LITERATURE REVIEW

The literature review aims to explain the
concepts of health  insurance, financing, demand and
premium of health insurance in order to make clear,
understand and use them to answer the questions  “What
Is HI good for?"™ "Why do people choose HI?" "Is HI
important?"  for analyzing and building the thesis.
Experiences from other countries, previous studies and
comments on health insurance and VHI program in Vietnam
and Ha|phong will be mentioned in ordér to show the
advantage points, and solutions that are relevant to
apply mto Vietnam,

4.1 Concepts of Health Insurance

Health insurance is a system in which prospective
consumers of care make payment’ to a third party in the
form of an insurance scheme, which in the event of future
iliness will pay the provider of care for some or all of
the expenses incurred. In other waords, health insurance
1S a means of providing members of a defined community
with some protection against the cost of health services:.
Hsiao %19 2) .described health insurance as a means to
pool the ‘risks. ~When risks are pooled across a
population, unpredmtable losses can Dbe transformed to
oredictable losses: and with cross-subsidization of
resources from the heaIthY to the sick, from the rich to
the poor, from small family to large family Wlth a number
of dependents achieved, individual security is improved.

The conceRt of health insurance benefits
describes it as health services provided to insured
persons which are dehvered paid or reimbursed in full
or in part by the third partyrpayment that is payment
for health care servmes mcur ed” by a defined group of
protected persons, made Pl ?overnment and ~ health
Insurance companies, on behalf of them (Ron, Abel-Smith
and Tamburi 1990).
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"Health insurance is a way of realizing social
justice, because it is based on solidarity and
cooperation between the well and the ill,” the
rich and the poor, and employers and employees"”
(Abel-Smith 1986).

_ The basic issues o0f health insurance are: Who
will be covered? What will be covered? How will the plan
be financed? How much will patients pay? (Sharp, Register
and Leftwich 1994) . The goals 0f " health insurance
organized by government can be summarized as follows

1) To ensSure everyone access to adequate health care
“equal” opportunity of access to basic health care for
people . a e(ﬁual risk". In terms of equity, the broader
objective of full equality is wusually phrased in the
health care context as "equal treatment for equal need".
Expending population coverage is one of the equnﬁ goals.
The larger 'a scheme' _population coverage, the" more
equitable a scheme is. The possmle_qrowth_of coveraﬁe
means that a scheme has the potential to  increase the
number of beneficiaries if financing supply is available.

(2) To.eliminate the financial™ burden” connected with
the acquisition of health services. _

3) To control and limit rising health care costs, in
order " to avoid the moral hazard both in terms of
"consumer moral hazard” and "provider moral hazard", and
in order to achieve efficiency by doing the best way to
provide health care services (yDonaIdson and Gerard 1993).

. Puntularp's. (1995) explained that in, developing
countries, health insurance will have a major role in
mobilizing funds from private sources for health care
services,” other options may not be suitable for low-
income groups which HI is “intended to cover (informal
workers,” agriculture workers), for example taxation, user
charge, because they have such low incomes. Besides that,
HI can have the disadvantage; adverse selection 1If more
people with higher risk of illness ]|0In the scheme and
people with lower risk are not likely to join it; and
moral hazard Sinceg treatment costs are paid. by the
insurers while patients become less price-conscious. The
viability of introducing this system or how successful it
Is, depends on the “level of economic development,
including income of the population, the socio-cultural
conditions and the co-operation ~among MOPH and the
health-related organizations;  finally,  how health
management can operate in such a way ‘that it leads to
efficiency and equity. Because they lack that foundation,
although ‘more than half of developing countries have been
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introduced health insurance into their countries, it
covers only a small number (5-30%) of the population,

4.2 Utilization, Demand and Premium for Health
Insurance

. Phelps_ (1993) mentions that people seem to
dislike risk. The pervasive purchase of insurance of many
types offers concrete evidence of this dislike. People
willingly (and often) pay insurance companies more than
the averafge loss they confront, in order to eliminate the
chance of really risky (large) losses. We can describe
people who behave this” way as risk averse. Risk aversion
arises from a simple additional assumption, that the
marginal utility of income, while positive, gets smaller
and 'smaller as’ a person's income gets larger. In other
words, if we were to plot a person™ utility against his
91r1Aher total income, ‘the diagram would look like Figure

Figure 4.1A: Marginal utility at Two Income Levels
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In the above figure, the person's utility would
always increase as income increased, but the graph of
utility versus income would always flatten out more and
more . This is called diminishing marginal utility, and
this idea is central to the queStion of why people buy
insurance.

The Risk-Averse Decision Maker

_ _ Supfose a person with the utility function shown
in Figure 4. 1B starts out with an income 12 but knows
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that some externally generated risk may reduce this
yearly income to II" [T this risky event occurs with

Pr_obability p, _then the statistical exyected income of
his person is E(I) = Pl + [(1-P)12] = I*.

Figure 4.1B Expected ,utilit){Z when Probability of li=p and

Probability of 12=(I-P)
Utility
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Using the utility function in Figure 4.1B, _the
corresponding . with expected income I* in the utility-
income graphis =

_ . The expected ,utiIitY for the person with this
risky income * = PU(li) + (1-P)U(12).

_In principle, the expected utility is lower than
the utility of the expected income (average income).

_ Corresponding with * in the utility-income graph
|s certaipn income Ic that would create utility of I*. ¢
is less than I*

The difference between the certainty equivalent
and average income is called the risk “premium. It
represents the maximum that a risk-averse person would be
willing to. an to avoid this risk. The more the person
dislikes risk,” the bigger the gap between Ic and I*. This
model of consumer behavior wheh confronted with uncertain
risky financial events stands at the heart of the
economijst's way of thinking about such . decisions.
Economists presuime that people act to maximize expected
utility. When they do so, they buy insurance against
risky ‘events.



_ Besley (1990) argued that the main function of an
insurance contract 1s to reduce the risk faced by the
Person who buys it. Such contracts typically operdte in
erms of an agreement by the insurance company to Pay
something .to the insured in the event of a particular
outcome, in exchange for the payment of an insyrance
premium. In case of health insurance, the two parties in
a contract are the patient and the .insurance company, and
there are two conditjons upon which insurance payments
can be made to depend one is the state of health and
the other is expenditure upon health care. This kind of
tc]on}trﬁwt ties health insurance directly to the demand for
ealth care.

The Problem of Moral Hazard of Health Insurance

_ The moral hazard of health insurance is the
increased risk of pay-out for insurance firms that
results from behavioral’ changes caused by the insurance
coverage itself.

“Insurance mechanisms often alter the economic
constraint on both _patients and providers. Since
treatment costs are paid by the insurers, patients become
less  price-conscious  and  providers = become less
economically and morally restrained, _charglng higher
rices as well as requiring frequent visits Dy patients.
his  condition causes over-consumption ‘and oQver-
treatment. The impact of moral hazard depends not only on
demand factors, but also on the availability. of supply
and the response of providers. Under reimbursement
insurance there maY be incentives to increase consumption
of health care, both from provider and consumer. The ways
to avoid that problem as applied to consumers are the
methods of deductible, coinsurance and co-payment, the
way to encourage providers is controlling health care
cost and making the necessary regulation "to limit the
abuse of health "care services provision (Besley 1990).

. Sharp, Register and Leftwith (1994) explained
the price elastic “demand for health care sérvices when
the sellers .in the health care industry decreasg prices,
and the price elasticity of demand "is  equal to the
percent change, in _quantity demanded divided by the
percent changé in price.

= {PglAp)[(pl +ed + )]
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Premium for health insurance

"premium 1S the amount or installment paid for an
insurance scheme, under which the total
expenditure for benefits and administration of a
given perjod are met out of the income (from
contributions and other sources) of the same
period" ( Ron, Abel-Smith and Tamburi 1990).

Normally insurance schemes do not accumulate
reserves except for contingency reserves. If insurance
policies are actuarially fair, "premiums paid Will equal
health care expenditure incurred, Which assumes that
insurance companies make no profit. The more people are
covered the smaller will be the marketing cost per
person, an_economy which  may then be fed back to
consumers in reduced premiums (Donaldson and ‘Gerard
1993) . In the health insurance system, health care s
basically financed by advance or premium payment by the
?opqlanon. The premium may be set for individuals or for
amilies. In principle, the premium reflects the average
total cost gper_ person or per family) of the health care
covered by the insurance. The premium must effectively be
collected”™ from ~the population and this demands
considerable  administrative  effort.  Thirdly,  the
evaluation of health care costs and variations in the
volume of care mean that premiums must be regularly
adjusted (Carrin 1995),

4.3 Health Insurance Financing

"Most of people agree that health insurance
contribution is a considerable source of
additional financing of health care for most
developing countries if they want to achieve
health for all. Introducing health insurance .is
essentially a problem of political salesmanship.
The health” insurance oPnon makes it possible to
restore an awareness of connections hetween
participation by individuals and groups in health
care fmancm% on the one hand, and services
rendered on the other and it is not realistic co
expect the rural population, to pay the whole cost
of its health services in insurante contributions
; that means, health-for-all programs will have
to be paid for almost entirely by countries' own
resources"(Abel-Smith 1986).
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I?srao (1992) ar ued éhatdprrvate health Insurance
has not ound Its ~ wa evel prng coyntries, ecau?e
;ft IS unfe srbe But vquntarV t]h rnsuragce cou
ace the dr %u t¥ to cover afl Pe In evelo 8
count rz inancing strae sh only a mean
achjev these obgectrves H VY]'C extending as
much as possible the membership of that program

Ron, Abel-Smith and Taburi (1990) wrote -

(1) One .of the to achrev erxrbtht
financing. policy o heat rnsur%nce emes B ng
Co trhbu ns. to meet changing emans r]ealt 5

an ealth .insurance sce es* wil %eneral

easier to finance .Or Introduce TMew pro rams than
governmental ministries.

I(2 MOPH and health insurance are related, because in
developing countries, health Insurance mag semr
autonomou organréatron, nees sub |zatron rom
g ernment dif ereng deﬂ e Norma }/ acco ns
\y 0r a minor ‘f rt of annlia geng ch exgecte
over current health care costs and administrative costs.

3) The. level of contribution reguired depends on
set h? variables, suc(h as the qy of ﬁp r]th care
SErViIce dncon]) f the Ropulatro rn the tar et ro
the subsidy  from gover ment and .social a arket
8nd|trons relevant Yo health care in 9enera such as
e ucation aﬂe, am y size... In term management,

nanC|a| co tr0| IS achrevrng a balance between revenue

expendrture even VHI schemes run bylP

atrﬂns B necessary rmrt S~ much
over spen] ers and overusers syste

as to constrarn the administrative cost aroun 8t%0

n

r
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% o
em ers
uall
emi

revenue H terms 0 str}ategy to exten e
s% eme the emp asra h |mprovrnH

care ut 1t takes time an aIIen&r in. bot
tion 15 to

coSt c?ntarnment 30 Another. ol
Hex ! |I|ty in financing policy.

%
b
4.4 Types of Health Insurance

Many  kinds health nsurance are lied
nowada]g byut malrnly tetY are divi eg Into  two Fpes,
compulsory and vo untary ealth insurance.

Gompulsory h insur e |S health msurance
ro[%; In- whic I atr n. erfes Prt)ula lon a}nd
efits covered, t trons 0 elrgrb y, and
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sources of funds of the scheme. Health |nsurance IS a
measure 0f sociat .securizy, SO It .15 also called social
Insurance. It is financed by Im osrng mandatorg/ |nfsur%nce
payments n employed workr ercentag elr
wages, 3{/] |mposrn% on t err m loyers srmrlar or
somew at |g er h) Yr tax, overnme V\ﬂat maY some
Instances o co trbul]e to the scthe en erorslatro]n
makes mem ers D compu W or arge sectro t
gopulatro th and hltgr IS are sared ah resource
Po( Then, the anral VH Y the joint
undeta ing becomes high (Ron Smith and ~ Tamburi,

Voluntary hea h insurance |S %lth msurance
ﬁrogram In whrch rIratron to the eme
etérmined a/ egrs atron Mem ershrp o |s not
mandatory . an toeoge who _are willing. an ab o pay
o/remrums |}j]orn the Scheme. The pre-conditions to |m ement

IS that should cvef‘] a large enoug umber 0
|nsured ﬁ |nc0hhe of the tar?et Po# atron groug
gt\]/oaurllgtbtr)f hrg enou (1 %ay rteg re evan IuWealtﬁ care
|nfrastructtyre (aRon EeIS ith and Tamburi, 1990).

4.5 Experiences from other Countries

Donaldson and Gerard (1993) mentioned  that, a
public insurance sg can administered by o
monopolrstrc agent U8 aS a re |0n | Ovemment
naEronaI government.  One of th est-known sstems of
pro] health msurance |fs that exrstHIg Canate
ere, consumergovo uniform premrum hosprta an

medical. care eIemehs of "costs, such s Cagrnts

expen iture, are financed rom tax fevenues g
ﬁm t ose ex eriences can ell %) led in Vietnam,
where VHI public s ystem wrt unitorm remrum and a

part of costs are subsidized from tax revenue.

In c;i\se Of thaitangs ~the experrence from which
Vietnam can learn is the VHI schﬁme rqfuae procedure
Irst contact at

gek health care services W|
pubirc health grass-roots IeveI The target poputation
was expanded from coverage 0 the near p or to incluyde
the middle, income in rural areas, an0ther thm
is the chooI fft Insurance rogram ol prow
ace ss 10l o heath servrce? mog prrm oo
ch ren | |en noyv one-tift f uIatron
school childyen, ntar ealth nsur nce Scheme
(VHIS) In Tharlan commonl nown as the h

1 "#10 2>5
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nsur nce Card Scheme, was first |ntjroduced in 1993,
ﬁ?olds contr uted” a minimal membership fee to the

|crar|es Hgve t?O %&Yﬁréhagc?lsﬁsttOCOC\'tat['ieC gtr aa {,t%ailC

1eartth fent t the Istrict level with access to
etter

eve re t referra At th
e%reaf?h Hea tlhg ard Fund rermb rsed medrca7

xpertse centers, distr] rovine
; ar.t.ied % ok, JEh

were grreater than reimbursement from the Health Car
und. The target pog I(atroh] Was, eganded rom covera?e 0
the near poor to In I e the mr Income class in Tura

areas, esent, the price alth insurance card
1S 1,000 b%h er ear pf one faamr? of not m?re than
fhve members iratron coveragﬁ] |% lion 0(5
out 4.6% of the total population. The enefrts rr)rovrde
are out atrent care h sdr neﬁs and In urres inpatient
are an mother th C ealth. servr es, ere 1S. N0
imitation in uti atror% of services. The beneficiaries,
OWever can o onl}/ e R care 1provrder units . under
e Ministry “of Public |w Irst contact is the
ezirlt center or ds trict h ita theh patrents hav t(t
Irfw a referral for her evels coo
Heath Insurance QSHI lﬁnd as t he onjectrve to
mote accessrbr |ty to heat servrces amor% Prrmary
%nts e tar et po uatr tJon or

tota P tran, enefrts tbh

g%rfrnr]cee aErenrt(sJUt ahlensome arela]spa“%nttalcarger\?rtce uar
Provrded The MOPH .is In rjharge of a?g Zadmrnrstratron 0

his scheme (Piyarain and Janjaroen,

In the future, the experrenfe from Singapore

should be av\Plred to Vretnam by estap |sh|nag the faniny

nich can be used E for medic penses
y

?gokﬁ?rrgla/ftg]renm%rswewaarte rl)sf f%mr r?ndem[)ee? onsolbrt(tgvma
(H]n mfg costs 0
Sin ap re

chrr 9 inedrca expenses, Faced w
8 ca servrces the . Mrnrstry of He
are] look vario }s] tions Tor changqin
|t frnancrng my(e roblem Was {Ao/ eg e
aance between “denrand and %upg pacrtz Ith gowrr]g
affluence and greater health "Consciousness, many “peop
are wanting m re and Dbetter Services, S0 s res
savrn scheme WaS EStathgh
19%é at% rngf p?se savings and to restructure the
system of health care financing.



addition, . omoting . individual

responsrbrlrty for marntarnrnd od)d H]e \tﬁ 1 apsg alms

build up” financjal soug Ias to provide the
means to pay for medical care during illness.

The savrnogfs are reguIarIy set asrde by the
transfer of % ea ry]rg into erso disave
account F(nds a(r)tS Itavyr ﬁavrr/n from t sl\dlmee save acactrl)eurr]rt
R}ro&ewres Medrsa\Pe also cﬁsbe used tgr thg

enses of fa mbers S0 th ? e
res onsr looki § ter the We are of Tamily

m avol rncurrrn medical  expenses
[%onafdson and Gerard 1993). J P

4.6  Previous Studies and Comments on Health Insurance
and VHI Programs in Vietnam and Haiphong

Carrin, ray and Sergent (1993) mented on
"To\rr]ards Framewor[< ¥or Heaﬁthglnsurgnce evgiopmen
Haiphong, Vietnam' ~that in retnam an en eavor mag
to 1ptrod (? health rnsurance ﬁt natri)na scale,
@rovnce an drshrrct leyels will have a ge say in fthe

e opment ot blanssrlér iy rovrldlasIO R anlrlr

scheme estagi'

rnsurance a arnst] COsts 0 a servrces Harp ona
needs the ‘nealt rnsurance civeopment gannénﬁ N
study, hn or Ltd/Hreac the objective of extending the

membership 0 | program.

n terms managem nt, Vietnam is. to be
conqratulated avrnlg stahlished ?]o %urck(y H
d Itatrve system for the scheme thc as succeede
|n manzy |nﬁured1 persons and ma |n ygnents
o pro rders nd rnsurance has] t]
rnrstry of finance consC| usly to cut ealt b
he In roductron of health tnhsurance hs Im rove e
q upﬁsy osition. Some of t etoexstlra ru se og ht en
|?rwarn t]pe ealth

nce are being use
stocs have 1un Ut . The key

Insurance. in  Vietnam i reduceg SUVB les at lower cost
more rational ﬁ)rescrrblng Ceeping te
orenium down WHile Stifl gorng a lon way to meet t

most %mportant needs on a ramity basis cardrrs
One 0 solutions to gextend the members

N Vrena and arf%hong also (“?Pvarlt-n @?9%57:
Because o ath one 0 bjectives of VHI in V*etna

IS Increasing the access to health insurance, by defining



health insurance premiums_.that are attractive for the
?untary insured ERon 1@3

S . Carrin, Murray and Sergent (1993
Suggeste(! as follows y gent  (1993)

1% The same as otther countrlei health insurance i

Vietn IS a means o é{hoollng risks among .the Insure

Pgu ation .~ and ?pert on the rlnel le 0
|str|but|0n of Ttinancial resources. Simultaneously,

Qa insurance helps to finance the health care
elivery system In Vietnam.

) Manaﬂement of. a health | surance scheme must tﬁ
clear as to which services ‘( Vt’ cover. and what It wi
reimburse. It needs to work closely with other parties,
particu arIy hOSpI tals.

3 necessary to. establish an .appro
Eremttt for VHI scheme I¥t Halt%honéq The prem r?tp tﬁzh
et In ant|C|pat|on of estimated health expen Itures.

tota}l amount of premjums must be based on tp

ex ected ealth care expend |tHres Incurre ay

h ured. ehc sts_are. tied to the costs of oper tlrhg0
e health |nsurer must have access to those

COS J%la !

(@ The pa mentﬁ by the health insurer must be
%ruc red In a ayt at ‘encourages the host{ntals {0 meet

|(enc8/ ab eetlveness tat ets, a] msurei
houI t be re U|red 0, Sim relm%urse the hospltra
or . tever costs lncur In" 1 ﬁ respect, | the
easinilit adoptmg flat payment mechanisms needs to
|nvest| ated

(t The components, of th o st? of .a health insurer
are tHe mem%er |€ 5|ze t utl |zat|on rate o the
éem ership, . t 0sts pltﬁ| SEIVICesS the
%n\mlstratlve COStS reIated the management of the

th Insurance scheme,

56). Accrual ?cotuntlng, annual bud%ets t]
prep ration of annual finanCial statements d reguar
least  quarterly) reportl 8 management
overnment IS an essential part of good management.
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