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Part I Setting-up a Health Micro Insurance Scheme, rationale and relevance

I.1 Setting-up a Health Micro Insurance Scheme, rationale

I.1.1 Illness financial impact and the need for protection against health financial risks 

In most Low and Middle Income Countries (LMIC), the levels of economic development, social institutions and labour markets make it difficult to provide adequate social protection (contribution-based social insurance schemes or tax-financed health and social benefits) to all citizens. 

With narrow tax-bases, governments often fail to ensure the provision of free or highly subsidised health services to the population. Public health facilities turn to be inappropriately staffed, particularly in rural and remote areas, and experience regular shortages of drugs and equipment breakdowns. Eventually individuals have to pay for formal, informal fees or under-the -table payments for medical consultations and drugs whether at basic health facilities or public hospitals. 

Given the generally poor quality of care delivered in public facilities, even some poor patients may turn to seek care from private health providers as they may accept deferred or in kind payment. Private health providers, most of them unregulated, have no incentive to discourage irrational use of drugs and patients may eventually receive inappropriate and expensive care (WHO, 2005b; Preker et al, 2004). 

For the majority of LMIC that have developed social health insurance, extending health insurance to informal workers is still behind targets. Except for notable exceptions, such as the Republic of South Korea that reached universal coverage, only the limited fraction of employed workers is usually covered, leaving the majority of the population without any efficient protection against ill health financial impact (Reynaud 2002; WHO, 2005b).

Overall, health expenditures are largely borne by households who mostly depend on informal mechanisms to manage health financial shocks and therefore enjoy very limited protection. In that context, illness costs can generate exclusions from health services and/or catastrophic expenditures that can trigger illness poverty vicious circle.

I.1.1.1 Illness financial burden and household’s informal coping strategies

Illness financial burden

Illness is an unforeseeable event; it is impossible to know in advance if it will and when it will happen, how long it will last, how much it will cost, nor weather it will be a serious or a minor case.

At the time of illness individuals who seek care have to face at the same time a rise in expenditure to access health care and a drop in income. 

(1) Illness implies a rise in expenditure

Seeking care at the time of illness may entail:

· Direct medical costs for prevention, care and cure such as user fees for pre-natal consultations, for general consultations, fees for laboratory exams, drugs fees; 

· Direct non-medical costs such as: costs for transportation, food, small equipment in case of hospital stay for the caretaker, etc;

· “Hidden” costs such as under-the-table payment (in addition to official fees) and unofficial fees (in care free context) for instance in contexts where health officers want or need to supplement their salary.

(2) Illness reduces income-generating capacity of a household

In addition to medical and non-medical direct costs when using health services, illness implies indirect costs (opportunity costs) as it causes a loss of productive time for both patients and caretakers. 

When a worker is afflicted by illness, his/her productivity is reduced, leading to a drop in earnings that in turn makes it even more difficult to pay for care; the caretaker (e.g. spouse or parents) may have to stop working for a few days, leading again to a drop in earnings. When the major income earner in a family falls ill and dies, besides the emotional burden, the household’s earning capacity is drastically reduced. In consequence the household may be forced to modify or decrease its expenditure and investment patterns that can in turn affect its ability to cope with further shocks.

In financial terms, illness can represent a:

(1) Minor risk: minor risks refer to slight diseases that require less expensive care but which occur rather frequently such as primary health care consultation.

(2) Major risk: major risks refer to severe illness conditions that require hospital and or expensive treatment such as for example surgery or hospital based specialised services. These serious illnesses have a low probability of occurrence but the cost they entail is usually beyond one family financial capacity.

Focus

Illness financial burden

Studies on illness financial burden reported by Russel (Russel 2003) in Burkina Faso, Nigeria and Sri Lanka show that indirect/opportunity costs associated with the loss of productive time was the major component of the total cost of an illness episode with a share higher than 70% of the total costs. Similarly, studies reported by Gouge and Govender (Gouge and Govender, 2000), showed that in Nepal for afflicted households, the income lost represented 70% of the total costs incurred during the disease; in Ghana, it was estimated that the time spent to seek care and take care of the sick person represented 79% of the total financial burden generated by the illness.

Regarding medical and non-medical direct costs, their absolute and relative burden vary according to the severity of the disease, the health system and access to services in the different settings, whether user fees are charged at government facilities, the extent of the insurance coverage and distance to travel (Russel, 2003). In some countries, some health services might be provided free of charge (such as hospital care in public hospitals in Sri Lanka, maternity services in public facilities in some selected poor regions in Senegal) but households seeking care will still have to face transportation costs and other non-medical costs of accessing care. Low level of spending on direct costs may also be associated with problem of access and partial financial exclusion when households do not have the capacity to pay the full treatment for example.

Sources: Russel (2003); Gouge and Govender, (2000)

Household’s informal coping strategies 

At the time of illness, individuals excluded from existing formal protection mechanisms, may develop and combine several strategies (see table n°) to cope with both financial and time costs associated with the illness of a family member. 

They may use their savings, borrow money from relatives and/or adapt their labour force and earning sources. Households can also call on solidarity networks such as mutual self-help groups that can be observed within extended families, ethnic groups, neighbourhood groups and professional networks. Mutual self-help groups generally operate through transfers, gifts, or loans between members, typically with expectations of reciprocity. In more extreme cases, afflicted households may be forced to drastically reduce their consumption and/or sell assets.

Overall, strategies adopted by households essentially vary according to the severity and intensity of the illness shock and households’ available assets such as physical, financial assets and its social network. Strategy may also vary depending in who is sick within the family. For instance, compared to a disease afflicting a child, the illness of a major breadwinner will limit options to cope with the cost of seeking care, as the earning capacity will be directly and more significantly decreased.

	Table n°_Households possible coping strategies to face illness direct and indirect costs



	· Depleting savings
	Use available cash in hand

Use savings in cash 

Sell livestock

	
	

	· Borrowing money
	Borrow money from relatives or friends 

Call on debts from money lender

Divert credit from it original purpose

	
	

	· Calling for solidarity
	Local mutual organisations such as mutual self-help groups, village associations, religious committees, etc. for financial contribution or labour exchange 

	
	

	· Adapting labour force and earning sources
	Diversify income sources

Increase working hours

Use intra-households labour substitution

Migrate to find extra job

Hire labour

	
	

	· Reducing consumption
	Cut back on purchase of non essential goods

Reduce food consumption

Defer investments (e.g. withdraw children from school)

	
	

	· Adapting health seeking behaviour
	Delay consultation or admission

Discharge the ill person from hospital earlier than required

Shift demand to other providers (nearer, cheaper, allowing payment delays)

Purchase incomplete treatment 

Defer or default payment 

	
	

	· Selling assets
	Sell or mortgage house, land, productive equipment

	Sources: adapted from

Waelkens et al. 2005, ILO ESS paper n°22

Cohen et al. 2003, Micro Save Africa.

Goudge and Govender 2000, Equinet policy series n°3


Households may also adapt their health seeking care behaviour to try to reduce the direct costs of using health services. Households may:

· Delay consultation or admission;

· Discharge the ill person from hospital earlier than required;

· Shift demand to other providers (nearer, cheaper, allowing payment delays);

· Purchase incomplete treatment;

· Defer or default payment;

· Do not seek treatment at all.

Depending on the sources and levels of income of households and the nature and level of the financial barriers (illness’ direct and indirect costs) partial, seasonal or temporary exclusions may be observed.

Economic exclusion affects very poor families and occurs when non-existent or insufficient income throughout the year implies a permanent impossibility to afford health care expenses and related costs.

Financial exclusion affects families that may face temporary, partial or seasonal difficulties in financing health care:

 a) Temporary (financial) exclusion occurs when the family does not immediately have the necessary means to pay illness-related expenses, with consequent delays in seeking care while the wherewithal is found.

(b) Partial (financial) exclusion relates to users of health services who do not have enough resources to pay for all requisite care and/or prescribed treatments.

(c) Seasonal (financial) exclusion affects families whose incomes fluctuate over the year. For example, the incomes of rural households are often concentrated during one or several periods, generally corresponding to the time when they sell their crops. These households may encounter major difficulties during the rest of the year in paying health expenses, even for minor ailments.

I.1.1.2 Shortcomings of informal individual coping strategies and exclusion from health care services

As they essentially depend on households’ capacity to mobilise assets and social network, informal individual coping mechanisms offer limited protection. They may prove insufficient for poorest households and when individuals face large medical expenditure related to hospitalisation for acute condition or expensive treatments for chronic illnesses. 

Precautionary savings that households build-up, stocks such as livestock, food, jewellery can be depleted in hard times but may be of insufficient amount to cope with catastrophic health spending. Selling off assets may take some time whereas “illness does not wait”. During widespread shocks (epidemics), assets prices tend to fall as many sellers may flood the market with distress sales. 

Similarly, mutual support arrangements may provide adequate support in case of small illnesses of short duration and low intensity, but may be less effective when illness involves major expenses or affects a large number of households at the same time (e.g., epidemics). 
As for poor and very poor households, little coping mechanisms are available or accessible to them in case of financial health shocks. They often survive on a daily wage that is barely enough to meet minimum food requirements and does not allow building significant precautionary savings or accumulating other assets. They usually cannot access credit as they have little guarantee to offer. Besides, solidarity networks are based on selective membership and guided by a principle of balanced reciprocity. They might function well for the “insiders”, but vulnerable households (e.g., in-migrants to communities, very poor households, ethnic minorities, elderly and disabled, chronic ill persons) may be excluded from membership, particularly since no counter-gift can be expected from them.

In addition, coping strategies are specific short-term responses to illness events that may have medium and long-term repercussions. Delaying seeking care, receiving inappropriate/ incomplete treatment or totally foregoing care can have dramatic consequences as it entails the risk of worsening health condition that may later requires emergency expensive treatment.  Some coping strategies may ultimately compound the family’s poverty or vulnerability when they imply a heavy indebtedness or the loss of a production tool. For example in India, a World Bank study
, reported that hospitalised Indians spent 58% of their total expenditures on health care and that more than 40 percent of those hospitalised borrowed money or sell assets to cover health care expenses. In some extreme cases, the impact of coping mechanisms may contribute to a sequence of events leading to destitution (Bloom, 2005). In turn, poverty may further limit access to appropriate care and households’ ability to prevent and mitigate the impact of health related shocks triggering the illness poverty vicious circle. 

Focus

Illness financial burden and catastrophic health expenditure, some figures

Studies on illness financial burden reported by Russel (Russel 2003) in Burkina Faso, Nigeria and Sri Lanka show that, in average, the total cost of illness (direct and indirect costs and all illness considered) represents around 12% of households’ income. Russel (Russel, 2003) also reports a fraction from 2.5 to 7% of households’ income for direct medical and non medical costs with some studies estimating direct costs above 10% of households’ income. This fraction can reach 15 to 20% for poor households. Poor households usually spend less on medical care as they have limited access, lower capacity to pay or seek care in public health services that are cheaper. However, health spending may often represents for them a catastrophic expense as they have lower levels of income (Russel, 2003). 

Health spending can be viewed as catastrophic “when a household must reduce its basic expenses over a certain period of time in order to cope with the medical bills of one or more of its members” (Kawabata et al. 2002). Some thresholds have been proposed to further qualified health expenditures as catastrophic but no real consensus emerged so far. Some studies consider that 10% of the households income represent a catastrophic payment (in Russel, 2003; Ransom, 2002) and the World Health Organization (WHO) set a higher threshold as it consider health spending as catastrophic whenever it is greater than or equal to 40% of the individuals/households’ capacity to pay.  “A households capacity to pay is defined as effective income remaining after basic subsistence needs have been met”. 

A multi-country analysis (Xu et al., 2003) has shown that higher rates of catastrophic health payments were associated with higher share of out-of-pocket payment in the financing of health expenditures and confirmed the need for low-income countries to develop risk-pooling mechanisms to protect households against ill health financial risks.

Sources : Xu et al.  2003 The Lancet Vol 362. ; Kawabata et al. WHO bulletin, 2002; Ransom (2002)
Given the limitations of formal public protection device and the shortcomings of individual and/or collective traditional coping mechanisms, civil society organisations operating at community level such as local communities, not for profit health providers, microfinance institutions, local or international non-governmental organisations, trade unions, have developed health insurance services tailored for low-income households under Health Micro Insurance Schemes. In the general context of poverty reduction strategy in LMIC, Health Micro Insurance Schemes have gained a growing interest and support these last years and some initiatives are now being developed as governmental initiative or under its supervision (for example in Laos and in Rwanda). 

Extending social insurance coverage and/or increasing public health spending to limit households out-of-pocket payment and improve provision of health care to reach excluded groups, are generally not in the immediate reach of LMIC and experiences show that several strategies will have to be combined to move progressively towards universal coverage (WHO, 2005). As proposed by ILO in its report
 to the 89th session of the International Labour Conference in 2001, developing HMIS may be part of the strategies to be explored and combined in the search for social protection for all.

I.1.2 Health micro insurance scheme to contribute to protect excluded groups against ill health financial impact

Health Micro Insurance Schemes

Health Micro-Insurance Schemes (HMIS) can be defined as health insurance schemes tailored for individuals and households who do not enjoy any form of social protection in health (excluded populations) and who face financial barriers in accessing health care.

Financial barriers, such as large medical care costs or transportation costs at the time of illness, may limit access or discourage the use of appropriate health care and entail the risk of impoverishment when individuals face severe illness.

In the overall search for reducing and preventing poverty, setting-up a Health Micro-Insurance Schemes (HMIS) at community level generally try to answer the needs to:

(1) Protect excluded populations from catastrophic expenditures associated with serious ill health events or conditions;

(2) Improve excluded populations’ access to health services when financial barriers exist.

Excluded populations

Excluded populations are households or individuals excluded from social protection
 in health. They include people active in the informal economy in urban settings and most of the households in rural areas. They can also be employees in small workplaces, self-employed and migrant workers. They generally show a greater likelihood of being exposed to serious occupational safety and health hazards.

People excluded from formal social protection usually display low, seasonal and irregular income and have limited assets:

· Human assets such as education and health status;

· Physical assets such as land, house, livestock;

· Financial assets such as credit, savings and insurance products;

· Social assets through family or solidarity networks. 

Exclusion from social protection has also significant gender dimensions since in many countries a higher proportion of women work in the informal economy (ILO, 2001). Women can more easily combine informal activities with their family responsibilities and may also encounter discrimination to enter the formal economy (ILO, 2001). Besides, recent social and demographic changes (divorce, female-headed households, etc.) have left more and more women with heavier burdens and fewer means to care for themselves and their families. 

Although excluded are to be found in low-income groups, the term “excluded” cannot be understood as “the poorest” only.  In line with Waelkens et al. (Waelkens et al, 2002), who propose to consider transient and chronic poverty situations, two broad categories might be distinguished:

· Excluded individual/households who are concerned with limited resources to protect themselves against unexpected rise in expenditures and/or loss of income and therefore are very vulnerable to financial stress but have a minimum capacity to financially contribute to a scheme on a regular basis.

· Excluded who are concerned with deeper level of poverty that impedes them to financially contribute to a scheme on a regular basis. 

HMIS can be regarded as an option for excluded groups who cannot afford health expenditure on an individual basis but who may be able to face it when collectively shared and arranged. As joining Health Micro Insurance Schemes requires a regular financial contribution, as modest as it may be, they cannot be a relevant option alone to protect households concerned with deep poverty (see section 1.2.2 HMIS potential and limitations). 
I.2 Setting-up a Health Micro Insurance Scheme (HMIS), relevance
Improving access to health care services for excluded households and protecting them against illness financial shocks may be tackled at different levels and with different strategies and instruments. Reasons for limited access to health care and vulnerability to health financial shocks are indeed contextual, multiple and call inevitably for a combination of responses (policies). If the objective is to remove or reduce barriers to health care, it will be critical to identify and understand the very nature of the exclusion experienced by the target population in accessing care.

As the World Health Organisation distinguished it in its annual report 2005
, reasons for exclusions can be approached as external and internal of a given health system.  
Regarding internal reasons, exclusion may be associated with the way provision and financing functions of the health system are designed and regulated (or unregulated). For people who do use the services, health services offered may be expensive, “untimely, ineffective, unresponsive or discriminatory” (WHO, 2005a).  

As for external reasons, exclusion may stem from the demand-side in relation with poverty, race, language and culture as well as barriers generated by geographical isolation. 

Exclusions linked to inadequate provision of health care will not call for the same strategies as exclusions associated with inappropriate demand for health services. Similarly protecting people who are in deep poverty will not ask for the same strategies as protecting people who are poor but are able to display a minimum capacity to pay. Some strategies may require government stewardship and financial support; other may be initiated at community level with or without external support and some may involve public-private linkages such as Health Micro Insurance Schemes.

When limited access to health care is mainly linked with geographical difficulties, cultural or interpersonal inhibitors, a problem of overload of the health care facilities, or on the opposite a problem of poor quality of the health care services, the set-up of a community based health insurance scheme may not be a sufficient answer, and may not be relevant, until these underlying problems remain unsolved.

If exclusions are identified to be linked with financial barriers in accessing health care, health insurance will be part of the financial instruments that can be used to address demand side’s limitations and setting-up a Health Micro Insurance Scheme will be part of the strategies that may be initiated at community level under certain conditions. If exclusions are not linked to financial barriers, other strategies might be considered. 

Overall, setting-up a Health Micro Insurance Scheme may allow:

· Dealing with existing financial barriers when seeking health care at the time of illness;

· Using the potential of insurance mechanism to overcome saving and credit instruments shortcomings to limit ill health financial impact and reduce financial barriers to health care for people outside formal social protection;

With some limitations, as it may:

· Not be a relevant answer in all contexts, as it requires some preconditions;

· Call for a comprehensive strategy to enhance its potential protective effect against ill health financial impact and offset its own limitations. 

I.2.1 Health Micro Insurance Schemes (HMIS), preconditions

I.2.1.1 General characteristics and technical relevance

The term Health Micro Insurance Scheme encompasses a wide variety of schemes. Existing Health Micro-Insurance Schemes differ one to another in regard to the benefit package (health services covered), the membership formulas, the organisational structure, the degree of involvement of the target population in the decision making process, as well as the degree of financial solidarity between members for example (see part II). 

However, beyond this diversity, Health Micro-Insurance Schemes, considered in the present guide, display a minimum set of common features as they:

(1) Involve the insurance mechanism with micro-transaction as they deal with small size premium and expenditures and operate at rather decentralised level for the premiums’ collection and claims’ management. 

(2) Are designed for “excluded populations” who are not enjoying any public or private protection arrangements. In that regard, HMIS as referred in this guide do not include supplementary insurance schemes for population already partly covered by formal social insurance scheme.

(3) Are initiated by organisations from the civil society such as community-based organisations, international or local NGOs, Micro-Finance Institutions, trade unions, commercial insurers (as in India) and health providers. They are schemes that involve, to a more or less extent, the target population, in the design of the benefit package or/and in the management of the scheme. The inclusion of health micro insurance schemes originally stemming from a public initiative to reach “uncovered” persons through voluntary not-for-profit private schemes may be considered when those schemes are managed independently from the State and include beneficiaries at some point in the design process and/or within the decision-making bodies. Community based health insurance schemes piloted in Laos and Rwanda for example may come under this category
.

(4) Are voluntary schemes in which the target population freely decides to register or not to the scheme. As it will be discussed further, this characteristic is a core characteristic of HMIS that has significant implications in terms of design, management and coverage of such schemes. It is a major distinction with social health insurance schemes that are compulsory by nature.

(5) Have a non-commercial approach but a social mission that notably translates into the calculation of the premium on a collective basis and not on an individual basis with individual risk related premium.

Health Micro-Insurance Schemes share a core characteristic as they all operate on the basis of the insurance mechanism to mitigate health financial risks. Consequently, they all entail: 

· Resource- pooling: all insured members make a prospective non-refundable contribution for a given period, the premiums, that are pooled together to form the insurance fund.

· Risk- sharing: insured members share a pre-selected set of health risks and the pooled premiums are used to provide a predefined benefit to insured persons who face health risks listed. Insured persons who are not exposed to risks over the period cannot claim back for their premium. This implies a transfer of subsidies from individuals with lower risks to those with higher risks.

· Guarantee of coverage: against their premium the insured persons gain the certainty of receiving a given pre-defined benefit (the payment or reimbursement of health expenditures encountered or a predefined financial compensation - cash benefit) when they meet pre-defined risks.

In principle, insurance financial instrument is relevant to protect against risks that:

· Are not very likely to occur and are not predictable such as injury following a car accident; delivery are de facto predictable but complication during delivery are not predictable such as the need for a caesarean section; in comparison the need for primary health care services have a higher probability to occur;

· Involve a significant and measurable loss such as an hospitalisation with surgery charged following an official user fees schedule; 

· Are not controllable by the insured person such as appendectomy that cannot be self-inflected in opposition to self inflicted in suicide attempt;

· Are not dependent from one person to another such as the need for a caesarean section in opposition to a cholera epidemic.

In line with those principles, health insurance will be technically appropriate to protect against health risks that are not very likely to occur but may involve costly treatment such as hospital care. These risks can be distributed over a large number of individuals and the insurance contribution or premium will be low for each insured household in comparison to the expenses that would have been faced without insurance in case of illness. 

As illustrated in a very simplistic and simplified example in the table n°_, insurance transforms a low probability of facing a large expenditure into a small but certain loss (the premium). In the example given, the insured person has to pay 3 000 MU to be certain to avoid the risk (during one year) to pay 150 000 MU in case of hospitalisation with a surgery. Besides, with resource and risk pooling mechanisms, insurance provides a more efficient protection against low-probability and high-cost health risks than individual savings and emergency loans.

Table

[image: image1.wmf]Total health 

care costs in 

MU

Frequency (%)

(a)

(b)

Hospitalisation for surgery

Hospital stay and drugs

150'000

          

 

2%

Insurance premium (a) x (b)

3'000

          

 

250

              

 

Free loan repayment (a)

150'000

      

 

12'500

         

 

Accumulated savings (a)

150'000

      

 

12'500

         

 

Primary health care services

Basic laboratory test

Consultation and test

1000

30%

Insurance premium (a) x (b)

300

25

                

 

100%

Free loan repayment (a)

1000

83

                

 

100%

Accumulated savings (a)

1000

83

                

 

Primary health care services

General consultation

Consultation including drugs

1000

100%

Insurance premium (a) x (b)

1000

83

                

 

100%

Free loan repayment (a)

1000

83

                

 

100%

Accumulated savings (a)

1000

83

                

 

MU:monetary unit

Payment in case of illness event MU 

(insurance will be paid even if the illness 

does not occur)

Monthly 

capacity to 

pay required 

(MU)


Focus

Savings, emergency loans and insurance to mitigate health financial risks
Savings, emergency loans and insurance are financial instruments that can be made available for excluded households to help them mitigating health financial risks.

Offering timely and affordable access to emergency loans in case of large health expenditure can help households to smoothly recover from the financial shock without depleting their assets. Emergency loan for unexpected health expenditures may not be the most appropriate instrument for low-income population since reimbursing may be difficult when labour force and earning capacity have been reduced with the illness of one active member of the family. Access to emergency loan at community level through formal micro-finance institutions is overall very limited. A specific case has been reported in Luweero district in Uganda where a HMIS
 (covering hospital care only) is proposing a mix of emergency loans and insurance products as, in some part of the district, the target population was reluctant to accept the insurance concept for very rare health risks covered by the scheme.

Offering low-income people the possibility to save money for health and /or to prepay for some services may enhance access to health care as it allows a person to pay or save money for future care at a time when she/he has the resources to do so. Savings (financial deposits) create a buffer against health expenditure and can be mobilized more quickly than real assets. Except in case of high inflation, savings are also less likely to be depreciated when covariate shocks occur (e.g. epidemics). Prepaid services can facilitate access to specific services such as mother and child care, pre-natal consultations, ultra sound scan (see case study box n°).
However, savings and prepaid services are individualized mechanisms whereby households can only use the amount of services they have pre-paid or draw upon the amount of money they have saved. Households who have higher income and are able to accumulate more in their savings accounts will be able to afford the care they need. Those with limited income or patients with chronic conditions will be unlikely to have accumulated enough resources to pay for their health care expenses. As for individual informal coping mechanisms, even if well designed and easily accessible, individual savings and prepaid services alone will provide limited protection for poor households and in case of large medical expenditure.

For minor risks, such as general consultation at primary health care facilities that have high probability and generally rather low costs (during a year individual may have at least one contact with a health provider for minor ailment), health insurance may not be much more efficient than individual savings or prepaid services in reducing financial barriers to access appropriate health services. When a health risk has the probability to occur to most insured persons during a given period then the cost of the insurance would be very close to the actual expense of the health care without insurance. When the use of health services is predictable as pre-natal consultations and delivery care for pregnant women, offering the possibility to prepay specific range and quantities of services may also be an appropriate response to remove financial barriers and enhance access to health services. People who prepay health services (such as consultation tickets) show the tendency to use all prepaid care even if the persons did not really needed them. Given this tendency, prepaid services may be particularly relevant when they concern preventive care that are usually not a priority for households in scarce resource settings.

According to insurance general principles, setting-up a HMIS will be technically relevant to cover hospital services when financial barriers, such as user fees at the point of use, deter access to health care or push households into indebtedness when they need hospital care. In practice, as it will be explained later in the present guide (see part II, HMIS diversity), HMIS will often incorporate a proportion of prepaid services into their benefits package as they will generally have to cover both hospital and primary health care to enhance their protective effect and better answer excluded households’ health needs.

Case study box

The obstetrical package in Nouakchott, Mauritania

Since November 2002 in the capital city in Mauritania, a range of public maternities offers an obstetrical prepaid package (“forfait obstétrical”) to pregnant women including: four prenatal consultations, a blood test, an ultrasound scan, care for normal or complicated delivery with caesarean section and ambulance facility when the pregnant woman is evacuated to the referral maternity. 

This specific scheme, supported by the national Ministry of Health and the French Cooperation, integrates a part of prepaid services (prenatal consultations, ultrasound scan, delivery care, postnatal consultation) and a part of insurance for low probability high cost health risk such as delivery with caesarean section. 

The mix of preventive prepaid services and insurance services for complicated delivery allows reducing the risk of complication during delivery with an appropriate follow-up of the pregnancy and offers a significant protection in case of complicated delivery for an overall affordable lump sum premium. The package costs 6000 local monetary unit to avoid health expenditures ranging from 14 200 to 42 000 local MU. The scheme is subsidised in its pilot phase until it reaches a sufficient scale to be self-sufficient.

In 2004, 92% of the pregnant women using the public maternity proposing the obstetrical package chose to buy it.

Source: Équilibres et populations N°92- October November December 2004, p 15.

I.2.1.2 Preconditions

Even if technically relevant to deal with financial barriers, setting-up a HMIS is unfortunately neither a panacea nor a systematic appropriate answer to excluded populations’ needs in terms of access to health care and protection against catastrophic health expenditures. Some preconditions will have to be met to ensure that setting-up a HMIS is a relevant and feasible option. 

So far, six conditions might be regarded as preconditions for the setting-up of a relevant Health Micro Insurance Scheme. Three preconditions are related to the target population potential demand for insurance services; two are linked to health care provision and financing and one is concerned with legal issue. Some of the preconditions might be interlinked.

Checklist

Preconditions to set-up a HMIS

· Precondition 1:Is there an actual need for coverage against ill-health financial consequences?

· Precondition 2: Are health services of acceptable quality available?


IF NOT, setting-up a HMIS will be neither relevant nor feasible as a first step


· Precondition 3: Is there a stable health financing policy?





· Precondition 4: Is there any prohibitive legal constraint?




IF NOT, setting-up a HMIS will not be feasible


· Precondition 5: Does the target population trust the project initiators and other actors involved?

IF NOT, setting-up a HMIS will be difficult as a first step






· Precondition 6: Is the target population potentially large enough from the start?



IF NOT, HMIS will be difficult to sustain 

Precondition 1: there is a priority need for coverage against ill health financial consequences

The future HMIS will provide a solution to the financial difficulties experienced in paying for health care. Financial difficulties must not only exist but also be considered by the target population as a priority or at least a major concern.

In very poor contexts (such a post-conflict areas or areas suffering or recovering from massive drought or flood), where people struggle to survive and where daily feeding is a problem; health issues tend not to be considered as a priority. It will be very difficult to set-up a HMIS in such contexts that actually will require social assistance to ensure appropriate access to health care.

In contexts where health care services are free of charge, the financial difficulties may seem to be inexistent at first glance; but other financial difficulties related to health care (for instance non medical costs such as transportation costs, patient caretakers expenses during hospital stay and opportunity costs) may justify the set-up of a HMIS providing cash benefit in case of hospital stay with emergency evacuation for example.

In contexts where households can access a comprehensive range of free health care delivered by confessional health providers, they will be less likely to be interested in joining a HMIS that proposes to pay for insurance to ease the access to public health services with similar level of quality in the area. 

Precondition 2: health services of acceptable quality are available

The future HMIS will provide benefits to those members (and dependants) that are using the services of one or several health care providers (health posts, health centres, hospitals, etc.). Obviously proposing households to pay a certain amount of money in advance to receive health care from a health provider that is not open 24hours and face regular shortages of staff and drugs, will not be a workable strategy. 

Setting-up a HMIS will be feasible if:

· The target population has at hand a range of health care services that meet its major health care needs; 

· The target population is willing to use these services; that is, the selected health providers are well perceived by the target population.

The availability of acceptable quality of care is a cornerstone in the development of a relevant and viable HMIS. Existing health care services should address target population’s major health care needs, be located not too far away from the target population, be of relative good quality and well perceived by the target population. When health care providers don’t meet these criteria (for instance, they regularly run out of drugs or pay little attention to patients), setting-up a HMIS will not be the relevant first step to address excluded households financial difficulties in accessing appropriate care. In such contexts, three options might be considered:

(1) Renounce to set-up a HMIS or postpone the project until quality of care is improved;

(2) Plan - within the project of setting up a HMIS - to increase quality and availability of health care services before the setting-up of the HMIS. Agreements between health micro-insurance schemes and health care providers can contribute to increase the quality of health care or the number of health services provided;

(3) Plan - within the project of setting up a HMIS – to create supplementary health facilities such as SEWA in India
, ORT Plus
 in Philippines that have implemented and organised the management of primary health care facilities. This last option involves the design and management of a specific project that requires specific skills and appropriate financial strategy.

If there is no priority need for insurance coverage against illness financial consequences (precondition 1) and if there are no health services of acceptable quality of care available (precondition 2), setting-up a HMIS will not be relevant or feasible as a first step and other strategies should be considered first.

Case study box

Improving quality of care before setting-up a HMIS

The example of SKY Health insurance scheme in Cambodia

Supported by donors’ funding and GRET Ngo technical assistance, SKY HMIS in Cambodia has developed specific partnership strategy and contractual arrangement with a public primary health care centre that was not initially matching the necessary quality requirement to set up a relevant HMIS. 

This strategy has included:

(1) Before starting health insurance activities: (a) the preliminary support of a medical doctor (SKY HMIS medical advisor) to reinforce health staff skills and (b) a round of meetings to agree on quality of care criteria (that fit existing public and on the capitation payment mechanism from SKY HMIS.

(2) With the start of health insurance activities: (a) the implementation of a temporary bonus system per insured covered, given to the health centre team when pre-selected quality indicators were satisfied (indicators such as, respect of the user fees schedule for uncovered services, rational use of injectable drugs, appropriate use of antibiotics treatment, fulfilment of outreach sessions for preventive care, staff duty at night, patient welcoming, appropriate registration of insured contacts, etc); (b) the implementation of a monthly monitoring of quality indicators performed by the HMIS with monthly debriefing with health centre staff and local health authorities; (c) the regular presence of SKY HMIS medical advisor in the health centre.

The bonus system is designed and has been negotiated to be progressively decreased. It will eventually be withdrawn as it is expected that it will be compensated by the rise in revenue associated with the growth of insured registered in the scheme. The presence of SKY HMIS medical advisor is planned to be progressively decreased.

This specific partnership has been established with the strong support of the local provincial health authorities, UNICEF and donors’ funding through GRET Ngo support. Further research will be necessary to document the impact of that strategy. So far the quality of care delivered by the health centre has been improved as reported by insured patients high satisfaction.

Precondition 3: there is a stable health financing policy 

It will be critical to have a good understanding of the health financing policy and its reform trend to evaluate if there is risk of policy change that might render the HMIS irrelevant.

Policy changes regarding health financing may dramatically impact on the relevance of a HMIS. For instance, it will not be relevant to plan to set-up a HMIS to address women’s difficulties in accessing and paying for obstetrical care if the government is considering removing user fees for health care related to pregnancy and delivery in public facilities. In that regard, a stable or stabilised health financing policy will be a precondition to set-up a HMIS. 

Precondition 4: there is no prohibitive legal constraint

HMIS will have to operate under a legal status and framework. It will be therefore critical to check under which legal framework the future HMIS will be authorised to operate and check if legal requirements are not undermining its feasibility. 

For example, if HMIS are to be regulated under commercial insurance legal framework and are required to respect the same capital requirements and prudential ratios, it might not be feasible to set-up a HMIS that can only pool limited amount of premium compared to the volume of policies and premiums managed by private insurance companies. If legal requirements are too constraining and the possibility of being exempted from the current legal requirement is not given, setting up a legal HMIS will not be feasible. (See part II legal issues).

If precondition 3 and 4 are not met, setting-up a viable and legal HMIS will not be feasible.

Precondition 5: the target population trusts the project initiators and other actors involved

Trust is essential in the acceptation of the insurance mechanism in voluntary schemes. It will be critical that the target population trusts the promoter and/or manager of the insurance fund as they will them a financial contribution in exchange of the promise to receive a given benefit in case of illness in the future. Setting-up a HMIS will therefore be difficult as a first step if:

· The target population does not fully trust the promoters of the project or any other actor involved (premium collectors for example). Therefore, the past relationships between the population and these persons are an important element in assessing the feasibility of setting-up the HMIS;

· The target population already experienced problems or failures on similar projects based on resources pooling (service cooperatives, savings and credit funds, etc.). Such experiences should be analysed when assessing the feasibility of setting-up the HMI scheme.

If precondition 5 is not met, setting-up a HMIS will be very difficult and will not be feasible as a first step.

Focus 
Solidarity bonds, a favourable factor rather than a precondition

In many HMIS based on mutual management in West Africa, solidarity bonds have been considered as a core precondition for the set-up of a HMIS. Insurance principle is actually difficult to accept and it is expected that the mechanism of resources pooling will be easier to understand when community traditions of mutual help already exist within the population. Community bonds may appear in different situations: inhabitants of a village or neighbourhood, employees of an enterprise, members of a social movement, etc.

Some experiences from other settings have shown that community bonds may not be a precondition but rather a favourable factor regarding the implementation of a HMIS. 

It seems that the absence of community bonds may not render HMIS irrelevant as far as households in the target population perceive their individual interest in joining the HMIS. When community bonds have been shattered by past civil war or where solidarity principle is not well accepted among the target population, setting-up a HMIS will still be relevant and feasible as far as it is matching households’ needs for protection against illness financial consequences. In such context, setting-up a HMIS will call for a solid communication campaign to explain the benefit and the functioning of the scheme. It will also call for an appropriate support from local authorities to entrust the promoting organisations among the target population, as trust in the promoting organisation is indeed an important precondition for the set-up of a HMIS.

Precondition 6: the expected number of persons covered is potentially large enough from the start

Insurance mechanism requires large number of insured to spread the risk and pool resources adequately and be financially viable. It will be difficult to sustain a HMIS if the target population is not large enough from the start of the activities as in the long run. 

This precondition applies in priority for HMIS schemes covering “major health risks” that imply important expenses like hospitalisations, deliveries with caesarean section, surgical operations, emergency evacuations, etc. For those schemes, it will be necessary that the expected number of persons covered is large enough from the start. The calculation of the premiums is generally based on the average health care consumption of the target population (rural population around a district hospital for example). According to the probabilities theories, the smaller the population and the less frequent the covered risks, the greater the variations around the average. Therefore when the covered population is too small, the financial equilibrium of the scheme may be in danger as there is a risk for the actual consumption of services to be higher than the average consumption. 

Therefore in order to avoid bankrupting the HMIS from the start and be able to sustain its functioning in the long run, it will be important to have a potentially large enough target population when setting-up an HMIS. 

This precondition can be removed when the HMIS is financially supported (e.g. subsidised by donors) to accompany its setting-up and progressive expansion to reach an appropriate number of insured persons.

I.2.2 Health Micro-Insurance Schemes (HMIS), potential and limitations

I.2.2.1 HMIS potential 

As already explained, if preconditions are met, setting-up a HMIS can be a relevant strategy to contribute to:

· Improve financial accessibility to health care;

· Limit the financial burden of ill health.

Focus

Actual impact of HMIS?
Few studies so far document the actual impact of HMIS to improve access to health and utilisation rate are generally used as a proxy indicator to illustrate HMIS impact when data are available. In Rwanda prepayments schemes
, the overall use of curative services for adults and children, and preventive health services for children and women, was up to five times higher for insured members than for non insured members who experienced very low contact rate with public facilities. In Cambodia, compare to non-insured population, SKY HMIS insured members seem to make a more appropriate use of the public health centre with more than two contacts per year by contrast with 0.3 contacts per year for the general population.

Similarly, so far evidence is scarce about the actual financial protection offered by HMIS against catastrophic health expenditure
 but available data already suggest that HMIS do have a potential to prevent catastrophic expenditure. SEWA case study by Ransom
 in 2002 revealed that insurance halved the number of catastrophic expenditures cases  (that is health expenditure amounting more than 10% of their annual households income) for patients who had faced hospitalisation.

Under certain conditions, setting-up a HMIS may also have the potential to contribute to:

· Improve health seeking care behaviour and encourage rational use of health services;

· Voice users (the excluded) and improve community participation in the health sector.

Additional potential can be put forward according to the nature of the promoting organisation of the HMIS:

· Improve financing for health providers;

· Secure credit portfolio for microfinance institutions (MFI).

Improve health seeking care behaviour and encourage rational use of health services

When HMIS can cover both primary health care and hospital care and enforce referral from primary health care facilities to hospital facilities, HMIS will have the potential to encourage a cost effective use of health facilities. 

Insured will be encouraged to contact primary health care in a timely manner. Early contact to primary health care will in turn reduce the need for referral at hospital level and limit the degree of severity when referred if the disease requires hospital care.

Insured persons will also be more likely to receive appropriate treatment for a given disease, as they will not be exposed to the decision of forgoing the expensive part of a prescribed treatment in case of limited cash in hand when non-insured. 

When favouring generic drugs of controlled quality in their benefit package, HMIS will have the potential to encourage more rational (cost effective) demand and provision of drugs that in turn has the potential to contain overall health care costs and remaining out-of-pocket health expenditure for patient.

As already illustrate with the obstetrical package in Mauritania (see box n°), HMIS have the potential to enhance access to preventive services such as prenatal consultations when they are made mandatory to be covered for delivery heath care service; HMIS may have the potential to guarantee access to safe motherhood; with benefit packages designed in line with public health priorities, HMIS can potentially play a role in reducing illness burden for low income population and therefore contribute to reduce poverty.

Improve heath care financing

From health care providers’ perspective, HMIS have the potential to increase patient solvency as well as to ensure increased utilisation of health services. As financially protected, insured patients will be less likely to escape from the hospital at night to avoid hospital bill. 

SKY insured members represent 10% of the public health centre catchment population and 36% of its total contacts.

As HMIS have the potential to encourage a more rational use of health facilities as explained earlier, insured patients will generally be encouraged to consult health providers as soon as they are sick and will be less costly to treat which can limit health facilities’ expenditures.

Under specific contractual arrangements between HMIS and health providers, HMIS may have also the potential to improve health providers’ budget planning capacity when they pay them on a prospective basis (see part II for details on providers payment mechanisms).

NB: see page 42 Tabor 2005
Voice users (voicing the excluded) and improve community participation in the health sector 

Contributing to a HMIS entitles individuals with the right to access a given benefit package of appropriate quality of care. Insurance entitlement potentially enhances excluded groups’ capacity to ask and claim for appropriate quality of care to contracted health providers.

In HMIS that are not directly managed by health providers, HMIS will act as an intermediate party between insured and health providers. As they operate on a voluntary basis and will have to keep insured satisfied with the benefits, HMIS have a strong incentive to voice insured members needs to partners health providers. 

As one of HMIS specificity is to involve insured members at least in the design of the benefit packages and later within monitoring meetings or survey to assess their satisfaction, they have the potential to put a positive pressure on providers regarding quality of care and services. Overall, increased community participation through HMIS may have the potential to improve health providers responsiveness to patient needs.

In Uganda, the HMIS supported by CIDR and SHU hold three insured members general assemblies along the year and monthly monitoring meetings. Monthly monitoring meeting gather representatives from insured members, partner health providers (hospital) and support organisation. These regular meeting give the opportunity for insured representatives to report insured members’ satisfaction on health services and to establish a direct dialogue (discuss) with health providers on expectations for improvement regarding quality of care. 

Secure Microfinance credit portfolio

Micro-finance institutions (MFI) such as Grameen bank in Bangladesh, SEWA in India or AssEF
in Benin, originally developed health insurance services to prevent their members from diverting part of their productive micro-credit to pay for health care expenditure in case of costly illness episode.

Checklist

HMIS potential

If preconditions are met, setting-up a HMIS may be a relevant component in a strategy to:

· Improve financial accessibility to health care

· Limit the financial burden of ill health

· Improve health seeking care behaviour and encourage rational use of health services

· Voice users (voicing the excluded) and improve community participation in the health sector 

· Improve health care financing for health providers partners 

· Secure credit portfolio for IMF

· Contribute to move towards universal social coverage

Overall, and as already underlined, as they target populations that are currently out of reach of the formal social protection mechanisms, HMIS have the potential to contribute to pave the way forward to reach universal coverage.

I.2.2.2 HMIS limitations

HMIS are serving low-income groups that have very low and fluctuating ability to pay and are particularly exposed to health risks. As a consequence, HMIS face two major in-built limitations:

1) With limited level of premium Health Micro-Insurance Schemes will not be able to meet all the priority health insurance needs of the target population and will provide only a limited financial protection in case of illness. 

For instance, HMIS generally do not have the capacity to compensate for income loss associated with illness episode and usually grant a partial compensation (e.g., 60% of the health care costs) for a limited package of health risks (e.g., hospitalisation, drugs, consultation). Without external financial support, HMIS will usually have to concentrate on essential medical services and leave off expensive specialities or advanced hospital care (dental care, ARV treatment, heart surgery, kidney transplant, etc.) that still are in need within excluded groups. For the same reason they may not be able to take into account the specific needs of some categories of members such as individuals with chronic condition, the elderly and the disabled. 

2) As they require the payment of a regular premium, even modest, Health Micro-Insurance Schemes will not be able to include the poorest fraction of excluded groups that is unable to contribute. 

If the objective is to provide adequate financial protection to excluded groups against illness financial burden, HMIS inherent limitations will call for complementary strategies to enhance its potential.

To better meet the population’s health insurance needs, additional health-related financial services may be offered to members of the community based health insurance scheme such as emergency loan and health savings. Emergency loan and health savings may be useful to finance benefits not provided by the community based health insurance scheme (e.g. primary health care), to finance the co-payment in case of partial coverage of the health care expenses or to pre-finance the health expenses in a system where the members pay the total amount of health expenses and are subsequently claiming reimbursement for the part covered by the scheme. Micro saving services may also be useful to help preparing for the payment of the premium and linkages with microfinance institutions might be explored when available in the same area.

However, as far as health credit is concerned, experience shows that debts are then difficult to recover from beneficiaries. Health savings, for its part, is an individualized mechanism where households can only draw upon the amount of money they have saved: it is therefore merely appropriate for health expenses that are deemed certain and of relative low cost such as non-specialist consultations that occur frequently and are relatively inexpensive.

Regarding the inclusion of the poorest groups that do not have the financial means to contribute to the scheme, different strategies may be considered: HMIS may be used to channel specific government (or donors) subsidies to pay for the premiums of the poorest; linkages with social assistance programmes may also allow HMIS including the poorest groups.
Specific arrangements can be designed and set-up to meet the specific needs of some specific population groups essentially the elderly, the disabled and the chronic ill persons. Specific arrangements may include the use of an earmarked solidarity fund to cover expenses related to selected diseases, partnerships may be explored to fully use the potential of existing vertical public health programmes on specific diseases such as malaria, HIV/AIDS, tuberculosis or leprosy programs.
Preventive and precautionary measures as health education, use of condoms, sanitation, hygiene, immunization, preventive consultations and regular check-ups can either prevent the illness from occurring, reduce the occurrence of illness, or lessen its seriousness. Such measures developed or reinforced in synergy with the setting-up of HMIS can thereby contribute to reduce the future expenses of the community based health insurance scheme, increase its financial accessibility and reinforce its coverage.

Focus

Reduce exposure to health risks with prevention and precautionary measures 

Improving prevention and precautionary measures for excluded persons is one of the logical ways to reduce illness financial burden, as such measures may limit part of the health risks. 

Preventive measures may prevent the illness from occurring, or only lower the probability of the illness occurring or lessen its seriousness.  For instance, when households get their children immunized and apply basic hygiene principles, the risk of falling ill is reduced; if they undergo regular check-ups, the chances of diagnosing a disease in an early stage are increased, thereby reducing the seriousness of illness. 

Precautionary measures aim at avoiding risky situations or being exposed to a risk. For instance avoiding risky sexual behaviours contributes to reduce the chance of sexually transmitted diseases (STD). 

Preventive actions and precautionary measures are often less expensive than other strategies related to the same risks (for instance, immunization and regular check ups are less expensive than curative health care) and are either more effective (immunization can prevent some diseases). They increase effectiveness of other strategies (early diagnosis of a disease thanks to regular check up increases patient’s chances of recovery) or contribute to reduce their cost (the less serious a illness, the lower the cost of necessary treatment).

Though they have the potential to significantly reduce the financial burden of illness for households, the actual costs for prevention are generally perceived by the households as a costly “luxury” related to uncertain future illness, and therefore are not felt as a priority when allocating their scarce resources in the present. Besides, educational and cultural barriers may prevent households from undertaking prevention and precautionary measures. 

Linking the setting-up of a HMIS with health education and promotion activities to increase awareness about prevention and precaution may significantly contribute to reduce exposure to illness, then limit illness financial burden and eventually may increase HMIS potential protective effect.

Overall, HMIS inherent potential performances are highly dependent on the nature of their technical design, management, organizational and institutional characteristics (see HMIS challenges in section 2). In that regard, the setting-up process is a critical step to ensure that solid bases are in place for a relevant HMIS (see section 3). In addition to internal factors, a conducive environment may play an important part to enhance HMIS potential in protecting excluded households from illness financial risks.
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