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Preface

Health insurance is the mechanism used to respond to uncertainty and the risk of the 
consequences of illness. Health systems, which aim to promote population health and 
prevent people from financial collapse, are the umbrella structures that accommodate 
health insurance in each country. The variety of health systems around the world is 
large and each has its own features. There are public and private health insurances, 
voluntary or compulsory, and those financed by taxes, social compulsory contribu-
tions, or direct payments.

Differences in health insurance are significant between low-middle- and high-income 
countries. These differences mainly arise from the differences in the ability to finance 
the health insurance system. While high-income countries are typically able to finance 
and fund the provision of health care, low-medium-income countries face difficulty. 
Another challenge for these countries is the provision of universal health coverage 
(UHC), which is the United Nations’ Sustainability Development Goal Target 3.8. As 
such, several countries are redesigning their health systems and focusing on strength-
ening them to support the priority of providing UHC.

This book discusses the path to redesign and reform health systems to achieve UHC. 
It is argued that the health insurance system plays a role in the move toward UHC. 
This progress may be financed by a combination of taxes and social health insurance 
contributions, as described in Chapter 1, “Toward Universal Health Coverage: The 
Role of Health Insurance System”. The collected funds from these two sources are to be 
used in providing a basket of basic health care to satisfy population needs. Chapter 2, 
“The Advantage of Single-Payer National Insurance”, also examines the problem 
of funding UHC in low-medium-income countries. It discusses different funding 
alternatives and describes the advantages of a single-payer national health insurance 
system, which is well-suited for those countries.

In low-medium-income countries, providing UHC under a health insurance system 
may be problematic because of the significant share of people who have very low 
incomes or work in the informal sector. Chapter 3, “Health Insurance for Economically 
Disadvantaged People in LMICs: What are the Best Options?”, discusses the inequities 
emerging in these cases. This chapter proposes some measures to respond to this prob-
lem related to large informal sectors and a large share of poor people in the economy 
and society. Chapter 4, “National Health Insurance, the Informal Sector, and Elements 
of a New Social Contract in the 2019 UHC Act of the Philippines”, presents the exam-
ple of the Philippines and analyzes the different elements of the social contract for this 
country. Some of these elements may enhance or break down relationships in informal 
sector health insurance so that greater health security may be provided within the 
social contract context. Another area of concern within health systems is the alloca-
tion of funds and purchasing of services. Chapter 5, “An Assessment of the Effect 
National Health Insurance Scheme Capitation Payment to the Healthcare Facilities 
in Yobe State”, presents a case study from Nigeria, the conclusions of which point  



IV

to the benefits of the capitation payment mechanism. These benefits will increase 
competition among providers, reduce out-of-pocket payments, and guarantee the 
quality of services.

In high-income countries, the problems arising from providing UHC are different 
from those faced by low-middle-income countries. Chapter 6, “Complementary 
Health Insurance in Slovenia”, presents the case for Slovenia. This country provides 
UHC financed by a compulsory contribution and a complementary health insurance 
scheme. The chapter examines the advantages and disadvantages of this special dual 
financing system. Chapter 7, “Voluntary Private Health Insurance Demand by Older 
People in a National Health Service, the Case of Portugal”, presents the example of 
Portugal, which has a national health service financed by taxes and provides a UHC. 
The system faces some difficulties in ensuring the provision of UHC, and private 
voluntary health insurance is often a possible alternative. However, this alternative is 
quite limited to seniors. The chapter analyzes the main determinants for Portuguese 
seniors to buy private voluntary health insurance. Chapter 8, “Health Insurance in 
the United States: Failure of Private and Multi-Payer Financing”, outlines the history 
of health insurance in the United States since the 1930s. It concludes that the not-for-
profit and public single-payer Medicare for All can provide comprehensive coverage 
based on health care as a human right at affordable costs. Chapter 9, “Value-Based 
Contracting in Health Care”, returns to the topic of concern within health systems 
about the allocation of funds and purchasing of services in the United States and other 
high-income countries. The issue examined in this chapter is the risk sharing between 
providers and payers using value-based contracting. These types of contracts ought 
to account for aspects such as prices, risk sharing, and outcome evaluation. Finally, 
Chapter 10, “Socio-Economic Considerations of Universal Health Coverage: Focus 
on the Concept of Health Care Value and Medical Treatment Price”, examines the 
relationship between the progress of UHC and the socioeconomic factors promoting 
the sustainable development of health insurance systems. Based on this discussion, 
the chapter sets out the case of Japanese private clinical practices along with the 
consideration of the relationship between value and price, which is key to the future 
development of medical insurance systems.

Aida Isabel Tavares
ISEG, UL - Lisbon School of Economics and Management,

University of Lisbon,
Lisbon, Portugal

CEISUC - Centre for Health Studies and Research,
University of Coimbra,

Coimbra, Portugal
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Chapter 1

Toward Universal Health Coverage: 
The Role of Health Insurance 
System
Diriba Feyisa

Abstract

Health insurance is one of the instruments to achieve universal health coverage, 
which is not only the major goal for health reform in many countries but also the 
priority objective of World Health Organization. It provides financial security against 
healthcare costs and lessens the risk of incurring medical debt. There is an increas-
ing understanding that poverty is exacerbated by ill health. Developing nations have 
recently increased the usage of various health insurance schemes to improve access to 
healthcare for low-income households to stop the negative downward circle of poverty 
and illness. These models help all countries regardless of income level can set out 
on the path to universal health coverage through a mix of different prepayment and 
risk-pooling mechanisms, tax-funding, and social health insurance. Right policies are 
necessary to achieve UHC. Concentrating on providing strong coverage for a clearly 
defined basket of services is well preferable to shallow coverage for every service with 
a high patient cost-sharing ratio. Health insurance system must be designed from 
the outset to be financially sustainable, which includes looking into ways to increase 
revenue sources and giving priority to the efficient use of resources.

Keywords: universal health coverage, health insurance system, healthcare financing, 
financial protection, out-of-pocket expenditure, access to healthcare

1. Introduction

Health is essential for leading a fruitful social and economic life [1]. Due to their 
direct impact on their ability to work, individuals’ well-being is crucial for ensuring 
the welfare of the household as a whole, especially that of children [1]. Good health 
is the desired state for the wellness of human beings and to prolong economic, social, 
and political development pursuing a healthy society and global fastening. Healthcare 
access affects an individual’s entire health condition, such as physical, mental, and 
social, as well as the overall quality of life [2].

According to the World Health Organization (WHO), access to healthcare services 
is a fundamental human right for every individual, and it is the responsibility of the 
government to make sure that these services are acceptable and readily available at all 
times [3]. Accessibility to healthcare services has various aspects that are influenced 
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by service availability, the quality of patient care provided at health facilities, geo-
graphical connectivity, and economical mobility [3].

With significant regional diversity, there are combinations of health financing 
system consisting of public (tax-based systems, health insurance funds, and external 
funds) and private (mostly in the form of out-of-pocket payments) for financing 
healthcare worldwide. Prepayment model health financing systems are crucial for 
financial risk protection (FRP), which guarantees that people access healthcare 
without experiencing economic difficulties and are used by most high-income and 
middle-income nations. However, in low-income nations, these models are frequently 
inadequate and hence, many are excessively reliant on out-of-pocket payments, which 
put households at an elevated risk of financial difficulty and inequities in health 
outcomes [4, 5]. One hundred and fifty million individuals worldwide experience 
financial hardship due to the cost of healthcare services [6]. About 400 million indi-
viduals lack access to healthcare, and 8 million people lost their life due to preventable 
diseases, resulting in a loss of 6 trillion USD in economic productivity in low- and 
middle-income countries (LMICs) [6]. The sustainable development goals (SDGs) 
were adopted by world leaders in 2015, and these leaders strived toward achieving 
universal health coverage, which includes financial safeguards and access to inexpen-
sive, high-quality critical medications [6].

The World Health Organization defines universal health coverage as the provision 
of preventive, curative, and rehabilitative health services without causing financial 
hardship when getting these services [7]. This process is challenging as it requires 
identifying the crucial elements that improve or degrade coverage, services, and 
reducing inequalities due to the abundance of players and the complexities of interac-
tions that affect health coverage [8]. Therefore, to achieve the aims of UHC, strategies 
should be defined, formulated, and entrenched in various aspects of health financing 
policy environment. In this sense, the core of UHC is financial security, and enhanc-
ing safety net is a major goal of health financing policy. The framework, actions of 
key parties, and level of health outcomes are all defined by the type of healthcare 
financing used.

As a result, the finance model for healthcare is intimately and inextricably related 
to the delivery of health services, and it also serves to establish the upper limits of the 
system’s capacity to meet the overarching objective of accelerating national economic 
growth [9]. Healthcare financing includes not just how to raise the necessary funds 
to meet a country’s healthcare demands, but also how to assure fairness, affordability 
and accessibility of healthcare services, and financial risk mitigation. How health 
systems are financed largely determines whether people can obtain needed healthcare 
and whether they suffer financial hardship at the instance of obtaining care [10, 11].

2. Health financing and insurance system

The WHO created a framework for health financing that emphasizes the need for 
financing strategies to be assimilated into national health policies and service delivery 
plans [12]. Healthcare financing in LMICs and people’s access to vital quality health-
care are dependent on OOPs, despite ongoing worldwide consensus over the need to 
enhance national health financing systems to build sustainable and all-encompassing 
policies. These obstacles to access are a major cause of preventable mortality [13].

To preserve and improve human wellbeing, health systems highly depend on 
health financing. Healthcare financing is the function of health system involved 
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with the mobilization, accumulation, and funding to meet the health demands of 
the people, collectively and individually, in the health system [9]. Health insurance 
remains an imperative policy strategy for improving health outcomes at this crucial 
time, when many countries are pursuing the third sustainable development goal 
(SDG) of safeguarding healthy lives and promoting well-being for all at all ages  
[7, 14]. As a result, health insurance ensures that no one has to choose between getting 
medical care and going without for the sake of a lack of money [15, 16]. The World 
Bank has stated that several nations’ sustainable development goals (SDGs) consider 
health insurance as a crucial component [17].

To guarantee that everyone has access to quality healthcare; the goal of health 
finance is to make funds accessible and to set the appropriate economic incentives 
for providers [11]. The health financing system frequently focuses on three inter-
connected essential features. The first is revenue collection: mobilizing sufficient 
resources from internal and external sources (such as prepayment schemes, govern-
ment taxes, OOP payments, and donor funds). The second feature is risk pooling: the 
concentration and equitable distribution of prepaid economic resources to provide 
FRP across all beneficiaries, and pooled funds that can be derived from tax and donor 
funds. The third is fund allocation: allocating funding to health service providers will 
ensure that the public has access to adequate and effective services.

General tax income, social insurance, voluntary insurance, charity dona-
tions, and individual out-of-pocket costs are the five ways that health expenses 
are financed. To really achieve the intended advantages, countries’ health benefit 
packages (HBPs) must be structured around the three essential components of the 
health funding system. Coordination between various funding sources is essential 
for attaining UHC given nations’ health finance structures are typically combina-
tions of public (tax-based, health insurance funds, and outside help) and private 
mechanisms (OOP) [7, 18].

The payment for healthcare at the time-of-service use is reduced and healthcare 
financing provides universal coverage of publicly supported essential health services. 
Additionally, by providing cross-subsidies from the wealthy to the poor and from the 
well-off to the ill, universal health funding would improve equity. Health financing 
and insurance reforms are being pushed in the favor of prepaid sources using general 
taxes, health insurance, or a combination of measures. However, development varies 
among nations, with public financing predominating in high-income nations and 
private expenditure being prevalent in LMICs [19].

Most nations are dedicated to building a strong health insurance system to achieve 
universal coverage. However, there is ongoing discussion over the relative merits of 
various types of health insurance (Table 1) [20]. The United Kingdom, for example, 
has developed a tax-based national health system that covers every resident [21].

Social health insurance on the other hand relies on employees contributing a 
percentage of their salaries to a health insurance fund that is used to refund affiliates’ 
health expenditures [20–22]. Social insurance programs are mandatory insurance 
systems that are contributed to by employers and employees. Germany has created 
an extensive system of health, pension, long-term care, and insurance schemes for its 
inhabitants, providing a minimal degree of financial security that is frequently used 
as a benchmark for social insurance systems and advances the aspects of preventive 
care, primary prevention, resource, and financing decisions [23].

Private health insurance mostly appeals to the wealthy portions of the population 
and provides health plans that cover a certain list of medical issues in exchange for a 
renewable premium [20, 24].
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Organizations and/or employees may choose to obtain insurance from private 
companies voluntarily to reduce the possibility of monetary losses brought on by 
disease or the price of healthcare. Large portions of society in several nations have 
their health needs covered through voluntary insurance programs rather than social 
insurance programs. For instance, around two-thirds of the active population in the 
United States is covered by voluntary insurance.

Community-based health schemes are widespread in low- and middle-income 
nations and are frequently intended to help the underprivileged. In many nations, 
these programs are also utilized to raise additional funds to maintain disjointed health 
systems or diverse funding systems [20, 25].

Out-of-pocket funding for public health projects might not produce the best 
results. First, by eliminating the very obstacles to engagement that out-of-pocket costs 
offer, numerous healthcare businesses aim to boost disease management and promote 
health initiatives. Second, paying for healthcare out of pocket reveals what people are 
prepared to pay for a service and the amount they consume at that cost.

3. Universal health coverage

The 2030 Agenda for Sustainable Development was endorsed by the UN General 
Assembly in 2015 [26]. The 2030 Agenda emphasizes the significance of strengthen-
ing comprehensive and coherent methods to ensure that “no one is left behind” in 
obtaining universal health coverage (UHC). The agenda includes 17 sustainable 
development goals (SDGs) that must be accomplished [26].

Type of health insurance Financing sources Finance 
management

Underlying 
values and 
principles

National health insurance General taxes Public sector Equity: equal 
access to health 
services for 
everyone

Social health insurance Payroll taxes from 
employers and employees

Social security 
agency, national 
health fund, 
sickness funds

Solidarity: equal 
access to health 
services to all 
members of 
insurance fund

Private voluntary health 
insurance

Premium payments from 
individuals or employers/
employees

Commercial 
insurance 
company, for-profit 
or nonprofit 
organization

Principle of 
equivalence: 
health service 
provision with 
respect to ability 
to pay

Community health insurance Premium payments from 
individuals or communities

Community or 
association

Constitute both 
part component 
of solidarity 
and principle of 
equivalence

Source: Authors’ own construct following various literature reviews.

Table 1. 
Major types of health insurance and health financing mechanism.
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Universal health coverage (UHC) articulates that everyone should have access 
to high-quality medical care that meets their requirements without experiencing 
economic difficulties. It asserts that a wide range of essential services is provided to 
the public in a way that is well connected with other social goals [17, 27].

Universal health coverage (UHC) as devoted to by the United Nations affiliate 
in the SDGs, can contribute to health equity if it is appropriately premeditated and 
realized [28, 29]. To achieve the overarching goal of good health and wellbeing for 
all people as well as other important healthcare targets in the SDGs, such as mortal-
ity reduction and the prevention of premature mortality from noncommunicable 
diseases. It is imperative that the two unmistakable goals of UHC; achieving equitable 
access to high-quality essential healthcare services and ensuring social financial risk 
protection be met [12].

WHO Report of 2019 called for all health systems to move toward universal 
coverage, defined as “access to adequate healthcare for all at an affordable price” [28]. 
Everyone wants access to high-quality, reasonable healthcare. The goal of UHC is to 
ensure that everyone has access to the medical services they require without facing 
financial hardship. Universal health coverage (UHC) seeks to improve health and 
community development, prevent disease from pushing people below the poverty 
line, and provide people the chance to live longer, healthier lives [15, 29, 30].

The objectives of UHC are to make sure that everyone has access to high-quality 
healthcare, to protect everyone from risks to the public’s health, and to prevent 

Target groups All people, including the poorest and most vulnerable

Scope Full range of essential health services, including prevention, treatment, 
hospital care, and pain control.

Accessibility Costs are shared among the entire population through prepayment and 
risk-pooling, rather than shouldered by the sick. Physical accessibility, 
financial affordability, and social and cultural acceptability

Key aspects of the right to health The right to health contains entitlements health services, goods, and 
facilities that must be provided to all without any discrimination. All 
services, goods, and facilities must be available, accessible, acceptable, 
and of good quality

Countries requirement Pursuing policy reform political leadership and a clear strategic vision

Core Tenets Prioritize the poorest, increase reliance on public funding, reduce, if not 
eliminate, out-of-pocket spending, and develop the health system

Approach There is no one-size-fits-all approach. Countries are taking different 
pathways: strategies will depend on local circumstances and national 
dialogue.

A framework for action Financing (more and better spending and effective financial protection), 
services (people-centered services, quality, and multisectoral action), 
equity (targeting the poor and marginalized and leaving no one behind), 
preparedness (strengthening health security) and governance (political 
and institutional foundations for the UHC agenda)

Impact Improved health status, improved household financial wellbeing, 
increased responsiveness, and better health security

Challenges Poverty

Sources: Authors’ own construct following various literature reviews.

Table 2. 
Summary of universal health coverage.
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everyone from falling into poverty because of illness, whether from out-of-pocket 
medical expenses or from lost income when a family member becomes ill. To reduce 
extreme poverty by 2030 and increase shared prosperity in lower- and medium-
income countries (LMICs), where the majority of the world’s poor reside, it will 
be crucial to provide universal access with quality and without financial obstacles 
(Table 2) [16, 31, 32].

Universal health coverage ranges of comprehensive services, including prevention, 
promotion, treatment, rehabilitation, and palliative care would progressively expand 
to reduce the unmet health needs, as no or few countries can afford to instantly 
finance a full set of services to all people [11, 12, 33]. UHC encompasses different 
health system components, including service delivery, financing policy, information 
system, infrastructure, health workforce, drug supply management, and governance 
(Figure 1) [11].

Figure 1. 
Relationship among health system functions, healthcare financing policy, and universal health coverage as health 
system goal. Source: Kutzin, Joseph. Health financing for universal coverage and health system performance: 
concepts and implications for policy. Bulletin of the World Health Organization 2013;91:602-611.
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The road to UHC is not easy; each nation already has some systems in place, and 
in order to progress to UHC, each nation must strengthen those systems [11, 33]. 
Nevertheless, each nation must make progress in at least three different areas in order 
to meet the UHC objective: the first is the percentage of persons covered by pooled 
funds, the second is the range of accessible, and the third is cost-sharing from aggre-
gated funds (Figure 2) [33].

Government ought to make important policy decisions as they proceed along these 
dimensions in order to improve effectiveness, be fair, and address other issues [10]. 
These decisions entail balancing how much of the population is addressed, the scope 
and types of care provided, and the cost covered by the aggregated money to achieve 
complete coverage in each dimension. Coverage along all three dimensions is achieved 
through risk pooling, health insurance, and/or government-financed provision of 
services (the blue cube within the UHC cube) [9].

Access to healthcare is used to measure whether people are receiving the services 
they need or not. It includes the physical availability and accessibility, economic 
affordability, and psycho-social acceptability of health services by the people. 
Accessible services also increase responsiveness, decrease health inequality, and 
improve health outcomes [31, 34]. According to WHO, about one-third of the 
world’s population is without the access to medicines they need, mostly in Asia and 
Africa [4, 35].

Figure 2. 
Three dimensions to consider when moving toward universal coverage. Source: WHO (2010).
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Globally, millions of people suffer and die due to lack of money to pay for health-
care while others suffer by paying more catastrophic payments. Accordingly, World 
Health Organization (WHO) recommends moving away from direct, out-of-pocket 
payments to using prepaid mechanisms to raise funds for health [12]. Every year, 100 
million people are pushed into poverty because they have had to pay directly for their 
healthcare [19, 36, 37].

Today, a key element of national health strategy in numerous middle-income 
countries is achieving financial protection from risks related to family OOP expendi-
tures on healthcare [38]. Financial risk protection represents the trade-off between 
funding essential requirements like schooling, nourishment, and housing on the 
one hand and paying for necessary health services on the other [4, 15]. A key goal of 
health insurance during era of universal health coverage is to reduce financial risks 
caused by high out-of-pocket health spending as the result of households’ cata-
strophic healthcare payments that consume a large portion of their overall budget, 
eventually pushing them into poverty where they must take out loans or sell assets to 
pay for healthcare [4, 7, 37].

4.  Health insurance system as a means of attaining universal health 
coverage

For many nations, health insurance is an integral component of the sustainable 
development goals (SDGs) [39]. In accordance to a 2017 World Health Organization 
(WHO) report, half of the planet’s population cannot benefit from relevant health 
services, whereas about 100 million people per year are forced into chronic poverty 
as a consequence of medical expenses. Additionally, 800 million individuals spend 
roughly 10% of their family income on healthcare [7].

Fifty-eight (58) WHO World Health Assembly member nations resolved to expand 
their health-financing systems by increasing the role of prepayment for medical ser-
vices while reducing direct payments, which were considered among the obstacles to 
accessing medical services [30]. Among the prepayment schemes, community-based 
health insurance (CBHI) is one that pools risks across different population groups 
so that the financial burden of catastrophic illnesses is significantly reduced for the 
individual [40]. CBHI reduces out-of-pocket expenditure and improves cost recov-
ery, and it appears to be the most appropriate insurance model for informal sectors 
[40–42]. Balancing these three dimensions while emphasizing the quality and equity 
of the health services, is essential to achieving UHC [33].

UHC is, arguably, one of the most important aspects of equitable and fair access 
to healthcare services relevant to the needs of individuals. UHC program adoption 
has been reliant on a robust leadership of the party, detailing a variety of specific 
legislative, financial, and social tools all packed together that make the intervention 
successful and relevant from a long-term system integration viewpoint. Acquiring 
finances, pooling resources, and procuring services and benefit plans are some of the 
tasks involved in financing healthcare [43, 44].

However, achieving UHC is a journey of gradual realization in which everyone 
must advance on a variety of levels, including the scope of available services like 
medications, medical supplies, health professionals, infrastructure, and informa-
tion as well as the percentage of covered cost and individuals [45, 46]. Therefore, to 
make progress, many stakeholders must be committed to working together and have 
the capacity to recognize and overcome hurdles. Health financing restructuring is 
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vital and should be aimed at providing everyone with access to healthcare, offering 
financial protection, enhancing health outcomes, lowering the financial risks associ-
ated with illness, and boosting equity financing to overcome the current financial 
constraints to receiving medical care [12].

5. Policy implications

The United Nations sustainable development goals (specifically goal 3) and WHO’s 
universal health coverage agenda, which is central to better health and well-being 
for all, delivering gains across 2030 sustainable development agenda that pledges to 
leave no one behind and realize improvement in health outcome, necessitates sub-
stantial changes in how each country finance both public health and the larger health 
system [17].

Ensuring that individuals are protected from the financial effects of illness, paying 
for healthcare as well as promoting the best use of available resources is the primary 
role of health insurance in meeting UHC goals. This is especially difficult given that 
both emerging and developed nations must increase healthcare services coverage to 
people that are not originally insured in order to attain these goals [7, 33].

As out-of-pocket payments are decreased; government agencies, insurer institu-
tions, and private foundations are pressed to raise the resources dedicated to healthcare 
systems due to increment of insured individuals and expansion of health services cover-
age. The WHO has suggested a number of measures with the goals of boosting income, 
reducing obstacles, and improving efficiency to relieve this financial burden [33].

Boost the effectiveness of collecting money through strengthening revenue collec-
tion infrastructure and movement away from black and grey markets to a more stable 
environment where tax avoidance is minimized. This will boost the amount of money 
that government have at their disposal to finance population health.

For many reasons, UHC means the distinction between providing finance and 
privation of health services. It has been demonstrated that nations with expanded 
healthcare coverage have improved health indices and stronger overall socio-eco-
nomic development. Since most of the voters demand access to inexpensive and high-
quality health services, supporting a UHC agenda can result in significant electoral 
dividends for political leaders.

It is simple to forget that progress toward universal health coverage (UHC), is 
a political task that entails negotiations among different priority groups in society 
over the distribution of health benefits and resources to be consumed to gain such 
benefits as there are several complicated technical issues encountered on the way. 
Generally, moving toward achieving UHC offers health, economic, and political 
benefits [27, 47].

6. Conclusions

In conclusion, universal health coverage in terms of healthcare insurance function 
is physical and financial access to essential healthcare which are of good quality for all 
persons in the community. This implies protection against catastrophic expenditure 
on healthcare services are needed, services of good quality will be geographically 
accessible, and the costs of health services will not hinder people from using them or 
will not impoverish their families.
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Abstract

The world leaders have committed to achieve universal health coverage as set on 
the goal of 3.8 of the SDGs by 2030. Only public financing could achieve UHC for 
everyone in a country. There are three sources of public financing, i.e., tax-funded or 
national health service system, social health insurance applied national or national 
health insurance scheme, and a combination of the two. Low- and middle-income 
countries are often easier to start with social health insurance schemes with multiple 
and single schemes. The option of a single-payer National Health Insurance scheme 
has a lot of advantages in terms of effectiveness, efficiencies, and equitable health 
financing for all people in a country. This chapter explains the rationales of health 
financing and options of public financing with various levels of the impacts on the 
people in particular and the country. A single-payer system facilitates easy under-
standing and ensures equitable access with the same benefits for everybody. A single-
payer system also potentially has monopsony powers to ensure cost-effective health 
care. Expenditures data demonstrate relatively lower among single-payer systems 
with the relatively the similar health outcomes.

Keywords: health financing, health insurance, equitable health financing, single-payer 
national health insurance, universal health coverage

1. Introduction

Leaders of the world have committed to achieve universal health coverage (UHC) 
goal number 3.8 of the sustained development goals (SDGs) by 2030. This means that 
people of any country should have access to at least essential health services regardless 
of their income or social groups within a country. Two indicators are used in monitor-
ing the UHC covering indicator 3.81 of service coverage and indicator 3.8.2 of cata-
strophic health spending [1, 2]. Service coverage ensures that everyone should have 
essential health services when she/he needs them and catastrophic health spending 
ensures that no one goes bankrupt when paying for health care to meet his/her need. 
Recent monitoring by three global organizations, the World Health Organization, 
the World Bank, and the OECD have demonstrated the progress of the incidence of 
catastrophic health spending with two thresholds percentage of 10% and 25% of the 
total household incomes or expenditures [3]. Catastrophic health spending (CHS) is 
an important measure of out-of-pocket (OOP) expenditure by household members 
that should not exceed 10% of income [4]. Above that, the household may become 
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impoverished. The indicator 3.8.2 is essential to protect people from being poor due to 
the consumption of health care when ill health or accident occurs.

Market mechanism in health care means that everyone must purchase health 
care out of his/her pocket and the health care providers set prices above the produc-
tion costs to get profit and develop the business. Because of the uncertain needs 
for health care, ability to pay at the prices set by the sellers (health care providers) 
market mechanism tend to impoverish people. The WHO reported that 996 million 
people in the world (13.2%) spend more than 10% of their budget on OOP health care 
consumption [5]. Health economic literatures have long acknowledged that health 
care is not normal goods because of its unique characteristics. For the normal goods 
or services, market mechanism leads a fair competition and to adequate supplies 
the people could purchase, lower prices and higher quality of products. One of the 
requirements of perfectly competitive market is the information symmetry between 
the purchasers and the sellers.

There are three main distinct characteristics of health care needs that make 
fully competitive market mechanism of health care does not function well [6]. The 
first characteristic is uncertainty of health care needs in terms of time in the future, 
location, amount of money, and amount of health care consumed. Health care 
consumption may be affordable if the ill-health is mild, but it can be devastating to an 
individual’s wealth or income if someone is suffering from severe illness such as heart 
attack, stroke, or cancer. In an insurance theory, an uncertain future event with large 
financial risks can be transferred to an insurer as in insurance mechanism by pay-
ing premium or contribution [7, 8]. The amount of premium is an average expected 
amount of money, which relatively small amount and affordable, to cover financial 
risks of an insured population. For example, in a simplified commercial health insur-
ance scheme, an insurer may sell single benefit of renal transplant with the average 
cost of $100,000 and the probability of occurrence of renal failure that required renal 
transplant in that community is one per 10,000 population. The pure or net pre-
mium (no loading factor to cover administrative, marketing, and profits) will be $10 
($100,000 multiple with 1/10,000 probability). By paying $10 premium, a person 
will be insured to afford a renal transplant, once s/he suffers from a renal failure.

There are two main types of health insurance based on the mandatory or voluntary 
transfer of risks. The mandatory insurance scheme is called social health insurance, 
which is normally used in national health insurance (NHI), while the voluntary join-
ing health insurance is called commercial health insurance. Another way of managing 
risk of uncertainty in health care is to cover all health care needs by the state budget 
like in the National Health Service (NHS) scheme in the United Kingdom [9].

Health insurance can be differentiated according to the financing function of the 
health system. There are systems mainly financed by taxes while others are mainly 
financed by social health insurance (SHI). Both income tax and SHI contribution are 
compulsory in the world. Both SHI and income tax are taken proportionally from 
income or salaries. To top up those mandatory contributions, in many countries, 
there are markets for private (voluntary) health insurance, except in few countries 
such as the United States where private health insurance is the main source of health 
care financing for working population. However, for the elderly population with high 
health risks, the US health care system uses mandatory of a kind of SHI (the Medicare 
Program) [9, 10].

The second distinct characteristic of health care is the very high asymmetric infor-
mation. Information symmetry is the key to a fully competitive market mechanism 
that leads to lower prices and higher quality of products or services. The symmetry 
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of information facilitates a buyer to choose a product or service to be purchased. 
When a buyer has a lack of information, she/he could ask the details of the product, 
the benefit of the product, and compare prices with other products or substitu-
tions or bargain the seller for the price. The buyer of a normal product makes his/
her decision to purchase or consume fully or partially according to his/her ability 
to pay or his/her “perceived needs” with no harm. In health care, this independent 
and fully informed choice does not happen. In a market mechanism, an ordinary 
patient is unable to get full information about his/her needs, choices of appropriate 
health care, the fair price, the benefit, and the adverse effect of a health care she/he 
will consume. But the doctor (independent or representing a health care provider) 
knows much more, and at the same time, the doctor is advocating the patient what 
to consume. This very high asymmetric information between the patient (the buyer) 
and the doctor (the seller) poses a threat of moral hazard, abuse, and fraudulence 
act due to financial/profitable interests of the seller. This information asymmetry is 
the main cause of market failure [10].

What about health insurance market? It has also high information asymmetry. At 
the individual level, an individual has very little knowledge about the probability of 
health care needs covered by a health insurance policy, its appropriate premium, and 
how good is the insurance policy paying health care providers. The main drawback 
of private or commercial health insurance schemes is how an individual (called a 
prospect) understands his or her health risks and how much of these risks can be 
transferred, method of risk calculation to set premium, and how the insurer under-
writes the health risks. Therefore, private health insurance is normally sold as group 
insurance, either as the main health care protection or as a top-up coverage in the 
NHI or NHS scheme. In commercial health insurance, the purchasing mechanism for 
individuals follows the “take it or leave it” business model. Both commercial health 
insurance and health care do not meet the requirement of independent decision to 
purchase health care or health insurance. Since the nature of transaction of commer-
cial insurance is voluntary and insurers are companies seeking profits, commercial 
health insurance schemes are always multipayers. Every business entity has a free-
dom to enter the health insurance market. A health system that depends heavily on 
commercial health insurance will not achieve effective (cover all people or UHC) and 
efficient health system (a relative low portion of GDP is spent for health). Designing, 
marketing, and managing commercial health insurance require multiple professional 
workers, and the economy of scale will not achieve efficient system. Competition 
in health insurance market pushes insurers to create unique and competitive plans 
(health insurance products) leading to only portions of people or groups of people 
that may purchase. This condition absolutely will not achieve the law of a large 
number of the main predictable events of insurance principle.

The third distinct characteristic of health care is the externalities of health care 
consumption or products. An externality occurs when a person consumes a good 
or a service and there are effects created on other people with are not expressed in 
the price. Positive externality occurs, for instance, if a tuberculosis patient consumes 
medication, people around him/her will benefit for not being contacted by TB. On the 
other hand, a negative externality may occur if someone regularly smokes cigarettes 
that risk his/her heart or lungs or cause cancer, and other people around him/her who 
inhale the smoke will be subject to a higher risk of tobacco-related diseases (TRDs). 
This externality poses unfairness of purchasing health care. It is not fair to pay for 
treatment of TRDs when someone has never smoked. Therefore, externality becomes 
the basis for public subsidy or public finance. Since it is difficult to identify who was 
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causing negative impact of smoking, the application of sin tax [11] for health care is 
commonly practiced in many countries. Sin tax is a term used in some countries to 
signify that consumption of certain products such as tobacco or alcohol negatively 
affects health of the people. To reduce such negative externality of consumption of 
tobacco or alcohol, a financial disincentive called tax or excise is charged to the con-
sumers. The term “earmarked tax” is used if a portion or whole of the sum of money 
collected from sin tax is dedicated by law to finance health services.

The combination of the three distinct characteristics of health care generates other 
unique health care needs called “patient ignorance, patient short-sighted, patient 
inability to pay, unfair health financing, and provider moral hazard or fraud.” In 
addition, because unmet health care needs could result in severe disability or death, 
health care consumption is a human right. Therefore, combination of those unique 
characteristics of health care needs requires collective efforts and public funding. 
The goal of 3.8 of SDGs, UHC is the global commitment to meet health care needs for 
everyone. One of the key element of UHC is public financing using insurance mecha-
nisms or tax-funded system.

2. Health insurance contract

Generally, many people think health insurance is commercial insurance, which 
is a rational and good instrument to overcome uncertainty of health care needs, 
especially in high-cost health care. Not many people understand social health insur-
ance (SHI) schemes as a solution to financing health care for everyone. Some Muslim 
leaders and scholars (those who are preaching Islamic religion) mistakenly consider 
health insurance as not meeting Sharia requirements. Some of them understand 
health insurance as a trade of intangible products which violates the principle of 
Sharia, the Islamic law. In a narrow definition, a health insurance policy is a com-
mercial transaction between one party to an institution called insurer of an intangible 
product or service which consider gharar in Islamic thought. However, current 
Muslim scholars agree to modify the meeting of mind of insurance contract as hibah, 
or donation for general benefit of all members of insurance. This school of thought 
then delivers an Islamic version of insurance mechanism called takaful, based on 
mutual help principle. In western countries, this mutual help is called a risk-sharing 
arrangement.

In wider definition of minimizing uncertainty, a publicly funded health care 
system such as the NHS can be considered providing health insurance for all people. 
When a country provides UHC using funding from general tax revenue, there is no 
uncertainty of health care needs at an individual level in the country applying NHS 
model. However, not all countries are able to establish and finance an NHS model. 
Many low and middle-income countries are looking for financing schemes that 
gradually meet the health care needs of all people in the country. One of the essential 
elements of the objectives of UHC is equity health financing, which means that 
financing for health care by individual is based on the ability of an individual to con-
tribute (to pay), but the health care services consumed by the individual are based on 
his/her health care needs. This equitable financing can only be achieved by publicly 
funded system, based on tax-funded or social health insurance (SHI) mechanism. 
Once there is a pool-fund, the purchasing of health care for everyone should be  
managed effectively and efficiently.
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Some country leaders may be trapped to rely on commercial health insurance 
(CHI) instead of SHI. Basically, both CHI and SHI share the characteristics of insur-
ance contracts. The key difference between CHI and SHI is nature of entering into 
insurance contract. The CHI is voluntary transaction while the SHI is mandatory 
for individuals to enter into an insurance contract. Another key difference between 
CHI and SHI is the premium for CHI is based on the levels of health risks while the 
premium (often called “contribution”) for SHI is based on a proportion of individual 
income or salary. The SHI can be implemented using multiple or single organizations. 
If the SHI scheme is administered by a single organization, a government agency, or a 
quasi-government organization, it is called a National Health Insurance (NHI) such as 
implemented in South Korea, Taiwan, the Philippines, and Indonesia. In many other 
countries, the SHI schemes are administered by various organizations such as imple-
mented in Germany, French, and Japan.

An insurance contract stipulates right and obligation that bind each party. There 
are four distinct insurance contracts applicable to CHI and SHI: conditional, unilateral, 
aleatory, and adhesion [12, 13]. Both CHI and SHI schemes share at least three types of 
contracts. The main difference between CHI and SHI contract is the CHI use contract 
called insurance policy while the SHI utilizes regulation to mandate every individual 
in the country to join SHI. Both insurance policy (contract) and regulation of SHI 
provide rights and obligations of individuals and the insurers, insurance agencies, or 
administrators.

Due to the uncertain nature of health care needs, the obligation of an insurer (both 
CHI and SHI) is conditional upon the occurrence of an illness or accident generating 
health care needs. This conditional contract needs deep understanding of all people 
to implement an NHI scheme to comply with regular contributions, even if they are 
healthy and have never utilized the benefit for years. In Indonesia, at the beginning of 
the implementation of SHI, many people questioned, where their money goes (of con-
tribution paid) for many years, despite they have never used any benefits. Many Islamic 
scholars question this conditional nature as not meeting the Islamic Sharia law creating 
challenges in countries with significant number of Muslim populations.

The 2nd characteristic of the insurance contract is unilateral. This unilateral 
contract is to compensate conditional contract that in favor of the insurer. Only 
insurer can be contested by policyholder if the insurer fails to meet its obligation. 
Policyholders could not be contested to the court for failure to pay contribution. It 
simply lapses the contract, and no benefit could be utilized by the policyholder.

The 3rd characteristic of insurance contract is aleatory meaning the asymmetry 
in rights and obligations of parties (insured and insurer). This aleatory contract 
legally allows unequal rights and obligations of the amount of money of insured and 
insurer. In CHI scheme, a policyholder may pay premium for only months (say $100 
per month) then she/he suffers from heart attack and $100,000 for a bypass cardiac 
surgery, there is no obligation for the policyholder to make up the $99,800 differ-
ence. The insurer’s right is only a two-month premium of $200 (which is the obliga-
tion of the insured). The insured right is $100,000 worth of surgical procedures, 
although the insured only pay $200. On the other hand, if the insured continuously 
receive premiums for 20 consecutive years of $100 per month (so total is 12 months 
x $ 100 x 20 years = $ 24,000) but she/he has never suffered from any illness—never 
claim (the trigger for the obligation of the insurer), the insurer has no obligation to 
return the $ 24,000 money the insured had paid the premium. A similar aleatory 
characteristic also applies in SHI scheme.
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It is this contract that differs from the term of prepayment that is often used in 
some health care financing papers. The term “prepaid health care” was first used by 
Paul Ellwood in the USA for the Health Maintenance Organization (HMO) contract in 
1973 just to get acceptance by the American Medical Association that opposed health 
insurance scheme at that time [14]. The term “prepayment” may be misleading to 
describe health care financing because of this aleatory contract. The term prepaid or 
prepayment as often used in mobile phone business is appropriate because the payer 
can consume phone service up to the amount paid in advance.

The last characteristic of insurance contract is called adhesion, in which one party 
is much weaker than the other. It is a type of information asymmetry where the pros-
pect (a person who will purchase insurance) has no way to negotiate the price or the 
benefit. It is simply a “take it or leave it” transaction. Because of this contract nature, 
insurance businesses are heavily regulated to protect policyholders from unfair busi-
ness practices by insurers. In SHI scheme detailed regulation is needed and oversight 
commission is in place to ensure that policyholders or members of SHI receive fair 
treatment.

3. Financing for UHC

Financing UHC using traditional health insurance concept of CHI poses significant 
problems. The double information asymmetry of health care need and health insur-
ance contract create market failure to ensure everyone is covered to meet his/her health 
care needs. The unique characteristics of health care needs and the long-term external-
ity of having healthy lives as the main requirement for individual economic productiv-
ity push all governments to ensure health services are available for everyone regardless 
of individual income or social status. The COVID-19 Pandemic has demonstrated how 
strong the health sector affected the World economy which declined by 3.4 percent 
in 2020 [15]. The COVID-19 pandemic emphasizes the importance of UHC as a set of 
the 3.8 Goal of SDGs. The UHC can only be achieved if there is sufficient public health 
financing.

There are three possible public financing for health that allow UHC with different 
efficiency levels. The first automatic covering all people is the tax funded or NHS 
model; the second one is the mature SHI model; and the third one is a combination of 
the two. Often SHI model is complemented with tax funded subsidies for the low-
income people. The administration of funds of the SHI model varies widely across the 
countries with dominant SHI model. Currently, no country with CHI model could 
fully achieve UHC. There are differences in funding UHC based on health financing 
mechanisms as shown in the following Table 1.

The main problem of CHI is the voluntary nature of participation. People are 
shortsighted and health risks cannot be predicted by individual. Therefore, there is 
unlikely that an individual will purchase CHI or private health insurance coverage. 
But when someone suffers from a chronic condition, then that person will demand 
CHI creating adverse or anti selection. The insurer that aims for profit making 
certainly will undertake rigorous underwriting to ensure no adverse selection. The 
insurer may inherently design a benefit package, terms, and conditions for prospects 
to minimize adverse selection. Certainly, people suffering from a chronic condition 
elderly and those who have congenital health problems will not be able to purchase 
health insurance. In addition, because the premiums (prices) are set based on health 
risks of individuals or small groups, higher risks of individuals or small groups must 
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pay higher premiums. This certainly excludes low-income people from having health 
insurance coverage. Commercial health insurance charge loading fees is significantly 
high, depending on the size of the group insured that can vary up to 34% of the total 
premiums paid [16]. Therefore, CHI model fails to achieve UHC.

Because of the market failure of CHI and health care market, the option to cover 
everyone is by public financing. Public financing is based on mandatory contribution 
and based on the proportion of income or wealth. There are only two funding mecha-
nisms of publicly funded health care, which are the SHI model and the NHS model.

The SHI model could apply for certain group of employed population. For example, 
before the implementation of NHI in Indonesia, the civil servants were covered by 
Askes—the SHI scheme for government employees and the private employees were 
covered by another SHI scheme called Jamsostek. Another example is Thailand, private 
employees are covered under Social Security Scheme administered by the Ministry of 
Labor, and the informal sector is covered by a tax fund administered by the National 
Health Security Office Taiwan [17]. The Philippines, South Korea, and Indonesia used 
to have several SHI schemes before they were integrated into a single national SHI called 
NHI. The level of contribution for the NHI model is normally uniform, a portion of salary 
for all employees. In Indonesia, current contribution is 5% of monthly income, shared by 
employees (1%) and employers 4%. In Germany, with multiple sickness funds, current 
contribution levels at around 14.6%, shared 50: 50 by employers and employees [18].

Element/Issue CHI SHI–NHI NHS

Participation Voluntary Mandatory Automatic

Ability to cover all 
population (UHC)

Almost impossible Highly likely Always

Inclusiveness Almost impossible Highly likely Always

Benefit package Vary widely, designed by 
the insurer

Relatively uniform for all 
people

Uniform for all

Nature of benefit 
package

Based on demand, 
Consideration of profit, 
mostly not comprehensive

Based on health 
care needs, mostly 
comprehensive

Subject to amount of 
state funds and health 
needs

Risk transfer /
funding method

Risk-based premium Income-based 
contribution, normal 
percentage of income

Income tax and other 
state taxes

Insurer Private for-profit or 
not-for-profit

Private organization not 
for profit or government/
public entity

The government

Number of payers Always multiple Single or multiple Always single there 
are regional payers in 
some cases

Legal basis Various regulations on 
various aspects

Mostly by single 
regulation for all people 
or group of people

Constitution or state 
budget regulation

Administrative 
costs

High Very low Mix with state 
expenses

Adverse selection Inherent, likely Avoided Avoided

Table 1. 
Comparison between CHI, SHI, and NHS model.



Health Insurance

26

The United Kingdom initiated the NHI model in 1911 and then started the NHS 
in 1948 administered by the state. The NHS model is normally funded by progressive 
income taxes, which often exceed 50% of monthly income for the high tier of income. 
Low and middle-income countries often have problems in collecting and enforc-
ing high progressive income tax. The maximum level of income taxes in European 
Countries that implement NHS varies from 43% in Italy to 56.95% in Finland [19]. 
Certainly, many low- and middle-income countries (LMICs) could afford this model. 
But, still some LMICs such as Sri Lanka apply the NHS model even though the income 
tax level has been relatively low at 18%.

As an option to cover health care needs, many LMICs could start SHI model based 
on employment. The SHI was first introduced in Germany, called statutory health 
insurance, by Otto von Bismarck the chancellor of liberal party in 1883 [20]. However, 
at that time, Von Bismarck mandated contributions to pay income loss of a laborer 
who was suffering from serious sickness and unable to work for income. At that time 
most labor forces were based on daily paid work. Now, the SHI covers health care 
costs, which vary from limited hospitalization to comprehensive medical and family 
benefit. In Germany, since the SHI concept was introduced, there are multiple funds 
called sickness funds but in decreasing number [21]. In many countries, most SHI 
started to mandate large-size employers such as civil servants and private employers 
with more than 100 employees to contribute a portion of incomes to cover defined 
health care benefits. South Korea [22], Indonesia [7], Taiwan [23], and the Philippines 
[24], for example, started to mandate public and formal sector employees, years 
before mandating the informal sector to contribute to the single-payer NHI.

4. Single-payer National Health Insurance Scheme

In most LMICs where tax-funded system is not the option taken by the political 
leadership, SHI schemes can be a good choice to ensure equitable access to essential 
health care in LMICs. The SHI model can be gradually implemented for employed 
population for partial health benefits that the population can afford. Indonesia 
started SHI for civil servants in 1968 and then for private employees in 1993 and 
finally for everybody in 2014 [7]. China also introduced this social insurance model 
starting for employed groups. The challenges in implementing SHI for whole popu-
lation are collecting contributions for the informal sector. The informal sector or 
non-waged earners do not have a regular monthly income. In LMICs, the proportion 
of non-waged earners is generally very high, more than 50%. Therefore, scaling up to 
cover the whole population to achieve UHC in LIMCs may take decades. One option is 
to subsidize the informal sector from the government budget, integrated to the NHI. 
When a country implementing SHI became a high-income country, normally the SHI 
model is continued to be implemented as happened in Germany, Korea, Japan, the 
Philippines, and Taiwan.

The choice of administrators of the SHI can be implemented by special SHI fund 
for special groups such as civil servants, private employees, teachers, farmers, etc. 
Multiple payer systems create possibility that some groups will have more coverage 
with higher contribution levels than others. Different SHI and different groups of 
population create oligo- or multi-payer systems that may provide problems in negoti-
ating prices of health care from various providers. The Japan employer-based health 
insurance system creates a virtual single payer by forcing all SHI plans to purchase 
health care organized by Central Administrative Offices. Regardless of the plans, all 
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Japan’s residents could go to the same health care providers. Implementing different 
SHI for different groups may create unequal benefits across different population 
groups and may not be acceptable in some countries. On the other hand, some small 
differences of contribution or preventive services like implemented in Japan are 
socially accepted [25]. Germany once had more than 5000 sickness funds; they now 
have less than 100 sickness funds. To ensure equity across different employment 
groups, Germany requires equalizing funds across different sickness funds [26]. 
South Korea once followed the German and Japan SHI model with multiple plans then 
in early 2000 integrated all SHI schemes into a single NHI model [14].

The politics, cultural values, social norms, and the national constitutions of coun-
tries play crucial roles in determining single- or multi-payer system of NHI. Indonesia 
also followed the Korean model, integrating SHI and social assistance schemes into 
a single NHI. The fight to establish a single NHI in Indonesia involved union strikes, 
extensive academic debates, and legal battle in the parliament and in the constitutional 
court [7]. Despite of the very high health expenditures, the USA has not achieved UHC. 
Only the elderly population is covered by the public fund of SHI model, called Medicare. 
The poor are covered by sharing of federal and state funds. The Obama Care is basically 
providing tax incentive for the informal sector to purchase CHI. Turkey integrates all 
SHI plans into a single NHI in 2008 by reforming the social security system [27].

5. Advantages of a single-payer NHI

In the last 30 years, four Asian countries started innovative health reform by estab-
lishment of a single-payer NHI. Taiwan started to implement the NHI in 1995, managed 
by the Bureau of the National Health Insurance of the Ministry of Health, providing 
comprehensive health care benefits [28]. Then, the Philippines followed in 1997 by 
establishing PhilHealth, the NHI Corporation attached to the Ministry of Health provid-
ing inpatient care only [29]. South Korea integrated more than 300 SHI plans into the 
NHI Service in 2000 providing comprehensive benefits with relatively high cost-sharing 
[30]. Indonesia followed enacting the national social security reform including the NHI 
in 2004 with comprehensive health care benefits, including preventive care. However, 
the political battles delayed the implementation of the NHI scheme (called JKN, Jaminan 
Kesehatan Nasional) in 2014 [7]. The single-payer NHI has several advantages as follows:

1. Meeting the Constitution mandate, which normally provides the right to health 
care for everyone. When the Constitution requires that every citizen has the 
right to health care, a single NHI could purchase health care from public and 
private health care providers, providing equitable access to meeting health care 
needs. The NHS model often limits access to public health care providers, while 
the single-payer NHI ensures the same access to everyone using any health care 
resources in the country.

2. The single-payer NHI has the biggest (monopsony) power to purchase health 
care from any health care providers licensed in the country [7, 31]. With this 
monopsony power, the NHI has the power to apply strategic health purchas-
ing or prospective payments to optimize effectiveness and efficiency of the 
NHI fund. The NHI can dictate prices of health care, drugs, and other medical 
 supplies from public and private health care providers. Hence, a single-payer 
NHI has strong power to make health system efficient.
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3. A single NHI provides uniform procedures and benefits for everybody in the 
countries ensuring optimum social justice [7, 31]. These uniform procedures 
create less laborious efforts to educate the public. People who used the benefits 
can be good agents to make other people know how to utilize the benefits. This 
scheme provides efficient administration system because everybody and every 
health care provider will use a standardized system. Claim procedures can be 
organized using a single standard mechanism creating a very efficient system.

4. A single NHI provides economic incentives for health care providers to expand 
the care in areas where previously there is a shortage of private healthcare pro-
viders if the prices set by the NHI meet the production costs. So, the government 
or regional governments do not need to worry about establishing new hospitals.

5. All health care uses and the claim payments can be recorded in a single database 
and trend of health care utilization effects of medical procedures or drugs, side 
effects, and pattern of health-seeking behavior can be observed. This huge data-
base could facilitate a ton of clinical and implementation research.

6. The prices and procedures of procurements of medical supplies and drugs can be 
standardized. Indonesia develops e-Catalog system where pharmaceutical com-
panies and medical suppliers openly bid with lower prices and high volume across 
the country. Industries will be willing to lower the prices of their product for high 
volume. In addition, open and transparent competition will further induce effi-
ciency of the industries. Pharmaceutical industries selling patent drugs can negoti-
ate and deal with innovative financing to supply a high volume of their products.

7. The administrative costs of running a single NHI become very small com-
pared to high revenue and multi-payer systems. Certainly, the NHI has very low 

Figure 1. 
Illustration of the correlation between index changes in health care expenditure (% GDP) with index changes in 
IMR of three countries between 2011 and 2017. 2011 index = 1.
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Countries Year Public finance for 
health, % GDP

Infant 
mortality rate

UHC index* 
2019

US—Multiple CHI 
dominance

2011 7.9 6.10 > = 80

2012 7.9 6.00

2013 8.0 6.00

2014 8.3 5.90

2015 8.5 5.80

2016 8.6 5.80

2017 8.6 5.70

UK—NHS single 2011 7.1 4.3 > = 80

2012 7.0 4.1

2013 7.8 4.0

2014 7.8 3.9

2015 7.7 3.8

2016 7.8 3.8

2017 7.6 3.8

Australia—NHS 
single

2011 5.9 3.8 > = 80

2012 5.9 3.6

2013 5.9 3.5

2014 6.1 3.4

2015 6.4 3.3

2016 6.3 3.2

2017 6.3 3.2

Italy—NHS single 2011 6.8 3.3 > = 80

2012 6.8 3.2

2013 6.8 3.1

2014 6.8 3

2015 6.7 3

2016 6.6 2.9

2017 6.5 2.8

Spain—NHS single 2011 6.7 3 > = 80

2012 6.5 2.9

2013 6.4 2.8

2014 6.4 2.8

2015 6.5 2.7

2016 6.4 2.7

2017 6.3 2.7
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 administrative expenses compared to CHI, which can absorb up to 25% of the 
total premium income. The administrative costs of NHI in Asia ranged from 1.8% 
in Taiwan to about 4% in Indonesia. Most Medicare programs in the US, Canada, 
and Australia also consume less than 4% of revenue. The average administrative 
expenses of the German’s sickness funds were also around 4% of the total revenues.

Countries Year Public finance for 
health, % GDP

Infant 
mortality rate

UHC index* 
2019

Japan—NHI single 2011 8.9 2.3 > = 80

2012 9.1 2.2

2013 9.1 2.1

2014 9.1 2.1

2015 9.2 2

2016 9.1 2

2017 9.2 1.9

Korea—NHI single 2011 3.7 3.4 > = 80

2012 3.7 3.3

2013 3.8 3.2

2014 3.9 3.1

2015 4.0 3

2016 4.2 2.9

2017 4.4 2.8

Germany—SHI 
multiple

2011 8.1 3.4 > = 80

2012 8.1 3.4

2013 8.3 3.3

2014 8.4 3.3

2015 8.5 3.3

2016 8.6 3.3

2017 8.7 3.3

France—SHI 
multiple

2011 8.5 3.1 > = 80

2012 8.6 3.1

2013 8.7 3.1

2014 8.9 3.1

2015 8.8 3.2

2016 8.8 3.2

2017 8.7 3.3

*Coverage of essential health services (defined as the average coverage of essential services based on tracer interventions 
that include reproductive, maternal, newborn and child health, infectious diseases, non-communicable diseases and 
service capacity and access, among the general and the most disadvantaged population). The indicator is an index 
reported on a unitless scale of 0 to 100.

Table 2. 
Comparison of Public Finance as % GDP and IMR of Some Developed Countries with different health financing 
Schemes 2011–2018. Processed from World Bank Data and UHC Monitor 2021.
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8. When the NHI already reaches its maturity, providing quality health care to all 
populations with no catastrophic health spending, the NHI can be national pride.

If we consider tax-funded NHS as also a single payer with the government as the 
payer, this single-payer system or tax-funded system also has the above advantages. 
Evidence shows that countries applying NHS model, such as the UK, Nordic coun-
tries, Italy, and Spain, spent less than 10% of their GDP to achieve universal health 
coverage. In contrast, the US with dominance CHI has spent above 16% of its GDP in 
the last 10 years with relatively similar health outcomes with those developed coun-
tries with NHS or single-payer NHI.

As an illustration, in Figure 1 we plot the index of health expenditures and infant 
mortality rates of three countries using 2011 as the base (index =1) and trend of decreas-
ing IMR up to 2017. We use the World Bank data to illustrate the correlation between 
changes in health expenditures per capita and changes in IMR of Germany (blue dots), 
Japan (green dots), and the USA (orange dots). The figure illustrates that a virtual (quasi) 
single-payer health financing system in Japan had better performance in decreasing IMR 
with the same increase (change of index) from 2011 to 2017. Although this figure may not 
depict causal relationship, we can see the correlation is noted to be explored more.

We also provide Table 2 illustrating the same level of UHC Index of high-income 
countries, public health spending as % GDP, and IMR per 1000 live births from 2011 to 
2017. Data from the World Bank and the UHC Monitoring is used to develop this table.

6. Conclusion and recommendation

To ensure UHC and equitable access of at least essential health care for everyone in 
a country, public financing for health is absolutely needed. Public finance for health 
using single-payer scheme has a lot of advantages yielding more effective and more effi-
cient financing schemes. Tax-funded, NHS model, or single-payer NHI model appears 
to be more effective and more efficient to produce expected outcomes of IMR. Multiple 
payer system of SHI appears somehow less effective and less efficient compared to the 
single-payer, monopsonist system. The authors recommend that LMICs that have not 
achieved UHC and are under consideration to reform health financing system may 
explore the possibility of introducing a single-payer health financing system. If a tax-
funded (NHS) model is not possible, implementing SHI gradually to achieve an NHI 
would be a preferred choice. However, political battles need to be anticipated.
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Chapter 3

Health Insurance for Economically 
Disadvantaged People in LMICs: 
What are the Best Options?
Samuel George Anarwat

Abstract

The choice of a health care financing system can have both good and unintended 
devastating consequences on access to and delivery of quality affordable universal 
health care of a country. This paper aims to explore successful factors of health insur-
ance schemes and health policies that will ensure universal health coverage (UHC). 
The chapter explores equity or fairness as defined by the theory of justice to elucidate 
why there tend to be inequities in health insurance coverage. It proposes measures 
that could be adopted to ensure social health protection and financial sustainability 
of health financing schemes to achieve universal health coverage in low- and middle-
income countries (LMICs). Good health is an essential capital good for promoting 
well-being and longevity, and quality health care is a derivative of good health 
among other social and economic determinants of health. Universal health insurance 
schemes provide financial risk protection for many population groups, especially the 
less privileged, against catastrophic episodes of illness and injury. However, inequi-
ties in health care are pervasive and have impoverished many because of catastrophic 
health care expenditures. Health insurance based on solidarity and progressive tax 
financing system with premium exemptions for the vulnerable, might be best for 
LMICs.

Keywords: health insurance, social health insurance, universal health coverage,  
low- and middle-income countries, equity, social justice, health care financing systems 
financial risk protection

1. Introduction

Good health is an important capital good for well-being and longevity [1], and 
quality health care is a derivative of good health among other social and economic 
determinants of health [2]. Universal health insurance schemes provide financial 
risk protection for many population groups, especially the poor, against catastrophic 
episodes of illness and accidents. However, inequities in health care are pervasive and 
have impoverished many because of excessive health care expenditures.
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The choice of health care financing systems can have good or unintended 
 devastating consequences on access to and delivery of quality affordable universal 
health care. Several countries in low- and middle-income countries (LMICs) are 
exploring and developing different health care financing mechanisms to pay for 
health care for the poor, while advanced nations are proposing new methods, revis-
ing, or reviving their health financing policies to ensure equitable and sustainable 
health care for all. These efforts are imperative because access to health care is a 
fundamental human right. However, unfair national health policies have left millions 
of people, especially the poor with no or scarce access with low quality. Those who are 
fortunate to have access do not have the expected quality when and where they need 
it. The Alma Ata declaration of universal health care, and “Health for All by the year 
2000”, though achieved some increase in anticipated health care. The Millennium 
Development Goals Policy and its targets were very good international public health 
financing strategies, but many developing countries could not achieve the set targets 
because of inequities in funds to implement the proposed strategies. Notwithstanding 
the difficulties in funding and other challenges, there were some improvements in 
global health status indicators.

Today, the global health community has set itself to achieve universal health 
coverage (UHC) through Goal 3 and Goal 6 of the United Nations’ Sustainable 
Development Goals (SDGs), also known as the agenda 2030 [3]. These two goals, 
among others, seek to achieve universal health care for everyone, located everywhere, 
with all ages without discrimination in terms of financial ability to pay. Goal 6 that is 
directly linked to Goal 3 seeks to provide sufficient water and sanitation for all global 
communities (www.sustainabledevelopment.un.org).

Again, I hypothesize that this policy of universal health coverage would not 
also be realized unless there is concerted effort to ensure fair financing strate-
gies, adequate funding for its implementation, and efficient monitoring systems 
to reduce corruption and duplication of financial resources. The paper further 
inquires into selected best choices and methods that will ensure efficient and 
sustainable health financing in LMICs. The concept of health insurance, health 
equity, examples of best practice health financing models, success factors, and 
red flags of selected health financing systems are illustrated in this paper. The 
impact of coronavirus-19 (COVID-19) on health systems financing in LMICs is also 
elaborated in this chapter.

2. Concept of health insurance

In the past, people would pay for their health care just as they would buy a shirt 
in the market. Thus, they would pay out-of-pocket (OOP) for their health care. This 
mode of financing health care is largely outmoded, but poverty, poor health care 
systems, and policy compel many countries to finance health care by OOP. Financing 
health care through these direct OOP can impoverish countless households, espe-
cially in LMICs. Health insurance can solve the problem of OOP in most poverty 
endemic countries.

Health insurance is a system of financing health care through resource mobiliza-
tion and risk pooling where risk-averse individuals prepay some amount of money 
into a pool for future health care benefits. Using the principle of large numbers, a 
third party manages the pool and purchases health care for members (the insured) 
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in the case of illness. For the pool of funds to grow substantially to serve the interests 
of members, there must be large numbers of individuals collectively contributing 
equitable amount of money into the financial resource pool and sharing their financial 
risk to enjoy the collective financial protection.

To sustain the financial pool, there must be cross-subsidization across all the 
members contributing to the health insurance pool. In the spirit of fairness, there 
must be established policy measures to ensure that the rich pays more and the poor 
pays less, each pays according to their abilities (proportion of their income) into the 
health insurance fund; also, the healthy pays for the sick and economically healthy 
people pay for children and elderly. It is important to, however, check adverse selec-
tion in the risk and resource pooling process.

Adverse selection in health insurance is a situation where majority of health risk 
persons, people with preexisting health conditions, vulnerable population such 
as children, aged persons, and women are those mostly registered in the health 
insurance scheme, while healthy people enroll less in the insurance scheme. When 
this adverse selection of members occurs in a health insurance scheme, the likeli-
hood of it collapsing is very high. The reason is that utilization of health care 
tends to increase, and claims cost also increases above revenue, unless there are 
huge subsidies from the government or philanthropic organizations to supple-
ment the revenue stream of the organization to offset the catastrophic health care 
expenditures.

In addition to adverse selection, two forms of moral hazards are very common 
in health insurance that are worth mentioning under concepts of health insurance: 
consumer and provider moral hazard.

Consumer moral hazard means that the individual alters his or her behavior inap-
propriately to benefit from the health insurance scheme. For example, the individual 
could impersonate with someone else’s insurance card to obtain health care. When the 
hospital authorities are not very vigilant, the insurance member could also intention-
ally seek health care unnecessarily just because the person is insured and has not 
falling ill or gotten an accident to make a health claim.

However, in developing countries, and selected advanced countries, like Canada 
and United Kingdom where there is waiting time to see a physician, especially, the 
medical specialists which take very long time, no rational individual would want 
to wait in the long line for no apparent sickness or health condition, just because of 
being insured.

Provider moral hazards emanate from the health care organizations or health 
professional to unduly benefit from the health insurance of patients. Providers alter 
their behaviors to “cheat” the health insurance system to make supernormal profits. 
There is a huge perception that the health insurance fraud in advanced countries 
is an albatross in the health care financing system. Provider moral hazards are 
facilitated by the information asymmetry that health care providers or health care 
professionals wield. They can use the information asymmetry to manipulate the 
health insurance system to make additional money. Information asymmetry arises 
because health care professionals are the vital repository of knowledge of the health 
condition and treatment regime of the patients and can therefore manipulate the 
information to their (providers’) advantage. For instance, if the health specialist 
decided to admit a patient on a health condition for 10 days instead of 5 days, the 
patient, though has the right to reject the number of days of the hospitalizations, 
does so at his or her own peril.
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3. Methods of financing health care

The World Health Organization (WHO) defines health financing as the “function 
of a health system concerned with the mobilization, accumulation and allocation of 
money to cover the health needs of the people, individually and collectively, in the 
health system … .. The purpose of health financing is to make funding available, as 
well as to set the right financial incentives to providers, to ensure that all individuals 
have access to effective public health and personal health care” [4].

Health care can be financed through various methods, including resource pooling 
through health insurance, out-of-pocket payments, and public finance through direct 
or indirect taxes.

Health care financing can be classified into three different typologies: private 
health insurance (PHI), social health insurance (SHI), and national health insurance 
(National Health Service) [5]. Both government and third-party payers, as in orga-
nized private health insurance schemes or government agencies, play an especially key 
role in purchasing and pooling risk. The choice of the financing mechanism would 
depend on numerous factors, including the political economy of health, the political 
ideology of the country, equity principle, social solidarity, economics and financial 
strength of the country, and organization of the social and economic structure of 
the country, including labor unions, financial systems, health systems, and political 
systems of governance [5]. The choices made are associated with various advantages 
and disadvantages. It suffices to say that there is no perfect system, and there is no 
blueprint for each country. There can be a mix of both Beveridge and “Bismarckian” 
health care financing systems. There are no pure Beveridge or Bismarck systems. The 
choice of health financing system, to the best of my knowledge, will depend, to a 
considerable extent, on the health financing goals and several variables of the country 
in question. Selected methods of health financing and payment methods and gover-
nance of health care financing schemes are discussed in the following section.

As already stated, different countries have different methods of financing health 
care. The most common methods include but not limited to:

3.1 Free medical care (usually financed by progressive direct taxes)

With this system, every resident of a country is covered by the health care system 
and receives free medical care irrespective of income level or type of employment. 
The government pays for the entire cost of the health care, the cost of health profes-
sionals, and health infrastructure. In theory, this system is equitable, provided there 
are strong monitoring mechanisms put in place to ensure quality of care, and there is 
a large and consistent source of government revenue allocation to the health sector. 
Most developing countries practiced the free medical systems in the 1950s to late 
1970s, but it was not sustainable because dwindling government revenue and quality 
of care were questionable [5, 6].

3.2 Social health insurance (SHI)

Social health insurance scheme is another method of health care financing through 
compulsory or voluntary health insurance. Ghana’s National Health Insurance Scheme 
(NHIS), for instance, is a combination of mandatory NHIS Levy, mandatory social 
security contribution of formal sector workers, and voluntary premium payment 
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by the informal sector workers. In the case of compulsory social health insurance, 
all  citizens contribute a prepayment determined by the terms and conditions of the 
scheme either based on income or through employment or flat sum, or through direct 
or indirect taxes. In turn, members of the social health insurance scheme benefit 
through the insurance coverage for their health care. With (private) voluntary social 
health insurance (as in the case of mutual health insurance schemes of Senegal and 
Ghana in the early stages of the introduction of health insurance), the underlying 
principle is solidarity, where members voluntarily contribute a premium to a pool 
for risk sharing and financing of their health care needs [7]. Social health insurance 
scheme can be an equitable way of financing health care with the employed when 
premiums are based on income and determined by the ability to pay. However, with 
the unemployed the government must pay premiums for the poor, vulnerable, and 
unemployed. This affords both the poor and the rich to contribute their respective 
quotas to the health insurance fund to ensure a buildup of large numbers and large 
pool of resources. In this case, there is a large pool of financial resources to ensure 
financial risk protection and sustainability of the scheme, all things being equal. 
The German social health insurance scheme (SHI) with substitutive private health 
insurance scheme (PHI) is worth emulating in LMICs, because it has stood the test of 
time and all odds for over 100 years with near universal coverage of the population 
and with sustainable quality health care. A snapshot of the German SHI is given in 
the following section. Germany was the first country in Europe (may be in the world) 
to establish SHI with substitutive PHI in Europe, in 1883, by Chancellor Otto Von 
Bismarck. The German SHI is dubbed the “Bismarckian” SHI system, attributed to 
Chancellor Bismarck. The main takeout of the scheme is that is backed by a strong 
legislation which makes it mandatory for both employees and employers. It is based 
on strong solidarity principle with members. Both employees and employers pay equal 
share of premium (50% employee and 50% employer contribution) to finance the 
SHI. Also, employees pay 14.7% of total gross income toward the SHI. The scheme 
is very democratic in terms of organization and governance and has disintegrated 
service providers throughout the country. The German SHI is one of the most sustain-
able SHI systems in the world which is worth replication in other countries. The key 
principles and success factors of the German SHI are summarized in Table 1.

The dual system of health insurance (SHI and PHI) enhances coverage of the 
population. In Ghana, Nigeria, and Senegal, like many LMICs, the health insurance 
systems are hybrid and enrollment are voluntary. But in Ghana, for instance, the 
enrollment in PHI is very insignificant due to the high premiums of private health 
insurance.

Most LMICs including Ghana, Nigeria, Rwanda, Uganda, and Thailand, and 
high-income countries such as Canada, Germany, the Netherlands, and Switzerland, 
among others have adopted the social health insurance model and are at various stages 
of achieving universal health coverage. Germany, for instance, is well known for the 
“Bismarckian” social health insurance health system, which has existed and provided 
quality health care for citizens and residents over 100 years, using the dual model: SHI 
with PHI. As already stated, the German SHI is worth replicating in LMICs and even 
other advanced countries.

3.3 Universal health insurance coverage (UHC)

“UHC means that all individuals and communities receive the health services they 
need without suffering financial hardship. It includes the full spectrum of essential, 
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quality health services, from health promotion to prevention, treatment, rehabilita-
tion, and palliative care across the life course” [8].

Universal health insurance coverage ensures that every resident of a country has 
health insurance coverage, either financed through social security contribution or 
tax financing as in the case of United Kingdom, New Zealand, and Sweden, among 
others, with varying degrees of implementation structures. Everyone pays through 
different forms of taxation, irrespective of the risk burden of the individual. This 
system of financing ensures equity in financing because members pay for their health 
care through different forms of taxation based on their incomes and are provided uni-
versal health coverage. However, it should be noted that universal health coverage has 
different dimensions and usually covers the entire population but may not cover all 
health care services. Also, it may not be completely free at the point of use. Members 
may subscribe to supplementary health insurance schemes to cover expensive services 
that may not be covered under the universal health scheme or pay out-of-pocket, as 
in the case of France. Universal health coverage is also a sustainable way of financing 
health care as tax payment is compulsory. The caveat is when the tax is regressive 
which can perpetuate inequities. The question that remains is whether members of 
the universal health insurance scheme may receive quality health care, where and 
when needed, without a long waiting time to see specialist health professional.

3.4 Private health insurance

Private health insurance (PHI) is an alternative mechanism of financing 
health care for populations. PHI schemes are independent private entities usually 

Success factors Challenges

• First country to establish SHI in Europe, in 1883, by 
Chancellor Otto Von Bismarck.

• SHI backed by strong legislation

• SHI sustained over a century.

• Uninterrupted development and reforms of the SHI system.

• Strong principle of solidarity among members.

• Continuous coexistence of statutory health insurance (SHI) 
and substitutive private health insurance (PHI).

• Provision of universal health coverage.

• Free choice of sickness funds to enroll in SHI.

• Free choice of PHI to enroll.

• Equal employee and employer contribution in SHI 
premiums.

• Mandatory SHI (more population coverage – about 87%.

• PHI coverage (the rich – only about 11%).

• Self-governance.

• More sickness funds than PHI.

• Decentralized health systems governance.

• Complex health systems governance.

• Decentralized health systems 
governance can stifle decision-making 
in the SHI

• Health care sectors are subject to differ-
ent legislations.

• Health care sectors are separated in 
terms of governance, financing, and 
reimbursement.

• Fragmented health service provision.

• Quality assurance and coordination 
across are of continuous grave concern 
to health policy.

• Lack of integrated health information, 
a concern to health policy.

Analyzed from.

Table 1. 
Key principles and success factors of the German SHI.
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established to provide health care for populations usually for profits. Profit is the 
main motive of PHI schemes [9]. PHI is both a “bad” and a “good” in the sense that 
it provides both challenges and opportunities for the attainment of universal health 
coverage goals. Many LMICs have a combination of PHI and public or social health 
insurance schemes as part of their health financing systems, as in the case of Ghana, 
Nigeria, Uganda, Rwanda, Kenya, La Cote d’Ivoire, and Senegal, among others. The 
choice of private or public health insurance scheme as a health financing system 
policy has consequences. Countries like the United States, France, Germany, Canada, 
the United Kingdom, Ireland, and Switzerland have different forms and policies 
of PHI schemes, providing choices and health coverage for distinct categories of 
populations. Private health insurance usually thrives well in high-income countries, 
though, not without challenges.

PHI in the United States, for instance, is organized in different forms: a) employer-
based health insurance plans through employee-employer contribution, b) direct 
purchase of insurance, where the individual buys health insurance direct from the 
private health insurance companies, or through a state or federal marketplace, and c) 
private health insurance for uniform service [10].

Germany operates a substitutive PHI the for the rich, alongside the mandated 
social health insurance as far back as the nineteenth century (1883) known as the 
Bismarckian Health System. Although, there is opportunity for members of the SHI 
to opt out to join the PHI, there are legal restrictions for opting out of the SHI for the 
private health insurance once enrolled, to protect the social health insurance scheme.

It is important to note that PHI is based on voluntary enrollment and can con-
tribute to huge uninsured populations, especially if the cost of PHI is not regulated 
by the state to make it affordable, especially for the poor. Usually, PHI premiums 
are actuarially determined making the premiums expensive for less privilege health 
care consumers to afford. Private health insurance can contribute to large uninsured 
populations, especially in LMICs, and even in certain advanced countries like United 
States. In the Netherlands, for example, the state subsidizes those who are unable to 
pay for health insurance. In Ghana, the poor and the vulnerable are covered under 
the social net premium exemptions program. PHI in Ghana, though optional, is 
expensive and benefits mostly rich people. Arguments for and against PHI are 
illustrated in Table 2.

The dual system of health insurance (SHI and PHI) enhances the coverage of the 
population. In Ghana, Nigeria, and Senegal, like many LMICs, the health insurance 
systems are hybrid and enrollment are voluntary. But in Ghana, for instance, the 
enrollment in PHI is very insignificant due to the high premiums.

Most LMICs including Ghana, Nigeria, Rwanda, Uganda, Thailand, and high-
income countries such as Canada, Germany, the Netherlands, and Switzerland, 
among others have adopted the social health insurance model and are at various stages 
of achieving universal health coverage. Germany, for instance, is well known for the 
“Bismarckian” social health insurance health system, which has existed and provided 
quality health care for citizens and residents over 100 years and still thriving.

3.5 Community-based health insurance (CBHI)

Despite the call for health care financing through health insurance by the WHO 
since 2010, and the recent commitment through the UN Sustainable Development 
Goals (Goal 3 and its targets) for universal health coverage, out-of-pocket spending 
still accounts for large proportions of total health spending in LMICs. For reasons 
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of inadequate financial mobilization capacity and fiscal space, many LMICs have 
adopted community-based health financing schemes (CBHIs) as alternative means of 
financing health care for financial risk protection. This informal sector mechanism of 
financing health care aims to reduce out-of-pocket payment for health care which can 
impoverish low-income households.

“Community-based health insurance is an umbrella term for the various types of 
community financing arrangements that have emerged because of high out-of-pocket 
spending, uncertainty surrounding anticipated financial flows from donors, and large 
and unregulated private sectors” (…) “CBHIS refers to prepayment plans that attempt 
to pool risks to reduce the financial risk an individual faces because of illness” [12–14].

The main distinguishing features of CBHI from other health insurance schemes 
are1) diverse groups of population coverage, 2) strong solidarity among members, 3) 
differentiated services in terms of benefits package, 4) variability in regulations and 
democratic governance, 5) different management styles, and 6) objectives. CBHI is 
not new in the global arena, but they are prevalent in sub-Saharan Africa. The classi-
cal examples are the “Mutuelles de Santé” (Mutual Health Organizations) in Senegal, 
Mali, Burkina, and Ghana in its formative stages of health insurance [6, 12, 14].

Ample evidence suggests that CBHI has been significant in providing financial 
protection and health care access to many rural and low-income populations. But, 
where premiums are somewhat high, affordability hampers access for the very poor in 
the community [8]. Notwithstanding, strong evidence suggest that that community-
based health insurance (CBHI) provides some financial protection through reduction 
in out-of-pocket expenditure on health and enhance cost recovery. But there is little 
or no evidence on the effect of quality of health care and efficiency of care. In totality, 
the impact of CBHI on access to health care is insignificant [14].

CBHI schemes serve only a small section of the population and cannot be guaran-
teed as a measure for achieving universal health coverage. They can however set the 

Arguments for PHI Arguments against PHI

1. Best model in terms of providing efficiency and 
quality health care.

2. Reduces public health sector costs and expen-
diture.

3. PHIs have the capacity to finance and find solu-
tions to public health systems challenges in the 
public sector.

4. Competition in the private sector (PHI sector) 
coupled with profit motives can enhance ef-
ficiency, quality of care, and reductions in costs 
of care.

5. PHI markets are innovative, dynamic, and more 
sensitive and responsive to health care consumer 
needs than public sectors.

6. Additional funding sources to complement 
public health services.

7. Provides alternatives for the haves.

1. In LMICs, PHI is mostly operated in the cities for 
the benefits of the privilege.

2. There are barely private pharmacy shops in rural 
areas in LMICs.

3. Have no capacity to deliver equitable health care 
services.

4. Not able to efficiently manage health care costs, 
raising grave equity concerns.

5. High administrative costs and unhealthy competi-
tion can lead to high health care costs which are 
usually transferred to health care consumers.

6. May affect incentives for growth in health expendi-
ture and the production of health.

7. Mere demand and supply interplay imbalances 
coupled with information asymmetry can drive 
health care costs and perpetuate inequities in health 
care.

Analyzed from [11].

Table 2. 
Arguments for and against PHI.



43

Health Insurance for Economically Disadvantaged People in LMICs: What are the Best Options?
DOI: http://dx.doi.org/10.5772/intechopen.105679

pace as a complementary scheme to other more efficient systems of health financing 
such as national health insurance schemes [15].

Despite the strong contribution of CBHI in providing financial protection for 
members and some level of resource mobilization, the general effect is somewhat 
small. CBHI schemes are insignificant in reaching the very poor. Hence, CBHI is nec-
essary but may not be sufficient solution for risk pooling and revenue mobilization for 
health care in LMICs because of low population coverage and fragmented groupings.

“Both theory and evidence suggest that the traditional CBHI model – relying only on 
voluntary, small-scale schemes with little or no subsidization of poor and vulnerable 
groups – can play only a limited role in helping countries move towards universal 
health coverage (UHC). CBHIs cannot be expected to provide a major source of fund-
ing or coverage, and hence can at best provide only a complementary role as part of 
a national health financing strategy toward UHC. This is partly because people with 
few health needs tend not to join on a voluntary basis, and there is usually little or no 
subsidization for poor and other vulnerable groups. Health service utilization rates of 
members, however, generally increase after enrollment” [15].

Among other things, health insurance thrives on large numbers (risk pool) and sus-
tainable revenue. However, with strong legislation and community solidarity, LMICs 
can merge CBHI schemes to form a single-payer national health insurance scheme, as 
in the case of Ghana and Rwanda. CBHI schemes can be a springboard for the estab-
lishment of national health insurance scheme in countries where they exist, but they 
may not ensure equity in access to health care and cross-subsidization of risks.

In the next section, the paper expounds on John Rawls’ theory of justice and its 
linkages with equity in health care financing.

4. Rawls’ theory of social justice

John Rawls denotes equity as social justice and fairness [16]. He argues that the main 
pillar of social justice is grounded on the basic social structure and the social institu-
tional distribution of fundamental rights and duties. Consequently, the political institu-
tion and economic and social arrangements decide the division of advantages from 
social cooperations. Also, social structure is the central pillar of social justice because it is 
composed of diverse social strata. People are born into the society with different oppor-
tunities and different expectations which are often decided by the political systems, as 
well as economic and social determinants in life. This implies that social institutions are 
structured in such a way that provides advantages to some groups of the society than 
others. According to Rawls [16], these social inequalities from the onset become perva-
sive and affect individual’s chances in life. Rawls, therefore, proposes the application of 
social justice to cure or remedy unavoidable inequalities (inequities) in the society.

In the context of health financing, thus, buying health insurance for the people, 
social justice must regulate the fundamental elements of the economic, social, and 
health system so that the distribution of health care is fair. Social justice must be the 
cardinal principle and the applied strategy to distribute the fundamental health rights, 
to ensure that both economic and social opportunities prevail in various parts of the 
society. Rawls recommends social justice and economic redistributive justice [16].

Contextualizing health care financing by social justice and equity lens, it means 
providing health insurance coverage to all without jeopardizing their livelihood. 
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It also implies providing both the insured and the uninsured the best quality health 
care with maximum respect and dignity. Additionally, it suggests that health care 
providers and political systems should eschew greed, avarice, and corruption, 
and instead, be transparent and accountable to provide equitable universal health 
 coverage to all, everywhere, at the right time, right quantities, and quality.

The ideals of social justice connote the adoption of the universal health coverage 
principles to provide financial risk protection for all residents irrespective of their 
ability to pay or not. No one should be impoverished because of catastrophic health 
care costs, usually, out-of-pocket. Consequently, social institutions mandated to 
purchase health insurance should do so based on equity and social justice. The guid-
ing principle of universal health coverage should be equity, thus, reducing avoidable 
unfairness in health care financing coverage and access.

5. Equity in health care financing

Equity has been one of the important variables in health care systems, but ineq-
uities in health care financing and access are still very pervasive. Ample evidence 
suggests that the poor have less access to health care and suffer more devasting conse-
quences of morbidity and mortality than the rich. The poor have lower levels of health 
care utilization than the rich, though they have more health needs and spend more on 
health care as percentage of their income than the wealthy individuals [17].

In this section, equity is contextualized as equity in access to health insurance, health 
care, and equity in health care delivery: distribution of health care services, urban-rural 
dichotomy, and ethnic minority communities. The Nobel Prize winner Amartya Sen 
[18] argues that health is one of the most important variables of human life and an 
important constituent of human capability, but the pervasiveness of inequalities in 
health care access and delivery is more disturbing than any other sectors.

Equity in health means that ideally everyone should have a fair opportunity to 
invest in their health to attain full health potential without any one being disadvan-
taged from achieving this potential if it can be avoided [19]. Equity can, thus, be 
explained as an ethical concept which is grounded in the principles of distributive 
social justice. Regrettably, different people and different authorities tend to interpret 
equity in diverse ways. To counterbalance the open interpretation of equity and create 
an operational concept, Braverman and Gruskin [20] defined equity (in health) as 
“the absence of socially unjust or unfair health disparities, the absence of systematic 
disparities in health (or in the major social determinants of health) between social 
groups who have different levels of underlying social advantage/disadvantage.” This 
definition reminds us that the society is composed by diverse groups of people with 
different capabilities, sexual orientation, and different wealth gradients with unique 
needs in various locations. We call for a society where both the haves and the have-nots 
have equitable health insurance and universal health coverage without discrimination.

Based on the experts’ definitions and Rawls’ theory of justice, I conceptual-
ize equity in this paper, as fairness in financial contribution (premium payment), 
fairness in health insurance coverage and access to health care, fairness in health care 
delivery, and fairness in the determination of benefits package. For example, the 
premiums of health insurance should be based on individuals or households’ ability 
to pay. The wealthy individuals or households should pay more, according to some 
progressive principle while poor pay less, and indigents should be covered by safety 
net insurance.
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6. Sustainable health care financing

Financial sustainability of health care financing is explained based on WHO’s 
sustainable health care financing framework [21]. The frameworks explain sustain-
ability in health care financing as the inter-relationship between revenue mobiliza-
tion, risk pooling for financial protection, and efficient purchasing to meet the needs 
for all. The sustainability goal requires that the three interconnected health financing 
system functions: revenue collection, financial and risk pooling, and purchasing of 
health care services are met. Additionally, health care services should be provided 
according to need, quality, opportunity, and dignity, regardless of individual’s 
ability to pay [6]. Sustainable health care financing can be conceptualized as the best 
and efficient mechanisms of organizing three components of the health insurance 
functions to provide continuous health care to the population, explained as revenue 
mobilization.

6.1 Revenue mobilization

Revenue mobilization means the measures adopted to raise revenues from vari-
ous sources, identification of funding sources, and collection methods to finance the 
health services as well as the provider payment mechanisms. Sustainability of health 
insurance scheme depends on the quantum of the funds raised and the efficient 
management of the funds.

6.2 Fund pooling

Fund pooling refers to policies established to build an advanced accumulated 
funding from various sources on behalf of the population. Pooling also means risk 
sharing between different people who have different incomes, ages, and illness risk.

6.3 Resource allocation and purchasing

Resource allocation and purchasing simply means paying providers health 
care services on behalf of the insured. It refers to the measures used to buy health 
care services from public and private providers for and on behalf of health care 
consumers.

These three financing functions interact at country health policy level and 
translate into mobilizing adequate and sustainable revenues in an efficient and 
equitable manner to provide individuals with the needed essential health services 
and financial risk protection against unforeseen catastrophic episode of illness or 
injury.

Effective and efficient combination of the health financing functions and the 
policies together, through the intermediate sustainability goals such as transparency 
and accountability, can yield a sustainable and resilient health financing system for a 
country.

7. Health financing schemes in LMICs, lesson from Ghana and Thailand

Since the adoption of the WHO’s world health report in 2000, governments of 
LMICs have formulated strategies to finance health care to increase equity in access 
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to health care in their respective countries. Despite the frantic efforts and success 
chalked by various countries in this direction, there are still rooms for improvements. 
Rwanda, for instance, has achieved near-universal health coverage, and Ghana, 
Nigeria, Senegal, and Tanzania have made giant strides in the establishment of 
national health insurance schemes. However, many countries in sub-Saharan Africa 
are at various stages of their health financing schemes. This section expounds on 
selected health financing schemes that have successfully been applied to cover all 
categories of individuals, including poor people to draw useful lessons for adaptation 
and replication in other peer countries. Ghana and Thailand are excellent examples 
of robust and successful health financing schemes worthy of emulation. These two 
countries present excellent best practices for replication, but not without challenges 
on their path to universal health coverage. The two countries’ insurance schemes were 
chosen because of their uniqueness. The successes and challenges are elucidated in the 
following section.

7.1 Success factors and red flags of Ghana’s National Health Insurance Scheme

Ghana’s National Health Insurance Scheme (NHIS) was established in 2003 by an act 
of parliament (Act 650, 2003 [22], revised by Act 852, 2012 [23]) to provide equitable 
health care to all residents of Ghana. The NHIS was meant to be pro-poor recognizing 
the gap in health care between the poor and the rich in access to health. Funding of the 
scheme is tax-based (3.5%) which accounts for the National Health Insurance Levy, 
an indirect value-added tax on purchase of goods and services; it is also financed by a 
voluntary contribution (NHIS Premiums of the informal sector population GHS240 
($34.00, in 2022 exchange rate), and social security contribution (2.5%) applied to 
formal sector employees, and other financing sources such as grants, donations, and 
investments returns. It is worth noting that about 75% of the total NHIS funding is from 
NHIS Levy. The scheme has a comprehensive and generous benefits package covering 
closed to 90% of all diseases, health conditions, and accidents. However, major and 
complicated surgeries often may not be covered. Medications and prescribed drugs are 
covered, but most often there are limited supply of essential medication at the hospitals, 
and patients are given prescription paid out-of-pocket [6, 22, 23].

After almost two decades of its implementation, the scheme has still attained 
the required universal population coverage. Only about 50% of diverse groups of 
the population have enrolled in the NHIS, which raises the question why are the rest 
of the 50% not covered under the NHIS? What is not going right in the NHIS poli-
cies and strategies? Notwithstanding the challenges, the NHIS is considered a best 
practice scheme for replication on other African and other LMICs. In the following 
section, I analyze the success factors but also indicate the red flags of Ghana’s NHIS. 
As much as these success factors can be replicated or adopted in other countries on 
their paths to health insurance, it is important to note that replication of these success 
factors in other LMICs should be done with caution in the cultural-specific and 
political context of the country. The underlying key factors that influence the success 
of Ghana’s NHIS are illustrated in Table 3. The list is not exhaustive, as suggested by 
Anarwat and Shepard in 2020.

7.2 Thailand’s universal health care coverage scheme (UCS)

Thailand’s National Health Insurance Scheme (UCS) was established in 2001. 
The UCS is organized in three different forms of schemes: 1. Social Security Scheme 
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(SSS) for private sector workers; 2. Civil Servants’ Medical Benefits Scheme (CSMBS) 
for government employees, their spouses, dependents less than 20 years, and their 
parents; and 3. UCS for the rest of the population which aims to cover all the popula-
tion not covered by the SSS, mostly informal sector workers.

The UCS has 99.8% population coverage. It is funded through a combination of 
taxes and contribution (premium) from members. This premium is exceptionally low, 
about 30 Baht ($1.00) the starting based level [25]. The success factors and challenges 
are illustrated in Table 4.

8. Impact of COVID-19 on health financing systems in LMICs

SARS-CoV-2 virus, a highly infectious and deadly disease, popularly known as 
coronavirus (COVID-19) after it was first reported in Wuhan, China, in 2019, has 
devasted global public health and global health systems. In a spate of 3 months, the 
disease took global leaders by surprise and spread through the world like wildfire, 
destroying health systems, wiped out populations in advanced and developing 
countries. COVID-19 caused panic, anxiety, and mental health challenges, devastated 
families, destroyed business, increased health care financing and delivery costs, and 

Success factors Red flags

1. Strong political will.

2. Appropriate legislation

3. History of social solidarity

4. Tax funding

5. Safety nets for the poor and vulnerable

6. Good governance.

7. Decentralized local government system

8. Vibrant and well-structured health systems.

9. The role of CHAG and mission hospitals

10. Learning-by-doing approach

11. Hospital user-fees (“Cash and Carry”) policy challenges.

12. Multifaceted communication and marketing approach.

13. Development partners’ support (technical and financial 
support).

14. Comprehensive benefits package.

15. Very low-cost premiums.

16. Social Security and National Insurance Trust, Members’ 
Contribution.

17. Health insurance user portability.

18. Academic and operational research

19. Multiple providers and free choice of providers.

1. Nonadherence to the gatekeeper system.

2. Provider shopping on the part of NHIS 
members.

3. Provider moral hazards.

4. Corruption in the health delivery 
service.

5. NHIS provider collusion.

6. Provider moral hazards.

7. Adverse selection.

8. Paradox of exemptions policy.

9. Inappropriate provider payment 
method.

10. Controversy of NHIS capitation pay-
ment system.

11. Delays in claims processing.

12. Undue political influences on the NHIS.

13. Unrealistic premiums and low. 
Enrollment of the economically active 
population.

14. Poor quality health care services.

15. Continuously low enrollment of the 
economically active populations in the 
informal sector.

Analyzed from [24].

Table 3. 
Success factors and red flags of Ghana’s NHIS.
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brought down global travels to a near halt. Several cities in both advanced countries 
and LMICs experienced lockdowns for several months. For the first time in the his-
tory of the world, international and domestic flight in many countries were banned 
for more than a year, since COVID-19 was declared a global pandemic on March 11, 
2019 by the World Health Organization (WHO).

On May 2, 2022, WHO reported a global total of COVID-19 infections stood at 
511,275,451 COVID-19 cases and 6,238,320 deaths with a case fatality ratio (CFR) 
of 1.2% in 227 countries and territories. The reported cumulative cases (percentage 
of global cases) from the WHO regions except Africa were Eastern Mediterranean 
Region 18,377,400 (4%), European Region 215,216,599 (42%), Region of the 
Americas 153,175,779 (30%), South-East Asia Region 57,870,460 (11%), and Western 
Pacific Region 54,757,461 (11%). At the same period, a total of 11,453,205 COVID-19 
cases and 252,165 deaths, with CFR of 2.2%, were reported by the 55 African Union 
(AU) Member States (MS). Although the incidence in Africa represents only 2% of 
all cases and 4% of all deaths reported globally, the impact on individual AU Member 
States was catastrophic. Forty (73%) of individual AU Member States reported CFRs 
higher than the global CFR [26].

The good news is that the collaborative scientific research which led to the pro-
duction of vaccines with boosters in advanced countries, such as the United States, 
the United Kingdom, Germany, and Russia, among others, is expected to curtail 
the mortality rates of the pandemic and the impact. Unfortunately, LMICs are still 
struggling to produce their first COVID-19 vaccine, and therefore, must rely on the 
collective benevolence of advanced countries through the COVAC initiative to vac-
cinate their populations.

The evidence suggests that over 4.6 billion people constituting 58% of the global 
population have been fully vaccinated. But, only 17% of the total population of Africa 
was fully vaccinated, as of May 2022 [27], which could be attributed to inadequate 

Key success factors Challenges

1. Established with low contribution −30 Baht ($1) copayment per 
out-patient (OPD) and in-patient visits.

2. Entirely tax-financed (copayment abolished in 2006).

3. Comprehensive benefits package focused on primary health care.

4. Covers preventive and health promotion services.

5. Capitation payment mechanism for OPD care.

6. Global budget system for diagnosis related groupings (DRGs) 
for in-patient care.

7. Strong political will – “30 baht can pay for all disease” campaign.

8. Foundational support by civil society groups and NGOs – 
campaign for universal health coverage.

9. Implemented “Social Protection floors” (SPFs) –ILO (guaranteed 
access to essential health care and basic income security for children, 
persons of working age, and the aged)

10. Strong legal and institutional frameworks.

1. Inequalities in the Thai health 
systems (unequal distribution 
of health personnel and facilities 
between urban and rural areas.

2. Differential benefits packages 
among the health insurance 
schemes.

3. Rising costs due to generous ben-
efits packages, chronic diseases, 
and aging populations.

4. Inefficiencies in the local govern-
ment administration of health 
systems leading to leakages and 
duplication of resources.

5. Financial sustainability 
challenges.

Analysis from [25].

Table 4. 
Success factors of Thailand’s universal health care coverage scheme.
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vaccine supply, vaccine myths and hesitancies, funding and procurement issues, 
among other factors. The economies of many LIMCs experienced negative economic 
growth, and huge negative impact on their health systems are still recuperating since 
the outbreak of COVID-19. The impact of COVID-19 pandemic should be a wake-up 
call for LMICs to adopt measures to strengthen their health systems and make them 
resilient.

9. Discussion, conclusions, and recommendations

Inequities in health insurance coverage and access to health care between people 
with different incomes and wealth are pervasive in several LMICs. Based on Rawls’ 
theory of social justice, there is unfairness in health insurance coverage of which the 
less privilege people in society, especially in LMICs, have always been disadvantaged. 
The paper explored the types of health insurance schemes and the choices LMICs 
policymakers can make to ensure equitable health care for all. It elucidated on suc-
cessful factors of key health insurance schemes and health policies that can ensure 
universal health coverage for all without anyone left out. The question often posed by 
LMICs policymakers is which type of health insurance scheme to implement and what 
should be the strategic factors to adopt for success.

To answer the question which insurance model to choose, it is important to con-
clude that there is no blueprint for successful implementation of a health insurance 
scheme that will cover the poor. However, the review of the existing types of health 
insurance schemes shows that publicly taxed-financed health insurance schemes tend 
to cover and benefit the poor. Publicly financed single-payer national health insurance 
schemes, as in Ghana, Thailand, United Kingdom, and Canada, facilitate the achieve-
ment of universal health coverage than private health insurance schemes. However, 
they all have their ups and downs. Proponents of PHIs argue that they ensure freedom 
of choice of health insurance, efficiency, and quality of care. But in most cases, PHIs 
are limited to the privilege, are profit-oriented, and do not ensure equity in health 
insurance coverage [11].

Where there is multiplicity of private health insurance schemes of all forms, as in 
the case of the United States, the poor tend to suffer in terms of coverage because of 
high premiums [10]. It is argued that PHI breeds competition and enhances techno-
logical advancement in health care and therefore promotes the quality of care delivery 
[11]. But what is the point of quality of care where large majority of the population 
have no health insurance and find it difficult to access health care? PHI might not be a 
good option for LMICs striving to achieve UHC. At best, private health insurance can 
be encouraged as a supplementary insurance to cover for highly sophisticated health 
care services, while the government subsidizes for the poor to ensure equity of access. 
Where PHI is the health financing policy, the government should adopt measures to 
cover the poor through subsidies or premium exemptions.

Though it would be naïve to recommend a particular health insurance model for 
any country as the best model for replication, the “Bismarkian” model has stood the 
test of time of time and, therefore, worth replication in LMICs but with caution. The 
caveat might be the large informal sector in LMICs and high unemployment rates, 
which might be difficult to mandate insurance contribution through social security. 
Even though CBHI is a community initiative based on social solidarity, the evidence 
suggests that they do not have the capacity to mobilize large pools or revenue and 
risk, and they may not be able to ensure universal health coverage [15]. Consequently, 
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CBHIs might not be recommendable option for LMIC who are about to start universal 
health insurance scheme. In LMICs with high prevalence of CBHIs, it is imperative 
that governments legislate to merge them to form a single-payer national health insur-
ance scheme.

Progressive tax-based health insurance schemes, in the case of Ghana and 
Thailand, present best practices that LMICs can adapt while marking the red flags 
to avoid on their pathways to universal health insurance coverages. It is crucial for 
LMICs to understand that there is no perfect health insurance scheme or straight 
jacket strategies for success. It all depends on the terrain and the dynamics of the 
political economy.

Both advanced and developing countries are continuously experimenting models 
for equitable and sustainable health financing for quality UHC. There is no straight 
jacket or blueprint method to achieve Universal Health Coverage. Nonetheless, to 
implement a viable and sustainable health financing systems for universal health cov-
erage, the best health financing and organizational options should be derived from a 
broad spectrum of choices, including, but not limited to, private financing options, 
tax-based financing, social health insurance, single-payer system, and mixed models’ 
health financing systems. The choice of health financing systems should be driven 
by prevailing social, economic, and political economy factors. Progressive taxed-
based single-payer systems with strong mechanisms put in place to check that abuse 
and corruption would be a better option to cover the poor and to achieve UHC. It is 
imperative to implement policies that are preponderantly country context-specific 
and culturally acceptable to get the people’s buy-in. We recommend LMICs to adopt 
and adapt the best practice models of health insurance schemes to suit their prevailing 
economic, social, political, and cultural situations. COVID-19 had a huge devastat-
ing impact on the economies of LMICs. Implicitly, it behooves on LMICS to invest in 
research, health systems strengthening, financing, and human resource for health to 
establish strong health sectors against such unanticipated epidemics and pandemics. 
More in-depth and further research is needed to look at the impact of COVID-19 on 
health systems financing of LMICs [28].

Author details

Samuel George Anarwat
School of Public Health, Department of Health Services Policy, Planning, 
Management and Economics, University for Development Studies, Tamale, Ghana

*Address all correspondence to: anarwat@gmail.com; ganarwat@uds.edu.gh

© 2022 The Author(s). Licensee IntechOpen. This chapter is distributed under the terms of 
the Creative Commons Attribution License (http://creativecommons.org/licenses/by/3.0), 
which permits unrestricted use, distribution, and reproduction in any medium, provided 
the original work is properly cited. 



Health Insurance for Economically Disadvantaged People in LMICs: What are the Best Options?
DOI: http://dx.doi.org/10.5772/intechopen.105679

51

References

[1] Grossman M. On the concept of 
health capital and the demand for 
health. Journal of Political Economy. 
1972;80:223-255. DOI: 10.1086/259880

[2] Donabedian A. The quality of 
care: How can it be assessed? JAMA. 
1988;260(12):1743-1748. DOI: 10.1001/
jama.1988.03410120089033

[3] United Nations. Transforming Our 
world, the 2030 Agenda for Sustainable 
Development. 2022. Available from: 
www.sustainabledevelopment.un.org. 
[Accessed: April 10, 2022]

[4] World Health Organization (WHO). 
World Health Reports. Geneva: 
Financing for Universal Health Coverage; 
2010

[5] Dewar DM. Essentials of Health 
Economics. Sudbury, MA: Jones Bartlett 
Publishers; 2010

[6] Anarwat S. Ghana’s National Health 
Insurance Model: Advancing Financial 
Risk Protection, Equity of health Care 
Access, and Financial Sustainability 
ProQuest. Ann Arbor Ph.D. Dissertation; 
2018

[7] Normand C, Weber A, et al. Social 
Health Insurance: A Guide-book. 
Verlag fur Akademische Schriften; 
VAS, Ludwigstr. Bad Homburg v.d.H. 
Germany· 2009;12 d:61348. ISBN 
978-3-88864-491-7

[8] WHO. Universal Health Coverage, 
What is it? 2021. Available from: https://
www.who.int/news-room/fact-sheets/
detail/universal-health-coverage-(uhc). 
[Accessed: May 24, 2022]

[9] Colombo F. Private Health Insurance 
in OECD Countries: The Benefits and 

Costs for Individuals and Health Systems, 
OECDDELSA/ELSA/WD/HEA. Ann 
Arbor Ph.D. Dissertation 2004

[10] Edward RB, Barnett JC, Upton RD. 
Health Insurance Coverage in the United 
States: 2018 Current Population Reports, 
P60-267(RV). USA: Department of 
Commerce; 2019

[11] Tapay N, Colombo F. “Private Health 
Insurance in the Netherlands. A Case 
Study”, OECD Health Working Paper. 
Paris: OECD; 2004

[12] Atim C, Diop F, Etté J, Evrard D,  
Marcadent P, Massiot N. The Contribution 
of Mutual Organizations to Financing, 
Delivery, and Access to Health Care: 
Synthesis and Research in Nine West and 
Central African Countries. Bethesda, MD: 
Abt Associates, Partnerships for Health 
Reform Project; 1998

[13] Bennett S, Kelley AG, Silvers B. 
21 Questions on CBHF: An Overview 
of Community-Based Health Financing. 
Bethesda, MD: Abt Associates, 
Partnerships for Health Reform Project; 
2004

[14] Schieber G, Baeza C, Kress D,  
Maier M. Chapter 12. Financing 
HealthSystems in the 21st Century. In: 
Jamison DT, Breman JG, Measham AR, 
Alleyne G, Claeson M, Evans DB, Jha P, 
Mills A, Musgrove P, editors. Disease 
Control Priorities in Developing 
Countries. 2nd ed. Washington (DC): 
Disease Control Priorities Project; 2006

[15] WHO. Community-based health 
insurance. 2020. Available from: https://
www.who.int/news-room/fact-sheets/
detail/community-based-health-
insurance-2020#:~:text=Community-
based%20health%20insurance%2. 
[Accessed: May 21, 2022]



Health Insurance

52

[16] Rawls J. A Theory of Justice. 
Cambridge MA: The Belknap Press of 
Harvard University; 1999

[17] Owen O’D, van Doorslaer E, 
Wagstaff A, Lindelow M. Analyzing 
Health Equity Using Household Survey 
Data: A Guide to Techniques and Their 
Implementation. Washington, DC: The 
World Bank; 2008

[18] Amartya S. Why health equity? 
Health Economics. 2002;11(8):659-666

[19] Whitehead M. The concepts and 
principles of equity of equity in health. 
International Journal of Health Sciences. 
1992;22:429-445

[20] Braveman P, Gruski S. Theory and 
methods: Defining equity in health care. 
Journal of Epidemiology and Community 
Health. 2003;57:254-258

[21] Kutzin. A descriptive framework 
for country-level analysis of health care 
financing arrangement. Health Policy. 
2001;56:171-204

[22] Republic of Ghana. Ghana’s National 
Health Insurance Act, 650. 2003

[23] Republic of Ghana. Ghana’s National 
Health Insurance Act, 852. 2012

[24] Anarwat SG, Shepard DS. Health 
Care Financing Reforms in Ghana: Key 
Lessons for Uganda and other LMICs. 
In: Basaza R, Namyalo PK, Mayora C, 
Shepard DS, editors. The Journey to 
Universal Health Insurance Coverage, 
What Are the Lessons for Uganda and 
Other LMICs? New York: Nova Science 
Publishers; 2020

[25] International Labour Organization 
(ILO). Universal Health-care 
Coverage Scheme, Thaniland, Social 
Protection in Action: Building Social 
Protection Floors. 2016. Available from: 

https//www.socialprotection.org/gimi/
gess/ResourcePDF.action?resource.
resourceld=54059. [Accessed: January 5, 
2022]

[26] Africa Union. Outbreak Brief #120: 
Coronavirus Disease 2019 (COVID-19) 
Pandemic Date of Issue. Africa: CDC; 
2022

[27] African Union Centers for Disease 
Control and Prevention (AU CDC 2022). 
Outbreak Brief #120: Coronavirus 
Disease 2019 (COVID-19) Pandemic 
Date of Issue: 3 May 2022. Available 
from: https://africacdc.org/download/
outbreak-brief-120-coronavirus-disease-
2019-covid-19-pandemic/ [Retrieved: 
May 30, 2022]

[28] World Economic Forum. Why Sub-
Saharan Africa needs a unique response 
to COVID-19. 2020. Available from: 
www.weforum.org/agenda/2020/03/
why-sub-saharan-africa-needs-a-unique-
response-to-covid-19/. [Accessed: May 
23, 2022]



53

Chapter 4

National Health Insurance, the 
Informal Sector, and Elements of 
a New Social Contract in the 2019 
UHC Act of the Philippines
Maria Cristina G. Bautista

Abstract

This chapter explores the governance issues in the implementation of insurance 
coverage for the informal labour sector in the context of universal health coverage 
(UHC). The COVID-19 pandemic highlights the vulnerabilities of the informal 
sector that remain overlooked by employer health insurance and are not targeted 
by the government’s cash transfer programmes for the poor. While universal health 
coverage may, on paper, assure every one of the basic minimum health care pack-
ages, issues of capturing subsidies for and availing of similar no user charges for 
the poor may be a Gordian knot before universal coverage is achieved. The chapter 
interrogates this issue as follows—firstly, we present key health financing features 
of the Philippine efforts to cover the informal sector in the national health insurance 
programme; and secondly, based on a concept approach, we analyse the elements of 
a social contract that may enhance or break down relationships in informal sector 
health insurance—with the market, bureaucratic and networks in health systems. 
Implications are drawn on the design of institutional arrangements to capture 
subsidies, contributions, and provider payments as part of a post-pandemic new 
normal of greater health security through the financing of health in the context of a 
social contract.

Keywords: informal sector, health insurance, Philippines, universal health coverage, 
new social contract

1. Introduction

This chapter examines health insurance systems from the perspective of how 
health insurance access can be expanded in environments characterised by high levels 
of informality in employment, relative unaffordability of premiums, low benefit or 
service levels, revealed preference for private health care, and high inefficiencies in the 
management of social health insurance funds. This type of environment is prototypical 
not only for the Philippines but for other low to middle-income countries. Informal 
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labour markets present a challenge to health insurance systems as there is no employer 
to co-share premium payments, nor are they adequately covered in government 
subsidies extended for those considered poor through the means test. It is this gap that 
is often cited as ‘the missing middle’ in social health insurance systems’ [1].

Assessments of health coverage for the informal sector examine demand and 
supply-side issues peculiar to the sector, such as willingness to pay and ability to pay, 
premium levels, and collection structures, including cost-sharing modalities and fund 
sustainability. This chapter takes on the perspective of understanding the institu-
tional context, the nature of coordination arrangements required to ‘fit’ the informal 
sectors’ conditions into social health insurance schemes or in reverse, structure 
systems to cater to social insurance schemes for the more unorganised groups.

Health insurance systems have two inherent features—information asymmetries 
and adverse selection. Yet social health insurance schemes often bypass these concerns 
in the development of schemes to cover the informal sector. Information asymmetry 
fosters moral hazard, whereby insurance status signals the choices on diagnostics or 
treatment and quality of services recommended by providers, described in standard 
textbooks [2]. Moral hazard happens when the insured takes more risks, such as 
unhealthy or incautious consumption behaviour (smoking, driving under the drugs, 
or alcohol influence) as a result of the risks being insured. Adverse selection is created 
when risk pools may be more attractive to sicklier individuals. Private health insur-
ance is known to select lower-risk individuals. These features create the knowledge 
gaps to coordinate transactions and behaviour in the informal sector, thus limiting 
health insurance coverage. The promise of social health insurance or universal health 
coverage (UHC) is premised on greater financial protection in the face of health risks, 
a larger population coverage to spread risks, and wider sets of services or benefits cov-
ered. These pillars of UHC form its mandate, affecting interactions among stakehold-
ers and thus creating operating pressures for programme implementation.

The Philippines launched its universal health care Act in 2020, following the 
approval of a fresh-minted law, Republic Act 11223 in February 2019. Implementation 
was set for January 2020, when the COVID-19 pandemic struck. This twin setback 
provides an opportunity for reflection on an institutional design that is more inclu-
sive, efficient, equitable for greater health security.

2.  Features of informal employment in the Philippines and the health 
insurance programme by PhilHealth for the informal sector

This section covers the estimates of the informal economy for the country, its 
features in terms of demographics, and some context.

2.1 The size and magnitude of informal employment

Using a proxy indicator1 based on its labour force surveys, in the absence of a direct 
survey, the Philippine’s Department of Labour and Employment (DOLE) representa-
tive to the Global Knowledge Sharing forum shared the statistics on the informal 

1 Since 2008, there has been no direct survey of the informal economy. During this 2008 Informal Sector 
Survey (ISS) 29.8 million workers were considered in informal employment or 75% of Filipino workers 
(WB 2010). Under proxy indicators, there were only 19.4 million informally employed workers considered 
in 2008, indicating an underestimation of the number of informal workers by nearly 10 million.
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economy. Figure 1 shows that from 2008 to 2017, there was an average of 21.1 million 
workers in the informal economy (estimated by the number of self-employed without 
paid employees, unpaid family workers, and wage and salary workers in precarious 
employment). This comprised 56% of the total employment; while workers in the for-
mal economy (estimated by the employer in own family farm or business, and the wage 
and salary workers with the permanent job or business) were 44% of total employ-
ment or an average of 16.1 million workers. The figures include the agricultural sector. 
This figure of 56% of total employment as informal is relatively lower than the 68.2% 
regional average, with agriculture and China included, for the Asia and Pacific [4].

Out of the 21.2 million workers in the informal economy in the Philippines, in 
the 10-year average, the self-employed accounted for 10.8 million (51%), followed 
by wage and salary workers in precarious employment with 6.5 million (31%), and 
unpaid family workers with a total of 3.8 million (18%). In 2017, there were 17.62 mil-
lion workers in formal employment and 22.68 million in informal employment. In the 
10 years, informal employment grew by 16.5%.

Informality in employment is expected to increase due to the restrictions on 
movement and outright lockdown of workplaces and cities due to the pandemic. The 
Asian Development Bank reported that by January 2021, 1.7 million wage and salary 
jobs were lost and the informal sector numbers rose to 435 thousand. This was just 
one year from the start of the pandemic in 2020 [5]. Further surges in infections and 
movement restrictions as part of pandemic control are likely to see rising numbers of 
people getting off formal work in favour of more flexible arrangements. While infor-
mal work numbers indicated that there are estimated to be comprising the second 
quintile of families in the distribution of income, working arrangements particularly 
in the sharing economy sector, such as Uber, Grab drivers and online sellers will see 
the expansion of the informal sector towards the middle quintiles.

2.2  PhilHealth: the national health insurance corporation and its informal sector 
programme

The country’s national health insurance program was instituted in 1995, with 
health funds carved out from the social security system for employed workers who 
paid in monthly contributions towards health, work accident, life insurance, and pen-
sions since 1969. The Philippine Health Insurance Corporation (PhilHealth) absorbed 
and managed health insurance funds and progressively overtook other health 

Figure 1. 
Size of informal employment. Source: Department of Labour and Employment (2018). Size of the Informal 
Economy in the Philippines [3].
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insurance schemes, such as those for overseas Filipino workers for their families left 
behind, those covered by charitable agencies, and its name is synonymous with the 
national health insurance programme.

In the late 80s to 90s, Medicare, the health insurance programme attached to the 
private social security system (SSS), was involved in working with organised groups, 
mostly community groups, some on rotating savings schemes, who were enjoined to 
include health insurance coverage as a benefit to members. Technical assistance and 
material support for operating systems were provided by the Medicare programme, 
through the German aid programme (GTZ) called SHINE. When the Indigent 
Programme got into good momentum, many of the groups were incorporated in the 
LGU sponsorship, others closed.

PhilHealth instituted a voluntary contribution scheme in early 2012 targeting 
informal employment workers belonging to cooperatives or those organised through 
non-government organisations (NGOs) through the organised groups programme. 
The institution made various efforts to gather these groups, providing incentives to the 
savings associations, cooperative banks, or non-government organisations to collect 
funds from members, advance or loan members their premium payments in 2017. 
When group collectors were no longer willing to collect, organised member groups 
thus reverted to individually paying membership. It was reported in 2014 that dropout 
rates or regular non-payment of premiums were two-thirds of the membership in the 
individual economy scheme (as the informal sector programme has been renamed) [6].

PhilHealth has other member categories, aside from those in formal employment. 
The ‘sponsored member’ group is the largest, comprising 50% of membership in 2015. 
Sponsored members are those who enjoy full state or other state agencies’ subsidies 
for premiums. The biggest group of sponsored members belongs to the beneficiaries 
of the government’s conditional cash transfer (CCT) programme. In this cash transfer 
programme, a means test is utilised to target the deserving beneficiaries who are con-
sidered poor through 24 sets of proxy variables of income and well-being variables. 
Other sponsored members, including retirees and pensioners (aged over 60), are 
considered lifetime members and non-paying. Under the new UHC Act, sponsored 
members are fully protected by the no-balance-billing policy. This policy mandates 
that as long as there are public hospital wards available, these members cannot be 
charged with other expenses exceeding their PhilHealth benefits.

In 2015, sponsored members comprised 50% of PhilHealth membership, followed 
by 30% from the formal sector, 9.5% from the retirees or lifetime members. The bal-
ance, or around 10%, was from the informal and self-employed members. This share 
has gone up to 18% according to a 2020 study [7].

The idea of public-organised groups’ partnerships in funds collection has been 
pioneering [6]. The problems related to the informal sector programme of PhilHealth 
can be traced to the following—(1) relatively unaffordable premiums for its target 
informal sector groups; (2) lack of systems to verify membership with contribu-
tions and thus smoothen authorisations at the time of use; (3) low level of benefits 
and substantial out-of-pocket expenses; (4) learning by doing approach that lacked 
consultation and evidence-based studies which led to policy confusion for implemen-
tors; and (5) a complex financial management system which made funds tracking 
unwieldy. PhilHealth experienced fund deficits arising from its expansion of coverage 
to other sponsored members, diversification to non-hospital-based benefits, and other 
fund management issues. The fund which reported a surplus for much of its existence 
[8] suffered deficits when subsidies overtook member payments as the dominant 
revenue source [9]. Media reported on anomalies involving the PhilHealth Board’s 
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authorisation of across-the-board payroll bonuses to employees. This was eventually 
ruled by the highest court to be illegal and without proper authorisation [10].

This assessment can apply to the whole PhilHealth programme; notwithstanding 
strides taken in continuing efforts to increase coverage and improve equity [11]. Benefits 
have been bolstered as well with the inclusion of other outpatient benefits, including 
costly procedures, such as dialysis and cataract operations, and catastrophic care pack-
ages, such as Z benefits [12]. These gains were obtained at the cost of financial weaken-
ing and other administrative setbacks, which caused delays in payment to providers and 
heightened the lack of trust and other credibility issues with stakeholders [13].

3. Conceptual underpinnings and related literature

In the light of the new UHC Act and the attention directed to the health sector due 
to the pandemic, a primordial question is raised. What is the appropriate governance 
structure framing a pluralistic health system often found in many low and middle-
income countries (LMIC), such as the Philippines? From an economic organisation 
perspective, Williamson ([14], p. 673) viewed operationalising the concept of gover-
nance from ‘the lens of a contract (rather than the neoclassical lens of choice)’. This 
perspective views the unit of analysis concerning the organisation problem not in 
terms of the individual but of the transaction. According to the early (mid-twentieth 
century) institutional economist, J. Commons, a contract ‘must contain the three 
principles of conflict, mutuality and order’ ([14], p. 673). This section extends the 
analysis of the organisation of national health insurance as a social contract problem, 
examining the nature of transactions in health care, the practice of rules, regulations, 
source(s) of organisational stability, and the relations with stakeholders fostered.

Commons’ view of the contract contextualised in economic organisation lens as 
conflict-mutuality-order is similar to the impetus for the classical social contract. 
The work of early political philosophers, however, emanated from the perspective 
of individuals agreeing to a code of conduct, with the state’s role as arbiter and 
enforcer. Loewe, Zintl, and Houdret [15] went on to define a social contract as ‘the 
entirety of explicit and implicit agreements between relevant societal groups and 
the sovereign (the government and any other actor in power), defining their rights 
and obligations toward each other’ (p. 3). Bautista, in 2020, explored the notion 
of a social contract in health care developed from the economic and socio-legal 
lenses [13]. It was quite convenient to examine the current state of the organisation, 
PhilHealth, as being in the ‘state of nature’ or anarchy in the classical social contract 
or Hobbesian sense.

In relation to the organisation of an inclusive national health insurance scheme in 
a pluralistic health system, one may say that it is a source of conflict. It is, thus, also a 
source of measuring power relations among societal groups or the political economy 
view. Bloom, Standing, and Lloyd [16] covered the political economy perspective 
and examined the issue of power emanating from knowledge gaps in different health 
care social contracts. From an economic perspective, the conflict that arises from 
the access and exercise of the state’s power over the public-private purse in health 
financing involves transaction costs. Transaction cost refers to the cost of bargain-
ing, contracting, and monitoring [17]. Avoiding or minimising transaction costs 
underpins arguments, at both theory and policy levels, on the types of arrangements 
or governance systems to bring out societal or organizational outcomes. Mutuality lies 
in the consensus on the goals of efficiency, equity, and quality of care. Will the order 
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established following the pandemic and the launch of the new UHC Act be one of 
breakdown or continuity?

From a conceptual point of view, a governance lens covers three alternative 
arrangements—markets, hierarchies, and networks (MHN). Hence, a transaction 
cost analysis can present the problem as an organisational and design issue. This 
framework has seen the wide application since the beginning of the new public 
management reforms in the 80s. It has informed changing managerial practice in 
health care in countries, particularly health systems similarly organised as the English 
National Health Service [18].

3.1 Market

This section investigates the nature of exchange or interactions in the health 
system. The starting point is considering interactions in health care or insurance as 
a transaction of exchange. The discussion on the features of health insurance, at the 
beginning of the chapter and from microeconomic theory, highlights the argument 
that health care and health insurance are unlike other commodities traded in the 
market. The nature of transactions in health insurance is such that premiums, or the 
price of insurance, and pay-outs, or claims, in the form of benefit services, are not 
equivalent to the price and quantity nexus in the normal demand (and supply) for 
goods [2]. Presently, under pandemic conditions, for instance, there is more certainty 
to the need for health insurance. However, insurance cover for a ‘sure thing’, given 
prevalence and transmissibility, will not be available, or when available will be quite 
costly. With uncertainty in the amount and timing of incomes, an inherent feature of 
informal work, health insurance may be unaffordable. If it is unaffordable, then there 
is a lack of effective demand (and supply is not interested in lower prices).

Willingness to pay for health insurance is between 1.18–1.39% of GDP per capita 
for a year’s contribution from the 16 studies included in a systematic review [19]. The 
lack of a general understanding of the benefits of health insurance has been the point 
of entry for randomised controlled trials involving the informal sector in Vietnam, 
China, and Philippines [20–22]. Observations were made on whether those who were 
provided with more information on health insurance, its benefits, and how to access 
them in the country would behave differently from those that did not receive such 
information. Other tweaks to the field experiments included having transport vouch-
ers and/or having some handholding navigators who directed and even accompanied 
study respondents to the insurance offices. Evidence gathered from these studies 
indicated small improvements in demand, but severe income constraints and the lack 
of affordability prevailed. Other reasons cited were related to the perception of poor 
quality of services covered and complicated enrolment procedures.

3.2 Hierarchy

In the original tenets of Coase [23], market transactions have zero transaction 
cost, and the decision to be in the hierarchical ordering, that is, establish the firm, is a 
way to counter increasing transaction costs [24]. Public policy applications highlight 
the costs to the hierarchical arrangements, that is, government institutions. The costs 
of government intervention can be assessed and compared to outcomes that would 
have risen had they been left to the market. The government’s exercise of influence, 
if not control, on the behaviour of various agents, is a source of conflict. Balancing 
competing interests has its costs and benefits. In standard economics language, a 
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Pareto solution reconciles everyone’s interests, with the winners compensating the 
losers. In the health system, a social contract solution holds when institutions come 
to an agreement or reconcile their interests for the common good, to achieve desired 
outcomes.

The government’s role in the health sector, given the inherent failures in the mar-
ket, is seen as being provider, funder, and regulator. Standard textbooks view regula-
tions as correcting for market failures, particularly in sectors with high externalities, 
non-competitive markets, and with deep information asymmetries [25]. National 
health service types of systems, such as in the UK and Canada, started as largely 
state provision and funding. The late 80s to 90s saw their evolution into quasi-market 
organisations separating state provision from state funding. The provision remains 
with the state, but some institutions are governed by boards and can compete for state 
funds and across other state bodies [26, 27].

How the government succeeds in its role can determine its ability to manage 
conflict and establish order. From an economic organisation perspective, government 
mirrors vertical integration or the hierarchical structure. In a pluralistic economy, 
where the private sector is extensively involved, the government’s ability to be a 
balancing force is affected by the extent to which providers and other groups influ-
ence the regulatory process. Government reaches to other agents to secure its goal of 
assuring and protecting the health of citizens. The capability of the government to 
enter into commitments, usually through contracts with other sectors, has a conse-
quence for transaction costs in the interaction. Schuhmann and Bautista explored the 
nature of contracting envisioned in the new Philippine UHC Act [28]. Government 
regulators deal with its ‘regulatory hands’ through command and control, delegation 
to the professions to practice self-regulation, contracting, and/or through the use of 
incentives to elicit desired behaviour.

There is mixed evidence on the role of incentives in improving health service 
performance [29]. The use of incentives is attempt to counter the limitations of the 
regulatory approach in the light of ‘influence activities’ [30] or regulatory capture, 
leading to corruption and inefficient public services. Low powered incentives, such 
as low salaries, can impede actions towards creating greater efficiencies. It is in the 
compatibility of incentives with the goals set out that the directions of policy reforms 
and the preferences of the legislature and the bureaucracy can be discerned. Eijkenaar, 
et al systematic review of systematic reviews on the effects of pay-for-performance in 
health care did not find convincing evidence of cost-effectiveness and instead found 
persistent inequalities and some unintended consequences for unincentivized care [31].

Salazar [32] found shortcomings in financial reporting practices by PhilHealth, 
along with declining financial health from 2015. From 2006 to 2015, premiums 
exceeded benefit claims. Until 2013, premiums from paying members were the most 
important source of revenues. Average contributions from the informal sector payors 
were below premiums due, because of the overstatement in the members list and lack 
of tracking for delinquency in payments or inactive members. The category of non-
paying members, those that received government subsidies widely instituted through 
the ‘sin tax’ law, grew by 37% in 2015. The study noted that 53% of benefit claims 
were made by non-paying members’ benefits. Benefit claims from the informal econ-
omy were three times their premium contributions. The new UHC Act full implemen-
tation is expected to expand subsidies. Citing a study by Gertler and Solon [33] 86% 
of increases in funding to PhilHealth went to payments for health care providers as 
profits or higher salaries. Cross-subsidisation was maintained, with formal workers 
subsidizing benefits of other sectors on some periods, while subsidised members by 
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government pro-poor programmes showed some volatility between negative and 
positive net contributions. The informal economy members were consistently at the 
receiving end of cross-subsidies. The medium-long term prospects of PhilHealth’s net 
worth were not optimistic. In the midst of the fight against the pandemic, with the 
various anomalies in fund utilisation and employees’ behaviour, the President of the 
country announced that he would make a request to Congress to abolish PhilHealth 
[34]. This remains an empty threat, however, as Presidential elections are scheduled 
for May 2022.

3.3 Networks

Referring to a ‘broad set of collaborative approaches that are useful for bring-
ing stakeholders together’ [35], network arrangements can be considered a looser 
organisational form. Whether it can be viewed as a third-best alternative, when 
‘market fails’ or ‘regulations fail’ is a normative question. A convenient view would 
be to see it as running along the same continuum—straddling the range of market 
and hierarchy, a hybrid of elements from both, plus other features. This is possibly an 
appropriate perspective for the subject of interest—the informal labour sector. This 
issue means balancing interests in informal sector’s access to social health financing 
and health service benefits. To bring the interests of disadvantaged groups in the 
bargaining processes for the health care system’s allocation calls for mediating institu-
tions. The experience with financing cooperatives has not sustained membership for 
the individual economy programme. A leading cooperative planned to set up its own 
facility. The increased funding in the Z benefit programme (for catastrophic cases) 
and the coverage of some chronic disease maintenance costs, including dialysis, has 
seen private sector investments in stand-alone clinics. Patient groups have also been 
increasingly engaged in the discussion.

A review of widespread adaptation of networks in the British health service 
showed its growth among primary care, and other settings, and a reduction in the 
role of acute hospitals. The buzzword is ‘collaboration’ as opposed to ‘competition’ 
in market arrangements. It is also recognised in the participation of voluntary and 
private sectors in outsourced work ‘commissioned’ by the public sector. Performance 
tracking is a central activity. The latter’s role has moved out from direct provision to 
one of purchaser or funder [36, 37].

From an LMIC perspective, collaboration takes place when the government 
reaches out to non-governmental organisations (NGOs) as well as the private sector 
to perform its traditional functions. The use of cooperative banks and other financial 
institutions to collect premium payments from the informal sector is one form. But 
it is not extensive enough to be called a network, rather public-private partnership 
has been used to describe it (Joint Learning Network). Examples remain few in the 
Philippines, surprisingly since it has one of the most vibrant NGO sectors actively 
engaging in the public sphere. There are no accounts of the private health clinic being 
contracted by the government to deliver primary care in geographically isolated areas 
where primary care needs abound. There are private clinics contracted to provide 
overseas employment medical checks, but for the most part, private and public health 
sectors in the Philippines are co-existing in parallel, if not in competition. Massive 
public sector investments in government health facilities have seen expanding capaci-
ties, in beds, laboratories, and services; while recent private sector developments have 
seen growing corporatisation and subsidiarity.
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Aside from income and basic demographic characteristics affecting demand for 
social health insurance from among the informal sector, trust in these institutions, 
from registering enrolment, collecting premiums, providing the medical services, 
including the attitudes of doctors and staff were found to determine willingness to 
pay and utilisation of services [38]. This was confirmed in a 2020 systematic review 
study by Miti et al. [39]. Willingness to pay for health insurance and pension scheme 
among informal economy sectors were strongly associated with income and trust. 
Experience of illness, attitude, and presence of doctors as well as distanced all played 
a role. The credibility of institutions to the people and trust are key to insurance 
products [40] and the lack thereof undermines it.

4. Social contract design elements to governance in the new UHC act

We explored insights into the relational arrangements to find an appropriate con-
ceptual ‘fit’ for the tenets of governance under a social contract. The ‘state of nature’ 
in the current market and hierarchical provisioning is failing and heightens the need 
for alternative governance mechanisms. Will the new UHC Act establish order and 
be the disruption the Philippine health system needs? Universal health coverage in 
general and the Philippine UHC Act, in particular, represents a new agreement drawn 
by citizens’ representatives and the government. This section discusses governance 
issues that impinge on UHC implementation and the operational trajectories affecting 
those in the informal economy. The intention of the section is not so much as a techni-
cal discussion, but to pinpoint directions for a re-thinking that needs to take place 
alongside post-pandemic reflections on the new normal.

4.1 Governance imperatives

At the centre of governance, analysis is transaction cost minimisation. The new settle-
ment or social contract on universal health coverage poses the following boundary issues.

4.1.1 Primary institutions

The law divides the fiscal resources and responsibilities into two key agencies—the 
Department of Health (DOH) for population health and the PhilHealth for personal 
health. Local government units (LGUs), the owners of public health facilities, were 
given roles and tasks but hardly any authority and funding allocations. They received 
their own mandate through Executive Order 135 known as the Mandanas ‘law’ [41]. 
This order simply affirms the additional funding as part of their internal revenue 
allocation (from national taxes). Amounts will vary depending on the scale and scope 
of health services that are under them. The funding source for this is from the new 
tax sources recently introduced. The additional funds, however, are not earmarked 
for health. This constitutes one of the peculiarities of Philippine politics, ‘giving a 
little for everyone’. LGUs will now confront the question whether paying premiums 
to PhilHealth for coverage of its ‘nonpaying’ constituents present a better deal for its 
resources as opposed to providing free services in their ‘owned’ facilities. The added 
resources strengthen the position of local units in bargaining with the health funders 
and bargaining costs incurred should be factored as part of transaction costs to the 
implementation of the new UHC Act.
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4.1.2 Selective purchaser

The current dominant purchaser of health services is the Philippine Health 
Insurance Corporation. Managed as a quasi-government body or a government 
corporation, it has enjoyed some autonomy in its operations, with the Secretary of 
Health serving as Board Chairperson. The new UHC Act has provisions for reforms 
on board qualifications and membership, currently filled by government finance and 
health institutions, as well as private and labour sectors. PhilHealth’s financial posi-
tion has been under threat, and with providers faced with persistent payment delays 
(a case study was presented in ref. [13]), non-participation in the new UHC is also a 
threat by private providers [42]. Internally, implementation glitches and court cases 
against its officers and among themselves have dented the credibility of the institu-
tion. The President’s threat of abolishing PhilHealth reverberates (as documented in 
[34]). The scale might be an issue, with the institution being a case of ‘too big to fail’. 
Insights from the health insurance system in Thailand may point on the way forward, 
where the institutions are managed across three separate groups—civil servants, 
private employees, and the rest of the population [43]. Cross-subsidisation is valued 
for social solidarity purposes. However, in the Philippine case, scale economies are 
not realisable given human, technological, and systemic incapacities demonstrated 
by the organisation. The system before 1995 was tripartite as in Thailand when the 
Philippine population was 68.18 million and not 110.8 million as of 2021.

Failure to design and manage an information system accounts in large part for 
this failure, relying instead on manual authorisations and adjudication of claims. The 
system requirements are substantial and the treatment of information system costs as 
part of capital investment will bypass the 12% cap on administrative costs. However, 
government infrastructure projects in health care are known for being slow and cum-
bersome [44], requiring an inter-agency investment committee, among other concerns.

4.1.3 Provider and provider networks

Under the new UHC, every citizen will choose a General Practitioner (GP) for 
primary care, who will, in turn, be networked to diagnostic services and a tertiary 
hospital either at provincial or city levels. This introduces a novel element to the 
health system. Under the current system, anyone seeking care may go to any facility, 
doctor, or specialist so long as one is able to pay. Being tied to a GP entails availability 
or the supply of GPs in the first place. There is a viable public rural health system and 
stations spread across the archipelago. In more isolated and poorer areas, arrange-
ments will need to be made for the outreach of public medical facilities or contracted 
private providers. In the towns and cities, private facilities will have to be willing to 
participate in the provider network to receive patients on referral. Participation will 
be on the application and submission of documentary requirements, including cost 
structure and subscription to the information system to be followed. This imposes 
costs to the private sector, as well as to local governments, the de-facto facility own-
ers. Information technology (for example, telemedicine), including medical outreach, 
costs can be factored in for remote settings. Incentives are discussed in the UHC Act 
in the context of the private sector and LGU cooperation.

These governance options can inform whether the social contract embedded in the 
new UHC Act will minimise transaction costs and maximise benefits and health protec-
tion for the larger and more vulnerable groups. Mediating institutions and groups may 
be necessary to reach and navigate citizen engagement. The ability to contract would 
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strengthen implementation efficiencies. When monitoring and delivery systems are not 
fully in place, leakages abound, responsibilities overlap, and absorptive capacities of 
both recipients and implementers are compromised. Implementation issues, gaps, and 
program weaknesses highlight the need for a more responsive approach when it comes 
to universal coverage of health insurance, particularly to the informal sector.

4.2 Other practicalities

Table 1 summarises the key concerns related to the health insurance coverage of the 
informal sector. This is not the place to be detailed as technical elements can be further 
studied. The table though captures the key elements of contributory schemes and 
how it relates to informal economy issues. It subsequently identifies strategic design 
and operating elements and how it can work out with UHC as the ‘sweet spot’ for the 
implementation of overall social protection programmes for the non-poor. The last 
column highlights what the system would be like if the schemes (social security, and 
health insurance) were to shift to and be under one platform of universal coverage.

There are high transaction costs involved in getting and maintaining participation 
of the informal sector. However, the new UHC Act considers everyone as a member. 
Even as their incomes and timing of receipt of incomes are not low enough to qualify 
them for national subsidies, transaction costs will be high trying to collect individu-
ally or tying individuals to a group. Localising subsidies from local tax sources will 

Issues with the 
structure of 
health insurance 
schemes

Informal economy 
issues

Key operating or design 
elements

Universal coverage

Low coverage 
of the informal 
economy

Geographic location –  
reach and access to 
health facilities

Membership, enrolment 
become moot issues as new 
UHC mandates coverage 
for all

Reaching the population 
with information 
drives on rights and 
responsibilities and 
services

Intermittent 
contributions; 
drop-outs

Not too poor for pro-
poor subsidies paid by 
the government from 
national taxes; no 
employer counterpart

Graduated subsidies 
from local government 
(LG) as part of business 
registration and renewals;
Bundled with other 
contributions, for 
example, pension, accident 
insurance

No direct contributions 
from informal sector 
earning below a certain 
level
(determined locally; with 
LG performance in the 
coverage of IFS tracked)

Utilisation of 
Health Care as part 
of benefits

High cost of care due to 
users’ charges;
Delayed care due to 
cost concerns
Health insecurity due 
to nature of work

Member education
Annual basic medical 
check-ups
Assurance of adequacy 
in the supply of staff and 
medicines needed when on 
acute care for no balance 
billing arrangement

Inclusion in the No 
balance billing (NBB)
arrangement
Health technology 
assessment

Portability Mobile population Navigation and 
Information technology 
solutions

Information systems
Use of Human Navigators
Health passbook

Table 1. 
Elements of schemes for the informal economy, design elements, and universal coverage.
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bundle business registration with other businesses in the local city or municipality 
office, the usual point of entry for local business. This will encourage the informal 
economy to gain a foothold into formality with the enticement of free health insur-
ance. Insuring the informal sector, based on the population discussed in section 2, and 
using the 10 year average and current PhilHealth premiums of P2,400, will amount to 
an estimated PhP51 billion (US$1 billion). This amount is approximately 5.1% of the 
annual health budget of the government. These subsidies will tie the funding of the 
informal economy health insurance coverage with the gains and benefits of coverage, 
not only as revenues (to fund local health facilities) but also as social capital, enhanc-
ing the credibility of local institutions [45].

Since local governments also ‘own’ the facilities, it is within their jurisdiction to 
provide free care for those in need, especially those that are not in the means-tested 
poor, of which many in the informal economy may fall under. No balance billing 
should be for all in the locally owned facilities and some capped charges, if outside the 
catchment area. Assurance of annual health checks will promote health maintenance 
and health security. The health technology assessment bureau, newly established 
under the UHC Act will recommend what the basic health service package will be.

Portability is key to universal health coverage. A Thailand study showed the 
popular use of non-designated facilities by low-income members [46]. Among mobile 
populations, working across provincial and city boundaries, where designated facilities 
may be accessed, local budget systems must be interconnected. Navigators or guides 
will be needed at facility levels. The Philippines’ use of navigators has been singled out 
for promoting equity among the sponsored members [47]. Additionally, information 
systems that interconnect provider and patient information with the health insurance 
office and a health passbook, physical record on members’ hands where utilisation and 
coverage in terms of fees are recorded, has been the glue to Taiwan’s health insurance 
system, which began around the same time as PhilHealth in the mid-90s. Taiwavn 
achieved universal health coverage within the decade of its founding.

5. Conclusion

The study explored the issues related to the planning and inclusion of the informal 
labour sector into national health insurance schemes. While universal health cover-
age (UHC) may have raised this as a non-issue, with its coverage ‘for all’, resources 
flowing to the same structures for implementation will encounter the same problem 
of high transaction costs. A re-framing analysis that pushed the issue of transaction 
costs into the discussion showed that hierarchical or government structures wielding 
tight command and control are not informal sector—friendly. Informal sector par-
ticipants may not fall within the strict proxy variable means tests for the poor. Thus, 
their non-inclusion in the no-balance-billing thrust of the UHC still creates high user 
charges which minimise the benefits of health insurance against any contribution on 
premiums they make.

The ability of the system to provide universal financial protection will still depend 
on subsidies managed through mediating institutions, including facilities, that need 
to be brought in as part of the new social contract. There will be widespread subsidies 
as the impetus for the universal health care Act itself is the anticipated fiscal space 
provided by the passing of new tax laws that included a tax on the sugar content of 
beverages. The pandemic has seen increased fiscal flows to the health sector; but 
more importantly, it surfaced the inefficiencies and corruption of the implementing 
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agencies. The protection required in the new social contract is safeguarding the 
health insurance funds and the balancing of current expenditures and future funds 
sustainability. The rights and responsibilities implicitly pressed on citizens, provid-
ers, implementers by the new Act are directed towards ensuring the social insurance 
funds are protected. This is only possible if payments are made in terms of ability to 
pay, pay-outs designed based on needs, incomes drawn from the fund (by provid-
ers and other vendors) are fair, and systems and safeguards are in place for greater 
accountability. Universal health coverage is possible with better governance and 
undertaken in the spirit of a new social contract.
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Chapter 5

An Assessment of the Effect
National Health Insurance Scheme
Capitation Payment to the
Healthcare Facilities in Yobe State
Salisu Hassan

Abstract

With the transition of countries from financing healthcare through government
revenue, general taxation, and out-of-pocket to Social Health Insurance in order to
ensure the achievement of Universal Health coverage, the global health research
community has made very important efforts to advance knowledge about the effects
of various health schemes. Although there is a large amount of literature about the
effects of various payment mechanisms, usually it does not focus on the effects of
capitation payment to the healthcare facilities. To fill this knowledge gap, this study
assessed the effects of National Insurance Scheme (NHIS) capitation payment on
revenue generation, expenditures, utilization of funds, and enrollees’ satisfaction with
healthcare facilities in Yobe State, Nigeria. The framework of this study is system
theory. The study employed a survey method to obtain both quantitative and qualita-
tive data. Structured questionnaires were applied and key informant interviews were
conducted. The study revealed that the capitation payment mechanism to the
healthcare facilities impacted positively on the NHIS, providers, and the enrollees.
Specifically, the study revealed that capitation increased the revenue of healthcare
facilities, increased quality of services, improved provision of drugs and consumables
as well as ameliorated the maintenance of infrastructures. Generally, capitation pay-
ment mechanism was found to increase competition between healthcare facilities and
reduced the out-of-pocket expenses for healthcare by the enrollees. The study recom-
mends proper monitoring and evaluation of the way capitation payments are made by
the Health Maintenance Organizations to the healthcare providers. Also, National
Health Insurance Scheme should ensure regular payment of capitation by HMO to
facilities to avoid unnecessary delay of payment and finally, the capitation amount
should be reviewed on regular basis by the National Health Insurance Scheme so that
healthcare facilities would be funded adequately to provide qualitative services to the
enrollees.

Keywords: capitation payment, healthcare facilities, health maintenance
organizations, qualitative services
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1. Introduction

The paradigm shift from financing healthcare through government revenue, gen-
eral taxation, and out-of-pocket to social health insurance is not new. In most of the
developing nations, reform on the purchasing side is moving hand in hand with
development of pooling functions. According to Moreno-Serra and Wagstaff, many
countries of Europe and Central Asia include case-based payment for tertiary care and
capitation payment for primary care. Likewise, Nigeria has adopted a similar system
of financing healthcare through these two major options of payment [1].

Since the flagged in the Formal Sector Social Health Insurance Programme in
Nigeria in June, 2005 capitation payment has remained one of the social health insur-
ance payment mechanisms to the healthcare facilities through the Health Maintenance
Organizations (HMO).

Health Maintenance Organization is a private or public incorporated company
registered by the National Health Insurance Scheme (NHIS) solely to ménage the
provision of healthcare services through healthcare providers accredited by the NHIS
[2]. HMO provides the following main functions:

i. effect timely payments to healthcare facilities;

ii. ensure the quality of healthcare services;

iii. ensure timely approval of referrals and undertake necessary follow up to
complete referrals; and

iv. carry out continuous sensitization of enrollees [3].

In Nigeria, presently there are 94 registered HMOs that are responsible for the
payment of primary, secondary, and tertiary health services to the healthcare facilities
on behalf of NHIS. Primary healthcare services include: out-of patient care, immuni-
zation, surgical procedures, internal medicine, HIV/AIDS, obstetrics, gynecology,
pediatrics, laboratory investigations, and emergency care [4]. These services are cov-
ered by capitation payment. All other procedures that cannot be handled at the
primary level of care can be undertaken at the secondary level, which the HMO paid
healthcare facilities as the fee for service.

Capitation is defined as a payment method where the provider is paid in advance, a
predetermined fixed rate to provide a defined set of services for each individual
enrolled with the provider for a fixed period [5]. Capitation usually occurs under
Bismarck or social health insurance healthcare system [6]. Bismarck model involves
people (those who need healthcare) paying a fee to a fund that in turn pays health
care activities, that can be provided by state-owned institutions, other government
body-owned institutions, or a private institution. It is different from the Beveridge
system (or National Health Insurance Schemes) in which government or central
authority takes the responsibility of collecting and pooling funds and also pays for
providers [7].

Every year, the National Health Insurance Scheme (NHIS) in Nigeria has been paid
a large amount of money in the form of capitation. In Yobe State alone from January
to December 2021 approximately, NHIS paid about (USD$700985. 75) for the
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payment of capitation to the accredited healthcare facilities for primary services in the
state [8].

If the amount of money in funds received as a capitation by the healthcare facilities
is properly allocated by providers, then one may expect the following:

i. positive impact on the effective delivery of healthcare services to the
enrollees,

ii. increase on providers’ revenue and improvement in infrastructure of the
healthcare facilities,

iii. enhance the welfare of the healthcare workers.

This study aims to test these hypotheses concerning the effect of capitation
payment on healthcare providers in Yobe State. There is a large amount of empirical
literature on the capitation payment method, which focuses on the nature of this
payment mechanism, but in general, it does not address the potential effect of
capitation on services provision, infrastructure, and other ways of efficient
utilization of the capitation fund, nor are the challenges of capitation payment
system described in Sub-Saharian African Countries. This study represents an effort
to fill this gap in the literature using the experience of Yobe State of Nigeria, where
capitation payment has been introduced within the National Health Insurance
Scheme.

2. Theoretical framework

Our world is complex and made up of subsystems. These subsystems interact with
each other and each has vividly coherent dynamics and defined boundaries. Ludwig
von Bertalanffy developed the Systems Theory in 1932 with an aim of simplifying the
world’s complexity and making it more comprehensible to human beings. Basically,
the theory aims at explaining how things function around us. The theory views the
world as a set of smaller subsystems that humans utilize on a daily basis. For instance,
a hospital is a system that has outputs, processes, and inputs. In itself, the National
Health Insurance Scheme (NHIS) is part of a bigger health care system. This study is
premised on System theory. NHIS as a system has many subsystems that contribute to
its proper functioning. Therefore, NHIS must work hand in hand with the healthcare
facilities, the enrollees, the Health Maintenance Organizations, the banks, the insur-
ance companies, and the other stakeholders. Hence, the System theory is relevant to
the present study and will be used to support our work. In this regard, NHIS gives
inputs, which are the resources that are capitation to the healthcare facilities through
the HMO, which they use banks to transact the fund to the facilities. When NHIS
gives money to HMO for the payment of capitation to the healthcare facilities this is
called the process. Therefore, when the healthcare facilities successfully received
capitation funds from the HMO and utilize the fund for the purchasing of drugs,
consumables, and the procurement of expenditures and give services to the enrollees
this is called the output, which is the effect of capitation. This flow of money called
capitation payment is represented in Figure 1.
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3. Review on sub-Saharian Africa experiences

This subsection presents a brief review of the operation, outcomes, experiences,
and perceptions of users and partners in the social health insurance scheme in
Sub-Saharan Africa. The snapshot review on different experiences across several
Sub-Saharian Africa is next summarized.

Barasa et al. examined the perceptions and experiences of informal sector people
living in two of Kenya’s provinces with contributory National Hospital Insurance
Fund (NHIF). The study was qualitative in design, making use of data from carefully

Figure 1.
How capitation payment is being made. Source: The Author, 2021.
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selected informants in the provinces. Findings revealed poor perception and experi-
ences related to inadequate and inconsistent information about registration and
membership process, affordability issues, and discrimination against NHIF patients
over those paying out-of-pocket [9].

The governments in Africa often partner with private healthcare providers for better
coverage of their health insurance schemes. Against this background, Sieverding et al.
examined the perspective and experiences of private health providers with the National
Health Insurance Scheme (NHIS) in Ghana and the NHIF in Kenya. The study was an
interview-based survey with a qualitative research design. Interview responses were
coded and content-analyzed thematically. Poor communication of requirements for
registration/accreditation and complex accreditation process was reportedly the major
constraint in Kenya in line with the finding of Barasata et al. [9]. The accreditation
experience in Ghana differs as it was found to be mostly straightforward. Private
healthcare providers participating in health insurance schemes reportedly perceived the
schemes to be worthwhile but identified poor engagement due to poor communication
as barriers to active participation in the scheme.

Against the backdrop of low enrolment level in health insurance schemes in
Ghana, Duku et al. analyzed the differences in perceptions between the insured and
uninsured of the non-technical quality of healthcare and a possible association
between insurance status and perception of healthcare quality with a view to ascertain
whether insurance status matters in the perception of healthcare quality or not. The
study was a primary survey, using quantitative research design. Results show that
those insured had a more negative perception of the scheme compared to the
uninsured, indicating the quality of service received. This finding appears to corrobo-
rate the discrimination against patients insured under social health insurance over
those paying out-of-pockets by Barasa et al. [10].

Fenny et al. comparatively examined access to social health insurance schemes in
five sub-Saharan African countries including Ghana, Rwanda, Tanzania, Ethiopia, and
Kenya with a special focus on access by the poor. Access is key to experience, and
experience informs perception. In Rwanda, both the poor were observed to have
comparable lower inequality access unlike Ethiopia and Ghana with large access
inequality between the poor and the rich. Only about 2% of the poor in Ghana and
Ethiopia reportedly had access to the social health program. Fraudulent claims, diffi-
culty in identifying who are actually the poor, poor funding, policy inconsistency, and
enrolling the poor into social health insurance schemes were identified as barriers to
widespread access to the schemes [11].

Amu et al., performed a quantitative secondary study using demographic and
health surveys data and; assessed variations in health insurance coverage in four
African countries including: Ghana, Kenya, Nigeria, and Tanzania. The data were
analyzed using bivariate and multivariate techniques. Findings revealed that coverage
was highest in Ghana (Females =62.4%, Males =49.1%) and lowest in Nigeria
(Females =1.1%, Males =3.1%). Age, level of education, residence, wealth status, and
occupation were the socio-economic factors influencing variations in health insurance
coverage in the countries [12].

Erlangga et al., examined the public health insurance impact on health care utili-
zation, financial protection, and health status in low- and middle-income countries
based on a systematic literature review. Findings revealed that the public health
insurance schemes generally appear to increase healthcare utilization, offer apprecia-
ble financial protection to their users, and have a positive effect on the health of the
insured [13].
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Adeniran et al. investigated cesarean delivery (CD) experience among out-of-pocket
(OOP) and health insurance clients in Ilorin, Nigeria with a special focus on pregnancy
events and financial transactions for the CD. The study was quantitative in design,
using randomized sampling and inferential statistics. Findings revealed that OOP payers
are prone to catastrophic spending on health. The waiting time before reimbursement to
healthcare providers was found to be significantly prolonged; private insurers report-
edly offered earlier and higher reimbursement compared to public insurers. Suboptimal
referral and transportation of health-insured clients were found [14].

Adewole et al., examined enrollees’ knowledge about the National Health Insurance
Scheme (NHIS) and satisfaction with health services provided under the scheme in a
cross-sectional questionnaire-based descriptive study. Findings revealed that 67% of the
respondents had good knowledge about the NHIS. Majority of the respondents report-
edly paid for drugs, laboratory tests, consultation fees, and X-ray out-of-pocket (81.2%)
to supplement their health insurance cover. Slightly more than half (52.8%) of the
respondents were found to be satisfied with service delivery, under the scheme with
female respondents being significantly more satisfied than their male counterparts [15].

The foregoing review shows that there is a mixed outcome, experience, and per-
spectives on the impact of health insurance scheme in Sub-Saharian Africa. A com-
mon experience across the countries captured in the review is discrimination against
and/or exploitation of enrollees in the health insurance schemes compared to those
who pay out-of-pocket. Communication barriers, bureaucratic delay in paying
partnering private healthcare providers, and policy inconsistencies via politics appear
to be central issues militating against effective service delivery and good experience of
the schemes by enrollees. Coverage appears to be low in the subregion except for
Rwanda’s experience. Particularly in Nigeria, going by the reform in the National
Health Insurance Scheme there is significant improvement in the coverage of the
various segments of the population through the introduction of Group Individual and
Family Social Health Insurance Program.

4. Methods

The survey design was used in this study. According to Kerlinger [16], a survey is
the best research design for obtaining social facts, beliefs, and attitudes for both large
and small populations to discover relative distribution and interrelation of sociological
and psychological variables. Survey uses questionnaires, likewise, our study used
questionnaires to obtain the data. Also, the survey has an interview, hence this study
also uses key informant interviews to generate information to support data obtained
from the questionnaire. In other words, this study employed a mixed research
approach that is both quantitative and qualitative [16].

The quantitative data were obtained from the population of healthcare facilities’
staff of 27 NHIS accredited hospitals and clinics in Yobe State. Convenient sampling
was employed to select two officials in each of the healthcare facilities to make the
selected 54 officials. Hence, 54 closed-ended questionnaires were distributed to the
healthcare officials who are mostly the Medical Directors and the NHIS Desk Officers.
Out of 54 questionnaires administered, 44 were successfully returned, which repre-
sents an 81.48% response rate.

The distributed questionnaires were used to gather data on the effect of capitation
on revenue generation, efficient use of resources by the healthcare providers, and the
data of whether the capitation payment is sustainable or not.
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Another questionnaire was used to obtain information regarding enrollee’s satisfac-
tion. This questionnaire instrument was administered to determine whether the
enrollees were satisfied with the services of healthcare facilities or not. Prior to the
distribution of this questionnaire, the sample size in this study was determined to be
approximately 32,000 NHIS enrollees. By using a Survey Monkey sample size calcula-
tor, the sampling size arrived at 354 enrollees. Hence, 354 questionnaires were admin-
istered to the enrollees in the various healthcare facilities and the NHIS office of Yobe
State. Out of the 354 administered questionnaires, 343 represent 96.89% response rate.

Moreover, qualitative data were obtained through the key informant interviews
conducted with the 7 officials of the NHIS Yobe State Office.

The information obtained in these interviews was mainly used to support the
quantitative data obtained from the questionnaires already administered. Also, the
information regarding the challenges of the capitation payment system to healthcare
facilities was obtained through key informant interviews.

For the data interpretation and analysis, descriptive statistics have been employed,
that is to say, the data were presented using tables with frequencies and percentages.
In the case of qualitative data, except on the information regarding the challenges of
capitation payment, narrative statements of the key informant interview respondents’
were directly presented to support or juxtapose the quantitative data that had already
been presented.

5. Results

Table 1 shows the results obtained from the respondents to the question: “Does
capitation increase the revenue of your healthcare facility?”

Table 1 presents data on whether the capitation payment to the healthcare facili-
ties by the NHIS had increased the revenue of the facilities or not. Majority of the
respondents 88.63% said the capitation paid by the NHIS through the Health Mainte-
nance Organization (HMOs) had increased the revenue of the providers.

The view of the majority of the respondents who took part in this study was
equally the view of the NHIS Coordinator Yobe State AlhajiDabo I. Abdullahi one of
the key informants. He claimed that:

One of the objectives of the Scheme is to ensure the availability of funds to the
healthcare sector for improved services. Without a doubt, the NHIS capitation pay-
ment to the healthcare providers has served as a fundamental way of generating the
healthcare facilities’ revenue. NHIS has been paying a lot of money for both public and
private health care facilities [17].
(KII with AlhajiDabo I. YobeState, NHIS Coordinator on, 4th November 2021)

Table 2 shows the results obtained from the respondents to the question: “Do you
efficiently utilize capitation resources in your healthcare facility?”

Table 2 sheds an insight on the effects of the utilization of the resources paid to
healthcare facilities as a capitation by the Scheme. Table 2 shows that the majority of
the respondents 80.63% have agreed that the capitation paid to facilities have been
used for the supply of drugs and other consumables.

More so, for the maintenance of the healthcare facilities, Table 2 also shows that
56.81% of the respondents confirmed that the capitation has been utilized for the
provision of infrastructure and other hospital equipment. Additionally, it shows that
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65.90% of the respondents proved that part of the capitation resources had been used
for daily maintenance of the facilities.

In regards to the staff welfare, Table 2 also shows that about 70.45% of the
respondents have agreed that part of the capitation payment had been used for the
improvement of the workers’ welfare in the facilities.

The effect of capitation payment to the healthcare facilities in Yobe State is not
only confirmed by the respondents in the table twos above but also the evidence
below from the interview with the Yobe State Coordinator. The Coordinator Alh.
Dabo I. Abdullahi commented like this:

The impacts of NHIS capitation payment to the healthcare facilities through Health
Maintenance Organizations (HMOs) are tremendous. In my experience as Coordina-
tor in the state, I came across many facilities that had judiciously utilized their
capitation resources for purchasing qualitative drugs as well as facilitating infrastruc-
tural development in their facilities. However, in some facilities with a high number of
enrollees, part of their capitation also had been utilized for the welfare of their staff
[17].(KII with Alh. Dabo I. Abdullahi NHIS, Yobe State Coordinator, on the 4th
November, 2021)

Option N %

drug supply/consumables Yes 39
No 4
Not sure 1

88.63
9.09
2. 27

Infrastructure/hospital equipment Yes 25
No 12
Not sure 7

56.81
27.27
15.90

Maintenance and other services Yes 29
No 12
Not sure 3

65.90
27.27
6.81

Staff welfare Yes 31
No 9
Not sure 4

70.45
20.45
9.09

Maintenance and other services Yes 29
No 12
Not sure 3

65.90
27.27
6.81

Source: Field Survey, 2021. Note: N—number of respondents; %—percentage.

Table 2.
Effect on efficient utilization of capitation resources by healthcare facilities.

Option N %

Yes 39 88.63

No 4 9.09

Not sure 1 2.27

Total 44

Source: Field Survey, 2021. Note: N—number of respondents; %—percentage.

Table 1.
Effect of capitation in healthcare facilities revenue.
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Table 3 shows the results obtained from respondents to the question:
“Do you think competition to have more enrollees increase among the
healthcare facilities?”.

Table 3 sheds light on how capitation payments by the NHIS to the
healthcare facilities increase competition among the facilities in the state.
About 79.54% of the respondents confirmed that capitation payment had increased
competition to have more enrollees among the healthcare providers in Yobe State.
This table indicates that, only 11.36% of the respondents said capitation did not
increase competition.

The data were obtained from the key informant interview with Alh. Mansur Akilu,
Head of Human Resources and Administration NHIS Yobe State reinforced the posi-
tion of 79.54% of respondents in Table 3. The position is captured below:

I observed that the capitation system increased competition to acquire more enrollees.
The private healthcare facilities are competing to provide quality services to their
NHIS patients in order to have more people and to retain their existing customers.
Undoubtedly, facilities with more enrollees get more money from capitation pay-
ments [18].
(KII with Alh. Mansur Akilu, NHIS Head Human Resources and Admin Yobe State
on 5th November 2021)

Additionally, AdamuShuwa an Accountant in the Yobe State NHIS Office concur
the above view where his opinion is expressed below:

Capitation payment had increased competition by the hospital to provide qualitative
service with the view to have more customers. In Yobe State, sometimes the healthcare
facilities stop collecting 10% co-payment on drugs in order to retain their enrollees and
not change to other providers [19].
(KII with AdamuShuwa, Accountant, NHIS Yobe State on the 5th November 2021).

Table 4 shows the results obtained from the respondents to the question: “Do you
satisfy with the services given to you by your chosen healthcare facility?”

Table 4 above presents the data on whether the enrollees are satisfied with the
Scheme service or not. The table indicates that the majority of the respondents, about
72.23%, were satisfied with the Scheme services that have been given to them in their
respective healthcare facilities. While 22.66% of the respondents that have taken part
in this study said that they were not satisfied with the services given to them by the
healthcare facilities.

Option N %

Yes 35 79.54

No 5 11.36

Not sure 4 9.09

Total 44 100

Source: Field Survey, 2021. Note: N—number of respondents; %—percentage.

Table 3.
Effect of capitation in the increase of competition among the facilities.
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One of the key informants Alhaji Abubakar Uthman, the Head of Quality Assur-
ance, supports the view of the majority of respondents, about 72.23% that said they
were satisfied with the services given to them. The key informant commented, thus:

NHIS is very serious about the quality of services given to its enrollees, hence, we are
always engaging on the quality assurance visit to the healthcare providers. In Yobe
State, knowing it by healthcare facilities, substandard service can lead to the finality
on their side so they give services that would satisfy the enrollees [20]
(KII with Alh. Abubakar Uthman SQA Yobe State, on 4th November 2021)

Another view from Alh. Gambo Gwadabe of Enlightenment Division NHIS Yobe
State on the enrollee satisfaction:

Enrollees usually come for a change of providers if they are not satisfied with the
services given to them by the healthcare providers. NHIS gives the provision of change
in order to make facilities to provide quality services to the customers.

On top Alh. Gambo also stated the following:

Enrollees do not need only quality drugs or other services but also the cutesy, good
reception, since from the gate of the hospital. Time is also crucial to the enrollees;
customers are very happy with the provider that would promptly attend them without
wasting much of their time [21].
(KII with Alh. Gambo Gwadabe Head of Enlightenment NHIS, Yobe State on 6th
November 2021)

Finally, another key informant, Dr. Auwal Ibrahim expresses that:

Regular spot checks by the NHIS can boost the quality of services provided by the
healthcare facilities, hence regular visits help NHIS to identify the lapses in healthcare
facilities and recommend where to improve for better services to the enrollees [22].
(KII with Dr. Auwal Ibrahim SQA NHIS Yobe State on 6th November 2021)

Table 5 presented the data on whether the capitation payment would be sustained
to the question and provides the answers “Do you think the capitation payment is
sustainable?”. Majority of the respondents, 77.27% confirmed that the capitation pay-
ment system is sustainable. Only 18.88% of the respondents that have taken part in
this study said the system is not a sustainable kind of payment.

Option N %

Satisfied 255 77.23

Not satisfied 80 22.66

Not sure 8 5.09

Total 343 100

Source: Field Survey, 2021. Note: N—number of respondents; %—percentage.

Table 4.
Effect of capitation on the Enrollees’ satisfaction.
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The qualitative data from the key informant interview referred to just below agrees
that the capitation payment system would be sustainable. This view is the opinion of
Alh. Sani Zakari of the Formal Sector Social Health Insurance Programme unit who
stated, thus:

Since the flagging off of the formal sector program in 2005 capitation payment has
continued to flourish as one of the best payments of the NHIS to healthcare facilities
through the HMOs. In my own opinion capitation payment has come to stay.
(KII with Sani Zakari Formal Sector, NHIS Yobe State on 4th November 2021)

The findings of this study may be summarized as follows:

1.Capitation payment increases the revenue of the healthcare facilities in the state.
About 83.63% of the respondents confirmed that capitation contributed to the
revenue of HCFs in Yobe State;

2.Capitation has contributed to the efficient utilization of resources of the
healthcare facilities in the state. Both qualitative and qualitative data of this study
have shown that the majority of the respondents in the study have agreed on the
fact that resources acquired from the capitation were used for the efficient
supply of drugs/consumables, provision of infrastructures, maintenance of
equipment as well as the improvement of the staff welfare;

3.Both the qualitative and quantitative data established that capitation has
enhanced competition for acquiring more lives or enrollees by the healthcare
facilities. Hence, this contributes to the provision of qualitative services to the
enrollees;

4.The study seems to support the idea that capitation is one of the sustainable
payment mechanisms of healthcare services by the NHIS. About 77% of the
respondents believe that capitation is going to be sustained. As well almost all the
key informant interviews agreed that capitation is a sustainable way of financing
healthcare;

5.The study concludes that majority of the enrollees were satisfied with the
services provided by the healthcare facilities in Yobe State;

6.The study infers that the capitation system may reduce the out pocket payment
of healthcare services by the enrollees;

Option N %

Yes 34 77.27

No 8 18.18

Not sure 2 4.54

Total 44 100

Source: Field Survey, 2021. Note: N—number of respondents; %—percentage.

Table 5.
Sustainability of the capitation system.
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7.Finally, this study also gathers information about some challenges of capitation
payment to the healthcare providers as the delay in payment by the HMOs, sharp
practices by the HMOs, mismanagement of the fund by the healthcare facilities,
default of making payment by the HMOs, and lack of monitoring of the
utilization of the fund by the healthcare facilities.

As a result of the findings from key informant interviews, the following challenges
of capitation payment to the healthcare facilities in Yobe State were created:

1.There is a delay of the capitation payment by the Health Maintenance
Organizations (HMOs) to the healthcare facilities. Studies show that even though
the NHIS gives money for the capitation to the HMOs, sometimes they refuse to
transfer the money to the healthcare facilities in due time usually after every
3 months;

2.There are sharp practices and mismanagement of the capitation fund by some of
the healthcare facilities;

3.There is inadequate monitoring of the way the capitation fund is used by the
healthcare facilities.

6. Discussion

Evidence from both quantitative and qualitative data in this study has shown that
capitation payment increases the revenue of the healthcare facilities. For instance,
88.63% of the respondents believed that capitation payments increased the revenue of
the providers. In comparing the amount of capitation being paid by the National Health
Insurance Scheme in Yobe State with that being paid by the Yobe State Contributory
Healthcare Management Agency (YOTCHMA), NHIS pays more than the amount
(YOTCHMA) pays per head to the healthcare facilities for the same kind of services.
The National Health Insurance Scheme uses HMO as an intermediary for the payment
of capitation, while the YOTCMA pays capitation directly to the healthcare providers.

However, capitation is not the only payment mechanism to the healthcare pro-
viders in Yobe State that is contributing to the revenue generation of healthcare
facilities but also the fee for service. According to the NHIS [3], fee for service is
payment made by HMO to secondary/tertiary healthcare providers that render service
to enrollee, and can also be paid on a service basis for emergency cases.

Apart from fee for service, there is co-payment which also contributes to the
revenue of healthcare providers. This is payment made by the enrollee to the
accredited pharmacy provider at the point of service. It is 10% of the total cost of
drugs dispensed per prescription in accordance with the NHIS Drugs price list [3].

Other forms of payment to providers include Per diem and co-insurance. The
former is payment made by primary providers and HMO to secondary/tertiary
healthcare providers for bed space (per day) during hospitalization, while the latter
refers to the part payment made by the enrollee for treatment/investigation covered
under partial exclusion list while the HMO pays the balance.

The findings of this study have shown that capitation payment to the health care
facilities in Yobe State contributed to the efficient utilization of the facilities fund.
Since the fund is coming prepaid before service is given to the enrollee, this would
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enable providers to budget for drugs and other consumables, adequately. Sometimes
when the healthcare facilities have enough funds at their disposal, they are utilized for
the purchasing of equipment and the maintenance of infrastructure, and the
improvement of staff welfare. This view was confirmed by the quantitative data in
Table 2, for instance, where a majority of the respondents 88.63% have agreed that
providers used the part of the capitation money paid to them for the purchase of drugs
and consumables.

When comparing the utilization of funds generated by the healthcare facilities from
capitation payment and other payment mechanisms such as fee for service usually, the
generated fund from capitation is used for the procurement of drugs and consumables.
Fund from fee for service payment usually comes after service is provided to the enrollee
and it takes time to be collected from the HMO on behalf of NHIS. There are various
protocols before the fee for service fund is being delivered to the healthcare facilities.
Before accessing the fee for service payment from the HMO, a provider must request for
referral code and after providing services the provider must send a claim to the HMO
before payment would take place. According to National Health Insurance Operational
guidelines of (2012) when the provider is unable to send a claimwithin 3months of given
service to the enrollee, that payment would not be paid.

This study confirmed that the capitation payment mechanism contributed to the
increase of competition among the healthcare providers in Yobe State. InTable 3 of this
study, 79.54% of the respondents believed that capitation payment to healthcare facilities
increases competition. In Yobe State, there are some healthcare facilities that are compet-
ing in terms of quality of care in order to have more enrollees so that more money can be
received from capitation payment. According to an unpublished NHIS report (2021),
some healthcare facilities are not collecting 10% copayment of drugs in order to attract
more enrollees and retain the existing ones not to change to other facilities.

Concerning customers’ satisfaction, the result of this study presented in Table 4
points to the trend of satisfaction. Indeed, the majority of the NHIS enrollees in Yobe
State were satisfied with the services provided. This may be explained by the way
healthcare facilities are treating people in order to retain them in their facilities so that
they would not change to other ones.

Regarding capitation payment sustainability, the majority of the respondents,
about 78% in this study confirmed that the payment system should be continued and
sustained, perhaps because of the positive impact of the payment method on the
healthcare facilities. According to the unpublished report from NHIS (2021), since the
flagging off of the Formal Sector Social Health Insurance Scheme, capitation payment
mechanisms have been used for the payments of primary healthcare service in the
whole federation, which may sign the potential sustainability of this payment method.

Without a doubt, capitation serves as a critical source of income to the healthcare
facilities. It also promotes adherence to guidelines and policies and encourages providers
to work better and give health education to patients. However, in this study, some
challenges associated with the capitation payment mechanismwere identified, which
need to be addressed by theNational Health Insurance Scheme so that qualitative services
will continuously be provided by the accredited healthcare facilities in the Yobe State.

7. Conclusion

This study proved the capitation payment system in social health insurance
financing positively impacted the Scheme, in the healthcare facilities availability, and
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the health of enrollees themselves. This study also showed that capitation had
increased the revenue of the healthcare facilities in Yobe state. The findings obtained
here suggest that the fund generated by capitation is mainly used to pay for the
provision of drugs, consumables, and the infrastructural development. Capitation
payment appears to have improved competition among the healthcare facilities for
enrollees and to retain the existing ones. Moreover, capitation seems to reduce out-of-
pocket healthcare expenses of the enrollees in Yobe state. Finally, despite limitations,
the present study provides an overall framework that can be utilized to guide future
research and data collection efforts for evaluating the result of capitation payment not
only in Yobe State but in the country at large.

Based on the findings of this study, the following recommendations are provided
to the National Health Insurance Scheme:

1.The Scheme should engage in proper monitoring and evaluation to the healthcare
facilities to know the level of the compliance on how the capitation funds are
being utilized;

2.The Scheme should put more effective measures to ensure that the HMOs are
transferring the capitation payment promptly without delay. That is to ensure
effective reconciliation of the fund given to the HMOs and the healthcare
facilities;

3.The capitation amount should be reviewed from time to time by the NHIS so that
healthcare facilities would be funded adequately to provide qualitative services
to the enrollees.

4.According to the theoretical framework used in this study, the National Health
Insurance Scheme is a system, therefore, in order to be more successful, there is
the need to integrate all its subsystems together that are the stakeholders. A good
provider payment method has to address and be implemented within strong
support systems. Wider systems issues of importance in developing and
implementing a successful provider payment method include governance and
accountability, financial management and stakeholder relationships,
management information systems, monitoring, and evaluation.
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A. Appendix

-

B. Key informant interview guides for the staff of national health
insurance scheme Yobe State office

The researcher is conducting a study on the topic “An Assessment of the Effect of
National Health Insurance Scheme capitation payment to the Healthcare Facilities in
Yobe State”. The study is for the purpose of producing a chapter in a book titled
“Health Insurance” which is to be edited by Professor Aida Isabel Tavares and to be
published by IntechOpen.

Name of the Respondent ————————————————.
Department————————————————

The following are the expected questions for the interview, please for your
preparation.

1.What do you think are the ways in which Healthcare Facilities in Yobe state
utilize their capitation fund under the Formal Sector Health Insurance
Programme?
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2.What is your opinion about the quality of services given to the enrollees by the
Yobe State Healthcare Facilities?

3.Do you think enrollees are satisfied with the services given to them by Healthcare
Facilities in this State?

4.Do you think the capitation payment is sustainable?

5.What do you think are the challenges of capitation payment system?

6.Please what are the possible solutions to the challenges of the capitation payment
system to the Healthcare Facilities in Yobe State?

Thank you for your responses.
Hassan Salisu Ph.D.

C. Study questionnaire for the representatives of health care facilities

The researcher is conducting a study on the topic “An Assessment of the Effect of
Capitation Payment to the Healthcare Facilities in Yobe State”. The study is for the
purpose of producing a chapter in a book titled “Health Insurance” which is to be
edited by Professor Aida Isabel Tavares and to be published by IntechOpen. Please we
need your maximum cooperation and your response will be treated with
confidentiality and for the purpose of this study only.

Type of Healthcare Facility ————————————————————

Rank/Position of the Healthcare Facility’s representative———————————

Questions

S/N Questions Responses

Yes No Not sure

1. Does capitation increase the revenue of your healthcare facilities?

2. Do you use fund generated from capitation to buy drugs/consumables for the
NHIS enrollees?

3. Do you use the fund generated from capitation to build infrastructures or
purchase hospital equipment?

4. Do you use fund generated from capitation for the provision of staff welfare?

5. Do you use the fund generated from capitation for maintenance and other
services in your facility?

6. Do you think as a result of capitation payment healthcare facilities compete
to have more enrollees?

7. Do you think capitation payment mechanism to the healthcare facilities
would be sustained?

Thank you for your response.
Hassan Salisu, Ph.D.

86

Health Insurance



D. Questionnaires for the national health insurance scheme enrollees’

The researcher is conducting a study on the topic “An Assessment of the Effect of
National Health Insurance Scheme capitation payment to the Healthcare Facilities in
Yobe State”. The study is for the purpose of producing a chapter in a book titled
“Health Insurance” which is to be edited by Professor Aida Isabel Taveres and to be
published by IntechOpen. Please we need your maximum cooperation and your
response will be treated with confidentiality and only for the purpose of this study.

Organization ————————————————————

Your Healthcare Facility ————————————————————

Please tick the appropriate box.
Question: do you satisfy with the services given to you by your chosen Healthcare

Facility?
Yes □
No □
Not sure □
Thank you for your response.
Hassan Salisu, Ph.D.

Author details

Salisu Hassan
National Health Insurance Scheme, Programmes Department, Yobe State, Nigeria
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in Slovenia
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Abstract

Almost all health care services in the Slovenian basic benefits package are paid 
for from two financial sources: compulsory and complementary health insurance 
(CHI). Although this is unusual, around 90% of the population is insured under CHI. 
CHI covers the costs of copayments for most of the services. One of the advantages 
of the CHI is that it enables the public sector to shift the costs of service onto the 
private sector, which can compensate for the higher costs through premiums. Its 
administrative costs are low, the risk selection is low due to the equalisation schemes 
in place, and costs of copayments for the socially weak are covered by the state 
budget. Out-of-pocket costs are low due to most of the population being insured in 
CHI. On the other hand, there are many disadvantages of this unique amphibian 
health system. Besides the higher complexity and costs of such a health insurance 
system, CHI premiums are flat and regressive. The voluntary nature of CHI is highly 
questionable as the copayments can be as high as 90% of the total service costs. And 
last, but not least, CHI removes an incentive for the providers and payer to aim for 
efficient services.

Keywords: complementary health insurance, Slovenia, risk selection, inequality, 
efficiency

1. Introduction

Slovenia is usually counted among the countries whose health care financing 
system is Bismarckian. However, the Slovenian health care financing system is »bis-
eridging« and getting more and more mixed. Most of the elements that are typical 
for a pure Bismarckian system, namely association of rights with labor status and no 
government interference, are not present anymore and lots of innovative elements 
entered the health care insurance space in the last decades.

Relatively, the Slovenian health care system ranks well across many indicators. 
Life expectancy has increased in the last two decades and is equal to the EU average 
of 80.6 years. Health spending is lower than the EU average (US$ PPP 2283 in 2019), 
and from the viewpoint of the benefits package, the accessibility to health services 
is almost universal. Due to its complementary health insurance and universal cover-
age, the financial protection is high-the out-of-pocket expenditures are one of the 
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lowest in the EU, catastrophic spending is low, and unmet needs due to costs are low. 
The mounting problem is long waiting lists for specialist care and lack of health care 
personnel, especially in primary care [1].

In the following subchapter, we will describe the basic features of the health 
insurance system in Slovenia but will mostly focus on the concept of complemen-
tary health insurance and its role in the Slovenian health care system. On one hand, 
the institution of complementary health insurance brought Slovenia in front of the 
Court of Justice in Luxembourg; on the other hand, it played a crucial role in the 
economic protection of Slovenian citizens through the economic crisis between 
the years 2008 and 2013. Saying that it is necessary to point out that many adjust-
ments have been introduced to complementary health insurance to ensure equal 
conditions for inclusion into the scheme for all citizens regardless of their age and 
gender and to ensure equal accessibility to complementary health insurance for 
all citizens is guaranteed without risk selection. In spite of all the adjustments, 
the nature of complementary health insurance is still ambiguous-it is declared 
voluntary but is in fact compulsory. Furthermore, it is run by private insurance 
companies while its package of services is completely dependent on the definition 
of services covered by compulsory health insurance does put the private providers 
into a subordinate position.

2. Health insurance system in Slovenia

According to the last available data, the public expenditures for health care in 
Slovenia amounted to 72.8% of THE (total health expenditures) in 2019, 69.4% 
being compulsory health insurance and 3.4% government expenditures. The private 
expenditures for health care amounted to the remaining 27.2%, from which 11.7% 
are out-of-pocket expenditures and the rest (15.5% of THE) are voluntary insurance 
schemes. The Health Care and Health Insurance Act (1992) defines more types of 
voluntary health insurance in Slovenia, which are as follows:

1. Complementary health insurance, which covers the difference between total 
price of the service and share of the price of this service covered by compulsory 
health insurance. This difference is in case of no complementary health insurance 
covered in a form of copayments.

2. Substitutive health insurance, which substitutes the coverage for services (and 
not more) that would otherwise be covered by the compulsory health insurance, 
including copayments. It is intended for persons that according to the legislation 
cannot be insured in the compulsory health insurance scheme. As substitutive 
health insurance is intended for specific population groups only that might for 
some reason be excluded from the compulsory health insurance – legislation in 
Slovenia does exclude any specific population groups, such as high-earners – 
therefore this type of insurance is not available.

3. Supplementary health insurance that covers costs of health care services that are 
not covered by compulsory health insurance, complementary health insurance 
or substitutive health insurance. They cover faster access to services or increased 
consumer choice.
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4. Parallel health insurance is insurance for services that are covered by compulsory 
health insurance but are realized following different procedures and different 
conditions.

All persons who have a permanent residence in Slovenia must have compulsory 
health insurance in Slovenia. At the end of 2021, there were 3214 (0.15%) unin-
sured persons with permanent residence. Mostly, these are persons whose status is 
undergoing change, for example, students who finished their studies and are getting 
employed.

Compulsory health contributions are the largest source of income in the Slovenian 
health care system. Contribution rates, which are employment-based and paid 
from gross income, vary by group and type of employment of insured individuals. 
Employees pay 6.36% of their gross income, while employers pay 6.56% for illness 
and injury out of work plus an additional 0.53% for injuries at work and occupational 
diseases. The total contribution rate hence amounts to 13.45% of gross income. The 
contribution rates are the same for self-employed, though their contribution base 
is equal to the gross pension base and cannot be lower than 60% of the last-known 
average annual wage [2]. The contributions for the unemployed are covered by 
National Institute for Employment; the contributions for the pensioners are covered 
by Pension and Disability Insurance Institute at a 5.96% contribution rate from net 
pensions.

The Health Care and Health Insurance Act (1992) defines the rights to health 
care alongside their coverage within compulsory health insurance. The coverage 
ranges between 10% and 100%, depending on the services. A minimum of 90% 
of the cost of services is covered for organ transplantation and urgent surger-
ies, treatment abroad, intensive therapy, radiotherapy, dialysis, and other urgent 
interventions included in the basic benefits package; 80% of the cost of treatment 
for reduced fertility, artificial insemination, sterilisation, and abortion; specialist 
surgery; nonmedical care and spa treatment in continuation of hospital treatment 
with the exception of non-occupational injuries; dental care and orthodontics; 
orthopedics; hearing and other aids and appliances; 70% of the cost of medications 
from the positive list and for specialist, hospital and spa treatment of non–work-
related injuries.

A maximum of 60% is covered for non-emergency ambulance transportation, 
medical and spa treatment; 50% of the cost of ophthalmological devices and adult 
orthodontic treatment; 25% of the cost of pharmaceuticals from the intermediate list.

The remaining shares of the services must be covered by out-of-pocket copay-
ments. As these can reach quite high levels, 95% of the population, liable to purchase 
the coinsurance, is insured with complementary health insurance. Due to the high 
share of the population covered, complementary health insurance is by far the main 
type of voluntary health insurance in Slovenia and has been described as ‘compulsory’ 
or ‘de facto essential’ [3].

There are three companies that offer complementary health insurance in Slovenia: 
Vzajemna, Generali, and Triglav zdravje. The premium is a flat rate and equal for 
everyone. The monthly premium amounted to an average of 34 EUR in 2021.

To ensure that the companies do not offer coverage only to low-risk or healthy and 
young individuals, the Ministry of Health (MoH) introduced the risk-equalisation 
scheme in 2005. According to the scheme, contributions are reallocated among 
the insurance companies based on the age and gender of the insured. The aim is to 
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equalize the portfolio structures (according to the age and gender) of the insurance 
companies. The funds are transferred from insurance companies with more favorable 
risk portfolios to insurance companies with less favorable portfolios, the intention 
being the equalisation of differences in risk structures.

Individuals who have taken out supplementary health insurance pay premiums 
to the insurance companies, who in turn pay the full costs directly to the respec-
tive health care provider. As the basic benefit package in the compulsory scheme 
comprises a wide range of services, there is little room for supplementary health 
insurance. Parallel insurance, which covers services such as faster access to medi-
cal treatment, nonmedical services in hospitals, and higher-quality materials, with 
providers already offering services within compulsory health insurance, gains in 
popularity. Since 2017, the share of other voluntary health insurance (VHI) policies 
has been increasing, mostly due to ever-lengthening waiting lists in the public health 
care system. In 2019, supplementary and parallel insurance was purchased by 26% of 
the population (2011: 5.6%; 2015: 18.9%); however, their premiums still represent a 
small share (4.55%) of all voluntary health insurance premiums.

3. Financial and coverage overview

In 2018, public expenditure on healthcare in Slovenia amounted to 5.8% of GDP 
(gross domestic product) [4]. Over the last 10 years (Figure 1), the evolution of public 
expenditure on health reflects the fluctuations related to the adoption of certain  
measures and the economic cycle, but during this whole period, it remained at around 
6% of GDP. The same is true for total current health expenditure, which reached 
7.9% of GDP in 2018, the lowest level in the last 9 years, which is also below the EU 
average of 8.4 % of GDP [1, 4, 5]. Existing policies have been successful in maintain-
ing spending levels, but there have been problems with the financial performance of 
public health facilities, and waiting times have increased, worsening the accessibility 
of health services [1, 5].

Figure 1. 
Health expenditure by financing scheme, in % of GDP, 2005–2018. Source: Institute for Macroeconomic Analysis 
and Development, 2019 [5].
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Expenditure on VHI amounted to 1.2% of GDP in 2018, while it increased by about 
0.1–0.3% of GDP between 2009 and 2018. Total health expenditure by functions and 
sources of funding in Slovenia (2006-2019) is shown in Figure 2. Complementary 
health insurance is an additional source of funding for the health system, as much 
as 95% of the population is enrolled. According to the Health Care and Health 
Insurance Act (Article 23), most health services involve high copayments for most 
of the population. Only certain diseases, children, and young people under 26 years 
of age enrolled in school are fully covered by compulsory health insurance. The risk of 
copayments is hence very high [1].

Since 1992, the share of copayments has gradually increased due to a lack of 
public funding, especially during the last economic crisis. The income-independent 
single premium is the largest weakness of complementary health insurance in the 
system. This means that the system is regressive, although it should be supported by 
income solidarity given the high risk of copayments. In 2016, for example, the annual 
premium was equivalent to 62% of the net monthly minimum wage, 33% of the 
average net wage, and 57% of the average net pension [4, 6]. The regressive nature of 
this source was significantly reduced in 2012 when new social legislation introduced 
the automatic transfer of user fees from the state budget for welfare recipients. This 
benefit had already been introduced in 2009, but until 2012, it was not automatically 
linked to eligibility for social assistance [1].

Almost every permanent resident of Slovenia is entitled to the health benefits 
covered by compulsory health insurance either as a contributing member or as a 
dependent person (e.g., children). Opting out is not possible. Permanent residence 
is one of the most important factors for defining entitlement to health benefits, but 
Articles 15–18 of the Health Care and Health Insurance Act [7] set additional condi-
tions under which a person is compulsorily insured [1, 2, 8].

According to the available data, 2,116,739 people were compulsorily insured in 
2019, representing more than 99% of the population [1, 9]. About 0.14% (3345) 
people were uninsured at the end of 2020 [1, 9]. Most of them were temporarily 

Figure 2. 
Total health expenditure by functions and sources of funding, Slovenia, 2006-2019. Source: Zver HE, 2021 [5]; 
Statistical Office of the Republic of Slovenia, 2018 [8].
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uninsured, for example, because they were waiting for their entitlement to pension 
or unemployment benefits to be recognised. The rest were mainly people who could 
not meet the formal residence requirements (e.g., undocumented migrants and ethnic 
minorities, such as the Roma population and homeless people). In addition, at the end 
of 2020, 15, 892 people had compulsory insurance but did not pay their contributions, 
which means that their entitlement to health services was suspended, and they could 
only access emergency services [1].

According to the Health Care and Health Insurance Act [7], there are 25 categories 
of insured persons. Each category has a different contribution rate, but contributions 
are mostly income-based. The first big group is employees (and their dependents), 
the second group includes the unemployed, other persons without a fixed income who 
are not registered as unemployed, pensioners, farmers, and the self-employed [1]. The 
National Institute for Employment pays the contributions for the unemployed; the 
state and/or municipalities for persons without income, prisoners, and war veterans. 
In addition, European regulations and bilateral agreements provide health insurance 
coverage for citizens from almost all EU countries. Special provisions apply to certain 
vulnerable groups [1, 7].

4. The introduction and development of complementary health insurance

Slovenia had historical experience with copayments since they existed already in the 
previous political and health system, which was in force until 1990. They were intro-
duced in the early 1980s, mostly as flat rates on top of services. As the period of 1980s 
was marked by very high inflation rates, such an approach resulted in copayments 
becoming a negligible contribution (estimated only at around 1% of THE in 1989) as 
well as not an important burden on the patients. Still, this experience—together with 
the exceptions from copayments—fed directly into the solutions proposed by the new 
legislation adopted in 1992 [1, 10, 11].

When the legislation was being prepared in the period 1990−1992, different solutions 
to copayments were discussed. Considerations were given to the following options:

1. Flat rate copayments, which would be levied on a wide range of health services 
(counter argument was that any significant inflation might reduce their impact).

2. Percentage-based copayments (coinsurance), which would allow for flexibility 
and stratification.

3. Introduction of exceptions—these were eventually simply copied from the  
previous system described above.

One of the important issues in the introduction of copayments in Slovenia, 
however, is the absence of capping. The latter would prevent chronic patients from 
incurring excessive expenditure simply due to their real health needs, related to the 
management of their existing conditions. In turn, this might have been also one of the 
contributing factors to high coverage by the CHI [1, 10, 11].

CHI gained popularity, acceptance, and advocacy with the introduction of 
copayments into the system in 1992 under the Health Care and Health Insurance 
Act [7]. However, the most important regulations chronologically presented in the 
market development of CHI are listed below (Table 1) [1, 10, 11]. CHI served to 
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1992 The HCHI (1992), the Health Services Act (1992), and the Pharmacies Act (1992) enable the 
introduction of private financing (CHI as VHI is introduced in 1993).

1999 The Act amending the Health Care and Health Insurance Act (HCHI, 1998) established Vzajemna as 
a separate legal entity, completely separated from the HIIS.

2000 The Insurance Act (2000) declares that CHI serves the public interest; risk equalisation is 
introduced. In 2003, the White Paper (2003) is published and a reform proposal by the MoH calls for 
the abolition of CHI, which covers copayments.

2004 The Insurance Act (2004) again announced the introduction of a risk equalization mechanism. 
However, the mechanism was not implemented, and risk-based premiums were still allowed.

2005 The HCHI Amendment Act (2005) introduces community-based premiums for CHI to cover the 
copayments, risk equalisation CHI and penalties for late joiners to CHI (for every 12 months without 
CHI, calculated from the month a person becomes liable for paying the copayments, the premium 
increases by 3%, up to a maximum of 80%).

Adriatic Slovenica (in October 2005) and Vzajemna (in December 2005) challenge the risk 
equalisation scheme in the Supreme Court. Adriatic Slovenica argues that the scheme would lead to 
higher average premiums and that this would undermine competition as it would lead to a monopoly 
in the long run; Vzajemna argues that the scheme does not consider the differences in the health 
status of persons insured with a given company and treats the companies unequally; the court 
upholds the government and confirms the legality of the adopted risk equalisation scheme.

2006 The HCHI Amendment Act (2005) comes into force; in response to the introduction of community 
rating, CHI premiums increase by 18%; a further 5% increase in premiums is attributed to rising 
health costs.

In June 2006, Vzajemna complains to the EC about the following shortcomings of CHI covering user 
fees: (1) insurers offering CHI must be included in the compensation scheme; (2) the insurance 
supervisory authority must be informed of any change in the conditions of CHI; (3) any increase 
in these premiums must be confirmed in writing by a certified actuary and can only be made under 
the supervision of the appointed Authority; (4) the premiums for CHI to cover the access must be 
the same for all subscribers of a given insurer and the contracts must not be shorter than 1 year; (5) 
insurers may only terminate a CHI contract if the policyholder fails to pay the premiums; (6) the 
revenue generated by the CHI scheme may only be used for the implementation of this scheme; (7) 
half of all profits generated must be used for the implementation of the CHI scheme; (8) before an 
insurer enters the CHI market, it must obtain the written approval of the Minister of Health.

2007 In March 2007, the EC issued an official warning regarding Slovenia’s health insurance legislation. 
The government had argued that CHI, which covers the copayments, despite its voluntary nature, 
was an integral part of the compulsory health insurance system and therefore a matter of public 
interest justifying government intervention to protect the general interest. The EC rejects this and 
argues that complementary health insurance is not a full or partial alternative to compulsory health 
insurance and cannot be considered part of the compulsory social security system based on EU law.

2011 The legislation on CHI is not changed and the EC refers Slovenia to the ECJ. The new reform proposal 
of the MoH. The modernisation of the health system by 2020 envisages the abolition of copayments 
and the introduction of a redefined, publicly financed benefits package.

2012 The Public Finance Balancing Act (2012) shifts costs from compulsory to complementary insurance 
(from public to private sector) which leads to a 13% increase in premiums for CHI.

The ECJ confirms that Slovenian legislation on the CHI does not fully comply with the Directives on 
non-life insurance. The ruling concerns, among other things, the use of profits, systematic reporting, 
and prior authorisation; it does not concern risk equalisation.

Note: EC—the European Commission; ECJ—the European Court of Justice; CHI—complementary (voluntary) health 
insurance; HCHI—The Health Care and Health Insurance Amendment Act; MoH—Ministry of Health; VHI—
voluntary health insurance.
Source: European Commission, 2012 [10]; Sagan A, Thomson S, 2016 [11].

Table 1. 
Development and regulation of CHI in Slovenia, 1992–2012.
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raise additional funds for health care in addition to the funds from the compul-
sory health insurance and served to diversify the sources of funding. Originally, 
there were two providers of CHI: HIIS, and Adriatic, a for-profit commercial 
provider [11, 12].

In 1993−1994, mainly large companies concluded collective agreements with 
CHI for their employees. After initial fears that a two-class medical system would 
emerge, this later became a matter of individual choice. However, it was argued that 
the introduction of the CHI system would put an end to unlimited entitlements and 
the use of the compulsory health insurance system, as consumers would have to raise 
additional funds [11, 12].

In 1998, the Health Care and Health Insurance Act [7] was amended in such a way 
that the HIIS had to separate its compulsory insurance and CHI. As a result, a new 
non-profit mutual insurance company, Vzajemna, was established, independent of 
the HIIS, which subsequently became the largest provider of CHI. Ever since CHI has 
been on the market, there have been clear signs of imbalances between the various 
CHI companies. The equity problems became apparent when CHI introduced a 
regressive element into the system due to its flat-rate premiums (i.e., not risk-based). 
At that time, premiums for CHI were not risk-based and two companies (Adriatic and 
Vzajemna) charged identical premiums [11, 12].

When the two commercial companies offering CHI entered the Slovenian market 
in 2004–2005, they launched an obvious advertising campaign for younger and 
healthier policyholders with risk-based premiums. CHI is regulated by the Insurance 
Supervisory Authority (premiums level) and the MoH (market entry, approval of 
initial premiums, risk equalisation procedure). It does not receive tax subsidies. The 
CHI market is subject to relatively strict regulation, and some argue that these rules 
violate EU regulations [11, 12].

In 2006, the amendment to the Health Care and Health Insurance Act 2005 [7] 
came into force. In response to the introduction of the Community Rating, premi-
ums increased by 18% and by a further 5% due to rising health costs. In June 2006, 
Vzajemna complains to the European Commission (EC) about the shortcomings of 
CHI (Table 1). In 2007, the EC issued an official warning regarding Slovenia’s health 
insurance legislation. The government had argued that CHI, which covers the copay-
ments for most of the services in the basic benefit package, despite its voluntary 
nature, is an integral part of compulsory health insurance and a matter of public 
interest for the protection of the common good.

In 2011, EC took Slovenia to the European Court of Justice (ECJ) for failing to 
amend the CHI legislation. As a result, the MoH proposed to reform the health system 
by 2020 and abolish CHI with a redefined publicly funded benefits package. In 2012, 
the Public Finance Balancing Act was passed, resulting in a shift of costs from the 
public to the private sector and a 13% increase in CHI premiums to cover user fees 
[11]. The European Court of Justice confirms that Slovenian legislation on the CHI 
does not fully comply with the non-life insurance directives. The ruling concerns, 
among other things, the use of profits, systematic reporting, and prior authorisation; 
it does not concern risk equalisation [11]. After several reminders, EC decided to 
refer the issue of this non-life insurance (health insurance) to the ECJ, which resulted 
in a ruling by the ECJ declaring that the provision of CHI in Slovenia is in breach of 
the Non-Life Insurance Directive. No direct penalty was imposed, but the Slovenian 
government was ordered to put an end to the infringement and to inform EC of the 
decision [10].
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5. Advantages and disadvantages of complementary health insurance

5.1 Complementary health insurance in economic crisis

Slovenia was hit by an economic crisis a little bit later than some EU countries, 
at the end of 2008, when the business orders from abroad began to decline and 
consequently, the unemployment started to increase. As 98% of all incomes for 
compulsory health insurance are represented by contributions paid from wages 
and other incomes by the population, these changes had a big impact on the health 
insurance income. To assure that compulsory health insurance can still cover all its 
expenditures, numerous measures had to be passed. Among these measures, CHI 
played an important role. Compared to 2010, in 2015 expenditure on compulsory 
health insurance increased by € 49.17 M or 2.3%, while expenditure on CHI increased 
by € 66.31 M or 16.3% (Figure 3).

The average annual growth rate of compulsory health insurance expenditure in 
this period was 0.46%, while CHI expenditure was 3.07%. The growth rate of CHI 
expenditure was, hence, seven times higher than the growth rate of compulsory 
health insurance.

Despite stricter business conditions and the same contribution rate and equal (or 
at least not lower) access of insured persons to health services, the HIIS must comply 
with the commitment of the Stability and Growth Pact adopted by the EU in 1998 and 
subsequently upgraded several times. The Stability and Growth Pact is a set of rules 
that ensure that countries in the European Union maintain sound public finances 
and coordinate fiscal policies. According to the rules, HIIS must ensure the balance 
of revenues and expenditures without borrowing. As this was simply not possible in 
times of economic crisis, HIIS adopted and implemented innovative measures in 2009 
to ensure its stable business operation. In determining the measures, the focus was on 
finding reserves in the compulsory health insurance system, without compromising 
the access of insured persons to services and without changing the rights from com-
pulsory health insurance. The measures were primarily aimed at lowering the prices 

Figure 3. 
Expenditures of compulsory and complementary health insurance, in M€, 2010–2015. Source: Health Insurance 
Institute of Slovenia, Annual report for years 2013 and 2015 [13, 14]; Slovenian Insurance Association, Statistical 
insurance report 2016 [15].
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of health services and reducing the share of the price covered by compulsory health 
insurance and increasing the share of the price covered by CHI for medicines, medical 
devices, services, sickness benefits. The changes in the coverage shares happened at 
two levels.

The first transfer of financial obligations from compulsory onto CHI happened 
when HIIS passed the Decision on determining the percentage of the value of health 
services provided in compulsory health insurance, on 18 July 2009, namely for a spa 
treatment that does not represent the continuation of hospital treatment and for 
medicines from the interim list. The validity of the amendment to the resolution on 
determining the percentage of the value of health services provided in compulsory 
health insurance was extended to the whole of 2010. On 15 February 2010, HIIS addi-
tionally extended the reduction of the share of services at the expense of compulsory 
health insurance to the field of non-emergency ambulances, spa treatment other than 
hospital treatment, dental prosthetic services, and eye accessories for adults.

The second package of changes was brought about by the Fiscal Balance Act (2012) 
with the following measures:

Reduction of the share of the value of health services covered by compulsory 
health insurance (from 1 January 2013 onwards), meaning the transfer of the finan-
cial burden to CHI, namely:

• Around 90% of the value (instead of 95%) for organ transplants, the most 
demanding surgical procedures, regardless of the reason, treatment services 
abroad, intensive care, radiotherapy, dialysis, and other most demanding diag-
nostic, therapeutic and rehabilitation services,

• Around 80% of the value (instead of 85%) for health services related to the 
provision and treatment of reduced fertility and artificial insemination, sterilisa-
tion, and abortion; specialist outpatient, hospital, and spa services as a continu-
ation of hospital treatment, except for injuries outside work, non-medical part 
of care in hospital and spa within the continuation of hospital treatment, except 
for injuries outside work, treatment of dental and oral diseases, medical devices, 
and injuries outside work,

• Around 70% of the value (instead of 75%) for specialist outpatient, hospital, and 
spa services as a continuation of hospital treatment and non-medical part of the 
hospital and spa care as a continuation of hospital treatment, medical devices 
related to the treatment of injuries outside work, medicines from the positive list.

The increase in complementary health insurance is evident also from the increase 
of the share of complementary health insurance expenditure in GDP between 2010 
and 2015: while this share increased by 0.10 percentage points, the share of compul-
sory health insurance decreased by 0.22 percentage points.

5.2 Complementary health insurance and inequities

CHI is purchased by more than 95% of the population liable for co-insurance, 
which means 73% of the population. The premiums are flat-based and regressive and 
cover copayments in the range between 10% and 90% of the price of the services. Due 
to flat-based premiums, CHI has always been criticized from the equity viewpoint. In 
time, many adjustments have been made to the flat-based premium, such as coverage 
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of costs of copayments for the socially vulnerable, who cannot afford to purchase 
CHI. Copayments are also covered for war veterans and prisoners. As the copayments 
are covered at the point of the service, the inequities caused by flat-based premiums 
are largely tackled, except for around 5% of the population right above the income 
limit, which would enable them to receive social benefits. For these citizens, the 
insurance is out of reach and might face higher unmet needs.

Since 2006, the share of CHI in total household consumption levelled around 
2.9%. In 2012, the regressive nature of CHI premiums was importantly limited, when 
automatic coverage of CHI claims for all socially vulnerable populations from the 
central budget was introduced (Figure 4).

Due to the widely defined basic benefits package, covered by two financial 
sources, the demand for additional services, that are not included in the basic benefit 
package, is very low. The out-of-pocket payments are, consequently, the lowest in the 
European region and amounted to 12% according to the last available data from 2018.

5.3 Complementary health insurance and risk selection

In Slovenia, a system of risk equalisation and the creation of an efficient model 
for the long-term sustainability of the health care financing system was prepared by 
the MoH and included in the law in 2005 [7, 12, 17]. Risk equalisation or compensa-
tion schemes are necessary to support community-rated health insurance and were 
created for the market CHI. Basically, health insurers receive credits or subsidies from 
a national fund or authority to compensate for the additional costs of insuring older 
and less healthy members. The Health Care and Health Insurance Act in Article 23 
regulates the basket of health benefits for a compulsorily insured person [7], albeit 
very substantial, from 100% to 10% of the value of the healthcare service for most 
adult insured persons; payment of the difference or balance up to 100% of the value 
of the healthcare service is the responsibility of the insured person who received 
the healthcare service (also depending on the type of treatment or activity) [17]. 
To prevent ‘cream-skimming’, companies have been obliged to participate in risk 

Figure 4. 
CHI expenditure as share of total household consumption, according to income quintiles, 2008–2018. Source: Zver 
et al. [16].
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equalisation to compensate for differences in health care costs between insurance 
companies [7, 12].

Quite restrictive legislation [7] stipulates that insurers are obliged to cover the 
costs of all publicly financed health services. Children are exempt from the copay-
ments and therefore do not need CHI. CHI appears to be compulsory for adults, as 
they must pay penalties if they do not take out CHI once they become liable for the 
copayments. For each full year (12 months) that they do not have CHI, the penalty 
is 3% of the premium. The maximum penalty is 80% of the premium [17, 18]. The 
uniform flat premium for all CHI-insured persons established by the Health Care and 
Health Insurance Act [7] is independent of gender, age, or health status. However, 
equality is guaranteed between the different providers of CHI and between the 
insured person and the insurance conditions of CHI regarding the duration and 
termination of CHI contracts (Table 2) [12].

The monthly basic insurance premium for the three companies in the Slovenian 
market of CHI shows a sustained upward trend over the period 2006–2019, despite 
a slight price decrease from 2013 to 2014 (Figure 5). Between 2006 and 2013, the 
premium increased by €93 per insurance policy [12, 20]. Apparently, Generali and 
Triglav zdravje are slightly higher than Vzajemna, which could be a form of risk 
selection [19, 20].

The experience with risk equalisation shows that all three companies make regular 
payments to CHI, as would be appropriate given their risk profiles. However, these 
payments are quite small, amounting to only €12 M in 2014. This corresponds to 
about 3% of the total premium income [19, 20].

The simplest risk adjustment factors used to balance premium risk are based on 
age and gender. They are easy to collect and monitor, but they are a poor measure of 
expected health care costs [21]. Improving the risk equalisation formula should be a 
focus of government action to ensure that the market CHI functions efficiently [20].

5.4 Complementary health insurance and administration costs

In general, although monthly basic insurance premiums fell slightly from 2013 
to 2016, they have shown a sustained upward trend in recent years. It seems that the 
austerity measures during the economic crisis had little impact on the price level 
(Figure 5). To understand the reason for the escalation of premium costs, it is useful 
to examine the relationship between premium income and claims costs. This helps 
in analysing the efficiency of CHI in financing health care. The discrepancy between 
revenue and claims costs shows the transaction costs of using CHI for this key role 
in health care financing. If this discrepancy increases, it indicates inefficiency as the 
same number of people is insured but with higher administrative costs. Moreover, 

Triglav zdravje Vzajemna Generali (Adriatic)

Basic premium € 35.55 € 34.60* € 34.50

Note: *Due to the circumstances of COVID-19, the premium CHI in December 2021 was €12.1 instead of €34.6, as 
Vzajemna returned €22.5 to policyholders. The average monthly CHI premium was thus €32.72 in 2021, but rose again 
to €34.6 in January 2022, as the other two CHI companies returned profits to shareholders in the form of dividends. 
Source: e-Zavarovanja, 2022 [19].

Table 2. 
Monthly premiums for CHI (€), April 2022.
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in due course, this may undermine the affordability of CHI, especially for poorer 
households [20].

Figure 6 shows how claims costs increased between 2007 and 2013 and 
then decreased slightly in 2014 (due to lower reserve costs, partly due to government 
pricing policies and covered benefits). Premium income has generally increased 
since 2006 (with slight decreases in 2010 and 2014). The difference between pre-
miums and claims rose sharply before the crisis, reaching a peak of €64 M in 2009. 
As a result of the crisis, the premiums declined slightly in 2010, while claims kept 
on increasing, resulting in the lowest difference between both (€34 M in 2010). In 
the next 4 years, the revenues from premiums kept on increasing and the difference 
almost reached the pre-crisis level again in 2014. Another drop in the difference 
between revenues and claims can be observed in 2016 and 2019, the difference was 
again back to €65 M. [20, 22–35].

Figure 5. 
Monthly premiums for CHI (€), March 2016—December 2019. Source: Data from CHI companies (authors’ own 
calculations).

Figure 6. 
Revenues and costs in the markets of CHI €, 2006-2019. Source: Slovenian Insurance Supervisory Authority, 
Annual Report for the years 2007–2020 [22–35] (authors’ own calculations).
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Figure 7 shows a breakdown of the difference between premium income and 
non-claims expenditure, suggesting that much of this is due to actual operating costs 
rather than profits. However, the official profit figures may not fully reflect the differ-
ence between revenues and costs [20, 22–35]. However, compared to other countries 
that provide similar resources to CHI, transaction costs in Slovenia are very low [20]. 
This may not be too surprising, as Slovenian insurers do not purchase services and 
should therefore have lower administrative costs. There are also concerns that new 
solvency requirements could push up transaction costs further, although the extent is 
not yet fully known. Rising transaction costs should be a focus of regulation to ensure 
that CHI remains affordable for everyone and that the CHI market is administratively 
efficient [20, 22–35].

It should also focus on better monitoring so that the market is more transparent for 
regulatory authorities and consumers. In a truly competitive market, insurers would 
automatically correct prices downwards when their cost base is reduced. A helpful 
piece of regulation would be to set a minimum claims ratio so that insurers must 
spend a minimum share of premium income on health care costs. This would limit 
transaction costs and help secure affordability in the CHI market. The government 
should also tighten reporting requirements [20].

Although the administrative costs of CHI are low by international standards, CHI 
on the other hand incurs transaction costs related to insurers’ profits and administra-
tive costs, and indirectly to the costs of government regulation. The main risk of CHI 
is that transaction costs will continue to increase over time, reducing the administra-
tive efficiency and affordability of this option, especially due to the new solvency 
requirements [20].

5.5 Complementary health insurance and efficiency

An increase in the efficiency of the health care system in Slovenia had been one 
of the declarative goals of the introduction of the CHI. It was supposed to reduce the 

Figure 7. 
Profits and non-claims costs in the markets of CHI, 2006–2019. Source: Slovenian Insurance Supervisory 
Authority, Annual Report for the years 2007–2020 [22–35].
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‘unnecessary’ demand for health services while also raising some additional financial 
resources for its functioning. One of the reasons for such reasoning lies in the fact 
that the structure of expenditures of CHI by categories is significantly different from 
compulsory health insurance. Namely, around 45% of the CHI expenditures are for 
the reimbursement of copayments on medicines (cf. the expenditures on medicines 
represent only 11.7% of the expenses of HIIS [36].

One of the disadvantages of CHI, which is rarely mentioned and discussed, 
is the impact of CHI on the efficiency of health services provision. As discussed 
above, the levels of copayments differ for different services. While they amount to 
10% of the price for most important services, they can amount to as much as 90% 
of the price for services, less important for health (such as non-urgent transporta-
tion). While HIIS as a single provider of compulsory health insurance restricts the 
health care providers and pays the volume of their services up to a defined plan, 
the private health insurers offering CHI have no such restrictions. Intuitively, the 
providers can hence provide an unlimited number of less important services as 
they are 90% covered by CHI, resulting in less efficient and less cost-effective care 
provision. While a study, confirming such a theory, has not been conducted yet, 
the logic of the idea remains.

Another disadvantage of CHI to which not enough attention has been paid is 
surely its stabilisation role. As discussed in other sections of this chapter, CHI had 
a huge stabilisation impact in an economic crisis, buffering the negative impacts 
of higher unemployment. Resulting in a higher premium, the CHI managed to 
alleviate the impact of the lower incomes and contributions to compulsory health 
insurance. On the other hand, this enabled the health system, HIIS, and health care 
providers not to implement organisational changes, cost-effective measures, or 
increases in efficiency. The waste in the system remained the same, the outcomes 
are still not discussed and measured, and necessary reforms that would put the 
patient in the centre of integrated care still seem non-urgent in spite of long wait-
ing times.

As had been established with a specially commissioned analysis of the perfor-
mance of the Slovenian health system in 2015 by the World Health Organization 
(WHO) and the European Observatory on Health Systems and Policies [37], CHI 
played an important role in buffering the shocks experienced by the health system 
in the times of austerity (the period between 2009−2010 and 2014). These shocks 
were reflected primarily in a rapid decline in paid contributions against compulsory 
health insurance as unemployment rose dramatically between the end of 2009 and 
the first half of 20121 [38]. In that period, the Government intervened at various 
levels to stabilize public finance (e.g., by reducing salaries in the public sector) but in 
doing so it also further reduced the contributions to health insurance. HIIS acted in 
two ways—partly their payments were positively affected by the reduction in salaries, 
but they still reduced payments to hospitals by 15% in 2 years and they shifted some 
expenditure to CHI. This was possible as HIIS had the authority of establishing the 
percentage coverage of a range of services, which attracted copayments. Such an 
approach reduced pressure on HIIS and introduced further ‘cost-sharing’ between 
HIIS and the insurance providers of CHI.

1 In September 2008, the number of unemployed was at its lowest level since January 1992 at 59,303, only to 
rise in the wake of the crisis to a peak of 129,843 unemployed in January 2014, an increase of 219% [38].
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6. Health policy and complementary health insurance

CHI has remained one of the main focuses of health policy in Slovenia since its 
introduction. As much as it has been praised at its introduction and as much as it 
has been criticized all along the way, no government so far was able to significantly 
modify it in either way (e.g., either abolishing it or turning it into a more extensive 
mixed mutual health insurance). The first serious and organized attempt had been 
done with the Health Reform proposal published in 2003 [39].

According to that initiative and reform, the CHI would be entirely integrated into 
the compulsory health insurance and would thus cease to exist. After a fierce debate 
and controversies within the government itself, it was not implemented. There were 
two more attempts, which were systematically carried out by the Government, more 
precisely by the MoH. The first of the two was the initiative of the MoH in 2012 to 
seek reconstruction of this insurance and explore the possibility of it extending its 
scope. A policy dialogue was organised together with the European Observatory 
on Health Systems and Policies (Observatory). It resulted in the conclusions of not 
liberalising the market of these insurance and not extending their role to additional 
services, for example, long-term care. Finally, in the MoH term between 2014 and 
2018, the minister was focused strongly on transforming the CHI into parallel 
compulsory insurance, which would be stratified in contributions by the income 
brackets, established by the IRS. This initiative ran close to its completion, but there 
were significant reserves. One of the important ones was in the report commissioned 
by the MoH to the Observatory and WHO, where the main conclusion was that the 
CHI contributed to the stabilisation of health financing in the times of austerity and 
shortages in public funding (see also above and [40]).

Remaining at very high levels of coverage and effectively covering around 83% 
of the total population and around 95% of those who are obliged to pay copayments 
it represents an important instrument for raising additional financial resources and 
collecting them in a transgenerational manner. The latter is the main factor why the 
CHI remains an asset and not a burden for the decision- and policymakers.

7. Conclusion

Although CHI had not been envisaged as such at the very beginning of the tran-
sitional reforms in Slovenia from the old political, social, and economic system to a 
new one in 1990–1992, it has taken ground over the past 30 years. This development 
occurred despite several attempts at abolishing it or transforming it into a different 
conceptual framework (especially in view of the need for a system approach to long-
term care insurance). It has proven to be robust, and it has served to the purpose of 
buffering some potential negative fallout of the economic crisis from 2009 to 2014. 
Furthermore, contrary to the most significant and often repeated criticism, namely, 
that it was a regressive type of health insurance, it has proven to have a good level of 
transgenerational solidarity. Flat-rate premiums were the trigger to claims of regres-
sivity, but the fact that a healthy population of persons in their 20s and 30s paying 
the same premiums as those above 65 years of age clearly shows an important lever 
for solidarity. A very high level of coverage through the inclusion of much of the 
adult population in the CHI enables such a situation. The intervention with which 
the Government around 15 years ago protected persons, who for economic reasons 
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cannot pay for the premiums of the CHI serves as another example of solidarity and 
social correction of socio-economic differences. The more covert aspects of ineffi-
ciency, namely, the structure of the provided services and delay in cost-effectiveness 
measures, are visible only upon a systematic understanding of the health care 
financing system and therefore rarely discussed and put forward. Generally, pro-
ductivity is dealt with only indirectly through the pricing of reimbursement criteria 
set up by HIIS, which has not been updated and endorsed by the medical profes-
sional societies.

The most adverse effect of a potential abolishment of CHI would very likely 
be a system of uninsurable copayments, which would affect the vulnerable layers 
of the population in Slovenia to a much more significant degree than the flat-rate 
premiums, with all the introduced adjustments for socially vulnerable, do. We can 
conclude that amidst strong pressures for either its abolishment or its expansion, the 
CHI in Slovenia has proven to be an important resource for the stabilisation of health 
expenditure. Despite it being a private insurance as it is paid after taxes, it bears a very 
strong public and social component.
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Chapter 7

Voluntary Private Health Insurance 
Demand by Older People in a 
National Health Service, the Case 
of Portugal
Aida Isabel Tavares

Abstract

The Portuguese health system is mainly described as a National Health Service 
(NHS). In parallel with the NHS, there are some Bismarkean features, like those 
arising from the existence of occupation-based health insurance. On top of these two 
layers of health insurance coverage, there is a market for private health insurance on 
a voluntary basis, which older people may not be able to access. The purpose of this 
work is to estimate the main determinants for older people in Portugal to buy private 
health insurance since no previous studies have been published. We use data collected 
by the National Health Survey of 2014 and estimate a multivariate probit. The main 
results are aligned with previous studies relating to income, education, and age. 
The role of the health status and behavior explaining the demand for private health 
insurance, in our results are mixed. People benefiting from parallel occupation-based 
insurance schemes are less likely to have a private voluntary health insurance policy. 
The results obtained in this work confirm that there is some inequality in health care 
access, to the detriment of older people.

Keywords: voluntary health insurance, determinants, older people, NHS, Portugal

1. Introduction

The Portuguese health system is mainly described as a National Health Service 
(NHS), following the Beveridge tradition, with universal coverage and mandatory 
participation. In parallel with the NHS, there are some Bismarkean features, such as 
those arising from the existence of occupation-based health insurance, which are also 
mandatory or quasi-mandatory. On top of these two layers of health insurance cover-
age, there is a market for private health insurance on a voluntary basis. This insurance 
is both supplementary and complementary to the NHS. People may be interested in 
buying a health insurance policy because it gives them faster access to health care, lets 
them choose the provider and enjoy a better experience when admitted to a hospital, 
and have access to services not included in the NHS, such as dental care [1].
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Over the last 6 years, health care expenditure on private VHI in Portugal as a 
percentage of GDP has been less than 0.5% and it has been about 5% of current health 
expenditure [2]. Despite this trend, voluntary private health insurance in Portugal 
grew by about 3.5% between 2012 and 2015 [3].

The insurance market is characterized by asymmetric information [4, 5] expressed 
by moral hazard [6] and by adverse selection [7]. A moral hazard happens after the 
insurance contract has been signed and it refers to the situation where the insured 
person uses more health care services than they would need. On the other hand, 
adverse selection happens before the insurance contract has been signed, when the 
insurance company cannot assess the risk type of individual purchasing the insur-
ance. This individual may be a low health risk, so they will be mainly healthy and 
generate low health care spending, or they may be high risk and will generate high 
health care spending. If the adverse selection does not take place, then low-risk 
individuals might prefer to buy the insurance and this is called advantageous or propi-
tious selection [8], which is beneficial to insurance companies. This situation is often 
explained by a person’s risk preferences. Healthy people tend to be risk-averse and so 
they choose to buy VHI [9, 10].

Older people are often considered as high health risk individuals, who are very 
likely to have more health problems than younger individuals, have higher medical 
expenditures, and raise the claims paid by insurance companies [11]. Not only do 
these people have more health problems, but insurance companies face moral hazards 
and adverse selection issues that result in the overuse of health care and the payment 
of excessive claims. For these reasons, older people are not usually the customers 
desired by insurance companies.

The Portuguese health insurance market is not as highly regulated as it is in other 
countries, because health insurance is voluntary and the NHS has universal coverage. 
So, insurance companies can adopt several strategies to prevent or mitigate moral 
hazard and adverse selection [12] and to reduce paying out excessive claims. One 
strategy could involve the eligibility requirements excluding people older than 65. 
Even though this cream-skimming strategy discriminates against older people, there 
is a small health insurance market for older people in Portugal. In the last available 
National Health Survey, conducted in 2014, of the 5,701 people older than 65 inter-
viewed, 5.8% of them stated they had a voluntary health insurance policy.

The purpose of this work is to estimate the main determinants for older people 
in Portugal to take out private health insurance since no previous studies have been 
published and there may be differences across European countries [13, 14]. We use 
data collected by the 2014 National Health Survey and we estimate a multivariate 
probit. We also compute the marginal effects associated with the most important 
variables. This analysis provides insights for designing health and social policies that 
will reduce the inequality in health care access that may be generated by differences in 
health insurance coverage.

1.1 Demand determinants for voluntary private health insurance

The factors explaining the demand for VHI are well discussed in the literature. 
While Outreville [15] focused on the demand for insurance in general, [16, 17] have 
looked at the demand for VHI and reviewed the determinants for buying it; [1] 
outlined these determinants for the EU countries. The explanatory factors include the 
demographic and economic determinants (also referred to as socioeconomic status), 
that is, gender, age, education, income, marital status, employment status, and other 
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characteristics [11, 13, 16–19]. In general, we can say that the likelihood of purchasing 
VPHI increases with age, income, education, being employed, and living in urban 
areas. The results are not conclusive for determinants, such as gender, family compo-
sition, and being a pensioner.

In Europe, where health systems tend to be mandatory and offer universal cover-
age, the determinants for holding a private VHI differ between countries [13, 14]. 
Regarding Portugal, an empirical study performed almost 20 years ago [20], con-
cluded that the VHI buyers were most likely young, self-employed, living in urban 
areas, and receiving a middle to high income, thus leaving out older people.

The focus on the demand for private VHI by older people has been much less stud-
ied because it is known that as we age, the likelihood of having this type of insurance 
decreases [21]. Four empirical works should be mentioned that are concerned exclu-
sively with older people and use the data collected by SHARE – Survey of Health, 
Aging, and Retirement in Europe [18, 13, 14, 19]. In general, being female, having had 
a good education, and receiving a higher income increases the demand for private 
VHI by older people.

Special attention is often given to the role of the health status and health behavior 
since there are proxies for the individual healthrisk type [22]. Health status can 
be measured by self-assessed health and the presence (or the number) of chronic 
diseases [18, 23], while health behavior can be proxied by body mass index or being 
overweight [24], and by smoking decisions [25].

The theory predicts that high-risk individuals are more likely to have health 
insurance, that is, adverse selection exists in health insurance. However, there are 
no conclusive empirical results regarding the relationship between individual risk 
variables and having a VHI policy [16]. This means that advantageous selection is a 
possibility, where low-risk type people choose to buy health insurance [23, 26].

The empirical results regarding indicators of health status and health-related 
behavior are mixed. Some studies have found that people reporting better health are 
more likely to have voluntary health insurance, supporting the hypothesis of advanta-
geous selection [11, 12, 14, 18, 23, 27–29]; other authors found no significant correla-
tion [27, 30]; and still, others found that healthy people tend to have VHI less often, as 
predicted by adverse selection hypothesis [11, 12, 14, 19].

In most studies, indicators of chronic diseases are found to be insignificant when 
explaining the demand for VHI [29, 31, 32]. Few works have reported a positive 
correlation between suffering from chronic diseases and having private health 
 insurance [18, 23].

The relationship between health-related behaviors and private VHI coverage 
has been studied less and the results are mixed [14]. While some studies find that 
smokers are less likely to have VHI [27, 33], others find the opposite [18]. The results 
are similarly mixed for overweight people. It may be found that being overweight is 
associated with lower odds of taking out VHI or more likely [24].

1.2 Overview of the Portuguese health system

The Portuguese Health System, created in 1979, is defined as a National Health 
Service; it is mainly financed through taxes and is a universal coverage system. This 
means it covers all residents and most medical services.

In parallel with the NHS, there are occupation-based health insurance schemes. 
These include the public insurance schemes that cover civil servants (called ADSE), 
the armed forces (called ADM), and also private insurance that covers bank 
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employees (called SAMS), among others. There are other, smaller, occupation-based 
health insurance plans. All the social contributions under these professional insurance 
policies are income based.

The Portuguese health system comprises conventional private health insurance 
and it is non-compulsory. Voluntary health insurance (VHI) provides faster access to 
appointments and treatments, which are also provided by the NHS, or provides access 
to services not covered by the NHS, such as dental care.

According to NHS rules, people should be registered with an NHS general practi-
tioner, for primary care, and access to specialists in the NHS is controlled by general 
practitioner gatekeeping. However, people covered by insurance have direct access to 
specialists (provided by the private sector) according to the rules of the insurance, 
and private physicians can refer patients to NHS hospitals. So, having an insurance 
policy on top of NHS coverage has some advantages when it comes to accessing health 
care services [3]. These reasons for health care access and quality might justify the 
demand for private VHI by older people in Portugal.

2. Research design

2.1 Data and sample

We use data collected by the National Health Survey, which are representative of 
the Portuguese Population [34]. It is harmonized and regulated at the European level 
(EU regulation no 141/2013). It includes 18,204 individuals and our sample considers 
those aged over 65, that is, 5,701 individuals.

2.2 Variables

2.2.1 Dependent variable

The dependent variable is given by the question if the individual has voluntary 
health insurance. This is a binary variable that takes value 1 if the respondent has 
private health insurance and 0 otherwise.

2.2.2 Independent variables

Independent variables are grouped into five categories—demographic, socioeco-
nomic, marital status, health status, related behavior, and insurance status. These 
variables are described in Table 1.

2.3 Quantitative analysis

The model to be estimated in this analysis is written as follows:

 
*        i i i iVHI constant X andβ ε

 ≥= + + = 


*
i
*
i

1if VHI 0

0 if VHI <0.  
(1)

where VHI* is the latent dependent variable, VHI is the observable dependent 
variable, βi’s are the coefficients to be estimated, Xi’s are the independent variables, 
and εi is the residual.
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The dependent variable expresses whether the respondent has voluntary health 
insurance. The binary nature of this variable implies that the econometric method of 
estimation is a probit. The estimated coefficients provide the direction of the relation 
between independent and dependent variables. The computation of the marginal 
effects allows the comparison of the intensity of the estimated coefficients. The 

Group of 
variables

Independent 
variables

Description

Demographic Male Dummy variable. Takes value 1 is male, 0 otherwise

Age Ordinal variable. Age is grouped into 15 classes. The first class 
takes value 1 and comprises ages 15–19; the last class takes value 
15 and includes people older than 85. The variable is taken as 
continuous.

Socio-economic Education Ordinal variable. Education is grouped into five levels of 
education. First level 0 is those without schooling; fifth and 
last level is 5 and includes people with a college education. The 
variable is taken as continuous.

Income Ordinal variable. Income is grouped into five classes that 
represent the quantile of net monthly income per equivalent 
adult. The first value of income corresponds to the first quantile 
of income. The variable is taken as continuous.

Urban Dummy variable. Takes value 1 if the area is densely inhabited, 0 
otherwise.

Rural Dummy variable. Takes value 1 if the area is sparsely inhabited, 0 
otherwise.

Moderate urban Reference category.

Marital status Single Dummy variable. Takes value 1 if person is single; 0 otherwise.

Married Dummy variable. Takes value 1 if person is married; 0 otherwise.

Divorced Dummy variable. Takes value 1 if person is divorced; 0 otherwise.

Widow Reference category.

Health status and 
related behavior

SAH Ordinal variable. Measures self-assessed health and ranges 1–5, 
where 1 means “very bad” and 5 “very good” health. The variable 
is taken as continuous.

Chronic diseases Dummy variable. Takes value 1 if person suffers from at least one 
chronic disease; 0 otherwise.

Smoking Dummy variable. Takes value 1 if person smokes; 0 otherwise.

BMI Body Mass Index.

Insurance status ADSE Dummy variable. Takes value 1 if person is covered through 
ADSE insurance; 0 otherwise.

SAMS Dummy variable. Takes value 1 if person is covered through 
SAMS insurance; 0 otherwise.

Other insurance Dummy variable. Takes value 1 if person has another 
occupational-based health insurance on top of NHS; 0 otherwise.

NHS Reference category. This is the case where respondents do not 
hold any occupational-based health insurance.

Table 1. 
Description of independent variables.
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marginal effects provide information on how the probability of having VHI changes 
when there is a unit change in the independent variable.

The results are obtained using Stata 15 econometric software.

3. Results

3.1 Descriptive statistics

The sample comprises 5,701 respondents older than 65, of whom 85.4% are retired. 
Only 332 respondents say that they have private voluntary health insurance, the large 
majority (about 94%) do not. Most of them are not entitled to any other insurance 
coverage apart from the NHS, and only about 10% are covered by ADSE, the occupa-
tion-based insurance plan for public workers (Table 2).

The remaining descriptive statistics for the independent variables are also shown 
in Table 2. The majority of the people in the sample are women (circa 61%) and most 
of them are aged between 65 and 75. Portuguese older people have very low levels of 
education, with more than 80% having less than 6 years of schooling. They have very 
low levels of income, about 50% receive an income valued in the first and second 
quintile of per capita household income. A large share of the people in the sample live 
in rural areas (circa 43%), and most of them are married or used to be married.

Finally, regarding their health status, the majority of older Portuguese assess their 
health status below the median level and about 86% of them report suffering from at 
least one chronic disease.

Other descriptive statistics regarding the distribution of respondents with private 
health insurance across income, education, and self-assessed health are shown in 
Table 3. Considering those individuals who said they had private health insurance 
(332 people), their distribution across income shows that a larger share of respon-
dents has a high-income level. The distribution of people with health insurance 
across levels of education has two peaks, one at 6 years of schooling and the other 
at 17 years of schooling. The distribution of the health status of people having an 
insurance policy shows that most people with health insurance report a health status 
better than fair.

To finish the description of the variables, we now report the correlation between 
health risk indicators. The pairwise correlation between SAH and suffering from 
chronic diseases is equal to −0.364 and between SAH and smoking it is equal to 
0.107, both for a statistical significance of less than 0.001. The tetrachoric correlation 
between smoking and suffering from a chronic disease is equal to −0.257 for an iden-
tical statistically significant level. So, there is no strong correlation that could prevent 
the joint utilization of these variables in a regression analysis.

3.2 Model results

The results obtained with the estimation of the probit for having voluntary health 
insurance are presented in Table 4. The statistically significant coefficients at 5% are 
marked with *.

The estimated coefficients show that as someone gets old or is single, the probabil-
ity of having private health insurance decreases, while for higher income or education 
levels that probability increases.
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Group of variables Independent variables Descriptive statistics

Number %

Demographic Male

Male 2,215 38.85

Female 3,486 61.15

Age

65–69 1,533 26.89

70–74 1,319 23.14

75–79 1,259 22.08

80–84 979 17.17

+85 611 10.72

Socio-economic status Education (years)

0 1,942 34.06

6 2,938 51.53

9 353 6.19

12 189 3.32

15 14 0.25

17 265 4.65

Income (quantile)

Q1 1,368 24.00

Q2 1.534 26.91

Q3 1.174 20.59

Q4 867 15.21

Q5 758 13.30

Level of urbanization

Urban 1,563 27.42

Median 1,689 29.63

Rural 2,449 42.96

Retired

Yes 4,869 85.4

Other status 832 14.6

Marital status Marital status

Single 363 6.37

Married 2,913 51.10

Widow(er) 2,132 37.40

Divorce 293 5.14

Health status and related behavior SAH

1. Very bad 542 9.51

2. Bad 1,443 25.33
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Regarding the insurance status of people, being a beneficiary of ADSE or 
another occupation-based insurance decreases the odds of having private VHI. 
Lastly, the results for health status and health-related behavior are mixed. On the 
one hand, higher levels of SAH may be related to having VHI, but on the other 
hand, suffering from a chronic disease is also positively related to having VHI; 

Income

Quantile Q1 Q2 Q3 Q4 Q5

number 21 31 50 66 164

% 6.3 9.3 15.1 19.9 49.4

Education

years 0 6 9 12 15 17

number 30 120 63 42 3 74

% 9.1 36.1 19.0 12.7 0.0 22.3

SAH

levels 1 2 3 4 5

number 10 43 172 90 17

% 3.0 13.0 51.8 27.1 5.1

Table 3. 
Distribution of respondents with voluntary health insurance.

Group of variables Independent variables Descriptive statistics

Number %

3. Fair 2,817 49.45

4. Good 787 13.81

5. Very good 108 1.90

Chronic diseases

None 778 13.65

At least one 4,992 86.35

Smoker

Yes 266 4.7

No 5,433 95.3

BMI

Average 27.0

Insurance status Insurance

None (only NHS) 4,836 84.83

ADSE 566 9.93

SAMS 83 1.46

Other insurance 216 3.78

Table 2. 
Descriptive statistics.
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additionally, the observable behavior of smoking results in a lower likelihood of 
benefiting from VHI coverage.

The marginal effects associated with the most important and statistically signifi-
cant coefficients are presented in Table 5.

These effects represent the change in the probability of having a VHI policy after 
the discrete change from the base level of the independent variable. In this way, the 
change to the oldest age groups implies a decrease of about 4% in the probability of 
having VHI, while the change from the lowest income quintile to the highest expresses 
an increase of 11% in the probability of being covered by VHI. Being a member of 
ADSE results in a 6% less chance of having VHI, and finally, the change from poor 
health status to a better one increases the likelihood of benefiting from a VHI; for 
instance, it increases almost 4% for people reporting very good health.

4. Discussion

In Europe, health systems tend to be mandatory and offer universal coverage. 
Despite this major trend, there is a market for voluntary private health insurance. 
Portugal is characterized by having a National Health Service of universal coverage 
with distinctive features of mandatory occupation-based insurance. Because the 
health insurance market suffers from asymmetric information, insurance companies 
adopt cream-skimming strategies to minimize adverse selection and moral hazards. 
One such strategy is to set the eligibility requirement for buying an insurance health 
policy is having to be under 65. In this way, most older people are unable to buy a 
health insurance policy. However, there is a small market and about 5% of Portuguese 
older people report having voluntary private health insurance of some kind.

Our aim in this work was to find the main determinants of the demand for private 
health insurance by older people in Portugal and contribute to the literature on volun-
tary health insurance schemes in different European countries, as there is no study for 
Portugal. We used data collected by the 2014 National Health Survey and estimated a 
probit for people over 65 having private health insurance.

The main results are aligned with previous studies concerning the importance of 
income and education [11, 16–19]. The higher the income and the better educated the 
individuals, the greater the probability of having private health insurance.

Concerning age and health insurance, we found that as they get older, they are 
less likely to have private voluntary health insurance [23, 35, 36]. The results show 
that only a minority of individuals, about 332 people, have a voluntary private health 
insurance policy. These people tend to have a high income and a high level of educa-
tion, which is uncommon among people older than 65. Most older people in Portugal 
receive small pensions and have a low level of formal education, which deters them 
from taking out health insurance. The lack of schooling is the origin of illiteracy, both 
financial and health-related, which precludes people from making wiser choices on 
how to make better use of their savings and reduce future out-of-pocket expenditures. 
One major concern relates to dental care and the (high) associated cost. This aspect of 
health care is usually neglected by older people because it is not covered by the NHS 
and because they do not have a complementary private health insurance policy to 
cover it [37, 38].

Regarding the role of health status and behavior in explaining the demand for 
private health insurance, our results are mixed. On the one hand, there is some 
evidence of advantageous selection because better health status and no smoking are 
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Coef. Std. Err. P > z

Demographic Male 0,061 0,068 0,370

Age group

70–74 −0.132 0.077 0.085

75–79 −0.226* 0.089 0.011

80–84 −0.497* 0.120 0.000

+85 −0.469* 0.148 0.002

Socio-Economic Education 0.073* 0.009 0.000

Income

Q2 0.051 0.121 0.672

Q3 0.353* 0.116 0.002

Q4 0.542* 0.117 0.000

Q5 0.988* 0.122 0.000

Urban 0.112 0.077 0.146

Rural 0.042 0.077 0.588

Retired −0.073 0.087 0.399

Marital status Single −0.367* 0.181 0.043

Married −0.039 0.118 0.738

Widow(er) −0.193 0.131 0.141

Insurance ADSE −0.647* 0.108 0.000

SAMS −0.200 0.179 0.265

Other insurance −0.410* 0.149 0.006

Health status and health behavior SAH

2 0.128 0.160 0.424

3 0.212 0.150 0.159

4 0.330* 0.164 0.044

5 0.392 0.226 0.083

Chronic diseases 0.180* 0.091 0.047

BMI −0.006 0.008 0.405

Smoking −0.277* 0.135 0.041

_cons −2.285 0.318 0.000

Number of obs 5,509

LR chi2(26) 518.92

Prob > chi2 0.000

Pseudo R2 0.207

Log likelihood −994.916

Note: * Significant at less than 5%.

Table 4. 
Probit results.
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associated with taking out health insurance. On the other, reported suffering from 
chronic diseases is also associated with health insurance, this time reflecting adverse 
selection.

It could be that insurance companies are discriminating based on observable 
traits, such as smoking. Or, related to high health risks, such as suffering from a 
chronic disease, it may be the case that people fail to report them. Perhaps insurance 
companies do not “cream skim” based on these conditions, either because they lack 
sufficient reliable information, or because they may calculate the probability that a 
person suffers from a certain disease at a certain age, or even because the insurance 
company can control claims associated with those health conditions by cost-sharing.

Another explanation of the mixed results found when relating health risk to health 
insurance is based on the demand side of the market. Maybe there is heterogeneity in 
the risk preferences of older people. In some countries, healthier individuals might 
be more risk-averse [14, 16] and so they are more prone to take out voluntary health 
insurance. Maybe this is the case with Portugal as it was with the UK [39]. On the other 
hand, people suffering from chronic diseases have a default health status that they 
consider to be a reference status in the sense proposed by the prospect theory [40]. 
These people may thus tend to be risk-averse with reference to their health status, and 
consequently, they are also more prone to have a private health insurance policy.

dy/dx Std.Err. P > z

Age group

70–74 −0.015 0.008 0.083

75–79 −0.024 0.009 0.009

80–84 −0.044 0.009 0.000

+85 −0.042 0.011 0.000

Income

Q2 0.003 0.006 0.670

Q3 0.025 0.008 0.002

Q4 0.045 0.010 0.000

Q5 0.117 0.016 0.000

Education 0.007 0.001 0.000

ADSE −0.063 0.011 0.000

SAMS −0.019 0.017 0.265

SAH

2 0.010 0.012 0.402

3 0.018 0.011 0.112

4 0.030 0.014 0.026

5 0.038 0.024 0.109

Chronic diseases 0.017 0.009 0.047

Smoking −0.027 0.013 0.041

Table 5. 
Marginal effects.
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Finally, regarding the existence of parallel occupation-based insurance plans, 
our results indicate that people benefiting from ADSE, the largest occupation-based 
insurance for public servants, or from any other form of private or public health 
insurance (public health insurance is for the armed forces; private insurance includes 
bank workers, Portugal – Telecom workers, and postal CTT workers) are less likely 
to have VHI. This is expected to happen because occupation-based insurances pro-
vide a second layer of health coverage on top of the universal provided by the NHS. 
People benefiting from occupation-based insurance policies pay taxes to finance the 
NHS and pay a percentage of their income to finance occupation-based insurance. 
Therefore, this double financing by people deters them from looking for additional 
private health insurance coverage. In fact, these people do not need private health 
insurance because their health care needs are covered either by the NHS or by their 
occupation-based insurance.

The organization of the Portuguese health system creates inequity in access to 
health care. In the first place, people with double coverage have easier access to health 
care, and then people with high incomes can afford to buy private health insurance 
coverage. On top of this, inequality is aggravated by a tax system that gives some 
benefits to wealthier people for buying private health insurance or for spending on 
private health care [1]. The findings reported in this work confirm the existence of 
this sort of inequality, especially among older people.

One limitation of this work is that it is not possible to analyze the type of coverage 
provided to older people by voluntary private health insurance. This sort of informa-
tion would show us what health care services older people want, and what could be 
lacking in the supply of NHS.

The results found in our analysis provide some insights into what makes older 
people decide to take out voluntary private health insurance. We have concluded 
that income is a determinant factor for taking out private health insurance, but it is 
also a factor for generating inequality in health care access. Older people can find it 
hard to access dental care or simple eye care because it is not covered by the NHS, 
or because the NHS waiting lists are too long. But the difficulty of complementing 
NHS coverage with private health insurance increases health care access inequity. 
Health and social policies may aim to narrow the gap either by providing health 
care in the NHS or by subsidizing the purchase of private health insurance for 
low-income older people. The first approach to this has already been put into place. 
The instrument called “dentist-check” for older people, created by the Ministry of 
Health attempts to mitigate the inequality in access to dental care, but it needs to be 
assessed.

Highlights

• small share of older people buy voluntary private health insurance

• higher income and higher education increase the likelihood of holding voluntary 
private health insurance

• benefiting from occupation-based insurance schemes reduce that likelihood

• voluntary private health insurance reflects inequity in healthcare access
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Chapter 8

Health Insurance in the United 
States: Failure of Private and  
Multi-Payer Financing
John Geyman

Abstract

Since the 1960s, the United States has subscribed to a business model of health 
care, largely for-profit with most private insurers on a mission to maximize their 
own revenues. Most insurers use cost sharing through deductibles and copayments 
based on the principle that enrollees will overuse health care services unless they have 
enough “skin in the game.” As health care has been corporatized within a medical-
industrial complex, even public insurers such as Medicare and Medicaid have been 
privatized with the same mission. Employer-sponsored health insurance has been 
the core of insurance in the U.S. since World War II, but has become unaffordable 
for employers and employees alike. This article brings historical perspective to how 
health insurance has been transformed from its not-for-profit origins in the 1930s, 
how it has become unaffordable in recent decades as it costs more and covers less, and 
how our multi-payer financing system has failed the public interest. Reform alterna-
tives are discussed, but a system of universal coverage through a public, single-payer 
national plan is still beyond reach politically.

Keywords: health insurance, cost sharing, health care costs, cost containment, moral 
hazard, access to care, single payer financing, multi-payer financing, privatization, 
overpayments, Medicare, Medicaid, Medicare for all

1. Introduction

This is the U.S. story—from the birth of health insurance responding to genuine 
human need in the depths of the Great Depression in the 1930s—to the opulence of a 
massive corporatized industry today exploiting that need all the way to the bank. How 
do we explain that turn-around? This chapter has four goals: (1) to bring some histori-
cal perspective to that question; (2) to briefly summarize how health care services 
are bought and paid for in the U.S.; (3) to describe how private health insurance and 
multi-payer financing have failed the public interest; and (4) to compare four reform 
alternatives currently under consideration, only one of which will bring lasting 
reform through universal coverage.
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2. Historical overview

Some in the U.S. considered the possibility of compulsory health insurance early in 
the 20th century after noting that 10 European countries had adopted one or another 
form of it by 1913 [1]. But that idea was controversial, and the emergence of volun-
tary, private health insurance in this country is especially attributed to a Blue Cross 
plan for school teachers in Dallas, Texas, in 1929. At that time as the Great Depression 
took hold, the nation’s hospitals were in dire straits with more than one-third of the 
general hospital beds empty [2].

As the prototype upon which later Blue Cross plans were based, the Baylor plan 
provided free hospitalization for up to 21 days as well as coverage for operating 
room, laboratory and anesthesia services. The hospital assumed financial risk for 
hospital care without any third party and collected pre-payments. Other prepaid 
health insurance plans were soon to follow. The World War II years saw the start of 
employer-sponsored health insurance, when employers found it helpful to offer 
health insurance in order to recruit workers during a wartime economy with a severe 
labor shortage. By 1950, more than one-half of Americans were covered for the first 
time [3].

In the last 60-plus years, the private health insurance industry has been 
transformed from the quasi private-public partnership of its pioneering years to 
a massive industry on a corporate mission of profit over service. It has followed 
a conventional theory of insurance based on the concept of “moral hazard,” 
whereby those with insurance are expected to overuse health care services and 
lead to uncontrolled increases in health care costs. As a result, community rat-
ing and guaranteed coverage during earlier years gave way to experience rating 
as medical underwriting became the new norm. The Blues were under pressure 
to compromise their earlier service mission, so that one-half of the nation’s Blue 
Cross Blue Shield plans had consolidated and converted into for-profit companies 
by 2005 [4].

With some 1300 private insurers, the risk pool has fragmented into ever smaller 
parts as insurers work to avoid adverse selection. Medicare and Medicaid were 
enacted in 1965 as public plans, but recent decades have seen their increasing privati-
zation that often ends up leaving many enrollees uninsured.

These are some of the many ways that insurers have used to extract more income 
at the expense of reliable and affordable coverage for enrollees:

2.1 Growth of a denial industry

“Denial management” became a growth industry of its own aimed at denying 
physicians’ and hospitals’ claims for services provided [5]. Many insurers developed 
ways of avoiding coverage of higher risk people in the first place. One such technique 
was to hold marketing meetings on the second floor of buildings without elevators 
to discourage less mobile and older people. Another technique was to make steep 
increases in premiums after receiving claims from enrollees who were sicker than 
expected. Denial of claims through burdensome pre-authorization of service became 
still another way to avoid paying expensive claims, increasingly associated with 
ever-changing networks. Out-of-network claims for hospital and physicians’ services 
became unaffordable for many enrollees; even for in-network claims, the average 
denial rate today is 18% [6].



133

Health Insurance in the United States: Failure of Private and Multi-Payer Financing
DOI: http://dx.doi.org/10.5772/intechopen.103937

2.2 Managed care

Managed care grew rapidly during and after the 1990s, as a way to contain health 
care costs by changing from fee-for-service payment to prospective payment based 
upon capitation—the number of individuals enrolled in a health maintenance organi-
zation (HMO) plan. That gave insurers yet another way to profit from providing less 
care, and soon became known as managed reimbursement rather than managed care. 
As insurers found new profits, however, the quality and outcomes of care suffered. By 
2000, 65 million Americans were enrolled in HMOs [7].

2.3 Privatization of public programs

Insurers have increasingly privatized Medicare and Medicaid in recent years as 
ways to exploit federal funding sources. Their claims that privatization would be 
more efficient have been proven false by experience. Instead, they have been more 
restrictive in choice and coverage, increased their administrative overhead to five or 
six times higher than traditional Medicare, and left markets that were insufficiently 
profitable. They have also increased their revenues by up-coding diagnoses—claiming 
payment for conditions for which care was not provided [8]. Table 1 shows marked 
differences between privatized Medicare and traditional public Medicare by the early 
2000s [9].

2.4 Consolidation and growing market power

Increasing consolidation through mergers within the private health insurance 
industry has taken place since the 1990s. The largest insurers today—in numeric order 
United Health Group, Anthem, Aetna and Cigna—collectively have a market share of 
49% [10]. As a result, that level of consolidation has led to less competition, more cost 
sharing with higher deductibles, and less options for enrollees. United Health Group, 

Privatized medicare Original medicare

Experience-rated eligibility Universal coverage

Managed competition Social insurance as earned right

Defined contribution Defined benefits

Segmented risk pool Broad risk pool

Market pricing to risk Administered prices

More volatile access & benefits More reliable access & benefits

Increased cost sharing Less cost sharing

Less accountability Potential for more accountability

Less choice of provider & hospital Full choice of provider & hospital

Less well distributed Well distributed

Less efficiency, higher overhead More efficiency, lower overhead

Source: Geyman [9].

Table 1. 
Comparative features of privatized and public medicare (CAF Table 1.2, p. 14).
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as the largest insurer in the country, has also gained clout beyond insurance by selling 
technology to hospitals, managing clinical trials, distributing prescription drugs, and 
offering continuing medical education to physicians [11].

3. How health care is paid for in the U.S.

Before looking at the role of private health insurance in U.S. health care, it is 
helpful (though still confusing!) to ask who really pays for health care. The late Dr. 
Uwe Reinhardt, Professor of Political Economy at Princeton University and author of 
Priced Out: The Economic and Ethical Costs of American Health Care, has summarized 
the complex transactions between enrollees in private households and providers of 
care in Figure 1. He makes the case that all health care spending originates from pri-
vate households by paying premiums into public or private insurance pools as well as 
through taxes. The government accounts for about two-thirds of health care spending 
through taxpayer funding [12].

Today’s system of paying for health care works against most of the working 
population through what economists call “labor income”—what people earn in their 
everyday jobs— that is taxed higher than “capital income” (accumulated wealth). As 
a result, billionaires today pay lower tax rates than their secretaries, steel workers, 
school teachers, and retirees [13].

4.  How private health insurance and multi-payer financing have failed the 
public interest

These are some of the ways in which private health insurance and multi-payer 
financing have failed the common good in this country.

Figure 1. 
Who pays for health care, and how is it paid (Figure 9.6, CAF 128).
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4.1 Unaffordable costs and increased cost sharing

Our market-driven system, now consolidated to a small number of corporate 
giants, can charge what the market will bear. Predictably, the cost of medical care has 
doubled compared to the consumer-price index over the last 25 years [14]. Figure 2 
shows the cumulative growth of the cost of premiums for employer-sponsored health 
insurance compared to annual average earnings of the bottom 90% over the last 
20 years [15]. As a result, four in ten people with that insurance do not have enough 
savings to cover the deductibles and one in six have to cut back on food, take an extra 
job, or move in with friends or family [16]. Even when insured, many enrollees defer 
or avoid needed care, while many others receive high surprise medical bills that drag 
them into poverty, often ending them up in medical bankruptcy [17].

Predictably, increased cost sharing cuts access to care ranging from ER visits and 
office visits to hospital care and mental health [18]. As Dr. Veena Shankaran of the 
Hutchinson Cancer Research Center observes:

High-deductible plans are really the epitome of the access to care problem. People 
do not have the liquid cash to meet the deductible, so you see delays in care or even 
avoiding treatment altogether [19].

4.2 Inadequate benefits

Private insurers have many ways to game the system at the expense of patients and 
taxpayers. Even after passage of the Affordable Care Act (ACA) in 2010, they dis-
criminate against the sick by such benefit designs that limit access, high cost-sharing, 
restrictive drug formularies, inadequate and ever-changing networks of physicians 
and hospitals, and deceptive marketing practices. Meanwhile, they market new kinds 
of inadequate gap insurance, immune from the ACA’s requirements, that include, 
for example, copays for treatment and lump sum payments upon diagnosis of such 
conditions as cancer, heart disease and stroke [20]. Short-term plans are another way 

Figure 2. 
(Figure 7.2 MIC 104).
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to evade the ACA’s requirements, providing very limited coverage for up to 1 year at 
exorbitant costs. Correctly labeled as “junk insurance,” the aptly named Golden Rule 
Insurance has brought big profits to its owner, the giant United Health Group [21].

4.3 Profiteering

Private insurers consume 15–20% of the health care dollar in bureaucracy, 
administrative overhead, and profits. Figure 3 shows how much higher that over-
head is compared to other countries [22]. At the same time, they have received large 
subsidies from the federal government for many years, now about $685 billion a 
year [23] and projected by the Congressional Budget Office to double in another 
10 years [24].

Overpayments for privatized Medicare and Medicaid have been a bonanza for pri-
vate insurers, accounting for more than one-half of their net revenue. Their fraudu-
lent practice of up-coding, mentioned above, accounts for much of that revenue, as 
shown in Figure 4 [25].

Wall Street investors have much to say about what private insurers do in their 
unending quest for more profits. As one example, CVS Health, the parent company 
of Aetna, made far more money in 2021 than most other publicly traded corpora-
tions, in part because of Aetna’s jacking up premiums and cost sharing, which it will 
do again in 2022. When the company issued a guidance for 2022 profits of just $12 
billion to $13 billion (down just slightly from that for 2021 of $12.5 to $13 billion), 
its share price dropped by 6%, unnerving investors, and the company proceeded to 
buy back its own shares to boost earnings per share. Aetna’s health insurance market 
has going down due to the decline of employer-sponsored health insurance, with 
less than one-third of businesses with 50 or fewer employees now offering health 
benefits [26].

Stepping back to consider all of this, Gerald Friedman, PhD, Professor of 
Economics at the University of Massachusetts Amherst and author of The Case for 
Medicare for All, brings us this important insight:

In many commodity markets, profits are a reward for making good products at low 
cost. Profits reward the company that makes the laptop, for example, giving it an 
incentive to produce a computer at low price; the more they sell, the more they profit. 
The incentives in health care are different, however. Rather than increasing sales, 
health insurers profit by screening customers, segmenting the market so as to exclude 
those likely to use health care (“lemon dropping”) while attracting the healthy and 
lucky who use less health care (cherry picking”). While profitable, such activities add 
to the cost of America’s bloated health care administration, raising a question that 
we should ask of all health care insurers: how many patients did your company help 
today? [27]

4.4 Unreliability: exiting less profitable markets

Despite receiving long-term subsidies from the federal government, private health 
insurers leave their market, often with little advance notice, whenever their profits 
fall below expectations of their CEOs and shareholders. As just one example, at least 
1.4 million people in 32 states lost their ACA coverage at the end of 2016, leaving them 
fewer choices than before [28].
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4.5 Segmented risk pools

To be effective nationally, health insurance must be compulsory in order to elimi-
nate segmentation of risk pools, as Dr. Henry Sigerist, then Director of the History of 
Medicine at the Johns Hopkins University, recognized as far back as 1944:

Illness is an unpredictable risk for the individual family, but we know fairly accu-
rately how much illness a large group of people will have, how much medical care 
they will require, and how many days they will have to spend in hospitals. In other 

Figure 4. 
(CAF Figure 4.2, 45)

Figure 3. 
Insurance overhead in 6 countries (CAF Figure 11.2, 151).
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words, we cannot budget the cost of illness for the individual family but we can budget 
it for the nation. The principle must be to spread the risk among as many people as 
possible … The experience of the last 15 years in the United States [since 1931] has, in 
my opinion, demonstrated that voluntary health insurance does not solve the problem 
of the nation. It reaches only certain groups and is always at the mercy of economic 
fluctuations … Hence, if we decide to finance medical services through insurance, the 
insurance system must be compulsory [29].

5. Reform alternatives

The above account of the expensive missteps in U.S. health insurance over these 
many years shows how important universal coverage is to meet the needs of our popula-
tion, as has been shown in many advanced countries around the world. Remarkably, a 
proposal was made for national health insurance by Teddy Roosevelt as a presidential 
candidate on the progressive ticket more than a century ago in 1912. It was rejected then 
and thereafter as the political debate became controlled by corporate stakeholders in the 
present lucrative financing “system.” With health care now accounting for more than 
one-sixth of the nation’s GDP, corporate power and lobbying for its continuance have 
continued to block reform efforts for cost containment, health care equity, and universal 
coverage. It has become increasingly clear that employer-sponsored health insurance has 
itself been a big part of the problem, as Drs. Anne Case and Angus Deaton, Professors 
Emeritus of Economics and Public Affairs at Princeton University recently observed:

The historical accident of employer-based coverage is a huge barrier to reform. So is 
the way that the health care industry is protected in Washington by its lobbyists— five 
for every member of Congress [30].

Health care has become a front-burner issue in recent political campaigns and as 
we head into the 2022 and 2024 election cycles. These four reform alternatives are up 
for debate:

1. Building on the Affordable Care Act (ACA) of 2010;

2. Medicare for Some: increasing the numbers of insured by Medicare by lowering 
the eligibility age to 60, together with a public option for sale alongside private 
plans on the ACA’s exchanges;

3. Privatized Medicare Advantage for All; and

4. Single-payer Medicare for All.

The first three of these alternatives would leave a for-profit, multi-payer financing 
system in place with all of the problems described previously. The fourth alternative 
is the only one that can bring a not-for-profit public financing system with universal 
coverage for all Americans, cost containment, improved access and quality of care. 
There is a bill in the House of Representatives (H. R. 1976) for Medicare for All with 
more than 120 co-sponsors. However, the Congress is sharply divided along partisan 
lines, and this bill may have to wait for the forthcoming elections for the Congress to 
clarify its priorities.
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Although much of organized medicine in the U.S. has opposed national health 
insurance over the years, that stance is beginning to change as so many physicians 
find our present multi-payer financing system such an impediment to daily medical 
practice. Medicare for All already has strong support among the general public, physi-
cians and nurses. Experience and evidence over the years confirms its advantages as 
shown by Table 2 [31]. Had Medicare for All been in place during 2019, it is estimated 
that we would have saved more than $1 trillion. Figure 5 shows how those savings 
would have been taken place [32].

If and when Medicare for All can be enacted, it will bring a new system of national 
health insurance for all Americans with comprehensive benefits based on medical 
need, not ability to pay, together with full choice of hospitals, physicians and other 
health professionals anywhere in the country. Administrative simplification will drop 
its single-payer overhead to about 3%, one-sixth of today’s multi-payer overhead. 

ACA Public option Medicare advantage 
for all

Medicare for all

Access Restricted Restricted Restricted Unrestricted

Choice Restricted Restricted Restricted Unrestricted

Cost containment Never Never Never Yes

Quality of care Unacceptable Unacceptable Unacceptable Improved

Bureaucracy Large, 
wasteful

Large, 
wasteful

Large, wasteful Much reduced

Universal 
coverage

Never Never Never Yes

Accountability No No No Yes

Sustainability No No No Yes

Table 2. 
Comparison of four reform alternatives based on evidence (Table 13.1, 60 years, 160).

Figure 5. 
Medicare for all savings compared to current system, 2019 (Figure 14.2, MIC 269).
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Cost savings will be achieved through large-scale cost controls, including (a) negoti-
ated fee schedules for physicians and other health professionals, who will remain in 
private practice; (b) global annual budgeting of hospitals and other facilities; and 
(c) bulk purchasing of drugs and medical devices. Cost sharing through deductibles 
and copayments will be eliminated at the point of service, and pre-authorization of 
services will no longer be needed. Higher priority will be given to primary care and 
public health, while the risk for costs of illness and accidents will be shared across our 
entire population of 330 million Americans.

6. Conclusion

The corporate transformation of health care in this country from a traditional 
service ethic to a commodity for sale in an unfettered marketplace is indeed unfor-
tunate. Financing reform through a not-for-profit public mechanism—Medicare 
for All—can go a long way to restoring the traditional service ethic of health care 
as a moral enterprise. We shall see what the future will bring. Meanwhile, Winston 
Churchill gives us hope:

Americans will always do the right thing—after they exhaust all the alternatives.

© 2022 The Author(s). Licensee IntechOpen. This chapter is distributed under the terms of 
the Creative Commons Attribution License (http://creativecommons.org/licenses/by/3.0), 
which permits unrestricted use, distribution, and reproduction in any medium, provided 
the original work is properly cited. 
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Chapter 9

Value-Based Contracting  
in Health Care
Ian Duncan

Abstract

A growing topic in healthcare in the United States and other countries is the 
decentralization of risk from the ultimate healthcare payer (insurance companies 
and government in the United States; national health systems in other countries) to 
providers of healthcare services. Healthcare providers have traditionally taken clinical 
risk.1 However, payers are increasingly looking to providers to assume financial risk, 
in addition to the risk of clinical quality and outcomes of their managed popula-
tions. Numerous different types of contracts are being signed between providers and 
payers: pay for quality; pay for performance; shared risk and shared savings arrange-
ments; bundled payments, accountable care and capitation (full or partial risk). 
Any contracting entity must decide what is the right form of contract to enter, what 
contract features to include and what price to offer the payer and what risk the entity 
is assuming in doing so. The assessment of opportunity, design of the contract terms, 
pricing, risk management and outcomes evaluation for these contracts are increas-
ingly complex exercises. This chapter covers these issues, including the actuarial 
mathematics of contract risk assessment and mitigation, taking the reader through 
the 5 components of a Value-based contract.

Keywords: financial risk, model accuracy, opportunity assessment,  
economic modeling

1. Introduction

At its most fundamental, health risk (either clinical or financial) is a combi-
nation of two factors: amount of loss and probability of occurrence. For the 
purpose of this chapter we define a loss as having occurred when an individual’s 
post-occurrence state is less favorable than the pre-occurrence state. Financial 
Risk is a function of Loss Amount and Probability of Occurrence, or in actuarial 
terminology, frequency and severity of loss. In the United States health risk has 
historically been the responsibility of payers (insurers, government programs and 
employers). Healthcare payers have traditionally managed risk by a combination 
of pricing, underwriting, and reinsurance, together with claims management. 

1 Clinical risk represents the responsibility that clinicians assume for the health outcomes of their patients. 
This chapter covers financial risk, or the cost of care for patients.
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With the enactment of the HMO Act of 1973 (42 U.S.C. § 300e), Managed Care 
developed in the 1990s as a series of initiatives designed to better manage the 
health of covered individuals and reduce unnecessary medical claims costs. The 
original approaches included network management (identifying and contract-
ing with preferred providers who offered either lower fees or lower utilization of 
services and steering patients to them, either through benefit design or by requiring 
 referrals) and utilization management (pre-authorization or concurrent review 
of hospital admissions). In a quest for savings these models devolved into restric-
tion of services and denials of care. Because of consumer reaction to the perceived 
restrictions and denials that resulted from these interventions, managed care plans 
began to seek other solutions to contain rapidly increasing costs. Techniques that 
were favored for managing utilization include the implementation of programs that 
encourage members to take responsibility for their own health, or that aimed to 
educate physicians in the most cost-effective, evidence-based treatments (Chronic 
disease management and case management).

The chronic disease management (DM) programs of the early 2000s were 
implemented by payers and aimed to identify high risk or high need patients, 
particularly those that were not compliant with their treatments or who had gaps 
in care. Patient management was usually performed externally, often by tele-
phone, by nurses employed by large disease management organizations. Although 
attempts were made to involve the patient’s providers, providers were not party 
to the payer contract. This model reached its peak with a number of Medicare 
Coordinated Care and Support demonstration programs between 2005 and 2008 
[1, 2]. Because of the growth and importance of chronic disease management 
programs, the Centers for Medicare and Medicaid Services (CMS) of the US Dept. 
of Health and Human Services (HHS) established a major demonstration project, 
the Medicare Coordinated Care Project to evaluate 15 different models of care 
coordination [2, 3]. Although the demonstration program showed some improve-
ment in the quality of care delivered to patients, the lack of demonstrated savings 
led to a decline in the type of vendor-based disease management programs popular 
up to that time, and an interest in programs that involved contracting directly with 
providers to take risk for patient outcomes.

By the end of the first decade of the 21st Century two things began to become 
clear: first, that these programs were not containing medical trend2 and second that 
the solution to rising costs had to include providers. As a result, CMS’s attention 
shifted to alternative payment models incorporating providers directly and focusing 
on a combination of cost, quality and patient satisfaction, an objective expressed 
by Berwick and others [4] as the “Triple Aim” in a heavily cited article. This shift 
was a reaction to the quality of care delivered within the US Healthcare system. A 
2003 study [5] found that adults in the United States receive the generally accepted 
standard of preventive, acute, and chronic care only about 55% of the time. Quality 
of care “varied substantially according to the particular medical condition, ranging 
from 78.7 percent of recommended care to 10.5 percent of recommended care for 
alcohol dependence.” Pay for quality was intended increase the frequency of these 

2 “Healthcare Trend” (Trend) is defined as the proportional increase in the cost of care per member per 
month (PMPM). Trend is a combination of several factors, including medical inflation (increase in the 
cost of the basket of services); increased units of services consumed; increased intensity of services and 
enhanced technology.
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measures by rewarding physicians for their achievement of evidence-based quality 
measures (such as screenings, tests for patient populations or adherence to prescrip-
tions). The theory was that closing gaps in care and identifying health issues earlier 
would lead to reduced utilization of more expensive healthcare services later. The 
achievement of reduced cost of care in exchange for incentive payments made this a 
value-based initiative.

Following the failure of the disease management model to demonstrate financial 
success, Congress has passed a number of laws promoting different value-based 
initiatives, in addition to initiatives introduced by the Center for Innovation at CMS:

• Medicare Improvements for Patients and Providers Act (MIPPA) 2008;

• Affordable Care Act (ACA) 2010;

• Bundled Payments for Care Improvement (BPCI and its successors) 2011;

• Protecting Access to Medicare Act (PAMA) 2014;

• The Medicare Access and CHIP Reauthorization Act (MACRA) 2015;

• Medicare’s direct contracting model: Global and Professional Direct Contracting 
Model (GPDC) 2020.

In addition, CMS has introduced a number of alternative payment models 
(APMs). In these models, providers agree to accept a portion of their reimburse-
ment, often in the form of a share of savings, based on achievement of certain 
goals, including improved quality, reduced utilization and reduced cost. APMs 
include Accountable Care Organizations (ACOs) as well as models aimed at specific 
conditions or provider organizations: Bundled Payments for Care Improvement 
(BPCI), Comprehensive Care for Joint Replacement, Comprehensive Primary Care, 
Comprehensive End-stage Renal Disease model, Kidney Care Choices model, and the 
Oncology Care Model (OCM). CMS’s stated objective is to move the entire health care 
market toward paying providers based on the quality, rather than the quantity of care 
they give patients.3

The Health Care Payment Learning and Action Network (HCP-LAN) is a group of 
public and private health care leaders launched by the U.S. Department of Health and 
Human Services (through CMS) in March 2015. HCP-LAN aligns public and private 
sector stakeholders in shifting away from the current fee-for-service, volume-based 
payment system to one that pays for high-quality care and improved health. HCP-
LAN has published estimates of value-based contract penetration in different payer 
segments. Figure 1 illustrates a study published in 2019 predicting that as much as 
100% of care will be delivered via a value-based contract by 2025.

The HCP-LAN 2020 survey of payers indicated that 40.9% of U.S. health care 
payments, representing approximately 238.8 million Americans and 80.2% of the 
covered population, flowed through HCP-LAN Categories 3&4 models (shared-risk 
and population-based payments).

3 https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/Value-Based- 
Programs/Value-Based-Programs.
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2. Types of value-based contracts

As noted by Werner et al. in a 2021 study [6] “the complexity of the current 
suite of alternative payment models” and the variety and lack of standardization 
of different models make value-based contracting challenging. Figure 2 illustrates 
the development and growth of alternative payment models over time. The follow-
ing discussion of contract types covers a broad (but not necessarily exhaustive) 
spectrum: new variations are frequently introduced. Over time, models have become 
more comprehensive and the risk assumed by providers and healthcare management 
organizations (HCMs) has increased.

Figure 2 illustrates the two dimensions of risk that are accepted by a provider or 
HCM: the x-axis indicates increasing degrees of financial risk, from none (pay for 
performance or pay for quality which represent supplemental payments on top of 
regular provider reimbursement) to capitation (which represents the potential for 
significant gain but also losses). The y-axis illustrates the extent of the services at risk 

Figure 1. 
Estimates of value-based contract growth in different payer segments.

Figure 2. 
Risk and VBC contract types. *BPCI: Bundled Payment for Care Improvement; **OCM: Oncology Care Model; 
***MSSP: Medicare Shared Savings Program.
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incorporated in the contract, which may range from a risk limited to a single episode 
of care only (for example knee surgery) to population risk. Population risk in turn 
may be limited to certain services only (for example for maternity services those 
associated with the pregnancy only) to “total cost of care” in which the provider or 
HCM accepts financial risk for all expenses incurred by the target population.

As we discussed above, the original reimbursement model was fee-for-service: 
each time the patient received a service from a physician, hospital or pharmacist a 
bill was generated and then paid by the patient or the payer (or both). As this system 
began to impose a financial strain on payers, different models evolved, beginning 
with payment for quality. Payment for quality models addressed the “gaps in care” 
issue identified in [5], as well as attempting to limit the provision of excess and 
ultimately redundant services. While these models resulted in improvement in quality 
metrics (such as HEDIS https://www.ncqa.org/hedis/) they did not lead to significant 
reduction in healthcare costs. Closely allied to pay for quality models is pay for perfor-
mance in which physicians are rewarded for patient metrics (such as mammograms 
for women, eye and foot exams for people with diabetes, etc.).

The big breakthrough in terms of financial risk transfer occurred with disease 
management programs in the early 2000s. Insurers that purchased disease manage-
ment programs from vendors needed assurance that the programs would reduce 
medical cost. Lacking convincing randomized studies, vendors and payers con-
tracted around a financial outcome; initially vendors put a portion of their fees at 
risk of a favorable financial outcome. Later models allowed vendors to share in actual 
savings generated (gain-sharing), to the extent that the vendor reduced costs below 
a target. There are different variations of gain-sharing models, with some being one-
sided (only positive savings are shared) while others are two-sided (if costs increase 
relative to the target, the vendor must reimburse some portion of the excess). More 
discussion of these models and methods for measuring financial outcomes may be 
found in Duncan [7].

CMS introduced another value-based arrangement with its Bundled Payment 
initiative in which organizations entered into payment arrangements that included 
financial and performance accountability for episodes of care. These models aimed 
to increase quality and care coordination at a lower cost to CMS. Providers continue 
to bill CMS in the usual way, with a retrospective reconciliation of claims against a 
previously agreed upon target price. Depending on which of four payment models 
the provider enters into, the provider receives a payment that covers hospital only or 
hospital plus physician services. To the extent that the provider is able to manage the 
financial risk, it keeps the financial margin (in some models the provider is respon-
sible for reimbursing CMS if costs exceeded target prices). See [8] for a description of 
the different BPCI models and the results of evaluations.

The Affordable Care Act (2010) [9] introduced Accountable Care Organizations 
(ACOs): provider groups that accept payment risk for their attributed populations in 
return for the opportunity to share savings when costs are reduced below an adjusted 
benchmark. In the original model providers only accepted upside risk (shared savings 
only). In later models providers could achieve a greater share of savings but at the cost 
of having to share also in losses. More detail may be found in [10]. ACO arrangements 
exist among all payers and payer types, including commercial insurers, traditional 
Medicare and Medicaid. CMS’s Oncology Care Model is a similar initiative but limited 
to cancer patients undergoing treatment by oncologists.

All these models involve some sharing of risk between the payer and providers. 
Full risk transfer is achieved with capitated models. With capitation the provider 
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accepts full financial responsibility for all costs of a population (or sub-population, 
for example primary care only).

3. Five steps to value-based contracting

Value-based contracting requires a clinical organization that is different to the 
traditional practice management. Several texts discuss necessary re-organization  
of clinical practice and the necessary infrastructure [11–16] etc. For the purposes of 
this chapter we assume that clinical delivery has been optimized and the provider of 
clinical services is ready to begin the financial modeling required to negotiate contract 
with a payer.

We illustrate the contract modeling and implementation steps in Figure 2.
Successful value-based contracting requires sophisticated analytics, and at 

the heart of the analysis is a robust data warehouse that integrates claims data, 
preferably with clinical data. The importance of claims data is often overlooked by 
providers, with their focus on clinical data, charts and electronic medical records. 
Healthcare claims in the US system are the basis of reimbursement, containing 
valuable information about the nature and diagnosis of a patient’s condition, the 
treatment applied by the physician or health system, the place of service and (in 
the case of drugs) the therapeutic class and dosage of a drug. Complete medical 
and drug claims—claims that include all providers utilized by a population—are 
essential for financial contracting but are seldom present in provider records: they 
must be obtained from a payer. Providers rarely have as complete a view of the 
patient’s care that the payer has (due to its contracts with multiple providers).4 
Once a robust warehouse has been built, it is possible to begin the five steps to  
successful value-based contracting (Figure 3).

4 For more detail about healthcare claims and the information they contain, see Chapter 3 of Ian Duncan: 
Healthcare Risk Adjustment and Predictive Modeling 2nd edition. 2018, New Hartford CT: Actex Publications.

Figure 3. 
Five steps to successful value-based contracting.
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3.1 Step 1: opportunity analysis

For any start-up or mature company wishing to enter a value-based contract, the 
essential first step is to assess the financial opportunity. Payers are subject to multiple 
new opportunities weekly; a provider or HCM must make a compelling economic 
case to gain attention. The compelling economic case begins with opportunity. Said 
differently, does what the provider or HCM intend to contract for address sufficient 
healthcare spending to be interesting to the payer? Opportunity analysis requires a 
detailed analysis of healthcare spending on the condition or procedure that the provider 
or HCM intends to manage. This type of analysis requires detailed healthcare spending 
(claims) data for the business segment in which the provider or HCM operates. Analysis 
should address condition prevalence and utilization of the targeted condition(s) and 
estimate the addressable cost they impose. To gain a payer’s attention the provider/
HCM must address an economic concern, which in turn combines two elements:

• Frequency: the condition or procedure must occur with sufficient frequency to be 
of concern to the payer.

• Severity: the cost imposed by the condition or procedure must be high enough to 
command the payer’s attention.

Some conditions impose one but not the other of these elements: for example, in an 
employer population, an episode of stroke is very high cost but occurs with sufficiently 
low frequency that the average employer may not have experienced a recent stroke in its 
population. Employees that suffer strokes experience lengthy episodes, during which 
another payer (such as Social Security disability, or a retirement plan) may become 
responsible for reimbursement. As a result, the employer may not view strokes as a con-
cern. Cancer, in the other hand, imposes high costs episodically but with cancer diagno-
ses occurring frequently enough for a payer to be concerned with managing cancer costs.

Modeling opportunity, particularly for individual diagnoses, requires access to 
large databases. These may be purchased from data vendors, or providers/HCMs may 
contract with a consultant for this phase of work.

3.2 Step 2: value estimation and economic modeling

Pricing a value-based contract requires an estimate of the value that will be created 
by a program, device or other intervention (in addition to estimates of the cost of 
delivery of the VBC solution). Value estimation requires identification of the patient’s 
current treatment pathway and a projection of an alternative pathway once a VBC 
solution is implemented. The treatment pathway is a transition or multi-state model 
that identifies different branches that a patient can follow together with the probabil-
ity and cost of each different branch. Figure 4 is an example of a simple multi-state 
model of a specific condition for which the patient can choose to receive treatment 
in an urgent care setting or a hospital Emergency Department (ED). Depending on 
the severity of the condition, a patient in the urgent care setting could be sent home 
or referred to ED. A patient seeking care in the ED could be tested and sent home or, 
after referral for further evaluation, either sent home or admitted to hospital.

A detailed claims database will allow the analyst to assess the services, their fre-
quency and the pathway that a typical patient follows. As Figure 4 shows, we associ-
ate transition frequencies with the different states, as well as the cost of treatment 
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at different stages. A disruptive device or intervention in this model would reduce 
the frequency of transition to higher-cost pathways. Figure 4 is a simple pathway; 
pathways can become extremely complex, in which case some simplification will be 
necessary. Complexity arises not because of the variety of settings but because the 
services that the patient receives may be delivered in a different order (for example 
for some cancer patients, oncology may be delivered first, followed by surgery while 
for other patients, surgery may be performed first, followed by oncology). Episodes 
of care that involve physician or auxiliary providers (for example physical therapy) 
may involve a few treatments over time, to as many as one or two per week.

Once the typical patient pathway is defined and its frequencies and costs have been 
developed, the analyst can develop an alternative pathway, assuming the provider/
HCM intervention has been applied. The alternative pathway illustrates the disrup-
tion to the current standard of practice that the provider intervention generates; 
this may be estimated from prior studies or simply by clinicians who understand the 
intervention. The difference between the current and proposed pathways, however, 
is the source of the estimation of the provider’s or HCM’s economic value added. The 
result of this analysis is an economic model which is the basis of the HCM’s pricing. 
The economic model is developed by comparing frequencies and unit costs under the 
current and proposed pathways.

Understanding pathways is a critically important component of the financial 
estimation process. Providers/HCMs often spend time and effort on the financial 
estimation phase and assume that the actual work of caring for patients and driving 
behavior change will take care of itself, if left to clinicians. Clinicians, however, need 
to know where and how they can perform interventions, with what patients and what 
outcome to expect. Operationalizing the model to achieve the projected savings is as 
important as understanding the opportunity. Pathway analysis can provide valuable 
input to this process because it provides a basis for breaking savings assumptions into 
drivers/components. We will return below to considering the implementation of a 
value-based contract.

Figure 4. 
Current patient pathway.
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The Economic Model (Table 1) illustrates the estimation of the value created by 
the sample intervention illustrated in the pathways in Figure 5, which moves patients 
from the Emergency Dept. to Urgent Care, as well as more accurately identifies those 
patients that may safely be sent home after evaluation.

Combining the predicted savings with the cost of delivery of the program allows 
the Provider/HCM to price its intervention in a manner that allows an appropriate 
margin for the HCM while also generating an acceptable ROI for the payer. The eco-
nomic model also allows the HCM to price its contract: in this example the projected 
savings after intervention charges is 7.9% of projected costs. For a 50/50 gainsharing 
contract the HCM could each expect savings of 3.95%. This is a point estimate, how-
ever, subject to considerable volatility. Before entering into a contract the parties will 
want to evaluate the uncertainty around the point estimate, which we discuss next.

Current patient pathway Proposed patient pathway

Setting Patients Charge Cost Patients Charge Cost

Urgent care 30 $170 $5100 70 $170 $11,900

Emergency 70 $750 $52,500 30 $750 $22,500

 Referred from UC 27 $750 $20,250 35 $750 $26,250

ED evaluation 67.9 $1000 $67,900 32.5 $1000 $32,500

Inpatient transfer 6.79 $30,000 $203,700 6.79 $30,000 $203,700

TOTAL COST $349,450 $296,850

Intervention $0 $250 $25,000

Cost/patient $3495 $3269

Savings % 7.9%

Table 1. 
Economic model.

Figure 5. 
Proposed patient pathway.



Health Insurance

152

3.3 Step 3: risk assessment

In Step 2 we created the current and proposed patient pathways, estimated the 
value created by the HCM and the basic pricing parameters. However, this estimate 
is a mean; we do not know the variance around the estimated outcome. Variance 
estimation is important for healthcare models: healthcare claims are highly variable 
for two reasons. First, the distribution of healthcare claims itself is a convolution 
of two highly-variable distributions, frequency and severity. Second, outcomes of 
a healthcare program are subject to performance risk. Step 3 begins with modeling 
the distribution of the predicted outcome. Additionally, there are multiple variables 
involved in the predicted outcome; many of these variables can be controlled in order 
to limit the contract risk. The Risk Assessment step helps the analyst to understand 
the contribution of individual variables to the predicted outcome and to choose values 
in such as way as to mitigate some of the inherent stochastic risk of the contracted 
outcome. Figure 6 shows some of the variables that comprise a value-based contract 
that an analyst should consider when modeling contract risk.

Figure 6 shows that designing a value-based contract is a complex undertaking. 
While we will not discuss all the variables in Figure 6, we will discuss some key 
variables and use them to illustrate the complexity of the modeling that is required as 
part of the Value-based Contract pricing.

• Attribution: it is important to define precisely those patients for which the HCM 
or provider will accept risk, and at what point the patient is triggered into the 
risk group. Attribution can occur on a population basis (for example patients 
with diabetes) or an episode basis (for example knee surgery). Triggers for these 
patients generally occur within claims datasets. Occasionally triggers may also 
be found in electronic medical records (although the lack of integrated medical 
record/claims data makes modeling difficult in this context). Attribution may 
also be triggered by the use of a derived marker, for example a grouper model 
(in the US, Hierarchical Condition Categories (HCCs) or Episode Groupers (for 
example ETGs)). It is also necessary to use triggers to determine which provider 
should have accountability for a given patient.

Figure 6. 
Key parameters for a value-based contract.
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• Acuity: attribution sometimes requires an assessment of patient acuity in cases 
where the entire population is not managed. Assessment of acuity requires an 
objective measure such as a predictive model or a grouper model (for example 
CMS’s HCC Model). A provider/HCM should be wary of clients that want to 
allow physicians or other clinicians referral or patient self-referral into a program 
because of their lack of objective evaluation and comparability to a control or 
comparison population.

• Services: once the patient population is identified it is important to define 
precisely those services for which the provider/HCM will accept risk. In all cases 
the question is whether the provider/HCM accepts risk based on claims for a 
specific condition only, for a subset of services (e.g. PCP capitation), or for “total 
cost of care?” In each case there will be valid claims included in the risk pool 
and exclusions. Exclusions are typically those conditions or services that the 
provider/HCM does not provide or that are managed by a different provider (for 
example in the case of a diabetes population, a claim for a cancer diagnosis may 
be excluded because the HCM will not take risk for a non-diabetes related claim).

• Baseline and projection: Many models (the Medicare MSSP ACO model is 
a good example) rely on comparison of actual outcomes compared with a 
predicted or projected counter-factual (what would have happened, absent 
intervention) for the calculation of cost-reduction as the difference between 
actual and projected costs. A baseline is usually relatively simple to calculate 
by applying all the contract rules (attribution; services; exclusions etc.) to the 
payer’s data. As a general rule no contracting party should enter into a risk-based 
contract without evaluating the population in actual payer data. Estimating what 
would have happened to the patient population in the absence of intervention is 
a challenging task, however. This often requires the projection of a cost “trend” 
or the expected increase of the cost per patient within the treatment population. 
There are many sources of trend estimates; the MSSP program uses the experi-
ence of a non-treated population, adjusted for differences in average risk as its 
basis for this calculation.

• Stop-loss and truncation: Contracts can be adversely affected by high claim 
amounts, which occur randomly and unpredictably. For this reason some form of 
high-cost claim truncation should be considered to limit the contractor’s maxi-
mum exposure. Truncation results in amounts in excess of the truncation point 
defaulting to the payer, which may not be acceptable to a payer. As an alternative 
the provider/HCM could purchase stop-loss insurance making excess amounts 
above the truncation point (called the “attachment point in a stop-loss contract) 
the responsibility of the reinsurer. Stop-loss insurance, particularly for many 
types of value-based contracts tends to be costly because reinsurers lack experi-
ence with many of the very specific types of clinical interventions for which 
reinsurance is sought, which may result in a provider/HCM deciding to accept 
the risk of high-cost claims itself. If the provider/HCM has adequate financial 
resources this may not be a bad strategy, but the provider/HCM should not 
accept the risk without modeling the potential effect of high-cost claims.

• Risk corridors: an alternative form of risk mitigation is the risk corridor. We 
discuss this in more detail, with an example below.
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Risk assessment requires simulation of the distribution of outcomes. The provider/
HCM will contract at a target rate or price assuming its performance will achieve a 
particular outcome level. In Table 1 this was illustrated as $2,969 per patient. The 
question to be addressed in the Risk Assessment phase is: what is the confidence inter-
val around this estimate and how may variation be mitigated by choosing different 
values of the parameters in Figure 6?

Risk mitigation can be illustrated by looking at an example from the Medicare 
Shared-savings program, assuming that the provider/HCM is considering a contract 
with both upside and downside risk. The provider will want to maximize its chance 
of upside gains and minimize the chance of a downside loss (reimburse Medicare). In 
a recent studies [10, 17] the authors illustrate that even in the absence of an interven-
tion there is a non-trivial risk that a provider will have to reimburse the payer simply 
because of the stochastic nature of claims, giving rise to the need for Risk Corridors, 
which are parameters between whose limits no gain or loss is payable.

Figure 7 illustrates this important concept. Note that Figure 7 illustrates stochas-
tic (claims variability) risk only; in addition, the provider/HCM will be at risk of 
performance variability as well. Figure 7 simulates the outcome (calculated savings 
assuming no intervention) of 10,000 samples and shows a relatively wide dispersion 
around the mean. (The mean is zero in this example because we assume no interven-
tion and therefore no savings effect on the population.) With a corridor, the provider 
is protected against downside risk at the cost of having to give up the opportunity of 
a gain on the upside. In the example of Figure 7, between 2 and 5% of simulations 
resulted in losses (reimbursement by the provider/HCM to the payer). The converse is 
also true: in the majority of cases the imposition of the corridor would have prevented 
the provider/HCM from receiving a payment despite the HCM having generated 
savings. If we consider, in addition to the stochastic claims risk, the provider/HCM 
accepts performance risk as well, the need for sophisticated modeling to understand 
and mitigate financial risk becomes acute.

One of the biggest challenges for providers/HCMs entering into value-based 
contracts is population size. This problem has become especially acute in recent years 

Figure 7. 
ACO gain/(loss) distribution: 10,000 simulations.
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as providers focus more on specific conditions and sub-populations that may be 
relatively small or where the condition prevalence results in a small number of target 
patients. Figure 7 is an example of a 3,000 life population where a target condition 
could result in only a few hundred patients being managed. The variance in claims of 
a few hundred patients is significant; the variance may be mitigated with appropri-
ate truncation and risk corridors but in small samples will remain a major risk to the 
provider/HCM. A number-needed-to-treat analysis could provide some guidance to 
the contracting parties regarding their potential variance and risk, but the answer is 
invariably (except in the case of large insurers) that the provider/HCM will need to 
manage a much larger population than available to be comfortable with the outcomes. 
In this case the parties should probably consider an alternative contractual form.

The risk corridor is only one variable that can be modeled; modeling the outcomes 
using the key variables from Figure 6 will give the provider/HCM a better idea of the 
risk that it undertakes and how to mitigate that risk—for example with risk corridors, 
different attribution definitions, and stop-loss insurance.

3.4 Step 4: contract terms and operationalizing the model

Once the modeling is completed the contract terms will be known and it should be 
a straightforward matter to prepare a contract. Once the contract is signed, however, 
it is important that the provider/HMC prepare an implementation and operational 
plan with appropriate targets, preferably on a monthly basis. Contractors often lose 
sight of the fact that they are managing a risk contract, often with a one-year term. If 
the contractor does not adhere to a plan and falls behind, however, it is often impos-
sible to make up patient engagement and cost-reduction numbers later in the contract 
year. For this reason a projection of the ultimate results and likely reconciliation on 
a regular basis is important. For some providers/HCMs (particularly those that are 
publicly traded) an estimate of the final gain/(loss) will also be required because of 
the need to set up a balance sheet reserve for any ultimate payable or receivable, and 
to demonstrate revenue recognition.

Operationalizing the contract also may require sophisticated modeling to identify 
at-risk patients, alert providers to changes in patient status and report on clinical gaps 
and gap closure. Delivery of programs that rely on clinical resources is also costly and 
requires that the contractor maximize efficiency. A workflow system incorporating the 
latest real-time information for providers (if they are managing patients) or patients 
(self-management) is essential for efficiency and for achieving contracted outcomes. 
Monitoring the progress of the contract against the plan and reporting on the key per-
formance indicators identified at Step 2 is essential to achieving successful outcomes.

3.5 Step 5: evaluate outcomes

Some models are relatively simple to administer and reconcile: capitated contracts 
for example may require no reconciliation because the provider is paid a capitated 
amount from which the provider derives its margin. Shared savings and bundled 
payment models, on the other hand, can be complicated to reconcile. One challenge 
with this type of contract is that reconciliation requires complete data, meaning that 
run-out claims5 are included in the calculation. Allowing for run-out often imposes 

5 Claims for which services have been rendered but which have either not yet been submitted or, if submit-
ted, have not yet been paid.
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a delay of 6 months or more post-contract period before complete claims are avail-
able. Reconciliation also requires the application of key contract terms: attribution, 
services, inclusions/exclusions, truncation and corridors etc.

Because value-based contracts are often very different from contract to contract, 
payers may need to administer contracts manually. This makes final reconciliation 
difficult both in terms of actual calculation and payments. Reconciliation payments 
may be delayed as much as 2 years from contract inception. A provider/HCM will 
need to plan for this delay in receipt of revenue, and have sufficient capital to carry 
through to the final reconciliation.

4. Payments

Payments are an important part of the Value-based Contract. They represent the 
result of an intervention, and being part of the operation of the contract, are not a 
component of the five analytical steps discussed above. Their importance to a con-
tractor and a payer, however, make it important to discuss payments.

A successful contract will result in a payment from the payer to the provider/
HCM. Some models such as capitation and bundled payments result in prospec-
tive payments: the provider/HCM receives a fixed amount and there is usually 
no reconciliation or further exchange of funds. For performance-based contracts 
such as shared-savings or pay-for-performance, a reconciliation will be necessary 
to calculate amounts owed or owing. Administration of claims for these contracts 
can be complicated because providers will submit claims in the normal way to the 
payer, who must then turn off payment (because the provider will be reimbursed 
from a pool of funds at reconciliation). It is clearly not satisfactory to the provider/
HCM to wait 18 months for reimbursement. The challenge of administering partial 
payments (or payments after the fact) from a typical claims system, particularly in 
a payer with multiple different contracts, can be challenging to the payer. In many 
cases these contracts are administered manually. Solutions such as the application of 
Stochastic Control processes, in which the ultimate settlement payment is continu-
ally estimated and payments are made on account of the ultimate payments offer 
some promise as a way to satisfy provider/HCM need for near real-time payments. 
That, however, is a topic for a different chapter.

5. Conclusion

Value-based contracts offer providers of healthcare services an opportunity for 
higher rewards than traditional payment models, but with considerable additional 
risk. Risk comes in many forms, from definitions to execution. This chapter has not 
touched on performance risk, which is the province of other professionals, mostly 
clinical. But aside from clinical risk a provider/HCM that accepts value-based risk is 
open to numerous other forms of risk. The good news is that with appropriate plan-
ning and modeling these risks can be managed and mitigated. Doing so will allow the 
provider or healthcare management organization to capitalize on a growing trend in 
healthcare finance.
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Chapter 10

Socio-Economic Considerations of
Universal Health Coverage: Focus
on the Concept of Health Care
Value and Medical Treatment Price
Tomoyuki Takura

Abstract

Healthcare systems generally help improve clinical outcomes by increasing public
financial investment. Reasonable policymaking is crucial for identifying the financial
burden involved, and analytical tools related to the relationship between universal
health coverage (UHC) and socio-economic factors are essential. This study, along
with the context and reports related to health insurance systems, examines the finan-
cial mechanisms that support UHC and the economic factors that dominate the clini-
cal outcomes that benefit from it. The first section examines the socio-economic
factors that affect universal coverage. Examples of methods for quantitatively evalu-
ating the relationships and their analysis results are also summarized. The subsequent
section summarizes the concept of medical value and the methodology for its evalua-
tion, which are indispensable for examining the appropriate development of medical
insurance systems. Research cases related to the significance of lifesaving and drug
discovery are introduced, considering the possibility of allocating public resources. In
the final section, the concept of price formation, which also considers medical value, is
organized from the perspective of economics and medicine, with the optimization of
medical treatment behavior in mind. For example, a report that analyzes the factors of
price levels, focusing on Japanese private practices, is introduced.

Keywords: medical fee, value of medicine, health insurance, cost accounting, cost-
effectiveness, service coverage index, gross domestic product, health expenditure,
poverty, population, utility theory, nephrotic syndrome, childbirth

1. Introduction

Answers regarding the value of a medical system can vary depending on various
considerations and degrees of interest. Even when considering the universal values of
human life and health, their implications are presumed to depend both on the sense of
individual values and a country’s history, culture, national character, and surrounding
socioeconomics [1, 2]. Meanwhile, if we discuss human dignity’s ethical and moral
aspects, the fundamental values of health and life typically exhibit a consensus within
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the minimum necessary basic range. In other words, the value of the medical system
can be considered a mechanism for stable supply (cultivation of a sense of security)
that guarantees basic human rights. Given the socio-economic background, the sig-
nificance of discussing the medical insurance systems of countries from this perspec-
tive has recently been increasing. Under these circumstances, the World Health
Organization (WHO) has promoted universal health coverage (UHC).

UHC refers to universal access to all people for necessary healthcare services—
irrespective of time, place, and their financial condition. UHC, a goal that the
healthcare system must strive to achieve, includes basic health services: promotion,
prevention, treatment, rehabilitation, and palliative care. This goal takes the civic
perspective. Given this background, the understanding and contribution of all mem-
bers of society (citizens) is essential to the realization of UHC. Its promotion requires
a balance between the benefits and burdens at the citizen level. The aforementioned
value trends were involved in discussing this balance. In other words, the choices and
decisions of individuals and groups are influenced by values. However, issues related
to equity and efficiency exist in allocating resources for public goods. The significance
of applying value theory and market principles, although limited, has been discussed
for a long time [3].

Therefore, the political dimension is also important when considering UHC pro-
gress. To promote UHC, some issues regarding evaluating the medical insurance
system must be resolved. The increasing importance of socio-economic measures in
medical insurance systems has attracted considerable attention. In general, the fol-
lowing three issues have been addressed: (1) The perspective through which the
medical insurance system’s outcomes (goals and significance) must be discussed and
evaluated. (2) The measurement and analysis of the impact of socio-economic factors
on health insurance system outcomes. (3) Determining the operation of the medical
insurance system (e.g., benefits and burdens, allocation of resources) based on the
aforementioned issues. Each issue has a broad and complex context; thus, consistent
effort is required.

The development of public medical resources, especially the financial investment
system (national burden and insured burden), is indispensable for the sustainable
operation of the medical system. Therefore, an analysis of the characteristics of each
country’s political systems is required. As rational policy decision-making is impera-
tive for discussing the financial burden, analytical tools such as those presented in this
chapter are necessary. For example, in future studies, a cost-effectiveness analysis
(CEA) could be conducted. Additionally, adopting a longitudinal research design
(panel data analysis) would make it possible to account for the effects of fluctuations
in external factors—such as the real economy—with high accuracy. For example, a
report suggests that it is important to optimize resource allocation from the perspec-
tive of public interest rather than simply increasing the medical expenses per capita to
develop the medical insurance system [4].

Based on the above, harmonizing the public and private sectors is a theme in
healthcare insurance systems. This coincides with harmonizing the benefits and bur-
dens of healthcare policy between individuals and society. This requires a macroeco-
nomic analysis of the relationship between health sector outcomes and socio-
economic factors. Therefore, this approach also involves financial aspect and discusses
the relationship between the real economy and public interest activities. Regarding
healthcare services, there is a lot of discussion about payment formulas and price
levels in the relationship between stakeholders (economic payers, providers, and
service recipients) [5–16]. In other words, there are themes related to the proper
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allocation of social security funds and the improvement of inefficiencies in the public
market. Therefore, a microanalysis is essential in the discussion of healthcare insur-
ance systems. From this perspective, utility theory and welfare economics are applied
to elucidate the mechanisms of price formation and treatment selection behavior.

In particular, these themes are becoming more important in the quasi-public
medical market, such as Japan’s universal health insurance system, medical resources
consisting of social premiums, general taxes (including subsidies), and patient out-of-
pocket expenses. For example, rising drug prices and procedure fees have a structure
that rebounds from social and individual burdens. Therefore, the significance of
comprehensively discussing phenomena and issues that straddle both macro- and
micro-aspects has been emphasized (Figure 1). For example, high expectations for
cost-effectiveness evidence can be applied to macro- and micro-issues to ensure the
sustainability of the system and the appropriateness of resource allocation. From the
above, three closely-related perspectives will be discussed: an examination of UHC
considering socio-economic factors, examination of the significance of citizens’ value
in resource allocation, and examination of price formation considering patients’ eco-
nomic burden.

This chapter explains the concept of the approach required to address the afore-
mentioned issues and introduces examples of related research reports as a guidepost
for discussions in the areas concerned. In the first section, the socio-economic factors
that affect UHC are examined, and examples of quantitatively evaluating these rela-
tionships and their analysis results are provided. Subsequently, the concepts of med-
ical value and methodology, which are indispensable to the ideal development of the
medical insurance system, are summarized. Research cases related to the significance
of lifesaving and drug discovery are introduced, considering the possibility of allocat-
ing public resources. In the final section, the concept of price (fee, charge) formation,
which also considers medical value, is organized based on the characteristics of eco-
nomics and medicine. For example, a report that analyzes the mechanism of price
levels, focusing on Japanese private practice (out-of-pocket), is introduced.

Figure 1.
Three closely related perspectives are examined: An examination of UHC considering socio-economic factors, the
significance of citizens’ value in resource allocation, and price formation considering the economic burden of
patients. Note: UHC, universal health coverage.
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2. Progress in UHC: socio-economic impact

2.1 Concept of UHC and surrounding economic trends

Sustainable Development Goal (SDG) 3 comprises 13 targets related to “health and
welfare for all.” The other 16 goals were either related—or indirectly contributed—to
health. The SDGs aim to “leave no one behind” and are international objectives
applicable to developing and advanced countries. UHC is a concept that includes 1)
protection from financial risks for all, 2) access to quality primary health services, and
3) access to essential medicines and effective, high-quality, and inexpensive vaccines.
Target 3.8 SDG 3, which involves achieving UHC and health improvement worldwide,
is considered the most crucial task of the WHO [17].

The measurement approaches and definitions of the UHC index evolved between
2015 and 2019, and the index is now used in every global monitoring report [18]. UHC
progress between regions and countries can be compared. Additionally, the UHC
service coverage index (SCI) has been calculated as a single number (i.e., score) since
the late 2010s, thereby improving comparability between nations. Although the per-
formance of different countries can now be compared, global monitoring alone is
insufficient to guide policymaking [19]. Therefore, each country should be encour-
aged to develop a country-specific global framework. The relationship between the
environmental factors surrounding medical care and progress toward UHC should be
analyzed to achieve this.

Healthcare systems generally help improve clinical outcomes by increasing public
financial investment [20, 21]. Meanwhile, declining birth rates, aging populations,
and the maturation of medical systems generally tend to reduce the baseline perfor-
mance of medical systems. Some reports mention that unemployment and poverty,
which are distant causes of catastrophic health costs, are factors that reduce service
coverage index levels [22]. Therefore, there is room for countermeasures, including
population policies and economic measures. For example, future economic growth
strategies could include the promotion of healthcare and life sciences industries.
Improvements in health care programs include disease prevention and medical insur-
ance policies.

Problems regarding medical financial systems constitute a significant challenge to
achieving UHC. According to the WHO, a healthcare financial system that eliminates
the financial constraints of access to health services is crucial [23, 24]. Several previ-
ous studies have suggested that UHC is more likely to be achieved when patients’ out-
of-pocket medical costs are low [25]. As rational policy decision-making is imperative
for discussing the financial burden, analytical aspects, such as UHC and socio-
economic factor relationships, are necessary. For example, CEA, a performance anal-
ysis of medical functions, is the most common approach for assessing the health
benefits for each spent or the cost for each additional health unit. CEA is a tool used to
enhance the sustainability of medical systems.

2.2 Relationship between UHC and socio-economic factors

This section introduces an example of the relationship between SCI and major
socio-economic indicators to establish UHC levels and economic factors [25]. This
study used SCI as a proxy for progress toward UHC in 11 Asian countries. A fixed-
effects regression model was employed to analyze panel data from 2015 to 2017, and
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to explain the interrelationship between the SCI and major socio-economic indicators
(health expenditure, unemployment, etc.) Performance analysis (to determine the
ratio of the achieved SCI level to gross domestic product or health expenditure dis-
placement) was also conducted. This analysis examines the balance between the
degree of achievement related to UHC and a country’s economic level.

The gross domestic product (GDP) and SCI had a significant positive correlation
(Spearman’s rank correlation coefficient [Rs] = 0.716, p < 0.01). Health expenditure
and SCI were significantly and positively correlated (Rs = 0.743, p < 0.01). When
both GDP and SCI indicators were transformed using logarithms, the abovementioned
trend did not change significantly (Rs = 0.731, p < 0.01; Figure 2). The results of the
panel data analysis showed that GDP per capita significantly contributed to SCI
(standardized partial regression coefficient, 1.6129; partial regression coefficient,
0.0049; 95% Confidence interval [CI], 0.0025–0.0074; Table 1). The total popula-
tion, governmental health expenditure, unemployment, and poverty rates were sta-
tistically significant, whereas health expenditure was not significant. The
unemployment and poverty rates show a negative trend, and the entire model is
statistically significant (R2 = 0.991, F-test: p < 0.001). The ROC curve for health
expenditure per GDP for SCI showed a cutoff of 3.7% (p < 0.01) for the Youden index
and 4.9% (p < 0.01) for the shortest distance (AUC = 0.8125, 95% CI: 0.6350–0.9899,
p < 0.05; Figure 3).

Figure 2.
Relationship between economic level (GDP) and SCI (logarithmic transformation, 2017). Note: UHC, universal
health coverage; SCI, service coverage index [21].
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UHC index of service
coverage (SCI)

Partial
regression
coefficient

Standardized
partial regression

coefficient

SE p-value 95% CI

Population (total: million
people)

0.0049 0.1921 0.0012 0.0001 0.0025–0.0074

GDP per capita (current USD) 0.0017 1.6129 0.0002 < 0.001 0.0013–0.0021

Health expenditure (% of GDP) 2.3481 0.4116 1.5748 0.136 �0.7386–5.4347

Government health
expenditures (% of general
government expenditures)

1.4511 0.6575 0.2804 < 0.001 0.9015–2.0006

Unemployment rate (%: ratio of
unemployed persons)

�1.4764 �0.2253 0.7105 0.0377 �2.8689–0.0838

Poverty rate (%: poverty gap) �1.6736 �0.2303 0.4674 0.0003 �2.5897–0.7575

Model: R2 = 0.991, F test: p < 0.001

Note: GDP, gross domestic product; UHC, universal health coverage; SCI, service coverage index; SE, standard error; CI,
confidence interval [21].

Table 1.
Panel data analysis of the impact of economic level (GDP, health expenditure, unemployment, and poverty) on SCI.

Figure 3.
ROC curve of health expenditure (per GDP: %) for SCI (criterion: Score 70) [21].
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Figure 4.
Performance status by country (broad cost-effectiveness analysis based on displacement from 2015 to 2017). Note:
SCI, service coverage index. *1: Dominant is positioned in a more cost-effective dimension with increasing outcomes
(SCI) even if the economy (GDP) declines. *2: Performance was a cost-effectiveness analysis (difference in outcome
“SCI” ÷ difference in the economy “GDP”; displacement from 2015 to 2017). Both indices were logarithmically
transformed to consider the elasticity [21].
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Figure 5.
Trends in SCI and performance (economic level: GDP) with respect to the aging rate (percentage of the population
aged 65 years and above). Note: UHC, universal health coverage; SCI, service coverage index. (†) Myanmar has a
different quadrant (dimension) because it is “dominant” [21].
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From the results of the performance analysis after the logarithmic transformation
of each index, South Korea (high-income country: HIC) scored the lowest (GDP: 0.12
SCI score/USD per capita, health expenditure: 0.07 SCI score/USD per capita;
Figure 4), followed by Vietnam (lower-middle-income country: LMIC) and India
(LMIC). Japan’s (HIC) performance was moderate, while Indonesia (UMIC),
Thailand (UMIC), and Cambodia (LMIC) had relatively high performance. The
Philippines (LMIC) had the highest performance (GDP: 1.84 SCI score/USD per
capita, health expenditure: 1.04 SCI score/USD per capita). Myanmar (LMIC) was
marked as the “dominant quadrant.” The more effective but less expensive quadrant
exhibited the best performance in the cost-effectiveness analysis. When the relation-
ship between the proportion of the population aged 65 and above was organized
without logarithmic conversion, the SCI score increased with age (Rs = 0.779, p
< 0.01), and the performance value decreased (Rs = � 0.830, p < 0.01; Figure 5).

Each of the four SCI components had a different level of achievement (Figure 6).
LMICs were most countries with SCI levels of 60 or below (i.e., Bangladesh, India,
Indonesia, and Cambodia), where “infectious diseases” and “service capacity and
access” were more widely dispersed. This was compared to the group of countries
with SCIs of more than 80 (i.e., South Korea, Japan, Thailand, and China), HIC, and
UMIC. Multiple regression analysis used SCI’s annual rate of change as the objective
variable and SCI components as the explanatory variable. The results indicate that
“service capacity and access” significantly contributed to the SCI level (standardized
partial regression coefficient, 0.9209; partial regression coefficient, 0.3581; 95% CI,
0.3142–0.4019). Furthermore, when the GDP per capita and “service capacity and
access” values of each country were relatively arranged, with Japan as the standard, a
positive correlation was observed between the two indicators (i.e., single correlation:
Rs = 0.901, p < 0.01) (Figure A1).

2.3 Health economies necessary for the development of UHC

The present study used SCI as a proxy for the progress of UHC. Currently available
service coverage metrics focused on infectious diseases and reproductive, neonatal,
maternal, and child health [26]. In this study, the indicators for SCI-related data
(Figure A2) were “reproductive, maternal, newborn and child health,” “infectious
diseases,” “noncommunicable diseases,” and “service capacity and access.” In addi-
tion, the country-by-country socio-economic indicators included “total population,”
“population aged 65 and above,” “gross domestic product (GDP) per capita,” “health
expenditure per GDP/per capita,” “government health expenditures,” “unemploy-
ment rate,” and “poverty rate.” All data were converted into a panel from 2015 to
2017; SCI-related and socio-economic data were also compiled [27–29].

According to the analysis results derived by applying these data, UHC progress tends
to increase as the share of the healthcare domain in government spending increases.
Future studies on UHC development measures are important to discuss the appropriate
form of resource allocation (public finance) according to sustainability-based produc-
tivity and efficiency or value evaluation (national consensus). Based on the statistical
analysis results, some cases exist wherein SCI achievement levels differ even among
countries at the same economic level. Furthermore, SCI improvement is small, even in
countries with high economic investment levels. Exploring these factors and consider-
ing improvement measures are assumed to promote UHC progress. This study exam-
ined the influences of the maturity of the medical system as an additional country-
specific factor (rather than the social system, national character, and culture).
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Figure 6.
Distribution composition of SCI components according to SCI level (≥ 60 and ≥ 80). Note: SCI, service coverage
index [21].
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The results showed that when aging and health expenditure exceed a certain level,
UHC performance decreases as a country’s need to raise its goal increases. Addition-
ally, the weight of “service capacity and access” to SCI was considerable. This sec-
ondary index, which embodies the environment of the healthcare system, can be
considered a surrogate index that predicts the maturity of social and medical care. The
considerable impact of these factors on UHC implies that stable development cannot
be expected simply by expanding the expenditure scale due to the mechanisms related
to economic conditions. As a result, policymakers must implement countermeasures
based on indicators that can estimate the economic status of the UHC approach, such
as its cost-effectiveness.

CEA is often applied to medical-economic evaluations, such as high-priced medi-
cines and health programs, but can also be applied to macro issues, such as medical
systems [30]. Cost-effectiveness is an instrument widely used in Western health
systems. The instrument provides the information needed to reach a consensus among
stakeholders in allocating medical resources and setting medical prices. As UHC pro-
gress requires country-specific efforts, as discussed in the introduction, estimating the
coefficients that define each country’s UHC progress and socio-economic status is also
necessary. Hence, a country-specific performance analysis (CEA: country-specific
coefficient calculations) was conducted. In the present study, CEA was performed
using economic level as a cost index and SCI level as an effective index.

This approach suggests that regardless of the maturity of the system or the size of
the economy, the status of UHC activities in each country can be evaluated based on
the displacement of economic and SCI levels achieved.

3. Concept and calculation method of medical value: cost-utility
application

3.1 Background related to medical value

This section summarizes the conditions and mechanisms of the link between value
and price discussion in a medical system.

In a private economy, where the market principle works, goods (and services) are
demanded and supplied in the market based on people’s decision-making (free choice
and action) depending on changes in price levels. If the market works well, supply and
demand will be balanced, and various goods will be properly distributed. The rela-
tionship between benefits and burdens in this market is easy to explain. Meanwhile, in
a public economy, where the government is the main operator, the market principle
works in a limited way. Taxes that enforce the burden are a receiver of supply costs
for the demand of goods.

Therefore, public needs and expenditures (including reallocation) are generally
determined by the government’s judgment. However, price levels in the public econ-
omy are often formed by costs (e.g., size of spending budget), which are both ineffi-
cient and inconsistent with market utility (i.e., consumer satisfaction). Additionally,
the allocation of public resources may deviate from the balance between supply and
demand, and inequity among participants within a group may be promoted. Thus,
issues related to Use-value, Marginal utility, and Pareto optimization become appar-
ent in the public economy [31, 32].

Subsequently, the concept of verifying the economic appropriateness of the mar-
ket function and product price (among others) arises by balancing the number of
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resources consumed and the results obtained (e.g., cost-effectiveness and perfor-
mance) [2]. As an example of its widespread use, considering large-scale public
investments (e.g., the construction of dams and bridges), the desirability of the pro-
ject’s implementation is evaluated based on its cost-effectiveness. Additionally, in the
private economy, where technological innovation is active, and consumers have
numerous choices, the concept of cost-effectiveness is used more actively to incorpo-
rate activities and stimulate product appeal. Consequently, the basic and broad con-
cept of cost-effectiveness has developed in social policy decision-making and resource
management fields. Its know-how has been cultivated in contract society and man-
agement activities and used in social consensus-building and decision-making.

Meanwhile, the provision of medical services is characterized by information
asymmetry and restrictions on opportunity costs (options) against the background of
health and life. Therefore, healthcare markets differ from common markets that
exhibit typical demand and supply; this market has three parties (citizens, insurance,
and providers) and faces asymmetric information that creates several market prob-
lems (i.e., common equilibrium market laws do not apply), including problems in
defining prices. Although this is inherently unfair (bias) in the health sector from the
perspective of citizens’ financial burden, the system is based on medical needs such
that the needs of the patient, regardless of the outcomes, receive the same medical
care. Since such a tendency threatens the system’s sustainability, there have been
attempts to improve it as much as possible by utilizing cost-effectiveness and utility
theory.

By their very nature, public goods are non-competitive; therefore, the role of price
tends to be smaller. Medical care has restrictions on individual choice. However, CEA
(including cost-utility analysis [CUA]) is widely used to evaluate medical technology
in high-income countries, and prices are determined according to this evaluation.
Recently, pricing has become more common with evidence-based or value-based
approaches. In this method, a consumer’s natural internal decision-making regarding
consumption behavior is externally substituted by other stakeholders under certain
conditions (typically advocating the maximization of group benefits) for a certain
group or system based on the law of equal marginal utility and expected utility theory.
These methods will be considered along with the uncertainty of outcomes and limited
rationality of human beings.

The medical systems of many countries have historically operated as part of the
social security system, as they gather high public interest from the necessity for all
people. Further, against the background of stable supply, the pricing of medical
services has often been based on costs. As described in the previous section, numerous
developed countries face structural issues, such as declining birth rates, aging
populations, and rising costs of medical services; thus, verification of price levels has
become an urgent concern [25]. Therefore, the need to build a social consensus on the
economic burden of the value of medical services has been increasing, and the verifi-
cation of price levels while considering cost-effectiveness has further expanded [33].
Against this background, discussions on value evaluation and price levels in the
medical field are being conducted using various approaches to consider cost-
effectiveness.

3.2 Calculation method of medical value

Utility refers to the degree of subjective satisfaction or demand fulfillment that
each consumer obtains when consuming a certain good or service and is considered a
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fundamental concept in economics [34]. When interpreted broadly, human economic
activities and all human behaviors (including the selection of medical services) aim to
maximize the utility to be acquired as the background. Thus, this concept can explain
the background of stakeholder behavior changes (e.g., decisions and choices) in the
field of health care [35]. Furthermore, a method supported by varied theories related
to utility was assumed as an approach to value evaluation.

In summary, “value” is regarded as the meaning of the existence (usefulness or
significance in a narrow sense) of an object regardless of whether it is “tangible or
intangible.” For example, in the public sector, meaning is often organized using
exchange value and use-value. A value is diverse and difficult to quantify in general;
however, it should be explained to the parties concerned (Figure 7) [36] when
discussing it as part of a social system. This perspective is even more important for the
effective utilization (fair distribution) of public properties. Aspects related to life and
health should first be discussed from the perspective of “use-value” in developing
society. Furthermore, medical care is expected to be provided to everyone at a fairly
low cost (public aspect).

Therefore, several countries worldwide have more or less developed the medical
field as a public system, following the lead of the 1978 Alma Ata Declaration. Specif-
ically, Japan’s universal health insurance system is assumed to have experienced this
trend (see Figure 8). However, highly specialized professionals and therapeutic
materials require large investments in developing medical resources, and their supply
is restricted. Therefore, to operate and develop medical care as a social system—

considering the “exchange value” content that accompanies scarcity and building a

Figure 7.
The conception of value assessment in the quasi-public healthcare system: The balance of the valuation of technical
innovations and the guarantee that all patients have access. The public medical marketplace requires a system that
considers both use and exchange values [2].
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system that incorporates certain market principles (economic aspect)—are crucial [2].
This perspective is also important in discussing consistency within the real economy.

Thus, in a quasi-public healthcare market such as Japan, it is desirable to provide
mature and widespread medical care at low-cost while guaranteeing a high economic
level for innovative (or effective) medical care and specialized resources. Moreover, a
system that balances the use and exchange of values is necessary. As previously
mentioned, assessing value in the medical field involves various restrictions. Value
evaluation can be performed in several ways, which are inadequate for consistency
with the real economy or developed as a theory of price setting. The approach to value
evaluation that contributes to the discussion of economic activities and official prices
in the healthcare system is as follows:

Generally, in microeconomics, prices converge based on supply and demand equi-
librium with the background of utility theory, and efficiency is thus maximized.
Incorporating herein the perspective of equity (well-being), public interest value is
discussed based on the balance between patient utility value (preference, willingness
to pay) and medical finance (income reallocation, finance balance) (Figure 9). The
balance between increasing utility and cost per health program unit while weaving
individuals and society is thus considered. As a result, if utility is maximized in a
certain budget range, the higher performance increases the utility in a total of the
entire population, and the stakeholders’ “value” increases. Compared to the concep-
tual discussion of value, it is relatively possible to discuss consistency with a real
economy or a general value; hence, it is considered suitable for examining the medical
price of the public sector.

The value of medical services can be indirectly evaluated in the public sector by
applying the marginal utility theory and scales based on preferences while considering
different conditions and objectives from those in the private sector [37]. Incidentally, in
the medical field, a method for measuring and analyzing patient utility values as a type
of health-related quality of life has been developed. The application of this concept to
CEA is CUA, which is a type of CEA. Based on the above, the medical value is calculated
as “health recovery (patient outcomes such as utility)/resource consumption (direct
medical cost)) medical performance = medical, economic value” [38] (Figure 10).

Figure 8.
Significance and key characteristics of value measurement in the public economy (decision-making and resource
allocation) [36].
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Figure 9.
Concept of value evaluation of health care based on utility theory and cost-effectiveness considering welfare
economics.

Figure 10.
Concept of economic performance: One of the methods used to discuss the economic value of healthcare. “Value” in
social activities is determined by the balance between capital investment and its returns. If a certain amount of
money is paid to use a certain service (function), its value is determined by performance, equal to the amount of
service (function) divided by the cost. For the consumption of one budget item, the greater the result, the higher is
the value. The amount in terms of “restoration of health” is used as an index of “function” in the medical field [2].
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A related concrete methodology is cost-effectiveness analysis, which considers health
programs’ medical and economic position.

This explains the socio-economic significance of the medical services provided by
balancing public costs and earned utility in the medical market. It is believed that the
higher the performance, the greater the utility (clinical outcomes for patients) as part
of the value of the budget range.

3.3 Evaluation cases of medical value

This section introduces reports that discuss the socio-economic significance of the
spread of lifesaving medical devices and the research and development (R&D) of
expensive pharmaceuticals (at the time of 2010).

First, a case of microeconomic valorization of end-stage renal failure is discussed
[39]. With the progression of renal impairment in patients with chronic kidney dis-
ease, the dysregulation of electrolyte and water metabolism and retention of uremic
toxins can significantly impact health status and even threaten life [40]. Treatment
with hemodialysis (HD) should target maintaining the amount and composition of
body fluids within the normal range. The study subjects were aged >20 years and had
received HD for at least 6 months. HD patients were prospectively observed for
36 months, and patient utility was assessed based on the EQ-5D, from which quality-
adjusted life years (QALYs) were estimated. Medical costs were calculated based on
the medical service fees. Cost-effectiveness, defined as the incremental cost-utility

Figure 11.
Utility values (EQ-5D score) during the first 4 weeks of observation and the 36th week. Four-week interval after
the classification of primary diseases for end-stage kidney disease (glomerulonephritis, diabetes mellitus, and the
whole) [39]. *p < 0.05, **p < 0.01.
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ratio (ICUR), was analyzed socially. A total of 29 patients (mean age; 59.9� 13.1 years)
undergoing 437 dialysis sessions were analyzed.

Utility-based EQ-5D score was 0.75 � 0.21, and the estimated total medical cost for
1 year of maintenance HD (MHD) treatment was 45,200 � 8800 USD. On average,
the ICUR was 68,800 � 44,700 USD/QALY (Figure 11). When comparing the ICUR
based on the causes of kidney failure, the value for diabetic nephropathy was higher
than that for glomerulonephritis (81,700 � 62,800 vs. 68,200 � 40,700). The ICUR
after 36 months of observation increased mainly in patients below 65 years of age (all
P < 0.05; <65, P < 0.01; ≥ 65, not significant) (Figure 12). MHD could improve the
socio-economic status of older-adult patients with end-stage kidney disease; however,
the ICUR for diabetic nephropathy was higher than that for glomerulonephritis
(Table 2). However, the ICUR does not deteriorate in older-adult patients. Therefore,
measures to prevent malnutrition and establish the optimum time per session and
frequency of dialysis (i.e., optimal dialysis volume) are necessary to further improve
MHD’s cost-effectiveness.

The present findings may contribute to the reexamination of the socio-economic
value of MHD therapy, which is a lifesaving medical treatment.

Subsequently, a case of socio-economic valuation of a (then) new drug for the
refractory nephrotic syndrome was discussed [41]. Nephrotic syndrome is the generic
name for the pathological conditions associated with proteinuria (≥3.5g/day),
hypoproteinemia, and generalized edema. The disorder is further classified as a

Figure 12.
Change in cost-effectiveness (ICUR) between the first 4 weeks of observation and the 36th four-week interval.
*p < 0.05, **p < 0.01 [39].
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primary nephrotic syndrome (caused by primary glomerular disease) or secondary
nephrotic syndrome (caused by systemic disorders). The syndrome rapidly improves
with steroid (e.g., prednisolone) and immunosuppressant (e.g., cyclosporine) treat-
ment. Refractory cases (frequent relapse type, steroid dependence, or steroid resis-
tance) may also occur, requiring steroid therapy for prolonged periods, for which side
effects become a major issue. Therefore, there is a need for novel medical strategies to

Parameter All Subjects Glomerulonephritis Diabetic
nephropathy

Others

Utility(QALYs)

Mean � SD 0.75 � 0.21 0.73 � 0.17 0.68 � 0.23 0.83 � 0.22

Median 0.73 0.71 0.60 1.00

p-value * ** **

Cost (USD/year)

Mean � SD 45,200 � 8800 45,300 � 8800 51,100 � 10,700 41,100 � 4100

Median 43,300 44,100 43,500 41,900

p-value ** ** **

Cost-effectiveness (USD/QALY)

Mean � SD 68,800 � 44,700 68,200 � 40,700 81,700 � 52,800 54,600 � 27,400

Median 58,700 60,900 81,100 44,400

p-value ** ** **

Dialysis time (hour per intervention)

Mean � SD 4.35 � 0.50 4.19 � 0.39 4.08 � 0.43

95%CI(two-sample
population mean)

0.16(0.01.0.28) 0.11(-0.01.0.23)
0.27(0.16, 0.37)

Biochemistry

Cr(mg/dL)

Mean � SD 9.93 � 2.11 9.47 � 2.39 10.97 � 3.24

95%CI(two-sample
population mean)

0.45(-0.78, 1.70) 1.50(-0.09, 3.09)
1.04(-0.29, 2.38)

BUN(mg/dL)

Mean � SD 67.09 � 15.62 69.43 � 16.92 72.43 � 12.38

95%CI(two-sample
population mean)

2.34(-4.87, 9.56) 2.99(-4.20, 10.20)
5.34(0.02, 10.65)

Age(years)

Mean � SD 63.59 � 12.30 63.78 � 4.27 51.78 � 14.08

95%CI(two-sample
population mean)

0.18(-1.88, 2.26) 12.00(9.19, 14.81)
11.81(8.63, 14.99)

*p<0.05. **p<0.01. The data source for this analysis was the mean value over 4 weeks in 2011. BUN. blood urea
nitrogen: CI. Confidence interval: Cr. creatinine: SD. Standard deviation: QALYs. Quality-adjusted life years. These
values were analyzed by distinguishing between the primary disease of end-stage kidney disease (ESKD),
glomerulonephritis, diabetic nephropathy, and others during the first 4 weeks of observation [39].

Table 2.
Cost-effectiveness by utility and cost in patients on maintenance hemodialysis (MHD).
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suppress relapse while reducing reliance on steroids. The regimen has not been clini-
cally verified regarding the use of rituximab in patients with steroid-dependent
nephrotic syndrome and frequently relapsing nephrotic syndrome. Still, there is a lack
of evidence in health economics [42].

Therefore, we conducted a prospective clinical study of 30 patients before (with
steroids and immunosuppressants) and after introducing rituximab therapy
(Figure A3). Relapse rates and total medical expenses were selected as the primary
endpoints for treatment effectiveness and treatment costs, respectively. As a second-
ary endpoint, cost-effectiveness was compared before and after rituximab adminis-
tration in relation to previous pharmacotherapy. The observation period was
24 months before and after rituximab initiation. The authors demonstrated a statisti-
cally significant improvement in the relapse rate, from a mean of 4.30 events before
administration to a mean of 0.27 events after administration. Furthermore, a signifi-
cantly better prognosis emerged in the cumulative avoidance of relapse rate by
Kaplan–Meier analysis (p < 0.01) (Figure 13). Finally, the total medical costs

Figure 13.
Kaplan–Meier curves of the cumulative avoidance rate of the first relapse [41].
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decreased from 2923USD to 1280USD per month, and pre-post cost-effectiveness was
confirmed to be dominant (Figure 14). Thus, treatment with rituximab may be
superior to previous pharmacological treatments from a health economics perspective
(Table 3). Although this study did not directly observe patient utility, the excellent
results in recurrence rates suggest an improvement in HRQOL.

As this study indicates the superior cost-effectiveness of rituximab against refrac-
tory nephrotic syndrome, health economics is expected to be actively applied to the
valuation of technical innovations such as drug discovery.

4. Concept of price formation in the healthcare field

4.1 How to discuss price levels in the medical field

The discussion of value covers the whole range of activities related to the health and
welfare field, such as examinations and diagnoses provided by medical facilities, sur-
gery, and hospitalization, as well as medication, therapeutic materials, and care pro-
vided by caregivers. Prices (i.e., official prices in Japan) are attached to several services.

Figure 14.
Mutual relationship between urinary protein levels and total medical cost (before and after rituximab therapy) [41].
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Professionals who typically work in clinical or long-term care sites may not be very
aware of these prices. However, the financial resources for the operation of medical and
long-term care facilities are based on the price of services provided to patients/family
members and long-term care recipients, who are the so-called beneficiaries. Themedical
institution charges to insurer for various services provided to the assured patient, which
become the source of salary payments and reinvestment for the parties concerned.
Therefore, if the price, value to be generated, and amount of resources consumed are
not well balanced, the motivation for the employment of professionals and profitability
assumedly decreases, thus making sustainable facility management difficult.

A. Exclusion of rituximab coats

Items Pre-
administration

Post-
administration

Difference
(after-before)

Medical cost difference (points/
24 months)

725,403 317,707 -407,696

(USD/24 months) (70,155) (30,726) (-39,429)

Relapse difference (times/24 months) 4.30 0.27 -4.03

Pre-post CEA (points/24 months/times) 101,082

(USD/24 months/times) (9776)

Reference: pre-post CEA with a case in
which the analysis was restricted to 17
months (points/17 months/times)

50,982

(USD/17 months/times) (4931)

B. Addition of costs for rituximab

Items Pre-
administration

Post-
administration

Difference
(after-before)

Medical cost difference (points/
24 months)

725,403 401,539 -323,864

(USD/24 months) (70,155) (38,833) (-31,321)

Number of relapses (times/24 months) 4.30 0.27 -4.03

Pre-post CEA (points/24 months/times) 80,297

(USD/24 months/times) (7766)

Reference: pre-post CEA with a case in
which the analysis was restricted to 17
months (points/17 months /times)

29,445

(USD/17 months/times) (2848)

The analysis has been corrected for the number of months. Pre-post CEA was calculated as [medical cost (post-pre)/
medical effectiveness (post-pre)] (suppression amount for medical costs accumulated over 24 months per one-time
reduction[avoid] in relapses). Expressed as points per 24 months per time. Analyzing the cost-effectiveness (the ratio of
total medical costs and a number of relapses, after correction for the number of months) before and after rituximab
therapy revealed that cost-effectiveness improved in medical, economic terms. This was 317,707 points (30,726USD) per
24 months (0.27 times) after rituximab therapy compared with 725,403 points (70,155USD) per 24 months (4.30
times) before therapy [41].

Table 3.
Medical economics analysis (pre-post-CEA) accounting for the medical costs of rituximab.
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Consequently, the supply of medical and long-term care will decline, which is a
significant problem for residents, including patients and their families [43–45].
Therefore, the price levels at which service recipients and providers are mutually
satisfied (or convinced) should be discussed. However, determining the characteris-
tics and effects of the target market is necessary to discuss the appropriateness of the
price, considering the theory related to human choice and behavior (outlined in the
previous section). In particular, as the field of health and welfare has service charac-
teristics that are different from those in other fields, it is necessary to consider and
interpret the mechanism of the market. Against this background, this section explains
the basic price and its calculation methods.

The behavior and motivation of market economic agents and the pricing
mechanism for goods and services, including resource allocation and income
distribution, should be considered for price optimization. Overall, the general
economic approach is limited because of various uncertainties related to highly
specialized technologies in medical science. Thus, examining price settings in the
medical field is generally difficult because of the complex involvement of various
factors. A price-setting approach in medical treatment can be divided into two
major categories: “market-based” and “input-based” [46]. The “market-based”
approach determines the price level by considering the actual market price of
medical treatment, while the “input-based” approach is based on the consumption
of goods and services. Generally, prices are presumed to have been formed in the
public medical market using these approaches in countries with a mature medical
system.

Approaches to explain the public price of individual medical technologies (services)
have also been discussed. For example, from the standpoint of a medical provider
(supply approach), “technical difficulty” and “medical cost” are often selected from the
viewpoint of quality evaluation and business management. Furthermore, for the payer
(or beneficiary), the methods of “patient outcome,” “economic performance,” and
“willingness to pay” are often selected from the perspective of market and value evalu-
ation (Figure 15) [48–50]. Additionally, cases exist in which certain preconditions are
set to use these indicators. For example, in Japan’s universal health insurance system,
most prices charged to public insurers by medical institutions are centered on direct

Figure 15.
Theory of the price-setting approach (in general and within the range of this examination) [47].
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medical costs, based on the consumption of medical resources—considering their clin-
ical usefulness and hospital operability. Technical fees (e.g., surgery fees), influenced by
doctors’ specialties, are considered technical difficulties. Furthermore, overseas (devel-
oped countries) market prices are referred to when determining the public prices for
pharmaceutical resources and medical devices.

As the socio-economic environment surrounding the medical system becomes
more severe, even public prices that follow the theory of the public economy are
expected to play a role in improving the system’s performance and increasing its
sustainability. In other words, verifying the structure of price formation and the
appropriateness of its level has become a major concern for medical stakeholders.
Based on this, an analysis of factors that affect prices is also expected. However, when
developing official price research in the medical field, the following must be noted:
There are not enough research reports to study the analytical model required for
factor analysis. This condition is especially true in Japan. In addition, the formation of
official prices involves various subsidy programs (politics), and thus, the analytical
approach becomes too complicated. Therefore, in this chapter, as an initial study on
medical prices, we introduce a survey on price differences between Japan and over-
seas and price factors in the private market.

This study examines the mechanism of market price reference and the influence of
the real economy (citizens’ economic burden) on the public price, contributing to the
arrangement of public price discussions in the future.

4.2 Research example of medical pricing for foreigners visiting Japan

This section presents a method for setting the price level based on the analysis of
medical expenses of Japanese medical institutions for foreign visitors (FVs). Further-
more, international comparisons of price levels for Japanese tourists (patients) in
foreign countries have been conducted previously [47]. This section elucidates the
“market-based” and “input-based” approaches discussed in 4.1, and discusses the
“foreign price reference system,” which is part of the setting of public prices in Japan.
In recent years, the supply of medical services centered on pharmaceutical products
has been based on global R&D, manufacturing, and sales systems. In addition, some
patient groups also exhibit cross-border consultation behaviors. In other words, it is
inferred that discussions with a view to the globalization of medical care are indis-
pensable for the progress of UHC, even if they are indirect.

The costs were analyzed based on socio-economic ranges in this calculation, con-
sidering clinical characteristics and economic activities. The costs related to general
medical care and public investment in hospital management and healthcare infra-
structure through the insurance system and various taxation systems that support
Japan’s medical system are also considered. For example, social insurance burdens
(e.g., insurance contributions and subsidies, such as operational grants to medical
institutions) and additional expenses for FVs (e.g., interpretation, coordinator,
equipment, and risk management costs) were used as calculation items.

Three medical institutions with more than 400 beds were chosen as target facili-
ties, and their locations (urban or rural) were considered. Additional factors (such as
the occupancy and profit rate of each facility) were considered in the calculation. Data
collection involved medical practice and medical institution management surveys.
The medical practice survey used time study (i.e., occupation time of medical staff
and institutional equipment) and medical records (i.e., electronic and management
ledgers): Some were self-reported alternatives based on their professional experience.
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The medical institution management survey collected financial statements (profit and
loss balance sheets), number of patients and medical treatments, number of staff and
equipment, unit purchase price, and the area of each department.

The medical expenses for FVs were broadly divided into “additional expenses of
foreign medical treatment” and “increased expenses of regular medical treatment.”
The following definitions for additional and increased expenses were applied: addi-
tional expenses for new and additional services (e.g., interpretation and transporta-
tion) for non-locally insured patients. The increased expenses for medical services
were similarly offered to the locally-insured patients. However, for non-locally-
insured patients, the unit price and quantity increased (e.g., consultation hours and
staff). Profit was included in this calculation as a necessary resource for reinvestment
by medical institutions to realize sustainable management while appropriately
responding to the medical needs of FVs. However, when determining profit margins,
the historical average of each institution was adopted to avoid the distortion of price
levels and the expensive economic burden on FVs owing to excessive profits. The
profits gained from FVs were essentially the same as those from Japanese patients.

Compared with the medical expenses (point system) of Japanese patients, those
for FVs were 1.31 times (1 point 0.12 dollars) higher for pharyngitis, 1.56 times (1
point 0.14 dollars) higher for urticaria with allergies, 2.21 times (1 point 0.20 dollars)
higher for hemorrhagic cystitis, 3.66 times (1 point 0.34 dollars) higher for in patients
with severe pneumonia, 1.22 times (1 point 0.11 dollars) higher for general appendi-
citis, and 2.92 times (1 point 0.27 dollars) higher for endoscopic cholangitis treatment
(Figure 16). Moreover, the operating expense for trochanteric fractures of the femur
was 3.59 times (1 point 0.33 dollars) higher. Figure 17 shows the amount billed when
providing medical treatment to Japanese overseas travelers (overseas FVs) in each
country. The survey indicated that although the total number of patients was 18 (one
in each country, except for the USA, Australia, Italy, and China), the actual medical
payment was approximately USD 20.32–158.75/bill (medical expenditures for medical
examination and drug cost) in 12 countries. The highest price was in the USA, at USD
158.75/bill (medical fees may be partially unknown), followed by Austria with USD
79.38 (purchasing power parity 86.28)/bill and Belgium with USD 73.93 (purchasing
power parity 73.93)/bill. In summary, including additional research, the medical
expenses for FV patients were 1.22–3.66 times higher than those for Japanese patients,

Figure 16.
Calculation of price levels for foreign visitors (seven diseases) [47].
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1.31–2.21 times higher for outpatients (pharyngitis, urticaria, and cystitis), and 1.22–
3.66 times higher for inpatients (e.g., with severe pneumonia, appendicitis,
cholangitis, and femoral fractures).

4.3 Examples of studies related to factors that form the parturition price

The concept of factors that form the parturition price operated by the private
medical care system (out-of-pocket) and the actual situation of the difference in price
level due to regional characteristics [51] is introduced. This approach spans both
“market-based” and “input-based” approaches, as discussed in Section 4.1. For the
sustainable operation of the medical system, it is important to consider the stability of
hospital management and the financial burden on citizens. In other words, it is
presumed that discussions that consider the relationship between economic factors
and medical treatment behavior are indispensable for the progress of UHC. This study
has the advantage of developing purely causal inferences on that subject, considering
the bias of other social support (subsidies). It is useful to indirectly re-recognize how
the ratio of out-of-pocket expenses to the official price of public medical insurance
affects the choice of consultation.

In Japan, parturition (normal childbirth), which differs from injury and illness, is
not covered by the medical insurance system. This service is self-financed medical
care. However, as financial support for childbirth expenditures, the Health Insurance
Act provides a lump-sum childbirth and childcare allowance of JPY 420,000 per child
(2021). As this system aims to reduce the financial burden of childbirth, it is also
important from the perspective of measures against declining birth rates. However,
the average price of childbirth is rising, and the actual cost of childbirth often
exceeds JPY 420,000. Therefore, while an increase in the amount of lump-sum
childbirth and childcare payments has been requested, the out-of-pocket price
structure of childbirth is unclear; that is, actual costs have not been understood.
Therefore, the government considers the appropriate amount of lump-sum childbirth
and childcare payments to realistically grasp the situation of childbirth expenditures
with services and prices.

Figure 17.
International comparison of medical expenses (pharyngitis and outpatients) [47].
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Against the background of these trends, Japan’s regional levels of parturition prices
and the factors that helped inform them were analyzed. First, a hypothesis that
market principles would have a greater effect on the level formation was proposed;
then, the factors that affect childbirth expenditures were structured. Consequently,
price formation was considered to involve delivery costs, outcomes, supply/demand,
solvency, and official (public) prices. From the provider’s perspective, “guarantee of
provision cost (from a stable management viewpoint),” “overall market level and
internal harmony (operation of facility),” “guarantee of quality (characteristics of the
medical field),” and “competitiveness of regions (balance between supply and
demand)” were selected. From the perspective of pregnant women, the elements of
“interest in security (from the outcome perspective),” “interest in added value (from
the amenity perspective),” “interest in the brand (from the perspective of other added
values),” “restrictions on solvency (from an economic perspective),” and “access
conditions (from the various types of burden)” were selected. Generally, childbirth
expenditure is affected by various factors, including different factors related to facil-
ity type (e.g., general hospital, clinic, and maternity home), delivery method (e.g.,
natural childbirth, cesarean section, and painless delivery), timing (weekdays/day-
time, night/holidays, year-end/new year), region (prefectures, cities/regions), and
others (e.g., optional services such as attending a birth with family).

Consequently, the average parturition price by region in Japan was investigated.
First, when the actual situation of childbirth expenditure by prefecture was analyzed
using national birth-related statistical data (around 2016) [52, 53], the national aver-
age was 505,759 � 41,906 JPY/case. A difference of approximately 1.5 times was
confirmed between the highest (Tokyo City: No.1 in Figure 18) and lowest (Tottori
Prefecture: No.48 in Figure 18) areas. Subsequently, multivariate analysis (multiple
regression analysis) was performed to analyze the factors that differed depending on
regional characteristics. Based on the factor structure described above, the objective
variable was the parturition price. The explanatory variables were citizen income
(solvency), “public medical expense (hospitalization unit price),” “pregnant woman’s

Figure 18.
Distribution of parturition prices by region (prefecture). Note: The data source was “mean and median of
childbirth costs by prefecture” (All-Japan Federation of National Health Insurance Organizations, announced in
2017).
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age (risk factor),” “birth population (childbirth demand),” and “obstetric facility
(supply capacity),” and “specialized equipment (maternal-fetal intensive care unit).
The statistical software SPSS (IBM) was used for analysis, and the significance level
was set at 5%. The results indicate that prefectural income, age at parturition, number
of births, and density of equipment (facilities) affect parturition prices (Table 4). In
particular, the citizen income (standard partial regression coefficient: 0.561,
p < 0.001) tended to be highly related to parturition prices. The standard partial
regression coefficient of birth population was negative (�0.628, p = 0.014), but the
simple regression coefficient was positive (0.721, p < 0.01).

5. Conclusion

This chapter discussed the macroscopic mechanisms of the relationship between
UHC progress and socio-economic factors to promote the sustainable development of
health insurance systems. Against that background, the clinical economic consider-
ations were presented to discuss the relationship between value and price from a
micro perspective (e.g., health technology assessment).

Examining the effects of socio-economic factors of GDP and governmental
health expenditures on the development of UHC showed a statistically significant
positive correlation between these factors and UHC service coverage index.
Furthermore, it was understood that the declining birth rate, aging population, and
maturing healthcare system impacted the progress of UHC. Unemployment and
poverty, distant causes of catastrophic healthcare costs, reduced the service coverage
index level because of the mechanisms related to vital statistics and economic
conditions. Thus, policymakers must implement countermeasures based on indicators
that can estimate the economic status of the UHC approach, such as its cost-
effectiveness. The sufficiency of public healthcare resources was considered

Childbirth expenditures (normal childbirth,
yen / case, FY2016)

Standardized partial
regression coefficient

F-value p-value VIF

Annual income per citizen of the prefecture
(yen / year)

0.561 17.588 0.000** 2.68

1-day hospitalization unit public price for all beds
(overall: yen / day)

0.281 4.106 0.054 2.88

Pregnant woman age (years) 0.331 4.384 0.047* 3.74

Total number of births (cases) �0.628 7.011 0.014* 8.42

Average number of births per hospital facility
(number of deliveries: cases)

0.312 3.272 0.083 4.46

Maternal and fetal intensive care unit per birth
population (MFICU: number of beds)

�0.257 5.162 0.032* 1.91

Decentralized analysis of the model: p < 0.001

*: p < 0.05, **: p < 0.01

Note: MFICU, maternal-fetal intensive care unit.

Table 4.
Socio-economic factors are affecting parturition price levels (multiple regression analysis).
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important in addressing this issue. Furthermore, it was inferred that sharing
healthcare values among stakeholders would be meaningful for this purpose.

Assuming that it contributes to the discussion of the real economy and official
prices related to the medical field, the medical value should be evaluated by applying
the marginal utility theory and cost-utility analysis. Despite some limitations, the
benefits and burdens based on the value of medical care should be discussed when
designing a system related to the operation of medical insurance. In this chapter,
valuation research cases related to the significance of lifesaving and drug discovery
were introduced, considering the possibility of allocating public resources. Further-
more, present chapter presented the price formation mechanism in the clinical field
based on medical value. The price level was organized with reference to the case
(childbirth) of private medical care in Japan. Factors such as the age at parturition,
income level, and facility utilization rate have a price impact.

Promoting harmonization with socio-economic trends and improving explanatory
power for those who bear the economic burden are key points for the future develop-
ment of medical insurance systems. Long-term research using a broader range of
socio-economic indicators is needed for a more accurate interpretation and deeper
analysis of the obtained findings.
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A. Appendix

Figure A1.
Trends in the country-specific economic level (GDP) and SCI components (service capacity and access). Note:
UHC, universal health coverage; SCI, service coverage index [21].

Figure A2.
The UHC service coverage index (SCI): Summary of tracer indicators and computation [4].
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Figure A3.
Overview of the regimen used (images). In this study, rituximab was administered four times every 6 months. For
the first 6 months after the first dose of rituximab, the dosage of prednisolone and cyclosporine was reduced each
month and stopped [41].
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