress in scaling
up. Zimbabwe, with its once relatively large private insurance base and high per
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capita income, was the Sub-Saharan African country with the most potential for
expanding health insurance coverage (Shaw and Griffin 1995). But the country’s
recent economic contraction has had adverse consequences for its health insur-
ance industry, which has been struggling to keep up with its hyperinflationary
economic and medical cost environment.

Other AA countries, backed by political stability and the momentum of rela-
tively strong economic growth, are pushing for greater government involvement
in providing health insurance coverage. Governments have been encouraging
health insurance coverage of poorer and/or informal sector groups where their
publicly funded health systems have failed either through the expansion of
private insurance mechanisms as in the Low-Income Medical Scheme (LIMYS)
in South Africa, subsidies for Community Health Funds in Tanzania, and the
gradual expansion of coverage to the informal sector in Ghana’s National Health
Insurance Fund.

Early signs of success and failure of these initiatives indicate the nature of the
prerequisites for scaling up. Income level is clearly not the sole predictor of a
country’s ability to provide MHI coverage. Demand-driven reform has strength-
ened the government’s will for scaling up. Small-scale schemes have blossomed
into larger ones, and newly created risk pools have succeeded because of the way
health insurance arrangements have been designed to fit into the larger health
financing context and health system infrastructure. One example is the way
prepayment fees (versus cost-recovery fees) have been set to create incentives
for certain population groups to join. Ghana, South Africa, and Tanzania offer
contrasting experiences. Ghana was able to reach the broadest portion of the
population because the prospect of user fees outweighed the cost of insurance.
South Africa’s private insurance attracts mainly the wealthy, who buy insurance
to have access to higher-quality private facilities than the free public facilities.
Tanzania’s user fees for public facilities were still relatively low compared with
the Community Health Fund'’s subsidized premiums.

In the foreseeable future in Africa, the depth of coverage will have to be thin
if the population coverage is to be broad or vice versa. The health systems have
fragmented and mixed public and private sources of financing and providers.
So far, insurance arrangements in the region have provided coverage mainly
for the better-off formal sector and civil service and some targeted subsidies for
the poor. Although mandatory health insurance is not advanced in the Anglo-
phone African countries, other insurance arrangements such as community-
based health insurance and commercial private insurance schemes can increase
demand for insurance and prepare the supply environment for the organiza-
tional requirements of insurance. In their quest to expand health insurance
coverage, governments have been trying to figure out how to strengthen insur-
ance mechanisms and leverage them to increase health insurance coverage. But
AA countries are at varying stages of health insurance development. Many of
their scaling-up strategies have tried to apply different approaches to target cer-
tain population segments (civil servants, formal sector employees, identifiable
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groups within the informal sector, the poor) or to cover certain priority services
(usually MCH).

Mandates such as those requiring compulsory enrolment or a minimum ben-
efits package are only as effective as the incentives and enforcement apparatus
that are in place to promote compliance. To even begin to move toward this, the
government should, where the capacity exists, encourage the development of
the necessary health insurance infrastructure. This infrastructure should include
risk pools among the various social segments by the use of demand-side sub-
sidies as a counterweight to cost-recovery mechanisms in public and private
health care service delivery and supply-side support to strengthen health insur-
ance mechanisms such as risk-equalization.

Strategies for the Formal Sector and Employment-Based Health
Insurance

Schemes to mobilize risk pools among formal sector employees—whether public
or private—should be encouraged. Private health insurers have shown consider-
able ability to innovate throughout the continent. The Namibian example shows
that health insurers can play a role in innovations that would broaden coverage
to formally employed populations at low cost. They have responded to the AIDS
epidemic by incorporating antiretroviral treatment into their benefits packages.

To run low-cost health insurance schemes, new methods of provider pay-
ment may be necessary. The fee-for-service payment system used by traditional
medical schemes in South Africa and Namibia contributes to the high cost of
these plans. The first low-cost scheme in Namibia with good AIDS benefits was
based on capitation of primary care. Nigeria has seen the development of a small
but growing managed care industry. These firms serve as intermediaries in the
national health insurance plan which capitates primary care. But because of their
payment mechanism, managed care schemes and capitation have also been met
with strong provider opposition, as in Tanzania.

There is still plenty of room to expand health insurance coverage among for-
mal sector workers. For health insurance coverage to expand, it will be neces-
sary to craft products that are much less expensive than the traditional medical
schemes or health insurance on offer in Africa. This can be done. The experi-
ment in Namibia with low-cost schemes (including good AIDS coverage) and
with the new spectrum of Government Employee Medical Schemes (GEMS) for
South African civil servants should be watched closely. If health insurance can
move from 40 percent of the formal sector (as in Namibia) to 70 percent or
80 percent, and if the formal sector of the economy expands with development,
employment-based health insurance will play a role more similar to the one it
played in more developed countries.

One barrier to broader uptake of health insurance coverage through employ-
ment is the existing structure of health care financing in Africa. Unlike Europe or
the United States in the 19th and early 20th centuries, or Latin American in the
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20th century, there is an extensive, though inadequate and underfunded network
of government-run or government-subsidized health institutions in most African
countries. A potential “safety net” exists, and thus workers with low wages may
see little benefit in payroll deductions that promise coverage for future health
expenses. Although quality may be inadequate, fees have traditionally been
low or nonexistent in the public system and modest in mission hospitals. Thus,
employment-based health insurance has not been at the top of the workers’ col-
lective bargaining agenda. In South Africa, public hospitals do provide services to
both the insured and uninsured, and charge income-based fees. One way to make
health insurance more affordable would be to provide inpatient services in public
facilities, while offering more accessible outpatient benefits through private facili-
ties. This is being tried in Namibia together with the low-priced GEMS. Enforcing
payment of reasonable user charges by the nonpoor in public hospitals could
expand the demand for health insurance but would be politically difficult.

Getting prices and benefits into a range that is affordable for most African
employers and employees will address part of the problem, but marketing prob-
lems will persist. In several countries, employees have resisted payroll deduc-
tions for statutory insurance schemes. In Nigeria, the government was forced
to declare a “holiday” on employee contributions in order to start enrolment of
federal workers, the first element of the planned national health insurance sys-
tem. In South Africa, the government made the lowest cost GEMS option free for
low-wage employees in order to accelerate enrolment of uninsured civil servants.

Where typical incomes are too small to support the premium for a full private
sector benefits package, what other options are available? One is donor subsidy.
Because health insurance is seen as a benefit for the wealthy in Africa, there has
been little donor support, except for some community health schemes. But health
insurance could be a conduit for donors to support improved medical care. The
Dutch Health Insurance Fund has embarked on this experiment in Nigeria,® and
a small donor subsidy is available for the new low-cost plans in Namibia.

Can private, employment-based health insurance go further, to become the
basis for protecting a large segment of the population? The biggest barrier remains
the small portion of the labor market that works in the formal sector of the econ-
omy. With formal employment, risk can be pooled in employment groups and
premiums collected through formal payroll systems. Some income cross-subsidy
is created if premiums are collected as a percentage of salary. Data quantifying
the size of the formal sector are difficult to obtain. In 1999, the formal economy
was estimated to employ 80 percent of the labor force in South Africa, but this is
probably an overestimate because many of the unemployed sustain themselves
through informal economic activity. Elsewhere, the proportion of the labor force
in the formal economy is less than 50 percent and probably below 30 percent
in many AA countries. Because there are no efficient mechanisms for collecting
mandatory premiums from peasant farmers or the informally employed, extend-
ing national health insurance programs to the full workforce will require “vol-
untary” contributions or government “buy ins” using general tax revenue. The
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history of voluntary enrolment in national health insurance elsewhere is not
encouraging. However, Ghana is now trying to collect premiums in the infor-
mal sector (and subsidize individuals deemed too poor to pay). This innovation
should be carefully watched, although concurrent plans to start a one-time pre-
mium payment could, if successful, undermine this innovation.

Economic development should theoretically lead to the expansion of formal
sector employment, which could in turn lead to the expansion of employment-
based insurance. From this base, and using general taxes, insurance could then
be expanded to the broader population. This has been the pattern in much of
the OECD. The performance of the insurance industry should be carefully moni-
tored. Can the GEMS in South Africa and low-cost health insurance in Namibia
significantly expand the proportion of covered workers? To assess the best strat-
egy for integrating private insurers into a national health insurance plan, the per-
formance of insurance companies (HMOs) as intermediaries in Nigerian national
health insurance should be compared with the Ghanaian approach, which cre-
ates administrative bodies at the district level that have characteristics of both
local governments and the community health plans they are supplanting.

Strategies for CBHI

CBHI schemes do not necessarily depend on the expansion of the formal sec-
tor of the economy. Successful small schemes have been developed for employ-
ment groups such as farmers and the self-employed that have not been readily
captured as part of the formal sector and for social groups such as schools and
women's groups without employmen