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1. Introduction

Over years the government of Vanuatu has been aensg the implementation of social
health insurance. International organizations, sashILO and WH®& have provided
technical assistance to develop policy for impletaton of health insurance scheme.

At the Pacific Islands National Provident Fund akitled Social Security Agencies CEO
Forum in October 2005, the CEO of VNPF, Mr Kelipn8wg, stated that “The VNPF Board
intends to diversify its benefits into housing, gien and medical insurance and that ILO has
approved to assist in providing technical assigdoc a feasibility study to be carried out.”

In the framework of the ILO project ‘Sub-regionaltiative on social security for the Pacific
island countries’, a policy to implement a healtiurance was develogedt is recommended
that Vanuatu introduce a health insurance scheamirgf with the formal sector workers
currently covered by the VNPF and their familiesd agradually expand the coverage to all
the population in Vanuatu.

To further advance our analysis, this report fosusen the issues related to the
implementation of health insurance scheme. It donovide key information on the aspects
that one faces in the implementation of the heimlurance scheme. Despite the potential
weaknesses in data, the report covers a numbeeas.a

The remainder of this report has been organisefblimvs. Chapter 2 looks into the key
characteristics of the VNPF members, includingrtlagie-structure and income distribution.
Chapter 3 provides the information on the estimategered population, contribution rate and
the estimated contribution income to the schemeap@n 4 will analyse how the health
insurance scheme will affect the public financing leealth. Chapter 5 concludes with the
summary of the main findings and recommendation.

This report was prepared by Afsar Akal, ILO Expent Social Health Insurance. Technical
supervision was provided by Kenichi Hirose, So&abtection Specialist, ILO Subregional
Office for South-East Asia and the Pacific.

! WHO, "The WHO Strategy for Health Care Financing for Countries of the Western Pacific and South-
East Asia Regions (2006-2010)”, 2005.

2 ILO, “"Social Security for All Men and Women - A source book for extending social security coverage
in Vanuatu: options and plans”, 2006.



2. Background: Health expenditure in Vanuatu and
the financial capacity of the VNPF

2.1  Trend of health expenditure in Vanuatu

As shown in Figure 1, the health spending in Vamingts been at slightly below 4% of gross
domestic product for the last five years. Governrseshare of health spending has shown a
gradual increase from 70.4% in 1998 to 73.6% in2@@ealth spending accounts about 12-
13 per cent of the total government expenditure.

The population in Vanuatu grew rapidly at arount?2 per annum for the period 1993-2003.
The total fertility rate for this period was 4.lildnen per women. While the country receives
substantial external funding for health, the stadrexternal sources fell from 26% to 19.5%
in 2002.

Although the health expenditure of Vanuatu is &verlevel in terms of percent of GDP, the
per capita health spending stood at the level 0$128, which makes it a medium-level
spender in per capita terms.

Per capita health expenditure has barely withsti@distorical average and has fallen
recently. In terms of purchasing power parity, treaxpenditure per capita has gone up
slightly in 2002. While out of pocket funding foedlth care is much higher in comparison
with other Pacific Island Countries its share dakdealth expenditure has fallen from more
than 15% in 1998 to about 12% in 2002.



Figure 1: Health financing profile, 1998-2002
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2.2  VNPF membership and contributions

Table 1 shows VNPF membership and funds from 1898005. The 2005 data is estimated
from the preliminary data. In 2001, there was a 3iE¥rease in the number of members from
26,976 to 18,607, followed by a further 7% decreasmembership next year. For the last
four years, the number of contributors has remaiaethe level of 17,000. The average
contribution per member has also been in a deditiend. This could be attributed to either
wage stabilisation (nominal wages not growing muetently) or drop out of high income
contributors.

Table 1: VNPF membership, funds and contributions, 1999-2005

Growth of VNPF membership, Funds and Average Contributions

Year Annual Total Number of Annual Average Average Annual
contribution members’ contributing Changein Contributiion Contribution change in
credit members Membership per member Per Month average
Vit contribution
per member
Vt'000 Vt'000 persons % Vit Vit %
1999 436,825 1,433,904 22,865 19,105 1,592

2000 725,986 2,114,368 26,976 18.0% 26,912 2,243 40.87%
2001 1,023,903 3,052,221 18,607 -31.0% 55,028 4,586 104.47%
2002 1,085,521 3,991,012 17,297 -7.0% 62,758 5,230 14.05%
2003 1,005,210 4,832,151 17,222 -0.4% 58,368 4,864 -7.00%
2004 918,843 5,511,106 17,702 2.8% 51,906 4,326 -11.07%
2005 (est.) 865,777 6,484,629 16,681 -5.8% 51,902 4,325 -0.01%

2.3 Profile of the VNPF members

(1) Age structure and health needs

Figures 3 and 4 present the age structure of theF/iembers in 2005.

Figure 3: Active VNPF members by age, 2005
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Figure 4: Percent shares of active VNPF members by age, 2005
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As seen from the two graphs, the VNPF has a yogegstrtucture of its members. More than
two-thirds (68%) of active VNPF members are beloWv years of age. The number of

members who are above 50 years of age is 8.6%. 381886 of the active members are age-
group of 41-50 years.

In general, the health needs of old members woelldipher and thus require more resources.
On the other hand, young members would face thd faematernity care and child health
benefits as the dependents of active contributeralgo covered.

(2) Income profile

As shown in Figure 5, the VNPF members can be riyugjiided into three income groups.
About half (49%) of the VNPF members earn betwedn2%0,000 and VT 750,000, one
quarter (23%) of the members earn more than VTORD,and another quarter (28%) of
members earn less than VT 250,000.

Figure 5: Percent shares of active VNPF members by income level, 2005
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Figure 6: Salary distribution of active VNPF members, 2005
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Figure 6 shows the salary distribution of activeRRNmembers based on the data of 16,393
individuals who reported their salary in 2005. Hagary distribution is skewed to the lower
end. More than two-thirds of active members eass lhan the mean income, which is
estimated at VT 618,500. The median income is edéchat VT 440,000. To measure the
earnings gap between the high and low income grahesfollowing Table 2 calculates the
average incomes for members above and below théaméttome. As a result, the higher
income group on average earns 4.34 times moretktglower income group. For a member
with a non-working spouse, this income would beiesjant to GDP per capita (around
US$1,254). For a household with dependent spouse and ehildhis level of earnings is
regarded as low-income.

Table 2: Analysis of income of active VNPF members, 2005
Key Salary Earnings Indicators

In USD/per

VTlperyear  VT/per month year USD/per month
Median Income 439,834 36,653 $ 3,792 $ 316
Mean Income 618,460 51538 $ 5332 $ 444
Mean Income-Below Median 231,434 19,286 $ 199 $ 166
Mean Income-Above Median 1,005,414 83,785 $ 8,667 $ 722
Number of members earning below mean income 10,863 persons
As percent of total active members 66.3%
Earnings Multiple 4.34 (Mean Income of Above Median/Below Median)

3 288 members appear to be Active Contributor as per the flag yet their salary or wage earnings are
reportedly nil. Also there are some members who have made retirement contributions without a
reported salary or earnings. In the analysis we have ignored these anomalies. For earnings analysis,
we have included all members with a reported salary (active or not) as a member and for
demographic summaries by age cohort and gender, we included all active members with a “flag”.

4 Data refers to 2002.



Figure 7: Number of active VNPF members by salary range, 2005
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Figure 8: Percent share of active VNPF members by salary range, 2005
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Figures 7 and 8 above show the number of persoeadh salary bracket based on the salary
distribution in Figure 6. About 7.3% of membersreelow a living wage of less than VT
100,000 a year. On the other hand, some 20% ofmimbers earn VT 750,000 to VT 2
million. Social health insurance entails a crosssaisation from high income members to
low income members. There is no ceiling on indiadearnings on which the VNPF
contributions are calculated. However, a ceilingegamings could be taken into account for to
limit excessive burden on contributions.

In the following sections we evaluate the impactha# policy option of capping the health
insurance contributions by imposing a contributeiling.



Table 3:

Active VNPF members by age group and salary range

Percent Shares of Age Cohort within Income Groups i n 2005
Salary Range Share of Total

Age Cohort <250K 250K-750K >750K Members

<18 1.95% 0.25% 0.06% 0.63%
19-30 47.17% 33.92% 11.56% 33.54%
31-40 28.22% 36.23% 32.24% 33.95%
41-50 15.41% 21.92% 39.76% 23.27%
51-65 6.74% 7.51% 16.09% 8.31%
65+ 0.50% 0.17% 0.28% 0.31%
Total 100.00% 100.00% 100.00% 100.00%
Salary Range Shares 28.26% 48.31% 23.43% 100.00%

Table 3 above analyses the relation between ageénandhe level. As shown in the table,
there is a positive correlation between incomellavel age. For instance, members aged 19-
30 years account one third of total active memlyetsthey represent nearly half of the low
income earners. This share of high income earmetisi$ age group is about 11.6% whereas
more than 56% of high income earners are older 4flayears of age. It should be noted that
more than 70% of middle income earners are belevate of 40 which means that this group
with low health needs and a higher earning capawty cross subsidise the low income
young and old members.

(3) Gender analysis

Table 4 and Figure 9: Active VNPF

members in 2005 by age group and sex

Age Cohort |Female Male Female %
<18 47 58 44.76%
19-30 2,414 3,172 43.22%
31-40 2,015 3,662 35.49%
41-50 1,393 2,493 35.85%
51-65 421 956 30.57%
65+ 7 43 14.00%
6,297 10,384 37.75%
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Ratio of females in the total VNPF members is 3&%¥%r the 19-40 cohort (reproductive
ages), the ratio of females is 39%. From a pointiefv of health insurance, this age group
would require adequate maternity and child caresfisn
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3. Key information for the implementation of the VN PF
health insurance scheme

3.1 Estimated health insurance coverage

It is recommended that the VNPF health insuranberse cover both contributing members
and their legal dependents. Table 5 estimates dpalation covered by the proposed health
insurance scheme based on the assumed number ehddeps per main contributor.
Consequently, upon inception, the health insuracbeme can cover 62,700 persons, or 28%
of the total population in Vanuatu on a compulstigsis. This coverage is considered
reasonably broad given the fact that less than d¢falotal VNPF members are currently
active.

The estimated covered population depends on themgw®n on the average number of
dependents. While the resulting 2.76 average deygagber contributor appears to be lower
than the national average (based on the averageehold sizes of 4 to 5 family members),
this is because there are cases where both copl@\HPF members and that household sizes
are smaller in urban areas.

Table 5: Estimated health insurance population coverage for formal
sector

Estimated VNPF Formal Sector Health Insurance Coverage
Total Avg Number

Main Estimated (0]

Age Cohort Members Dependents Coverage Dependents

<18 105 21 126 0.20
19-30 5,586 11,471 17,057 2.05
31-40 5,677 17,461 23,138 3.08
41-50 3,886 13,899 17,785 3.58
51-65 1,377 3,089 4,466 2.24
65+ 50 37 87 0.74
Grand Total 16,681 45,978 62,659 2.76
Total Population (2005 Est.) 221,419

Estimated Health Insurance Coverage 28%

No estimate has been made for voluntarily insurednbrers from 19,616 non-active VNPF
members. However, once the health insurance schliemaccessfully implemented, non-
active VNPF members would recognize the value efttbalth insurance and could possibly
take up voluntary coverage. Thus, there is furfivespect for additional covered persons in
the formal sector.

Table 6 looks into the potential impact of retinegmbers on average contributions to the
VNPF.
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Table 6: Impact of retiring members on average contributions

Estimated Impact of Retiring Members on Average Con  tributions

Average Average Average
Total Earnings in Total Contribution Contribution
Total Salary Members 2005 Contributions  per member rate
Vt persons Vit Vit Vit %

All members 10,138,422,031 16681 607,783 865,777,212 51,902 8.54%
55+ members 464,508,742 659 704,869 39,952,625 60,626 8.60%
<55 members 9,673,913,290 16,022 603,789 825,824,587 51,543 8.54%
Key Indicators

Members becoming Inactive since 2004 (through retirement or drop out) 1021
Estimated number of inelible members dropping out 362
Earnings differential of Eligible Retiring Members vis-a-vis not retiring 16.74%
Estimated decline in average earnings under the assumption that all eligible retire -0.66%
Estimated decline in average contributions under the assumption that all eligible retire -0.69%

In 2005, a total of 1,021 members left the funds kstimated that out of 660 members above
the age of 55, around 360 people left the fund eraime inactive for other reasons. This
number could be higher if we take into accountribe members have joined the workforce

and not all eligible members retired. In 2006, Hert 167 members will become eligible to

retire. Assuming the same trend, some 500 to 70plpecould leave the fund in 2006 due to

retirement reasons and a further 200 to 300 fograasons.

The members eligible for retirement on average &&rfi% more than those below the age of
retirement and they contribute VT 9,000 more pearyen average. If all eligible persons
retire and there is no new entrant to the fundtrdmution per member could decline by 0.7%.

3.2  Setting the contribution rate of health insuran ce

Historically the statutory contribution rate of VNRvas set at 8% before 2001, increased to
12% from 2001-2003 and back to 8% from 2004 aret aft

Table 7 shows the VNPF contributors by averagerimrtton level. It is seen that 19% of

members pay at a rate lower than the current stgtuate; 36% of members contribute at the
statutory level; and 41% contribute above the stayuevel (the majority are paying at 12%,

which was the former statutory level). It shouldrimted that 4% of members contribute at
even higher than 12% which could be related to gatmin arrears.

It is recommended that at the outset the healilrémee scheme collect a contribution of 2%,
shared equally by employers and employees. As altrehe total statutory minimum
contribution rate for the VNPF will increase frohetcurrent 8% (4% each for employers and
workers) to 10% (5% each).

12



Table 7: VNPF contributors by average level of contributions, 20 05

Distribution of Contributors by Level of

Contribution
Mumber of
Caontributors

Lower than Statutory Minimum 3,180 19%
8% [Statutory Level) 5 BG4 36%
9% to 12% (ot a] 41%
Ahove 12% BR2 4%
Total 16,392 100%

The 2% contribution rate for health insurance insitered affordable and sufficient in the
short term. As the health insurance scheme becantg®perational after two to three years,
an actuarial review should be conducted to evaltiaecontribution rate that ensures the
sustainability of the scheme. In the long-term, om&y consider a gradual increase in the
contribution, for instance, up to 6% provided tbtier prerequisites for health insurance are
satisfactorily implemented. A key issue is whettter members are convinced to pay more
for the financial protection of health care that #theme provides.

3.3  Benefit package

Logically, the level of contribution rate is detened by the health insurance benefits
package and its prices. However, in the contexhefPacific island countries, it is suggested
that the contribution rate be set in the first plasd then the benefit package be tailored
within the available resources. A feasible healgurance benefit package has been presented
in earlier repoﬁ As direct taxes are almost zero in Vanuatu, tiNPWF health insurance
contributions could serve as an additional fundmthe public health system.

Table 8: Household expenditure on health services by area, 1998

(in
Vatu)
Hospital | Hospital | Other Private | Private | Total % %
Dentist | Medical | Doctor | Dentist Expenditure | Population
Port Vila 10.0 0.4 114 | 1042 247 | 150.6 47.7 16
Luganville 1.4 0.1 1.4 24 0.0 5.3 1.7 6
Rural 42.9 5.1 42.0 51.9 18.0 | 159.9 50.6 78
Vanuatu 54.3 5.6 54.7 | 1585 42.7 | 3158 100.0 100
17.2% 1.8% 17.3% | 50.2% | 13.5% | 100.0%

Source: Vanuatu Household Income and Expenditure Survey 1998.

One approach is to include in the benefit packageatems which user fees are charged. The
level of out-of-pocket funding for health care istween 12% and 15% of the total health
expenditure (see Figure 1), which appears relatil@v among the developing countries.
However, a detailed stuliyndicates that some private doctor fees are |l&ssdable. Also
ambulatory medical drug prices with the value adt#edis known to have priced out many
low income people among the population. As Tald@®&ws, more than half the out-of-pocket

5 ILO, “Social Security for All Men and Women - A source book for extending social security coverage
in Vanuatu: options and plans” (2006), Chapter 9: Expanding Social Health Insurance in the Pacific
Island Countries.

6 See for instance "Human Development In The Pacific Islands Country Study — Health And Health
Services In Vanuatu” by D. Roy Harvey, December 2004.
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payments are paid for private doctors’ fees. Byaaadmost half the out-of-pocket payments
are made by households in Port Vila area wherenhajuf VNPF members reside.

Therefore, out-of-hospital ambulatory care and draguld be a potential priority area for
health insurance benefits. On the other hand, itnjgortant to retain the quality of public

hospital services at an adequate level as the \idfeE not cover all the population. Vanuatu
has a limited number of specialised health profesdg and the insurance payments should
not be directed to private health care providetsdpublic health care facilities.

34 Estimated contributions of the health insurance

Table 9 shows the estimation of the health inswammntributions at 2% of workers’ payroll
in 2005 prices. For the purpose of this estimdtesceiling for the contributory earnings was
set at VT 3 million, which is equivalent to 4.9 @mthe average earnings or 6.8 times the
median earnings. In other words, the members alitgencome are supposed to contribute
VT 60,000 (US$ 517 at average exchange rate) mthole household. From Figure 7, it
follows that 269 members or 1% of the total VNPFmers are estimated to reach the
ceiling of VT 3 million.

The policy of imposing a contribution ceiling is mig for not penalising members with a
substantial amount of foregone savings which thegy rotherwise have added to their
retirement account. Unlike retirement savings, the@lsurance premiums are not placed in a
member account but pooled separately for the berddfiall members. Without the
contribution ceiling policy, the whole scheme may be grossly unwelcoyna small group of
members that may otherwise block the passage afypot lobby against any such initiative
that may elevate VNPF from a fraternity type agetmy social security organization that
caters for the whole of Vanuatu population in thefe.

With the assumption of full collection, the contriltons of the health insurance from the
formal sector workers is estimated VT 191.6 milliom 2005 prices. The step-by-step
estimation in Table 9 is given as follows:

- The first column shows the health insurance raeefor each earnings bracket
without taking into account the contribution cejiin The gross contributions income
is estimated VT 202.8 million.

- The second column calculates the health insurawdribution subject to the
contribution ceilings. As a result of the impositiof the ceiling, the contribution
income will be VT 191.6 million, which is 5.5% leggan the gross contributions.

- The last three columns summarise average cotitiitaiper member at full collection
subject to the ceilings.

- The last column shows that due to the ceilings #ifective contribution rate
members who earn more than VT 3 million is 0.8%tlo actual earnings. The
effective contribution rate for the total VNPF mesnbis 1.9%.

7 Vanuatu has fewer than 40 doctors in total.
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Table 9: Estimate of the VNPF health insurance contributions,

2005

\
Medicare Levy Policy Assumptions Shared by
Exemption Threshold (Salary per year)-Vt - |Employer Employee
Contribution Rate 2% 1% 1%
Income Threshold for Contribution Ceiling-Vt 3,000,000
PREMIUM ESTIMATES
Average
Share of Annual Average
Medicare Levy Medical Medical Annual
Annual Insurance Shares of Insurance Medical
Revenue (at Revenue (at Total Contribution  Contribution
Full Medicare Levy Full Medicare (at Full per member Effective
Participation Annual Participation Revenue with  Participation (with Health
without Revenue with  Number of without Contribution without Contribution Insurance
Salary Range Ceiling) Ceiling Members Ceiling) Ceiling Ceiling) Ceilings) Contribution
Vi Vit persons % % Vit Vit %
<100K 1,454,156 1,454,156 1,203 0.7% 0.8% 1,209 1,209 2.0%
100-250K 12,940,727 12,940,727 3,429 6.4% 6.8% 3,774 3,774 2.0%
250-500K 30,145,636 30,145,636 4,266 14.9% 15.7% 7,066 7,066 2.0%
500-750K 45,110,028 45,110,028 3,654 22.2% 23.5% 12,345 12,345 2.0%
750K-1 Million 28,307,068 28,307,068 1,653 14.0% 14.8% 17,125 17,125 2.0%
1-3 Million 57,516,923 57,516,923 1,919 28.4% 30.0% 29,972 29,972 2.0%
>3 Million 27,293,903 16,140,000 269 13.5% 8.4% 101,464 60,000 0.8%
Total/Average 202,768,441 191,614,538 16,393 100.0% 100.0% 12,369 11,689 1.9%
Key Summary and Indicators
Reduction in revenue through exemptions and ceilings -5.50%
Average contribution in USD per household per year $ 101
Average contribution in USD per beneficiary per year $ 26

Estimated Revenue as percent of:
Total Health Expenditure
General Government Expenditure on Health

15% (2005 estimate)
20% (2005 estimate)

The average annual contribution per contributocl(iding dependents) is about US$100 at
the average exchange rates in 2005. The totalhheslirance contributions cover 15% of the
total health expenditure, or 20% of the total goweent expenditure on health. If a large
portion of these resources are channelled to thigphealth sector, the difference in the
earnings between public and private health careigeos is expected to be smaller.

One key objective of health insurance is to impreeevice quality and adequacy of health
care services. In view of the declining trendsesfaurces allocated for health care, the health
insurance scheme can generate additional resofocdése government to commit in more
active investment in specialist personnel and titamhal health services and facilities.
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4. Analysis of impact of the health insurance schem e

This chapter will undertake economic analysis efWNPF health insurance contributions.

4.1  Health insurance contributions by income groups

Table 10 estimates the effects of the health imaga&ontribution for low and middle income
groups who earn less than VT 750,000 and high iecgnoups who earn more than VT
750,000.

Table 10: Distributional impact of compulsory health insurance
contributions

Low Income Earners

(Those earning below 750.000 VT per year)
Total Wage and Salary Payments (Annual) 4,482,527,359 Total Health Insurance Contributions 89,650,547

As % of Total Salary and Wage Earnings 44% As % of Total Medicare Levy Revenue 47%
Total Number of Members 12,552
As % of total VNPF Active members 7%
Mean Salary per month 29,760 Mean Contribution per year 7,142

Middle and High Income Earners

(Those earning more than 750.000 VT per year)
Total Wage and Salary Payments (Annual) 5,655,894,679 Total Health Insurance Contributions 101,963,990

As % of Total Salary and Wage Earnings 56% As % of Total Medicare Levy Revenue 53%
Total Number of Members 3,841
As % of total VNPF Active members 23%
Mean Salary per month $ 122,709 Mean Contribution per year 26,546
Income multiple 4.1 Mean Contribution Multiple (High/Low) 3.7

As seen in Figure 5, the low and middle income pgsorepresent 77% of the members but
earn 44% of the total payrolls. On the other hahd,high income group represents 23% of
the total VNPF members but earn 56% of the totgiqis. On average, a member in the high
income group earns 4 times more than the low ardbleiincome group. Because of the
contribution ceiling, the average health insuracmatributions of high income earners are 3.7
times more than those of the low income members.

4.2  Impact of health insurance scheme on the public financing

When the VNPF health insurance scheme is implerdeitte government of Vanuatu is also
required to pay the contributions as an employethef government employees. Table 11
presents the estimate of the health insuranceibations from the government. In fact, the
government is the largest employer in Vanuatu. @uwent employees account 36% of the
active VNPF members. Assuming that the earningthefgovernment employees are the
same as the average income of all VNPF membersgdliernment’s share of health care
contributions (1% of the payroll) is estimated abgl 36.9 million in 2005 pricés which is
roughly 20% of the total health insurance contiiims.

8 Some government employees earn more than the contribution ceiling (VT 2 million). Therefore, this
amount is slightly overestimated.



Table 11: Estimated health insurance contributions from the
government

Estimated Impact of Medicare Levy on Government Bud  get-2005

Civil Servants 4,668 persons
Teachers 1,300 persons
Total Public Sector 5,968 persons
Total Active VNPF members 16,393 persons
Public Sector as % of total VNPF members 36%

Average Salary Per Contributor/year 618,460 Vatu
Medicare Levy Employer Contribution Rate 1%

Medicare Levy Employer Contribution from Government 36.9 Million Vt
Total Estimated Medicare Levy Revenue 191.6 Million Vt
Public Sector Share as % of Total 19.26%

Estimated GDP (current prices) in 2003 34,020 Million Vt
Central Government Revenue in 2003 6,416 Million Vt
Central Government Exp're in 2003 6,711 Million Vt

As Percent of GDP-2003
Central Government Revenue 18.86%
Central Government Exp're 19.73%

2005 Macro Estimates

GDP at current prices 35,263 Million Vt
Central Government Revenue 6,650 Million Vt
Central Government Exp're 6,956 Million Vt

Medicare Levy from Public Sector (as percent of)
Central Government Revenue 0.55%

Central Government Exp're 0.53%

Assuming that the share of central government neweand expenditure as percent of GDP
remain at the 2003 levels, the health insurancdribotions from the government would
account for 0.53% to 0.55% of the total centralegoment expenditure and revenue.

Table 12 presents the preliminary analysis of thpact of health insurance scheme on the
government budget.

Although the government has to pay VT 36.9 millcontributions, the public health care
providers will in turn receive payment from the VINRealth insurance scheme. Assuming
that 8% of the health insurance contributions agtained for reserves and 3% for
administrative costs, 89% of the total contribusipar VT 170.5 million, can be allocated for
the health care benefits.

To allocate this amount by sector, in view of ingronal experiences, we assume that 65% is
allocated to public health care providers, 20%atevhealth care providers and the remaining
15% for the purchase of drugs. Under these assanwptihe public health care providers
would receive VT 110.9 million as payment from VNRé&alth insurance scheme.
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Table 12: : Impact of health insurance scheme on the government
budget

Estimated Impact of Medicare Levy on Public Health Sector Revenue

Government Exp're on Health-2005 Est 948 Million Vt
As Percent of Central Gov't Revenue 14.2%
As Percent of Central Gov't Exp're 13.6%
Total VNPF Medicare Levy Revenue 191.61 Million Vt

Budgetary Assumptions for VNPF

Reserve Ratio 8%
Administration Ratio 3%
Available for Health Benefits 89%

Health Insurance Budget

Allocation for Reserves 15.33 Million Vt
Insurance Administration 5.75 Million Vt
Health Benefits Budget 170.54 Million Vt
Allocation of Health Benefits Budget

Share of Public Sector Providers 65%

Share of Private Sector Providers 20%

Allocation of Ambulatory Medical Drugs 15%

Health Benefits Budget

Public Providers 110.85 Million Vt
Private Providers 34.11 Million Vt
Drug Benefits 25.58 Million Vt
Government Budget for Health Care (ex ante) 948 Million Vt
Less Cost of Medicare Levy to Government - 36.9 Million Vt
Net Government Budget 910.65 Million Vt
Plus VNPF Public Provider Financing 110.85 Million Vt
Total Budgetary Resources available for Public Sect  or Providers 1,021.50 Million Vt
Per cent increase (ex-post) 7.80%

Based on these estimates, the following analysimasle regarding the impact of health
insurance scheme on the government budget.

- Before the introduction of the health insuranchesne, the government budget for
health is estimated VT 948 million, equal to 14%d total government budget.

- With the implementation of the health insuranckesne, the government has to pay
VT 36.9 million to the health insurance scheme mpleyer’s contributions for the
government employees.

- On the other hand, under certain assumptionsjiqpiigalth care providers are
expected to receive VT 110.9 million as providepgyment from the health
insurance scheme.

- As a result of these two factors, the governnmdgtitreceive a net amount of VT 74
million from the health insurance scheme. The tewylgovernment budget is thus
increased to VT 1,021.5 million, which is 7.8% mdhan the original government
health budget.

Therefore, the introduction of the health insurascheme will result in a substantial
increase in the allocation of resource to the puidialth sector.
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5. Summary and conclusion

This report has addressed and analysed the kegsissgarding the implementation of the
health insurance scheme in Vanuatu. The main fgglin the report can be summarised as
follows:

- The age structure of the VNPF members is younighofigh, a young insured
population is generally healthier than an old papah, the specific health care need
of the covered population, in particular needs aftemity and child care benefits,
should be taken into account.

- The salary distribution of the VNPF members isvg&d to the lower end. While the
average annual salary of the VNPF members is estdndT 618,500, the median
income is estimated at VT 440,000. The ratio ofaherage salaries of the higher half
and the lower half is 4.34 times.

- It is recommended that the health insurance sehemtially cover the VNPF
members and their legal dependents. It is estinida@idthe health insurance scheme
would cover 62,700 persons, or 28% of the totalubetipn in Vanuatu in the first
year of implementation. There is also a scope dftahal voluntary membership. In
the long-term, the VNPF should consider steps terekthe health cover gradually to
all the population.

- Itis recommended that the contribution for tlealth insurance scheme is set initially
at 2%, shared equally by employers and workerss Wiil increase the statutory
minimum contribution to VNPF from 8% to 10%. An aatial review should be
conducted within three years to evaluate the wgliaf the contribution rate. As the
scheme becomes fully operational, one may considgradual increase in the
contribution in the long-term.

- The ceiling for the contributory income should $&t at VT 3 million. The ceiling
will reduce health insurance contribution by 5.58mpared to the case where no
ceiling is applied. The effective contribution résel.9% of the total earnings which
do not take into account the ceiling.

- Assuming the full collection of contributions,ethotal contribution to the health
insurance scheme is estimated VT 191.61 millio20A5 prices, which covers 15%
of the total health expenditure, or 20% of theltgtavernment expenditure on health.
The per capita contribution is VT 11,690 per yedrich is around US$100.

- By income groups, the members earning more thRi7%0,000 would contribute 3.7
times more than those earning less than this thiésh

- The implementation of the health insurance schaffeets the government financing
on health. On the one hand, the government haayo/pp 36.9 million as the health
insurance contributions (1%) for the nearly 6,0@¥egnment employees. On the
other hand, the public health care providers wdeive the payment from the health
insurance scheme. Under certain assumptions, iinigiat is estimated at around VT
110.9 million. Consequently, the public sector wédceive a net amount of VT 74
million from the health insurance scheme. This amavill increase the allocation of
health resources to the public sector by 7.8%. 8fbes, the introduction of the
VNPF health insurance scheme will generate additidonding to improve the
quality of public health care services.
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In view of these findings in support of the intratlon of the VNPF health insurance scheme,
it is recommended that the Government of Vanuatd twe Board of Vanuatu National
Provident Fund consider the implementation of ttteeme in 2006.

Implementation of the scheme would require stramgmitment and continuous efforts of the
key stakeholders. Subject to the availability & thnding, the ILO stands ready to provide
the Government, VNPF and social partners with furtltechnical assistance in the
implementation of the health insurance scheme muggu.
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