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Health insurance for workers in the informal
economy: exploring the potential
of micro-insurance schemes

Wouter van GinNEKEN

In most countries of the developing and developed world, workers in
the informal economy have become an increasingly important part of the
workforce. This is contrary 1o the received wisdom in development eco-
nomics which had assumed that with continuing economic growth more
and more workers would become part of the modern or formal CCOnoOmy,
Moreover, in most developing countries structural adjustment measures
over the past 10-13 years have forced many governments to cut down on
social services, including access to health services. While formal sector
workers often enjoy health protection, such protection has generally nol
been extended 1o the farge majority of workers in the informal CCONDMYy.

This context of low provision of health care services in low-income
countries has led to the emergence of so-called health micro-insurance
schemes, organized for and/or by workers in the informal ECONOMY,
These schemes generally cover only a small part of the working popu-
lation. The purpose of this chapler is to explore the value of such schemes
as well as their potential for up-scaling.

The chapter will start with giving some characteristics ol the market for
health services in low-income countries and with cxamining the reasons
why statutory health insurance coverage is so low in these countries. It
will also review some key characteristics of micro-insurance schemes,
and provide an example of one particular scheme. It then examines the
possibilities for up-scaling such schemes as well as the roles that could be
played by the government, the private sector and civil society and then it
closes with some conclusions.

* International Tabor Organization, Genevas, Switzerland,
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Workers in the informal economy and the market for health services

In many developing countries, health-care market institutions are not
highly developed. Organizational purchasers are a weak force in the market,
the quality of health care provided may be low and consumers may face a
bewildering number of health-care choices. The market structures are
often complex, particularly because of the fragmentation of health-care
systems. In developing-country contexts, patients themselves are often
the key decision-makers (Bennett 1997),

This poses new problems to the consumers of health services, and in
particular for workers in the informal economy who are not used to deal-
ing with private providers. Such workers need the intermediation of seli-
organized and self-financed group-based structures that deal and negatia-
te with private (and public health providers) on their behalf. So tuable |
reflects the idea that there are multiple forms of group organizations that
cater 10 health services. It also points to the growing importance and
opportunities for group-based schemes and private sector health care
provision in a changing market for health services.

Tahle 1. Effective demand and supply of health services

EFFECTIVE DEMAND SUPPLY
Type ol health service {finansing) [production)
'Eﬂ:i'l'l.lllul Ciroup- Tublic Local JI.'.'!umraI | Private

hased goods GavernmentGovernment sacior
Imenunization % 3 ]
Health eduweation x ] 5 n
Primary health care t X x % ]
Secondary healih care X X x ®
Tertary health care x A % %
Water and sansintion x x X % %
Ambien! environment x X X
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Many group- and community-hased schemes reviewed by Bennett er
al. (1998) act as intermediaries between the individual and the {public or
private) provider of primary, secondary or tertiary care. In some cases the
social financing of health care can go in parallel with the provision of
health education at work. Another study (Muller and Rijnsburzer 1996)
shows that water and sanitation can also be financed and managed by
informal sector associations.

In general, the table shows that there is a wide variety ol options to the
financing (effective demand) and delivery (supply) of health care services,
While immunization and the provision of a healthy environment is in
principle an activity financed by the (central and local) government, pri-
mary health care as well as adequate water and sanitation services can be
financed by individuals, groups as well as the government. In the case of
financing secondary and tertiary health care, there is a tendeney for the
government to withdraw.

With regard to the delivery of services, the local government can in
principle provide all of them, except tertiary health care which — with
immunization and the ambient environment — is mainly the responsibility
of the Central government. The table shows that the private sector can
supply an impoertant array of health services, runging from health educ-
alion, curative services 1o water and sanitation facilities.

Behind this picture of changing market structure is hidden the changed
relationship between the consumers and producers of health services, In
the case of the health care market, the mix of demand and supply is deter-
mined by both quality and price. As is happening in many social security
branches, various components in the provision of benefits can be subcon-
tracted to the private sector through the intermediation of aroup-based
structures. In the economic literature this is called the “principal-agency”
relationship. where the “principal” is the group-based structure and the
“agency” the (private) health providers. The “principal™ attempts to steer
the “agency™ into the desired direction by means of “contructs”, such as
conditions for access, fee for service, flat rate and capitation fee
(Normand and Weber 1994,

Reasons for low statutory health insurance coverage

In low-income countries, workers in the informal economy are general-
ly excluded from health insurance provided by statutory national social
security schemes. In most of these countries, structural adjustment policies
have contributed to a decline in the — often small — percentage of the working
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population in the formal economy. The successive waves of structural
adjustment programmes have also led o wage culs in the public and private
sectors, thereby eroding the financial base of statutory social insurance
schemes. Simultancously, many such schemes in developing countries have
suffered from bad management, partly because of oo much government
interference, which has often strongly reduced the trust of members in the
scheme. In addition, structural adjustment programmes have ofien resulted
in severe cuts in social budgets. leading to the virtual dismantling of public
primary health care services in most low-income developing countries. The
ideal solution is to publicly finance access to basic health care, but since
this is not likely to happen in the foreseeable future, there is inevitably a
strong demand for group arrangements to finance and organize these social
services. In this situation of second-best solutions, it is often more efficient
to be part of a group insurance scheme than (o have [zce health expend-
itures individually (van Ginneken, 1999a).

Generally speaking, the principal social protection priorities for informal
sector workers are related to more immediate needs and to some possible
catastrophic events, such as (van Ginneken 1999b):

— improving the effectiveness of health care expenditure;

— death, survivor and disability benefits;

— regularizing expenditure on basic education;

— maternity and childeare benefits.

The total contribution rate for statutory social msurance is often 20 %
or more of the total payroll. Formal sector wage workers share these
contributions with their employers, However, self-employed workers are
often not prepared to pay the full (workers” and employers') contribution
by themselves. and they have various ways to escape compliance. In add-
ition. they have irregular income patterns, since their earnings are often
dependent on the business cycle and vanous product and services markets.
Other informal sector workers, such as casual and seasonal wage ecarners
are also excluded from statutory social insurance schemes, since they tend
to have low and irregular earning patterns, Their employment depends on
the availability of jobs in specific periods. When there is no work, employ-
ment is immediately terminated, and hence incomes are lost.

The (undamental reason for low social security coverage in developing
countries is therefore thut many workers outside the formal economy are
not able or willing to contribute a relatively high percentage of their
incomes 1o finance social security benefits that do not mect their imme-
diate priority needs. Since statutory social insurance schemes are compuls-
ory and do not generally allow workers (or their employers) to insure for
some benefits and not others. they perpetuate a situation in which the
majority of workers remuin excluded. Moreover, given the extent of
exclusion. it is understandable that workers within such schemes are not
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willing to extend coverage to workers outside the scheme who — even if
they were interested in Joining — have lower contributory capacity and
would have to be supported with cross-subsidies. As far as self-employed
persons are concerned, this suggests that compulsory coverage may he
feasible only through special schemes.

The role of micro-insurance schemes

Various self-employed and informal sector workers have set up their
own schemes in order to meet their priority sacial protection needs. The
mechanism used in these schemes s generally the provision of mutual
support through the pooling of resources based on the principles of insur-
ance, help heing extended to those in need within the overall framework
of certain basic regulatory conditions. In this system, it is the group itself
that decides on the size and the source of contributions that group membh-
Ers are meant 1o make. The collection and management of contributions —
as well as the disbursement of benefits — are again matters for the froup
to consider and arrange.

In a recent article, Dror and Jacquier (1999) set aut the concept of
micro-insurance and its basic tenets: (1) the insurance is dutonomous|y
managed by groups and units a the local level; and — ideal ly — (ii) the
local unit is structured in such a Way as to link up with multiple small
area- and occupation-based units into larger structures that can enhance
both the insurance function and the SUpport structures needed lor improy-
ed governance, Such local micro-insurance structures have the advant-
ages of cohesion, direct participation and low administrative costs,

As noted earlier, health insurance is often felt 1o be the most urgent
social protection priority by informal sector workers (see for example
Kamuzora 1999), As shown in some of the recent literature (Atim [995;
Hennett et al. 1998: 1LO 2000), informal sector health insurance schemes
often cover either high-cost, low-frequency events (hospital care), or low-
cost. high-frequency events ( primary health care), and in some case i mix
between them, They are designated as Type 1 and Type Il schemes respec-
tively in table 2. The frequency of service wiilization and passibilities for
cost control are different in the two 1 vpes of scheme,
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Table 2. Two ends of the health cost risk-sharing spectrum

Type al scheme N Twpe 1 Typell
Coste msuwed Hospital care Pronary bealth care
Coat per imterventinn High Low
Frequency of wtabizatinn Limw High
Cramership Hospital Canmruniy or asseciation
Coverage Diestner Carmmumity or gssacintion
Basi Ffor premium sstling Actuarinl sy Abiliky tapay

Hospital-based insurance schemes covering hospital costs have been
proposed (see, [or example, Shaw and Griffin 1993) as one of the strate-
gies for generating additional revenues for health financing. These
schemes have generally been set up in a context of reduced government
or donor financing, and are basically aimed at putting hospital financing
on a sound footing. Some of these schemes face high and rising costs
because they suffer from adverse selection, and patients tend to enrol
when they know that they will need hospital care. In addition, hospital-
based schemes often lead (o overprescription and overprovision of serv-
ices, Finally, they provide relatively high-cost primary and secondary
health care services.

Governments in many developing countries claim to provide free or
subsidized access to basic health care for low-income families. But in
practice, many workers — even those with incomes under the poverty line
- can spend between 5 and 10 % of their income on health services (Jain
1999), so that they are potential candidates for participating in health
msurance schemes. As a result, informal sector workers tend to contribute
o micro-insurance health schemes focused on the provision of primary
and some secondary health care services for which they face relatively
small but periodical expenses. These schemes usually have low popula-
tion coverage.

The main advantage of micro-health insurance schemes is that they
improve health expenditure efficiency or the relation between quality and
cost of health services. There are basically three reasons why participants
in such schemes would prefer group schemes to individual spending and
financing (van Ginneken 1998

(i} by regular contributions, the problem of indebtedness brought
about by high medical bills can be alleviated:

(i1) the financial power of the group may enable administrators to
negotiate services of better quality or better value for money from private
health care providers; and



HEALTH INSURANCE FOR WORKERS IN THE INFORMAL ECONOMY 229

(iii) the group may be willing 1o spend an preventive and health pro-
motion activities so as to keep down the cost of medica] SETVICes.

An example: the UMASIDA scheme in Dar es Salaam

Micro-insurance is a relatively new event for workers in the informal
economy of Dar es Salagm ( Kiwara, 1999), In 1995 4n [LO project facil-
itated the establishment of an umbrella organization of informal sector
dssociations, called UMASIDA (an acronym for Mutual Society for
Health Care in the Informal Sector). UMASIDA has now g written constj-
tution and is led by an executive committee chosen from the member asso-
ciations and eonsisting of a chairperson, g secretary and a treasurer. At the
beginning of 1999 the organization counted |.800 contributing members
from about ten different associations, most of whom are involved in trad-
ing or in manufacturing. New ETOUPS are waiting to be included in the
scheme,

Members contribute Tsh.1.000)- 1.200 (less than US$2) a month, which
s deposited in a centralized UMASIDA account. The exact amount
contributed varies from £TOUp 1o group depending on the benefiting
dependants {spouses, children and parents) as well as on the health care
package. In general, UMASIDA covers the costs of primary health care,
laboratory investigations and treatment. With assistance from the back-
stopping local consultant, cach group makes an agreement with one spe-
cific health care provider in it neighbourhood, who provides the required
services at agreed prices,

Beneficiaries are only entitled to treatment Upon présentation to the
health care provider of a special identity card and the so-called sick shegr
which needs to be endorsed by the group leader. This procedure insures
that only UMASIDA members (workers and their families) have access
10 health care. Group bills are paid 10 each health care provider by the
UMASIDA central office on « monthly basis; appropriate deduetions are
then made from the group’s total contribution. With the assistance of the
local consuliant, the UMASIDA central office then checks the costs and
dppropriateness of treatment, before effecting the payment, Other inform.
ation, such as the disease patiern and cost trends, is anal ysed on a quarter-
ly busis and feedback is provided to the providers and the groups. While
UMASIDA maintains an dccount for each group, the same maintaing a
mirror account showing contributions and expenditures,

In the course of 1998 five new groups joined the scheme, and in 1999
three more were dwaiting admission. As g requirciment, a group has o
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mobilize at least 25 contributing members, and make a one-month collec-
tion before access to services is granted. The whole process of sensitiz-
ition (o accessing services takes about three months, UMASIDA now has
a permanent office and recruited an administrative assistanifaccountant;
the TLO hay sgreed w pay her salary for one vear, [t is estimated that with
the extension of the scheme to more groups, UMASIDA can finance its
own overhead costs,

The great advantage of the scheme is that it provides access to quality
health care at an affordable cost. This is achieved through negotiation
with carefully screened private sector health care providers on price and
guality, the result of which is then reflected in contracts. In various
groups UMASIDA's intervention has also resulted in health promotion
activities at work and at home, for example on work-related accidents and
preventable diseases, such as diarrhoea and venereal diseases.,
Shortcomings of the scheme are that providers occasionally prescribe
drugs other than those in the WHO list of essential drugs, A general pro-
blem is that contributions are dependent on season or business activity
and are often irregularly paid, especially by the smaller groups that have
weak managerial structures. In addition, some providers cannot dispense
all of the needed drugs, and beneficiaries are still forced to pay for them
out of their own pockets.

The Ministry of Health is now conducting feasibility studies in 14
other cities in Tanzania, to investicate whether some elements of the
UMASIDA scheme can be replicated. It would like to install a pre-pay-
ment scheme that would linance pant of the public health care services in
these cities.

Replicating micro-insurance schemes on a wider scale

In their review of rural risk-sharing strategies in health, Bennetl,
Creese and Monash {1998} note that there are several threats to the scope
for raising revenues through health micro-insurance schemes. The threats
include:

— the small scale of the majority of schemes examined:

- adverse selection leading to progressively smaller risk poals and
higher costs;

— heavy administrative structures and costs in some schemes,.

These three threats are clearly interrelated. because the heavy adminis-
trative structure and costs are often the result of the scheme’s small scale.
In addition, the small scale of most of the schemes is reinforced by the



C{}HE[‘_
nSitiz_
W hay
'I!un{;

With
C iig

lity
it
i
i
N

HEALTH INSURANCE FOR WORKERS IN THE INFORMAL ECONOMY 231

problem of adverse selection. So one key issue is to define under what
conditions health insurance schemes can he sustainahle and/or replicable.

There are various characteristics on the basis of which work- and resi-
dence-based groups ean organize themselves for the provision of health
protection. People can organize themselves because they share the same
occupation, live in the same area or belong to the same pender, cultural or
religious group, for example. Each of these characteristics has its own
advantages and disadvantages with regard (o group factors such as trust,
leadership, as well as financial and organizational capacity, These charac-
teristics also have a major impact on the extent and speed with which
self-financed health insurance schemes can e replicated.

In most countries, work-based organizations have been at the origin of
statutory social insurance programmes. Informal seclor we wkers — to the
extent that they are organized at all - are principally organized in occup-
ation- or sector-based associations and cooperatives. Their first priority is
to improve their economic base in terms of credit, marketing and product-
ion technology. Once that is ensured. their organizations can often consti-
tute a foundation for the establishment of contributory social and health
protection schemes. This is also frequently true for women's organizations,
whose purpose often includes Ldising consciousness with regard to the
position of women in the family, work and society. Some of these organ-
izations have set up savings and/or credit bodies which significantly
improve the chinces of successfully organizing social and health protec-
tion schemes.

It seems likely that women are generally more interested in and com-
mitted to the provision of health care and education to their family, rather
than in oceupation-based (and often male-dominated} schemes. which
tend to consider disability and survivor pensions as a greater priority.
Most work-based schemes are characterized by a high level of group
cohesion, but they take a long time 10 mature. As a result they are not
easily replicable,

Organizations based on the place of residence are usually less cohes-
ive, since they may not be interested in the participation of poor people,
given their weak financial buse {Weinberger and FHitting 1999). This may
be different in the case of rural areas, where communities are often ¢lose-
knit, and people have similar financial resources, Al the area (district)
level the social cohesion is likely 1o be even lower, but the quality of
local government strongly influences whether some form of consensus.
incentives and accountabilii ¥ can be established. The area-based approach
is very suitable for social health care financing, since it can ke into
account the provision of not only curative but also preventive and promot-
ional activities. In addition, participation by local government can also
increase the extent and speed of replication of pilot experiences.
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Moreover, local health insurance schemes can help to relieve some of the
pressures on the budget of the Ministry of Health. This idea was worked
out in India by Hsiao and Sen (1995) who proposed 10 manage and finance
some primary and sccondary health care services through local
communities, particularly in the rural areas.

Partnerships for promoting micro-insurance

As noted before, in most low-income countries the extension of statu-
tory health insurance can only be a partial answer to the problem of non-
coverage. The question is therefore how the government and social actors
can ensure that protection is extended to workers in the informal economy.
One way to extend this protection will be through the promotion of
micro-insurance schemes,

The extent to which micro-insurance schemes have been successful
has depended on the characteristics of the bodics that set up the scheme,
on their design and on the context in which they operate. The association
should be based on trust among its members, which is enhanced by fact-
ors, such as strong and stable leadership, its economic base, the existence
of participative structures and a reliable financial and administrative
structure (Kiwara and Heijnis 1997). Good design features include mea-
sures to control fraud and abuse. to promote some form of mandatory par-
Licipation, to contain costs and to foster preventive and promative health
services (Atim, 1998). Important context variables concern the availabil-
ity of quality and affordable health care services (public of private) and a
favourable climate for the development of micro-insurance schemes.

As noled above, most of these schemes remain Fairly small, and it is
therefore important 10 know under what forms of partnership the coverage
of these schemes can be expanded. One option is that such schemes form
organizations among themselves, which will enable them to achieve
various objectives, such as a stronger negotiating power towards the
goverment as well as (public and private) health providers, sharing of
knowledge and greater financial stabilization through mechanisms, such as
re-insurance (Dror 2000). Such inter-group associations could grow into a
professional organization with a “beehive™ structure, that would enable
individual associations to affiliate ripidly (van Ginneken 1999b). In add-
ition to the expansion of micro-insurance schemes, the impact of such
schemes can also be enhanced through multiplication and mainstreaming
(Uvin and Jain 2000). This means that small schemes can be seen as cati
tysts of innovations, the ereators of strategic and programmatic knowledge
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that can be spun off and/or integrated into the three mainstreams of soci-
ely: povernments, civil society and markets. The success of such experi-
ments can then be judged, not only in terms of their size, but also in terms
of the spin-offs they created, the number of projects that have been taken
over by other actors, and the degree to which it contributed 1o the social
and intellectual diversity of civil society,

However, with the growth of micro-insurance schemes, other forms of
partnerships may also be necessary. Such schemes may team up with,
and/or receive support from, larger organizations in civil society (coope-
ratives and trade unions for instance). They may also seek to involve
private companies and social security agencies which already have a
well-functioning administration. Experience with successful scaling-up
efforts shows that two sorts of changes are needed: 1.2, in the culture and
organization of participating organizations as well as in linkages and
forms of collaboration between organizations {Gaventa 1997).

The role of the government is critical for the successful up-scaling of
these schemes, Local governments can play an important role in setting
up area-based social protection schemes — in partnership with local
groups of civil society. At the national level, governments are in the best
position to ensure that isolated experiences can be replicated to other
occupations. sectors and areas. Moreover, it can create an enabling envi-
ronment for the development of micro-insurance schemes. In the case of
health insurance four functions can be distinguished (Carrin, Desmet and
Basaza, forthcoming ).,

(i} Promote health mnsurance through recommendations on design
{henefits package, affiliation and administration) and the setting up of a
management informalion system;

(i1} Monitoring the performince of micro-insurance possibly within
the context of legislation on the efficient and transparent administration
of schemes;

(iii) Undertake and organize truining, bascd amongst others on the
promaotion and monitoring activities mentioned under (i) and (i1}

(iv} (Codfinance the access of low-income groups to health insurance,
possibly through subsidies or matching contributions,

It is in particular this last option that has not been investigated in this
chapter, but it requires further research in the future.
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Conclusion

This chapler argues that the satisfaction of health care needs should
not be considered an affair between governments and individual workers
alone. Intermediate, group-based structures, such as micro-insurance
schemes, are also necessary to ensure that workers in the informal ECONOMY
and their families have access to health services provided by the private
sector,

We identified some of the key characteristics of successful Mmicro-
insurance schemes, such as the characteristics of bodies that sel up the
scheme (good economic hase, stable leadershi pand a reliable financial
and administrative organization), good design features (measures to
control abuse and costs and to foster promotive and preventive services)
and context (availability of quality and affordable health care services).

It then reviews some of the factors that could lead 1o the up-scaling of
micro-insurance schemes, It examines the potential for collabortion between
schemes, but concludes that this is not sufficient. Schemes would also
have interest in leaming up with larger organizations in civil society (such
as trade-unions and cooperatives) as well as with private seclor compa-
nies or social security institutions, [t also sees a new role for the national
government [or promoting micro-insurance schemes, through monitoring
as well as training and recommendations on design and administration. At
the local level, governments could play a crucial role in so-called ares-
based schemes.
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