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1. Background
The Lao P.D.R., landlocked between China, Vietnam, Cambodia, Thailand and Myanmar, is ranked number 135 out of 175 countries in the 2003 Human Development Index. The Gross Domestic Product (GDP) is 331 US$ per capita. According to the National Statistics Centre the population size was estimated to be 5.5 million in 2002.  Of the total population, 80% live in rural areas and are mainly engaged in agricultural work. The rural areas are often difficult to access and largely underserved in terms of medical service and access to education. Population growth rate is 2.8 % per year. Life expectancy at birth was 59 years in the year 2000. The under five-mortality rate is 106 deaths per 1,000 live births while the maternal mortality ratio is 530 deaths per 100,000 live births. 
 

The population is characterized by a large percentage of persons under 20 years of age (55%) while only 5% are over 60 years.
 However, the fertility rates have been declining in recent years while life expectancy is increasing. 

The 1995 census showed that the labour force was approximately 2,166,000 persons. Roughly 22% of the labour force work in non-agriculture occupations: 28 % as public servants (civil servants, military, police) and 72 % work in the private sector and state owned enterprises (SOE). 

Public health sector

The public health sector has always been critically under funded. In 1997/98, 3.2 % of the GDP or 11.50 US$ per capita per year was spent on the health sector. Out of this amount the government covered 1.30 US$, foreign aid covered 3.50 US$ while the households covered 6.70 US$.
 Out of pocket health expenditure can thus take up a large part of especially poor families’ income and lead to debt and severe poverty.  The high cost is one of the reasons for the underutilization of health services in the Lao PDR. Another reason is the low quality of services provided. The situation of public health workers is characterized by irregular payment and substandard working conditions. There are anecdotal reports of “under the table” payments in health institutions, but the frequency and size of this phenomenon is not documented.  Another way to assure income for the public health workers is to engage in private business such as running one of the 2,000 pharmacies in Laos. Studies show that 64% of medical expenses are actually spent at private providers and pharmacies while only 36% are spent at the public health system. 
 Due to the necessity of earning extra income in private business, the number of health workers in the public clinics is frequently limited.  Thus the public sector faces problems in delivering health care to the population. This affects especially the rural and poor population, which has limited access to and choice of health service providers. 

2. Development of Compulsory and Voluntary Health Insurance 

2.1 Compulsory prepayment mechanisms
Lao Peoples Democratic Republic was established in 1975 and introduced a one party socialist government. Part of the political ideology was to secure civil servants by providing them with a wide range of social security benefits to compensate for their low income. Hence, all 80-90,000 civil servants (not including the military and the police) are members of the government run Civil Servants Scheme. 

Due to economic stagnation the government decided in 1986 to introduce the New Economic Mechanisms (NEM). Market economy principles and reforms were introduced, stimulating the private sector and decreasing the size of the public sector and the number of state owned enterprises (SOE). As a consequence, the garment industry and the service and construction sectors in the urban areas of the country grew, which resulted in increased numbers of non-state employed people with salaried employment. In 1994 the Labour Law called for the introduction of social security systems for these employees. The government of Laos in collaboration with the International Labour Organization (ILO) therefore decided to introduce the idea of setting up a Social Security Organization (SSO) targeting this group of employees. With the promulgation of Decree 52 in 1995 the government no longer provided free health care. It was therefore decided to include health insurance as an essential part of the benefits provided under the SSO. The main Lao players in the development of SSO were the Ministry of Labour and Social Welfare, MOLSW and the Ministry of Health, MOH.

As part of the preparation to set up the SSO, the Prime Ministers Decree No 207, Decree on Social Security System for Enterprise Employees, was drafted, widely distributed and then signed in 1999. This Decree is the main legal document determining decisions taken in regard to the SSO. There are plans to revise the Decree 207 after the initial 4 years of operation. 

In June 2001 the SSO started operating. As most workers in private and state owned enterprises are located in Vientiane Capital, the initial pilot implementation was started there. The SSO targeted all state owned and private enterprises in Vientiane Capital with more than 10 employees.  The SSO has now operated for 2 ½ years and currently has 20,349 members of whom 12,556 are females (62%) and 11,767 (58%) are single. So far no extension to other provinces with high numbers of workers employed in private or state owned enterprises has been initiated. However, there are plans to introduce the system to 2 districts in Vientiane Province.

2.2 Voluntary prepayment mechanisms 
With the end of free health care in 1995 the vulnerability of the indigent section of the population increased, as unexpected medical expenses posed a serious threat of pushing them into deep impoverishment. While social security schemes had been introduced for salaried workers, no health insurance scheme was targeting the 80% of the population working in the informal sector, mainly engaged in agriculture. The Lao government recognized the urgent need to approach this uncovered group and in May 2000, requested assistance from the World Health Organization (WHO) to set up a voluntary community based health insurance scheme (CBHI) to target people in the informal sector. With financial support from the UN Trust Fund for Human Security and technical assistance from the World Health Organization, the development of the pilot phase of CBHI commenced in 2001. 

A Health Insurance team was set up at the Department of Planning and Budgeting in the Ministry of Health. Its main task was to design the CBHI scheme, link with other health authorities, assist in the implementation of the pilot scheme, develop systems to extend to more areas, develop a monitoring and evaluation system and to evaluate the CBHI in the wider context.
 

It was decided to start the implementation of CBHI in 3 pilot sites in 

a) 9 villages of Sisattanak (an urban district of Vientiane Capital) 

b) Nam Bak (rural district town in the northern province of Luang Prabang 

c) Part of Champassak (rural district in the southern province of Champassak).

CBHI started providing health care benefits in the Sisattanak site in December 2002, in Nam Bak district town in July 2003 and in the Champassak site in January 2004. Ahead of the launch the ministerial team in collaboration with WHO experts spent one year developing the design of the scheme. This involved various studies, training, awareness campaigns, community consultations, financial calculations and the development of local management bodies, regulations and necessary forms. As the SSO was established only a couple of years earlier, lessons learned from its start-up phase were taken into account in the development of this scheme. 

Currently 1,426 families have enrolled in the three pilot schemes covering 8,238 people.

3. Compulsory Health Insurance 

There are so far two compulsory prepayment health insurance systems in place in Lao PDR. The Civil Servant Scheme (CSS) covers employees in the public sector (administration, teachers, health staff, army and police) and the Social Security Organization (SSO) covers workers in private and state owned enterprises. Both schemes are under the management of the MOLSW. 

3.1 Civil Servants Scheme (CSS)

The 15 staff at the Social Security Department at the MOLSW deal with all issues related to the Civil Servant Scheme. Since 1989, civil servants contribute to the CSS with 6% of their salary, which is deducted automatically by the Ministry of Finance every month. However, as salaries are low (average monthly salary is 200,000 kip ~ US $19.2) while the range of social benefits to be covered is extensive, the financial resources of the scheme are not sufficient to cover costs. No funds have been accumulated as reserves so far. The government does not contribute to the scheme with a fixed percentage or amount. Instead the national treasury contributes according to current ability in order to provide the most necessary amount.  

The Civil Servants Scheme provides multiple social benefits such as retirement pension, health care and cash benefits for disability, maternity and funerals. The eligible persons are the civil servant, the spouse and all children under 18. As for the health insurance part, the scheme aims at covering medical expenses of the insured persons.  People are free to seek treatment at any clinic or hospital and there is no waiting period as they are eligible at the time they enter the civil service. Civil servants have to pay the fee for services directly to the provider and will be reimbursed by sending their claim to the local branch of the MOLSW. For civil servants living in the provinces and rural districts the process may take up to 4-5 months as claims are referred to the provincial section of the MOLSW, which again refers them to the Social Security Department at the MOLSW. Here the final decision is taken on how much to reimburse is made. The scheme is supposed to reimburse all claims up to 1.500.000 kip (~ US$ 144). However, this is rarely practiced and decisions on the amount to reimburse are taken on a case-to-case basis.  

Health insurance through CSS is characterized by a time-consuming procedure, which often results in very late and partial reimbursement. Civil servants may not even file the claims, as the process is too lengthy compared to the benefit expected.  As civil servants pay the provider directly and file the claim to the MOLSW, there is no contact between the MOLSW and the providing clinics and hospitals.

A reform of the CSS has been underway for some time. However, so far no official changes have been announced or initiated to restructure the scheme. The idea of introducing a pilot project in Vientiane Capital using the capitation system has been mentioned. The long-term goal is eventually to merge the Civil Servant Scheme with the Social Security Organization.
3.2 Social Security Organization (SSO)
After a 5-year preparatory phase the SSO started collecting contributions in June 2001. The main organizations involved in the preparation were the Ministry of Labour and Social Welfare and the Ministry of Health. External assistance was provided mainly by ILO, the United Nations Development Program (UNDP), the Belgian Technical Cooperation (BTC) and WHO. Policies were developed; Decree 207 was printed and distributed.  Management structures were then determined and staff were recruited and trained. Important issues were the identification of the 3 providers (central hospitals), and the requirements for information systems for the health services and membership database. The necessary information system was then developed and staff in the SSO and hospitals received training on the use of the system.   Studies on the target enterprises and the employees were undertaken, awareness campaigns implemented in the target enterprises and information on SSO and its benefits broadcasted on the radio.

Although under the MOLSW, SSO is located in a separate office in Vientiane. The SSO has around 35 staff and of these, roughly 50% are civil servants appointed and employed by MOLSW while the rest are employed directly by the SSO. Changing the status of SSO staff from civil servant to SSO-employee is a step in the transformation of the SSO into an autonomous parastatal body rather than a part of the MOLSW. The supreme governing body of the SSO is the Board of Directors, which includes members from government, employers and employees (trade union). It is responsible and accountable for all activities of the SSO. A management team in charge of the daily management of activities includes one director and two deputy directors, all appointed by the MOLSW. The administrative and managerial tasks are organized into different divisions as required (registration & contributions, claims, computer service, policy and legislation etc). In the Health Insurance Division there are subdivisions taking care of: quality control and complaints; contracts and administration; benefit package and capitation payment; research and development and public relations. A Medical Board advises the SSO on overall health care issues. It consists of the directors of the three provider hospitals, 2 staff from SSO and 6 persons from Ministry of Health and Vientiane Capital Municipal Health Department.

SSO members (employees) contribute to the fund with 4.5% of their salary (average monthly salary of SSO members is 500,000 kip ~ US$ 48). The employer contributes with an amount equivalent to 5% of the employee’s salary and transfers the total of 9.5% directly to the SSO account every month. The SSO uses 4% of the 9.5% for health insurance purposes, which include services for both work-related and non-work related illness and injuries. That is, the SSO health insurance has health care for work injuries incorporated into a single fund.  Out of the amount accrued from these contributions, 50% is used to pay the capitation rate to the provider and 50% is kept for other purposes.
Records to date show that the costs foregone by providers have been about 50% of the capitation fee paid. So far neither SSO nor the providers have developed a plan on how to invest the savings or amount kept in reserves.
Before the scheme started operation, studies on costs of care and expected utilization levels were carried out to determine the appropriate capitation rate. Despite the recommendations based on these studies, a higher rate was chosen when implementation started.  At the launch the capitation rate was 80,000 kip (~ US$ 7.7) per year per member covering all eligible dependents of the worker (as one unit). In that initial stage, the coverage of dependents was limited, as explained later.   In the following year it was raised to 100,000 kip (~9.6 US$). Recently the SSO has decided to change the rate to 60,000 kip (~ US$ 5.8) for each worker and for each eligible dependent of the worker. 
The contracts between SSO and the providers had been signed every half year.  However, after being in operation for 2 ½ years the providers are confident that SSO is able to fulfil its financial commitment of the contract. From 2003 the contracts will therefore only be re-negotiated once a year. The SSO pays the providers 1/12 of the annual capitation rate on a monthly basis. The fluctuation of the number of SSO members is limited and the discrepancies are calculated by SSO on a monthly basis after receiving the exact number of members and their choice of hospital. Too little or much capitation is balanced with the provider at the next capitation transfer.  If an SSO member seeks emergency treatment in a hospital different from the chosen provider, the provider will reimburse the member directly. 

Although Decree 207 stipulates that all children up to 18 years of age should be covered by the scheme this has not been implemented so far. Initially children up to 5 years of age were covered. In the following year, coverage was extended to include the spouse and children up to 5 years and in the following year, to spouse and children up to 10 years. Together with the planned change of capitation rate the scheme will from early 2004 cover children up to 18 year as intended in Decree 207. 

A benefit package has been developed by SSO to clarify for providers and members which services and drugs should be provided free of charge for the members and eligible persons.  If special medication which is not included in the national essential drug list is necessary for the treatment of a member, it can be covered by SSO with the appropriate request. A list of exemptions has also been developed including treatment of traffic accident related injuries.

There is a waiting period of 3 months before services can be utilized. However, for work related injuries, services are covered from the date of enrolment. So far only the three central hospitals in Vientiane City have been chosen as providers. District hospitals and health centres, which usually take on the provision of primary care, have not yet been included. SSO members can change the provider hospital once a year by submitting a form to the SSO.
As stipulated in Decree 207, the membership in the SSO is mandatory for all private and state owned enterprises employing more than 10 employees. However, compliance is weak as the SSO does not have the means to enforce the enrolment of enterprises that fail to register or to fine enterprises that are late with the payments. 

Laos has joined the ASSA, the ASEAN Social Security Association and will host one of its meetings in 2005. This membership provides an excellent platform for the exchange of experiences.

4. Voluntary Prepayment Schemes 

4.1 Community Based Health Insurance (CBHI)

CBHI is so far the only voluntary pre-paid social health insurance scheme in Lao PDR. It is designed as a non-profit scheme and does not accumulate reserves beyond the current needs.  However, up to 10 % of contribution revenue can be used to cover operating costs and administration, mainly covering the salary of the account manager and providing incentives for the collectors. The account manager is the only employee of the scheme and is posted at the district hospital. His/her main duties are to receive the contributions from the collectors and calculate and pay the capitation amounts to the providers. He/she can only issue payments upon permission of the District Management Committee.

The CBHI scheme is autonomous and community based and is managed locally by District Management Committees which are composed of:
· 2 delegates from the district governor office 

· 3 delegates from the health sector

· 1 village leader for each village covered 

· 1 representative of the Mass Organizations in the covered area 

The Committees consists of one chair (District Governor or Deputy District Governor), two deputy chairs, a secretary and members of the committee. The main functions of these district Management Committees are to collect contributions, contract hospitals, pay capitation, monitor quality of services, promote CBHI, register new members, receive complaints and mediate between members and the hospitals, produce transparent accounting and provide information and relevant reports. 

The District Management Committee is supervised by the Ministerial Management Committee, which is composed of:

· Director of the Curative Department (chair)

· District Governor of the pilot scheme (vice chair)

· Deputy Director of Dept. of Planning and Finance (vice-chair)

· Director of Municipal/Provincial Public Health Office (member)

· Chief of Policy Division, Personnel Organization Department (member)

The main functions of these Ministerial Management Committees are to lead, supervise, monitor and control the implementation of the CBHI schemes, solve problems proposed by the District Management Committee and report on the progress of the CBHI to the Steering Committee at MOH. 

The scheme receives technical advice from the Health Insurance Division at the Ministry of Health and from health insurance experts at WHO.

The target beneficiaries of CBHI are the population engaged in the informal sector, as they have no access to any other social health insurance. Although the scheme is voluntary only entire families can enrol. This is to limit adverse selection and provide a better risk mix among the members.  During the preparatory phase, hospital costing studies and community consultations were undertaken. This led to the determination of how much the target population was willing and able to spend on health insurance. As a result, progressive flat rate contribution amounts were developed according to family size. Large families pay higher contributions than small families or singles. However, a modest discount is given for families with many members compared to families with few members.  This takes into account the findings that income per capita is lower with increasing family size. Contributions are not identical throughout the country but are adapted to each new setting considering the local socio-economic situation.

The collectors, who are members of the local community, collect contributions on a monthly basis. The insurance card of the family is stamped upon payment and the status of the family regarding entitlement to services is thereby indicated. 

The collectors deliver the contributions to the account manager who then updates the lists of members and calculates the capitation amount for the provider. So far CBHI has contracted district hospitals, which again have supra-contracted a central/provincial hospital for referral purposes. Capitation is split among the hospitals according to a ratio agreed upon and stipulated in the contract. Members have to seek medical care at the contracted district hospital, which acts as a gatekeeper for the central hospital. If members approach the contracted central hospital directly without being referred, the scheme will not cover the health care costs. Apart from emergency cases the scheme will also not cover for health services obtained in hospitals that do not have a contract with the CBHI scheme.  

Members are entitled to a comprehensive list of medical services stipulated in the CBHI regulations and including primary, secondary and tertiary care as long it is available in the geographical target area. Drugs included in the essential drug list are also provided without charge. It is the responsibility of the contracted hospitals to have 120 of the most frequently used drugs on stock at any time and guarantee their timely replenishment. A list of conditions not covered by the CBHI has also been developed. The exemptions are rather similar to the ones from SSO.

Although there is no official linkage with any of the other compulsory pre-paid social health insurance schemes, the majority of civil servants living in the implementation areas of CBHI decided to join CBHI although they are already covered by the civil servants scheme.  
5. Social Security Programmes covering risks of Maternity, Disability, Old Age and Social Assistance Programmes

5.1   Civil Servant Scheme (CSS)
According to the Labour Code, civil servants are covered for the following social security cash benefits:
Maternity:  Women are entitled to receive full salary for 90 days from their employers or the social security fund if contributions have been fully paid. The total period should include at least 42 days after delivery.
Disability: If the disability is due to an employment-related injury or illness, it is the responsibility of the employers to pay 

· Medical expenses for immediate and continued treatment 

· Funeral grants and lump sum benefits in the event of death

· Full salary for up to six month, 50% of the salary from 6-18 month while the employee is being treated or is undergoing rehabilitation

· Compensation to the worker in case of disability


Old-age pension:  Full retirement pension is given to men aged 60 and women aged 55 after completion of at least 25 years of service where contributions have been fully paid.  Lump sum options are available for people not eligible who cannot fulfil the above conditions.
The benefits noted above are all part of the overall benefit package of the civil servants scheme and are administered by the same department of the MOLSW. As the entire group of civil servants is part of this scheme, in theory there is good risk pooling. However, as no reserves have been accumulated in this scheme, only limited benefits can be expected. Like for the health insurance benefits, the remuneration of the other social security benefits is characterized by modest and irregular payments. 

5.2 Social Security Organization (SSO)
According to the Prime Minister’s Decree 207, SSO members (salaried employees in private and state-owned enterprises), are covered for the following social security cash benefits:

Maternity: A woman is entitled to maternity benefits if contributions to the SSO have been fully paid in 9 out of the last 12 months. She will then receive 70% of the insured earnings for a maximum of 3 months. If she cannot resume work for medical reasons after this period, she will be entitled to sickness benefit. Insured women unable to work during pregnancy or within 6 month from childbirth receive the cash sickness benefit for 30 days. Thereafter, SSO pays the equivalent of 60% of the insured average salary or wages during the previous 6-month period.

Invalidity: Invalidity benefits can only be received for persons who have contributed to the SSO for 5 years. After reaching retirement age, the invalidity benefit will be commuted into a retirement pension.  If the invalidity is employment-related, no waiting period is required. Benefits include wage compensation, claims for permanent disability, expenses to pay a caregiver and death grants and survivors benefits. 

Old-aged pension:  Insured persons are entitled to receive pension from the age of 60. In some cases persons can retire at 55 and receive the pension. People are entitled to an old-age pension if they have paid contributions for a full period of 5 years. If contributions have been paid for less than 5 years, the benefit will be paid in a single lump sum. The size of the pension is calculated by taking into account pension points, average wage and a set index.

The above benefits are all part of the mandatory benefit package of the SSO. It is a system that combines risk pooling with mutual support and is able to deliver the above-mentioned benefits due to realistic contributions and clear definitions of benefits. Since the SSO has only been operating for 2 ½ years, so far only maternity and work-related disability benefits have been paid. Old age pensions can be expected to be requested in 2 ½ year’s time as a minimum of 5 years’ contribution is required to be eligible for this benefit. However, as most of the SSO-members are young, many years will pass before the pension expenditure will become a major part of the expenditures of the SSO.   

5.3 Social assistance program for the non-economically active and indigent populations

Laos is one of the least developed countries. In 1997, an estimated 39 % of the population had incomes below the poverty line. 1 This indicates the need for wide social assistance. However, as public funding is limited, the needy or indigent population can only expect limited assistance from government, if at all.  

While physical rehabilitation belongs under the auspices of the MOH, the MOLSW is responsible for assistance to the needy population. The MOLSW provides support for orphans, the disabled – especially the victims of unexploded ordinance - with financial and technical assistance of international organizations and NGO’s. However, the support is limited compared to the need and is not provided equally throughout the country. The government does not provide any old age pension, maternity allowance or other social benefits for the indigent population. 

Informal solidarity mechanisms exist as part of the Lao traditional culture. Anecdotal stories indicate that in some communities local emergency funds are set up. Funds may be collected and then distributed to people who experience sudden illness that require funds beyond their financial capacity.  In case of natural disasters – mainly flooding – the MOLSW distributes food to the victims. It manages the external donor funds and collaborates with several NGO’s and organizations in organizing Food for Work activities supporting both villages hit by disaster and villages with chronic food shortages. The next phase of the ILO programme in Laos will among others look into the issue of how to create a coherent structure for the welfare activities, thus enhancing the cost benefit of the funds spent on these activities and increasing the coverage of activities.

The Decree No 52/PM on Medical Services promulgated in 1995 put an end to free medical services. Nevertheless, medical staff can exempt poor people from paying the user charges for their care. A study of central and provincial hospitals showed that exemptions ranged from 0.3 % to 11.9 % of total fees.
 Since no official guidelines exist on whom to exempt, decisions are taken on a case-to-case basis. 

Since 2002, Hatxayfong district in Vientiane Capital has provided free health care for the poorest families as part of their poverty reduction program. The multidisciplinary District Poverty Reduction Committee has developed a set of criteria for poverty and is responsible for the identification of beneficiaries. Cards are issued to the eligible families and currently 78 persons out of the total population of about 70,500 persons in Hatxayfong district are registered, mainly elderly people and families with numerous children. These families are eligible to receive free health care and drugs at the district hospital. Services are limited to the district hospital as the activities are financed solely through the drug revolving fund of this hospital. As part of the poverty reduction program the registered people are also exempted from paying school fees and can obtain interest free loans for agricultural activities through an ILO funded project. The Committee will also assist in finding employment for family members out of work, mediating between the families and the local enterprises. 

The Swiss Red Cross is planning to set up an equity fund, which will assist poor families by buying them membership in the local Community Based Health Insurance. This will be a local initiative in Nam Bak district in Luang Prabang province, where the first pilot of the CBHI has been implemented. Hence, it will only reach a limited number of households in a limited geographical area.

6. Private Commercial Health Insurance

Assurances Générales du Laos (AGL), associated with the French AGF has operated in Laos since 1990 and is currently the largest private insurance company in Laos. The head office is located in Vientiane while there are AGL-branches in all but two provinces. As for health insurance, AGL offers the following: 

1. Individual health insurance 

2. Life insurance, which includes health insurance 

3. Group health insurance 

4. Workmen’s compensation insurance 

Customers are mainly private people (1 and 2) and staff of enterprises and organizations (3 and 4). Currently more than 1,000 Lao citizens are covered by one of these health insurance policies.

Different options of benefits are available within the different insurance policies. The premiums are calculated taking into account the insured person’s age, gender, extent of coverage and the type of work (high risk or low risk) for the workmen’s’ compensation.  The insured people are reimbursed by AGL upon submission of their claims, and 100 % of the expenses are reimbursed. However, upper limits on the amount to be reimbursed are stipulated in each insurance policy. The maximum amounts are generally not very high. Benefits are paid regardless of whether medical treatment is received in Laos or abroad. Medical care benefit packages include room and board, hospital services, and surgery and doctors fees.  Workmen’s compensation insurance also provides cash compensations in case total permanent disability or death, and covers the insured workers during working hours as well as on their way to and from work.  Waiting periods are 0, 3 and 6 month duration. 

Discount on the premium is provided if enterprises choose group health insurance and workmen’s compensation insurance.  These are for example, 10% discount for a group of 21-50 persons and 20% discount for a group of 51 – 200.

Motor vehicle insurance (liability) is compulsory but poorly enforced in Laos. Many if not most vehicles are therefore uninsured. The current practice in case of an accident with personal injury is that those involved in the accident have to agree on who should cover medical expenses for the injured.
Lately numerous insurance companies from neighbouring Thailand are offering commercial health insurance policies in Laos. There is no information on how many people purchase insurance from these foreign companies. However, according to AGL, the company is receiving new customers that formerly held insurance in Thai companies. They change mainly out of practical reasons as using an in-country company makes reimbursement and communications easier. Although health insurance is not widespread and a relatively new concept for many Lao people, AGL has in latest years observed an increased interest for health insurance by the Lao middle class.

7. Critical Analysis of Health Care Financing through Prepayament Mechanisms 

7.1 Current population coverage 
The overall goal and success criteria for any social health insurance scheme will be to reach universal coverage of the target group and deliver appropriate health services of high quality. 

The longest running social security scheme in Laos is the government run Civil Servants Scheme. It is the only scheme covering 100% of its target group as it automatically deducts contributions from the salaries of all 80-90,000 civil servants (not including the military and the police). However, although the coverage is optimal, the actual provision of health insurance benefits is low if provided at all. Civil servants may not file claims, as the procedure of doing so involves too much work and is time consuming compared to the expected reimbursement. It also seems that many civil servants have no information about the actions they need to take. The administration of the scheme is characterized by inefficient procedures and lack of clear regulations and transparency. The health insurance under the CSS is therefore not serving as the safety net that it is intended to be.

In recent years Laos has introduced additional social security schemes to provide safety nets for the population. The mandatory SSO currently has 20,249 members out of a target population of 343,000 (all salaried employees working in the private sector or SOEs). Although the SSO has been running for 2 ½ years, coverage is still limited. So far, only about 6% of the countrywide target population is covered and extension should be implemented in a timely manner considering the lessons learned in Vientiane Capital


The voluntary CBHI, the youngest of the schemes is still in its pilot phase and therefore coverage cannot yet be expected to be high. At present 8,238 persons are included out of about 1,690,000 informal sector workers and their families in the country. How to take this scheme to scale will present a major challenge. This is mainly due to the huge target group and the barriers that exist for universal coverage of this diverse group of people in the informal sector. Implementation methods for efficient expansion have yet to be agreed upon. The high level health insurance team in the Ministry of Health cannot be expected to perform outreach activities in all districts, and decentralized CBHI training teams will most likely need to be established to implement the extension.  The means of funding the substantial start-up costs is also an issue.

Assuming that the coverage by the private insurance companies is still limited, about 555,000 Lao persons are currently covered by a health insurance scheme (insured persons and their eligible dependents covered by SSO+CBHI+CSS). Including only the persons covered by a well functioning health insurance scheme the number gets much smaller and  would reach about  45,300 (SSO+CBHI), which means coverage of about 10% (including CSS) or 0.8% (excluding CSS) of the overall population. Although population and workforce numbers are not accurate, they still indicate the challenge that lies ahead if universal coverage is to be achieved in Laos.

7.2 Changes in health seeking behaviour
Laos P.D.R. faces a problem of underutilization of health services. This is due to many reasons, one of them being financial constraints of the users. The introduction of social health insurance has removed this financial barrier from the members as they can expect Lao standard treatment without having to worry about the availability of cash at the time of use. By introducing the capitation system it is expected that the level of irrational drug use will be reduced, as only drugs from the essential drug list will be provided and the capitation as such discourages over-treatment. However, health-seeking behaviour is also very much determined by the proximity of the provider and the time and money needed for the transportation.
The SSO is already facing the problem that members can only access the contracted central hospitals, as no district hospitals in the vicinity of their homes are included as providers. This will have an adverse effect on the treatment seeking behaviour of members and their dependents living in the outskirts of Vientiane Capital.  Plans for the inclusion of districts hospitals and eventual health clinics are now being developed.
The CBHI schemes will also soon face the problem that the growing pilot areas will overlap with the target area of the health centres.  The insured members of the CBHI schemes now bypass these facilities, as they are not contractual partners of the scheme. Plans are therefore being made to include health centres in CBHI contractual arrangements.

The situation at the provincial hospitals is generally characterized by long waiting times while the district hospitals are underutilized as people often go directly to the major hospitals. The design of the CBHI does not allow its members to seek health care at central level, as every member has to visit the district facility first. The district hospital becomes the gatekeeper, as it will refer only patients that cannot be treated at local level. This leads to primary and other relevant care being delivered by the district hospital rather than by an overqualified central or provincial hospital and should lead to a better utilization of resources. 

One desired change in health seeking behaviour which can result from the introduction of pre-payment schemes is a shift in the provision of health care from private unregulated providers (including pharmacies) towards a higher utilization of public health care facilities. It is anticipated that this will lead to the delivery of health care of higher quality and more rational use of drugs.

7.3 Service providers 

A major question concerning the expansion of the SSO and CBHI schemes is whether the health sector is prepared for expansion. As the standard of health services in general is lower in the more remote areas, it is of utmost importance to have an accreditation system in place before the schemes are extended. This system should determine whether specific hospitals and health centres are suitable as providers or not. Uncritical inclusion of substandard facilities would raise ethical concerns, as insured members are forced to seek treatment only at the contracted facilities. The lack of appropriate provider facilities might be a major barrier for expansion especially in the remote areas. 


One of the major complaints about Lao health care facilities in general concerns the quality of services. This is not solely directed against the treatment as such but also concerns the basic attitudes of medical staff. Unsympathetic staff might have a greater adverse impact on treatment seeking behaviour than expected. 

7.4 Quality of services 

It should be in the interest of a health insurance scheme to assure that members receive high quality health care when needed. However, so far under the SSO there have only been limited efforts to improve the quality of care.  It seems that barriers to quality assurance stem from the organizational structure of the SSO. As it is still considered a department under the MOLSW, the SSO does not have an independent relationship with the public providers. This may prevent SSO staff from critically reviewing the health care provided, as the staff would have to criticize part of their own system. Changing the SSO into a parastatal organization by changing the employment status of SSO staff from civil servants to SSO employees is therefore a step in the right direction. 
Another barrier to improving the quality of services is the fact, that the members of the medical board include the directors of the contracted providers. As one of the tasks of the medical board is to assure the delivery of quality health services for SSO members, there seems to be a clear conflict of interest in the composition of the board.  

Members of the SSO scheme can change the health care provider once a year. This gives them the chance to choose the provider that offers the best service. Capitation can be considered a motivating factor for the hospitals to improve their quality of care by increasing the steady flow of income. However, capitation at the same time also carries the risk of under treatment. A positive impact on service delivered by the contracted providers still has to be documented. So far it seems that attracting “customers” by competing on quality is not a driving force of Lao hospitals. Yet it is noted that after the initial year of SSO a considerable number of members changed from one provider to another, which might indicate changing perceptions of the quality of health care. In this regard it would be interesting to look into the main reasons for changing providers to see whether quality issues are a major cause. 

It is within the mandate of the MOH to improve the quality of health services. The introduction of health insurance schemes opens new opportunities to push for service improvements. The MOH is therefore in a position to speed up the process of developing hospital standards and accreditation systems and work towards a timely implementation. The MOH could also play an important role on the issue of extending the provider system to include district hospitals. As there currently might be interests discouraging the inclusion of lower levels of health care providers in the SSO and CBHI systems, directions from ministerial level might prove helpful in applying this necessary next step. 

The health insurance schemes as such have an obligation to constantly upgrade their own management and administration systems to meet the demand and expectations of the members. They should take into account feedback from their members and the SSO in particular should take advantage of their findings through the complaints hot line and include this evidence in the development of better services. 

7.5 Economic incentives

A benefit for providers contracted under the health insurance schemes is that they receive a steady income of considerable size through the capitation system. However, it seems that the providers so far have not developed plans on how to best use the capitation funds to improve services. So far funds are used for direct cost recovery of the services provided to members. Large unspent funds are therefore built up under the SSO system, both at SSO level and at the provider hospitals. Figures from the fiscal year 2001/2002 show that for one of the contracted central hospitals, the income due to capitation from SSO was about 10% of the overall hospital income (out of pocket user charges and SSO capitation). The expenditure on SSO patients was however only about 5% of the overall expenditure. How to spend the accumulated surplus in a way that benefits the quality of services still needs to be addressed. 

There seems to be concern among members of both SSO and CBHI that “non-members” which pay at the point of service might receive better treatment than insured people. This is a relevant concern, as it is well known that providers under a capitation system might under treat in order to keep the cost per treatment low, and thereby increase their net income accordingly. It is therefore a concern that needs to be taken seriously.  Review and comparison of care provided to both insured and non-insured patients should be conducted by the schemes. A way to boost the motivation of health staff to treat SSO members could be to use a fixed amount out of the capitation fund for an equitable bonus system to all the staff involved.  

Both the providers and SSO need to plan on how to use their funds to constantly maintain and improve their services. It is of utmost importance to update computer systems and reinvest in the organization to keep it up to standard.  However, as the SSO is still under the MOLSW, it has to follow government rules on how to deal with recurrent costs. This collides with the actual need for improvements (for example, permission to purchase a certain amount of computers a year rather than letting it depend on the actual need).

7.6 Impact on health care financing 

For purposes of cost containment, the use of the capitation provider payment method as applied by the SSO and CBHI schemes has a clear advantage compared to the fee-for-service reimbursement practiced by the CSS. Capitation also supplies the contracted health facilities with a stable source of income for services, administration and improvements and provides a much more visible flow of funding into the health sector. As the members contribute to the funds of these social health insurance schemes, the assurance of proper handling of their funds is of highest importance. Using a transparent financial system will address the concerns that members might have towards cost effective handling of “their” money and will have a favourable impact on the compliance of members to stay in the schemes. 

The CSS is planning to introduce capitation payment as a pilot in Vientiane Capital as an initial part of their reform. This will most probably improve transparency and feasibility, as the capitation payment is less burdensome to manage for the insurer and easier to implement in a context where staff and administrative skills are limited. The capitation method may create an incentive for better financial management by the hospitals, as capitation needs clear information on the cost of the different services delivered and the population served.  

7.7 Financial protection and poverty reduction strategy 
The social security schemes aim at providing health care to all their beneficiaries by combining risk pooling with mutual support. Enabling people to seek health care according to their needs, and eliminating the risk of total impoverishment due to catastrophic health expenditures is in line with the Lao National Poverty Reduction Program, which focuses on “access and quality” of health services to the entire population.
 However, the needs of the poorest part of the population facing the highest barriers of receiving adequate health care have not yet been addressed by either of the schemes. How to include these people who have little understanding of insurance and no financial means to enrol even with a low contribution has yet to be solved. Creating an equity fund within the CBHI would be one way to approach the problem. However, this would complicate the simple administration of the scheme, which currently needs to develop measures to increase coverage. Furthermore, if funds for the equity fund were received from the government it would endanger the status of the scheme of being totally independent and locally administered. Receiving funds from international donors would also be an option but would cause sustainability problems.

With regard to the SSO, an extension to other provinces should include equity considerations. It should be discussed whether universal contribution rates should be implemented countrywide or whether contributions should reflect the access to services. While SSO members in Vientiane Capital can access advanced services in the central hospitals the service provided and equipment available at provincial level is less sophisticated. 

7.8 Key factors associated with success and failure 
A key factor associated with the success of CBHI is the feeling of ownership by the community, which is created mainly by having a locally known and trusted management structure. Also the fact, that contributions are being handled in a transparent way and no funds are accumulated reduces the worries about possible fraud, thus improving the willingness to join the scheme. 

Using the capitation system has proven to be a successful way of paying for services under SSO and CBHI. On the contrary, using the fee for services under the CSS has proven to be an inefficient way of paying for health services, as Laos currently is not equipped to deal with the administrative demands connected to this payment form.

For SSO and CBHI it has been of great importance to have a charismatic driving force to advocate for the schemes. Good public relations with convincing and relevant arguments are especially important with the voluntary system.  However, for all schemes it is crucial to have appropriate information and communications, as level of compliance and satisfaction is closely linked with good information. 

One of the forces of the CBHI is that it operates with a rather uncomplicated administrative setup which makes expansion easier. Running the SSO however, requires strong administrative skills and well-trained staff in all areas of health insurance. This might become a barrier in the process of extension to provincial areas, as relevant managerial skills might not be available at the local level.  
Although the SSO is mandatory by decree, de facto it operates as a voluntary scheme as no enforcement tools have been agreed upon before the introduction of the scheme. This might over time lead to an adverse change in the risk mix as members with a good risk might opt out of the scheme, while the members with the bad risk stay in. 

8. Conclusions 

The provision of pre-paid social health insurance is a well-known mechanism   preventing the poor from catastrophic expenditure, which could lead them into deep poverty. As the Lao households are now expected to pay 58 % of the per capita health expenditure there is an urgent need to provide safety nets for the part of the population that does not have the means to cope financially with severe illness.

It is therefore encouraging that two social health insurance schemes have been introduced in Laos in recent years. Initial implementation has shown that both the mandatory SSO and the voluntary CBHI can be managed in Laos and are acceptable for the Lao population. However, the level of coverage is still low.  Developing feasible plans on expansion of the schemes and at the same time including the most indigent part of the population will pose an immense challenge both in term of management and funding. 

For Lao PDR universal coverage cannot be expected in the near future. Too many barriers make especially the full extension of CBHI schemes unrealistic. The main barriers will be encountered in relation to the enrolment of the minority populations living mostly by subsistence agriculture in the remote mountainous areas of the country. Most probably the schemes will have to follow a natural course of evolution by expanding to areas where managerial skills, interest, facilities and demand are available. When the schemes become well established and success-stories penetrate to less accessible areas of the country, it can be expected that some of the more resistant barriers will be broken down. 

The future of the Civil Servant Scheme also poses questions. A merger between CSS and SSO has been discussed.  However, until the CSS has undergone a reform and considerable improvements have been achieved, such a merger will not be feasible as the health insurance of the CSS de facto is not functioning. 

The concept of prepaying for future potential health problems is new for most Lao people. Nevertheless, the pilot projects of CBHI have shown that the population is willing to sign up if appropriate information is conveyed to them through community consultations. The concept of risk pooling on the other hand seems more familiar to the Lao culture where members of the extended family often form the households. Income is pooled which enables the household to keep a living standard which would not be possible if living in a nuclear family. The above conditions are important factors for the success of implementing social health insurance in the country. 

The long-term national development goal of the Lao PDR is to leave the status of being a least developed country by 2020. This requires among others a strong and healthy population and workforce.  One way to improve the health status of the population is to remove the barriers for adequate utilization of quality health care facilities. Social Health insurances has the ability to approach some of these barriers and will therefore provide an important tool for socio economic development. It is furthermore in line with the government Policy for Health Development from 2001 to 2005, which wants to:

“Promote community-based health care systems, ensure full coverage and good quality of health care services to all ethnic groups, prioritize disease prevention and health promotion activities, emphasizes disease treatment, combine modern and traditional medicine; promote and support the establishment of health insurance funds, develop health management systems and ensure security for the health sector”
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