
 

An economic analysis of a community based health insurance scheme in 

B.P. Koirala Institute of Health Sciences, Dharan, Nepal 

 

Dissertation submitted in partial fulfillment of the requirementfor the award 

of the degree of Masters of Public Health. 

Sachi karki 

 

Achuta Menon Centre for Health Science Studies (AMCHSS) 

Sree Chitra Tirunal Institute for Medical Sciences and Technology (SCTIMST) 

Thiruvananthapuram, 

 Kerala (India) 

October 2005 

 



  

 

 

Declaration 

 

I hereby certify that the work embodied in this dissertation entitled, “ an economic 

analysis of the community based health insurance scheme in Nepal”, is the result of 

original research and has not been submitted for degree in any other university or 

institution. 

 

 

 

 

 

Place: Trivandrum  

Date:           Sachi karki  

 



  

            

 

 

 

Certificate 

 

I hereby certify that the work embodied in this dissertation entitled “An economic 

analysis of a community based insurance scheme in Nepal”, is a bonafide record of 

original research work undertaken by Sachi Karki, in partial fulfillment of the 

requirement for the award of the MPH degree, under my guidance and supervision. 

Guide 

Dr. D. Varatharajan 

Associate Professor 

Achutha Menon center for health sciences and studies 

Sree Chitra tirunal Institute for medical sciences and technology 

Trivandrum, Kerala, India. 

 



  

 

 

 

 

 

 

 

……………..Dedicated to my husband and son 

 

 

 

 

 

 

 



  

Contents 

Chapter                                                  Pg Number 

1. Introduction         1-11 

1.1. Background: Financing of health care       1 
1.2. Health Insurance as an option        3  
1.3. Organization of health care in Nepal       5 
1.3.1. Financing          6 
1.3.2. Health care expenditure        8 
1.4. Rationale for the study        9 
1.5. Aim and objectives         10 
1.5.1. Objective          10 
1.5.2. Specific objectives         10 
1.6. Chapter scheme         10 

      

2. Review of Literature         12-31 
2.1. Function and sub functions of health care financing      12 
2.2. Community based insurance: Meaning and definition     13  
2.2.1. Strengths and weaknesses          14  
2.3. Literature on Community-Based Health Insurance      15 
2.3.1. Cost Escalation          15 
2.3.2. Efficiency          17 
2.3.3. Equity           20 
2.3.4. Coverage          25 
2.3.5. Micro insurance in Nepal         27 
2.3.6. Lessons from other countries        28  

3. Concept and methodology        32-39 

3.1. Community-based financing as an option for financing health in Nepal  32  
3.2. Existing community based health insurance schemes and problem areas  33 
3.3. Conceptual framework for this study        34 
3.3.1. A priori assessment of the existing scheme        34 
3.3.2. Benefit analysis          35 
3.3.3. Access issues           35 
3.4. Methodology           36 
3.4.1. Assessment of the existing scheme         36 
3.4.2. Benefit analysis          38 
3.4.3. Access issues            38 
3.4.4. Data collection techniques        39  
3.5. Ethical considerations         39 
3.6. Statistical analysis               39 



  

4. Results and Findings         40-56 

4.1 Assessment of the scheme under review       40 

4.1.1. Philosophy           41 
4.1.2. Target population          42 
4.1.3. Technical design           43 
4.1.4. Management            45  
4.1.5. Organization          46 
4.1.6. Institutional characteristics          46 
4.1.7. Benefit packages         47 
4.1.8. Types of diseases covered        47 
4.1.9. Comparative analysis of the schemes under review     48  
4.2. Benefit analysis         51 
4.2.1. Sample data           51 
4.2.2. Enrollee benefits         51  
4.3. Access issues          54 
4.3.1. Sample characteristics         54 

5. Summary and conclusions                 57-61 

5.1. Performance of the schemes under consideration      57 

5.2. Benefits to the enrollees         59  

5.3. Access issues          60 

5.4. Conclusions          61 
5.5. Recommendations         61 

REFERENCES 

Annexure 1  Cost centers 

Annexure 2  SEWA scheme 

Annexure 3 Linked Model (Accord) 

Annexure 4 RCMS 

Annexure 5 Interview Schedule 

Annexure 6 Tables 

Annexure 7 Graphs 



  

 

 

Acknowledgements 

I am greatly indebted to my guide Dr. D. Varatharajan for his guidance and support for 

this study from the very beginning. 

I express my sincere thanks to all faculty members of AMCHSS, Dr. K. R. Thankappan, 

Dr P. Sankara Sarma, Dr. Sundari Ravindran, Dr. Raman Kutty, Dr. Mala Ranganathan, 

Dr. Manju Nair and Dr. Biju Soman for their help and support. 

I would like to express my gratitude to the WHO, Nepal for funding my entire study. 

I would like to extend express my sincere thanks to our Vice Chancellor Dr. Lok Bikram 

Thapa for his kind help and co-operation. 

I would like to thank all staff of computer section, hospital administration, and Insurance 

section, BPKIHS without whom this study would not have been possible.  

I would like to thank Mr. Jaya Singh and entire staff of Achutha Menon Center for their 

support throughout. My commendable thanks to Mr. Godwin, Ph.D. student and my 

classmates for their kind support and help. 

I thank all the participants who were kind enough to participate in the study. 

My heartfelt thanks and blessings to my husband Dr. Rajendra Regmi and my son 

Girwan for their immense support without which I would have never thought of 

completing my study.  

Last but not the least my heartfelt thanks to my parents for their encouragement and 

support during the entire study period. 

 



  

 

Abbreviations 

BI   Bamako Initiatives 

BPKIHS  B.P. Koirala Institute of health sciences 

CBHI   Community-based health insurance 

CF   Community financing 

GB   Grameen bank 

GK   Gonosasthya Kendra 

HMG   His majesty’s Government 

ILO   International Labor organization 

INGOs   International Non-Governmental organizations 

IOL    Intra Ocular lens 

IPD    Inpatient department 

OPD   Out patient department 

O-O-P    Out –of-pocket 

PHC   Primary health Center 

NGO   Non governmental organization 

SHI  Social health insurance 

RCMS  Rural cooperative medical system 

VDC  Village Development Committee 

 

 



  

ABSTRACT 
 

Conclusions: The study is an attempt to understand this method’s characteristics and issues in the 

context of Nepal finds that the burden of out-of-pocket had declined due to the community based 

financing schemes. The moral hazard, which is usually associated with insurance schemes, did 

not appear to be present in the BPKIHS scheme. However, adverse selection was present. Also, 

there existed some sort of cross subsidization existed between enrollees and non-enrollees and 

non-enrollees paid about 25-58% more than the cost price. However, the huge out-of-pocket 

expense incurred by the insured is a cause of concern, which needs more attention from the policy 

makers. More government intervention is called for in financing of care in subsidizing the 

members especially the poor.   

“An economic analysis of a community-based health insurance scheme in BPKIHS, 
Nepal” 

Objectives: To analyze the existing community based health insurance scheme in Nepal. 

Method: Descriptive quantitative study. Interview was conducted, with supplementation of 

secondary data from hospital records and reviews of papers was done with the help of processed 

data. 

Results: The results were discussed in three sections. Section I dealt with a comparative review 

of four schemes in developing countries. Although all four schemes were designed under the 

umbrella term community based health insurance but they differed widely in terms of their 

technical design, management and organizational characteristics. The quality of services catered 

in all the four schemes was highly variable. Section II dealt with the cost & benefit analysis of the 

existing scheme from the clients’ perspective. It was found that the benefit accrued by the insured 

500 clients was higher compared to the 500 uninsured clients whose expenses incurred was 

seemed to be much lower. Section III comprises of results from the interviews conducted among 

the insured 126 clients under the BPKIHS scheme. There was more or less equal distribution of 

males and females from both the districts i.e. Morang and Sunsari in the eastern region of Nepal. 

The overall results showed that the utilization of various services under the scheme was over 

utilized by the clients rather than underutilized even though the out-of-pocket spending was found 

to be quite high. The results imply that there was not much difference in the use of services in any 

categories irrespective of male, female, rural, urban categories. The level of knowledge and their 

satisfaction seemed to be at par with the expectations of the clients. 
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Annex I 

Cost centers 

(1) Immunization (Adult) 

(2) Immunization (Child) 

(3) Consultation (New) 

(4) Consultation (Old) 

(5) X-ray 

(6) Blood and urine 

(7) Lab -1 (Urine protein, Albumin, KUB X-ray, Urea & Creatinine) 

(8) Lab – 2 (Blood sugar, fasting & PP) 

(9) Lab – 3 (Urine culture, VDRL, HbsAG) 

(10) Dressing (Wound dressing) 

(11) Dental 

(12) Radio – 1 (Electro Cautery) 

(13) Radio – 2 (Audiometry) 

(14) Minor surgery (< 24 hours of hospitalization)  

(15) Major surgery – 1 (2-4 days hospitalization) 

(16) Major surgery – 2 (> 4 days hospitalization) 

(17) Hospitalization – 1 (< 5days) 

(18) Hospitalization – 2 (6-7 days) 

(19) Hospitalization – 3 (> 7 days) 

(20) Delivery (Normal) 

(21) Delivery (C-Section).   



  

Annex-2 

SEWA scheme  

Philosophy  

Health insurance is an integral part of SEWA’s insurance program. The main motivation 
for starting the scheme for women is to help them maintain an active, health seeking 
behaviour for ensuring good quality of life26

Premium payment method 

. 

Premium estimation 

Description of cover Amount of cover 

 

Annual premium 

Rs.100- individual  

Rs. 170- woman + husband 

Rs. 250- 
woman+husband+children 

Fixed deposit 

Rs. 2100 – individual 

Rs. 3600- husband 

Hospitalization 

(Inclusive of hospital charges, 
medicines, lab/x-ray) for: 

 

Reimbursement up 
to the ceiling of 
Rs.1 200 per year 

 

 

 

Benefit in case of illness 

 

Individual- 2000 

Woman+husband- 2000+2000 

Woman + husband + Children- 
6000. 

Maternity benefit/grant 

Per childbirth 

Rs.300 lump sum paid out 
during or after 8th month of 
pregnancy 

Cataract operation 

Reimbursement up 
to the ceiling of 
Rs.1 200 per year 

Hearing aid 
Reimbursement up 
to the ceiling of 
Rs.1 000 per year 

Dentures 
Reimbursement up 
to the ceiling of 
Rs.600 per year 

 

SEWA union members are the main target community. These are self-employed women, 
their spouses and children from 3 months to 18 years of age. By most indicators the Vimo 
SEWA members appear to be slightly poorer than the general population and therefore 



  

should be well protected. Membership in Vimo SEWA has risen markedly since its 
inception. Membership in 1992-93 was approximately 5000 and increased steadily to 
almost 30000 members in 2001. Now it caters to more than 100,000 populations. The 
members can insure themselves under the scheme irrespective of their caste, religion, 
income, education etc. 

Technical design: The premium is collected annually (Oct-Dec) by community-based 
leaders called Aagewans. These Aagewans are responsible for collecting premiums and 
processing claims. They collect the premium and hand it over to the district coordinator, 
who hands it over to the Vimo sewa office in Ahmedabad. Another way for paying the 
premium is through fixed deposit on an annual basis. Under Vimo sewa`s policy those 
who pay annual premium of Rs 85 (Rs 37.5 earmarked break up for health insurance) are 
covered to a maximum of 2000 per year incase of hospitalization40. After every discharge 
patient s are suppose to pay out of pocket and later get the reimbursements on the basis of 
their claims. The process of claims and reimbursements is well organized. The patient has 
to follow some of these documents for filing a health claim 

Management: The scheme has one of the most detailed MIS systems among the CBHIs 
in India. It is fully computerized and has up to date information. There is also regular 
monitoring of the trends and utilization. The well-organized system of reimbursement 
makes the management very strong. Good check and balance of the records from district 
level, hospital to the insurance committee.  Large portion of the scheme is handled 
through paid staff. The administrative and managerial tasks start right from the 
community for providing awareness, collection of premiums, claims and reimbursements. 

Organization characteristics: There seems to be a good linkage between the scheme, 
providers and the insurance company. The Vimo SEWA allows the patient to go to any 
hospital for care, while encouraging more for public hospitals but the choice is of the 
patient. The process of claims and reimbursements is clearly organized and run 
professionally. This is then handed to the insurance district coordinator at the district 
level and finally submitted to the insurance committee. The scheme is linked to ICICI 
Lombard for health, asset and accidental death insurance. The linkages with the private 
insurance company has really helped the scheme to negotiate their rates at preferential 
rates and better service in terms of faster claims processing and providing a floater fund.  

Institutional characteristics: The Vimo SEWA is a joint effort of an NGO run by 
women workers. There is no support from the government for running the scheme unlike 
the RCMS in China and the insurance scheme in the democratic republic of Congo26 
where there is enabling support and subsidies from the government for sustaining the 
programme. The scheme is actively involved for developing benefit packages from a 
private insurance company so that it can negotiate with the Company at preferential rates. 

 

 



  

Annex-3 

Linked model  

The linked model 

 

                                    Premiums                          Claims         Reimbursements 

 

Premium                                     Care 

 

(Courtesy:N Devadasan et al 2004) 

Technical design: Premium is set at 2 distinct levels with Rs 22 per person per year for a 
period of 5 years. The collected premiums are community rated ones and the unit of 
enrollment is the individual. It is collected once a year between December 5th (Adivasi 
day) and April 15th Vishu. These are important dates for them according to the tribal 
calendar and coincide with the coffee plucking season. When the demand for labour is 
very high. It has a central collection procedure at collection points. The scheme offers a 
voluntary membership. This has helped the scheme in a very high enrollment of members 
in the household unlike the Nkovanza community financing scheme in Ghana where it 
was found to have low coverage rate of only 30% just because the registration period did 
not coincide with the cash earning period of the community43

 

. This resulted in a very low 
enrollment of members. 

Reinsuring with a new insurance company increased the pooling of risks. Similarly the 
risk pooling was shared between the tribal and non-tribal who paid fee for service much 
higher than the actual costs. This really helped the scheme to cross subsidize some of the 
services. The scheme also relies on third party reimbursement to its members. A 
comprehensive package for the hospital care has been prepared by the insurance company 
with an upper limit of 1500 per patient per year. A small co-payment of Rs 10 per visit. 

Services included in the scheme are hospital care, two deliveries and family planning 
operations, all admissions for more than 24 hours, OPD services (including medicines 
&diagnostics), All promotive, preventive and basic curative services provided through 
volunteer health workers and health centers. Some of the services exempted are pre-
existing conditions, self-inflicted illnesses and Psychiatric illnesses. Claims and 
reimbursement are settled down on a regular basis after submission of bills usually after a 
lag time of 3 to 6 months. 

NIAC/RSA 

Accord/Ashwini 

Community (members of AMS) 



  

 

Management characteristics: A collective management by all three NGOs. Timely 
settlement of claims. Patients need to bring only a card at the time of availing the services 
or treatment in the hospital or health centers. A good system of accounting and receipts 
for preventing frauds. The adivasi youth are equally involved in the management of the 
scheme. They help in providing feedbacks to the community after every settlement of the 
bills. They are the bridging stone between the provider, management and the members. 

Organizational characteristics: The hospital and the health centers run and managed by 
Ashwini group, reimbursements and claims handled by Royal Sundaran Alliance Private 
limited and New India Assurance Corporation (NIAC), collection and payment of the 
premium by Accord. There is no linkage with any of the government hospitals or health 
system.  

Institutional characteristics: Incase of this scheme there has been donor support very 
often from a Dutch funding agency, CEBEMO. This had provided Accord financial 
support for paying the premiums. This could be a motivating factor for the sustenance of 
the scheme. 

 

 

 

 

 

 

 

 

 

 

 

 



  

Annex-4 

Government or social insurance supported community driven scheme 

 

                                                     

                                                              Subsidies                      

 

  Care   care         care  

 

 

 

Technical design: Under CMS, the financing of health care depends on a pre-payment 
plan. Most of the villages fund the CMS from three sources. 

Premium assessments. Depending on the benefit structure of the plan and the local 
community’s economic status. 0.5-2% of a peasant family’s annual income (4-8 Yuan) is 
paid as premiums to the fund. 

Collective Welfare fund. According to the State’s guidelines, each village contributes a 
certain amount of its income from collective agricultural production or rural enterprises 
to a welfare fund. Subsidies from higher-level governments. This subsidy is used to 
compensate health workers and to purchase medical equipments. 

Individuals were accepting the need to contribute to the scheme whether or not they were 
at high risk of falling ill. All funds are pooled into one account except in 8 townships 
where there was limited risk sharing due to separate accounts for the farmers and 
workers. The system provides hospital care at the township and county level.  The types 
of expenses covered by the system are free preventive services, OPD services, drugs, IPD 
services. The benefit packages are very low (covering only cost-effective preventive 
services). Another is the high benefit package even though desirable but may not meet 
the rural population’s need for protection against catastrophic illnesses. Reimbursement 
under these programs is on retrospective fee-for-service basis, and insurers are third party 
payers separate from providers and playing no role other than financing. Most schemes 
charge on flat rate per person per household 

 

 

Government 

Village Townships County 

Community 

Claims & reimbursements 



  

Management: The technical support is well provided by a central technical team 
comprising representatives from the MOH, medical universities and WHO. A 
decentralized system. Each level of the government funds its own health service units: 
townships fund township health facilities, counties fund counties hospitals. Government 
contribution to its budget is very low just 10-15% only. There is a total lack of a 
regulatory framework. The administrative systems are found to be weak. In the less 
developed areas there are always shortages of skilled manpower and appropriate 
trainings. There is overuse in some richer townships compared to the poorer ones.  A 
very poor monitoring and supervision from the higher level for controlling frauds by the 
representatives. Influential people receive preferential treatment in the settlements of 
claims. 

Organization: A strong referral system does exist for the system. A newly established 
health board exercises the role of an effective agency on behalf of the population for 
providing appropriate information. Prior to reform there was good flow of information 
from low to high. Village health workers kept a register of every resident and recorded 
major health events such as births, deaths, out breaks of notifiable illnesses. The message 
was passed to townships then to Counties. During recent year the information system had 
deteriorated. The village health workers no longer produce routine report27. 

Institutional: There is a joint financial effort by the government, villages and the rural 
population especially the peasants. Lack of cross subsidization found in townships where 
non-agriculture enterprises contribute more for their employees than others contribute. 
Government supplements household contributions and increase grants to hospital 

 

 

 

 

 

 

 

 

 

 



  

Annex-5  

Interview schedule. 

Sociodemographic profile 

Name of the person _____________________ Sex   

Name of the village/town ________________________________ 

3. District____________________ 

4. Education level      

Illiterate 

< 5 years of schooling 

>5 years of schooling       

SLC and above 

5.  Major occupation of the family     

Cultivation  Salaried 
employment 

Allied agricultural 
activities 

 Pensioner 

Agricultural wage 
labour 

 Qualified 
profession 

Non-agricultural 
labour 

 Own household 
work 

Independent work  Cattle tending 
Petty shop/business  Domestic 

servant 
Organized business  Any other 
   

7. Why did you select the hospital? 

I had paid the premium 

I had not paid the premium 

Don’t know 

 



  

8. Would you have sought the care if you were not insured? 

 Yes/No 

9. Was there any health related problems/illnesses reported in the last one month to visit 
the hospital? 

 Yes/No 

10. What are the causes of illnesses for attending the hospital in the last few days? 

Acute illness  

Chronic illness 

11. How much did you spend on the following items the last 1-month in the hospital? 

 Drugs ___________________ 

 Food/lodging________________________ 

 Diagnostics   ___________________________ 

 Others ___________________________________________________ 

How many times did you visit the hospital in the last 1-year? 

1 time          1-2 times     2-3 times              > 3 times 

13. How many times did you visit these departments in a year? 

OPD 

IPD 

Accident & Emergency 

CLS 

Medical Imaging 

 

Once  twice             More than 2 times 

 

  

    

 



  

 

How many times were you admitted in the past 1-year? 

1 time  2 times            More than 2 times 

15. Would you recommend the kind of services offered to you to others? 

Yes/No 

16. Are you satisfied with the services catered to you by the hospital? 

Overcrowding timeliness of the doctors Long waiting hours  Attitude of the 
staff.  

If  No 

Please specify on which services you were unsatisfied the 
most____________________________________ 

Health insurance 

17. How much premium do you pay for the scheme? 

 ……………………… 

18. For how long have you been insured under this scheme? 

  ……………………….. 

19. How much do you think should be the initial premium, for the scheme? 

  ………………………… 

20. Has the insurance scheme helped in identifying your health needs? 

 Yes/No 

21. If yes, would you go for the insurance next year also? 

Yes/No 

22. Who influenced you to get the insurance? 

Self 

   



  

Father 

Husband 

Friends 

Organization 

23. Did you get insured carrying any kind of illnesses in mind? 

Yes/No 

24.  Do you think it is essential to get insured in the scheme? 

Yes/No 

 25. Was the enrollment made compulsory or voluntary? 

 ………………….. 

26. Are you satisfied with the services made available to you by the scheme? 

Yes/No 

27. How often do the scheme visit you or inform you for providing the information 
regarding the scheme? 

1 time      2 times         More than 2 times 

28. Is the scheme approachable/affordable? 

Yes/No 

 

 

 

 

 

 

 

   



  

 

Annex-6 

Distribution of Income in all categories 

 <1$/d
ay 

1$-2$/day >2 $/day Total 

Male 28(62.
2) 

 

7(15.6) 10(22.2) 45 

Female 

 

34(63.
0) 

8(14.8) 12(22.2) 54 

Urban 

 

15(57.
7) 

5(19.2) 6(23.1) 26 

Rural 

 

47(64.
4) 

10(13.7) 16(21.9) 73 

No 
education 

10 
(62.5) 

4(25.0) 2(12.5) 
 

16 

< 5 years 
of 
education 

15 
(60.0) 

5(20.0) 5(20.0) 25 

> 5 years 
of 
education 

16(55.
2) 

4(13.8) 9(31.0) 29 

SLC and 
above 

21(72.
4) 

 

2(6.9) 6(20.7) 29 

Education status 

 No 
educati
on 

< 5 years 
of 
education 

> 5 years of 
education 

SLC 
and 
above 

 

Male 9(15.5) 

 

13(22.4) 20(34.5) 16(27.6) 58 

Female 9(13.2) 

 

20(29.4) 16(23.5) 23(33.8) 68 



  

Hospital 11(15.7) 

 

15(21.4) 22(31.4) 22(31.4) 70 

Househol
d 

7(12.5) 

 

18(32.1) 14(25.0) 17(30.4) 56 

Urban 5(15.6) 

 

8(25.0) 10(31.3) 9(28.1) 32 

Rural 13(13.8) 

 

25(26.6) 26(27.7) 30(31.9) 94 

Occupation categories 

Agriculture 75(59.5) 
Labour 9(7.1) 
Organized profession 38(30.2) 
Others 4(3.2) 
Total 126 

 

 

 

 

 

 

 

 

 

 

 



  

 

Annex-7 

Visits to the hospital 

Departmental visits in last 6 months

fig1

19.8%

1.6%

7.9%

9.5%

12.7%

48.4%

CLS

Dental

Medical imaging

Accident/Emergency

IPD

OPD

 

 



  

Visit to the hospital in last 6 months

fig2

94.4%

5.6%

>= 2 visits

<2 visits

 

Number of times admitted in 1 year

fig3

.8%

24.6%

61.9%

12.7%

> 3 times

2-3 times

Once
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Chapter-1 

Introduction 

1.1. Background: Financing of health care 

Financing of health care in a country is very critical in influencing equity in access to 

health care, utilization of health care services, efficiency of health services and outcomes. 

With increasing disease burden epidemiological and demographic transition there exists 

huge demands from both the providers and the users’ side. However, the present health 

systems especially of the poorer countries are finding it difficult to cope up with the 

challenge and policy makers. During the last few decades, voluntary pooling of resources 

for health at the community level has emerged as one of the important options in low-

income and lower-middle income countries. Many developing country governments are 

reforming the way that health care is financed. Several countries are increasing 

Government funding for healthcare, localizing the management of selected health 

services, and improving the targeting of Government spending on the health needs of the 

poor. Health insurance has emerged as part of the reform drive in many countries, both as 

a way of augmenting financial resources available for care, and as a means of better 

linking health demand to the provision of services 1. Market –based organizations on the 

other hand however, lack incentives to promote their insurance products to rural 

populations as high transaction costs would translate into high and unaffordable 

premiums for the poor1, 2, 3 
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Financing is one of the most important components deciding the performance of any 

health system. How it is financed influences the magnitude of resources available, the 

equity in the bearing of financing, that is who is bearing the burden of financing. A 

nation’s capacity to mobilize funds using different financing modalities is highly 

correlated with its per capita income. Health services can be financed either through 

private expenditure or public expenditure. If the services are paid for by taxes or 

compulsory health insurance contributions, either by employers or insured persons or 

both, this counts as public expenditures. Voluntary payments by individuals or employers 

are private expenditures. The richer a country, the more is likely to be spent on health 

care whether private or public.5, 6 Some countries might spend more or less than might be 

expected for their level of income. The richer countries spend more of their resources on 

health and with the passage of time have shown remarkable increase in the proportion of 

gross national product devoted to the health services. But the same holds untrue for the 

developing nations where because of the economic crisis spending has fallen with a very 

slow economic growth. In the 50’s and 60’s many developing countries were restricted in 

what they could spend on health services by limited supply of trained personnel like 

doctors, nurses and paramedics. The living standards in the developing countries are low 

and taxes falling on the poorer section would only make the poor poorer. Majority of the 

population in the least developed countries work in the informal sector where it is very 

difficult to levy taxes on income. Thus, it is well acknowledged that health care financing 

has to play a decisive role in all developing countries including India and Nepal.   
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1.2. Health Insurance as an option 

Insurance provides the means by which risks on uncertain events are shared between 

many people. Insurance relies on the fact that what is unpredictable for an individual is 

highly predictable for a large number of individuals. The advantage of insurance includes 

protection against the cost of illness, mobilization of funds for health services, freedom of 

choice, redistribution effect, efficiency, sustainability and achievement of purchaser-

provider split. Therefore, by making small but regular contributions, one can insure high 

expenses, especially when illness might make it even more difficult to raise the required 

funds. Further, members of an insurance scheme may be able to choose to pay when they 

are more able, like harvest times, than when they are less able, like the illness time 7.  

The redistribution of income from the healthy to the sick occurs because some 

participants draw out more than what they pay in, as the occurrence of the event being 

insured against is uncertain. Moreover, the insurance system has the potentials to 

encourage providers to contain costs and the consumers to make least cost choices of type 

and sources of health care. Health insurance organized by the government or public body 

is usually termed as social insurance, social security or sometimes, compulsory health 

insurance. Social insurance is compulsory for all individuals falling within the scheme 

and is seen as a source of community welfare. The conventional funding source for social 

insurance consists of payroll taxes levied on workers and employers, often supplemented 

by user fee and tax revenues 8.  

The contributions by the employer and the employees are considered not as insurance 

premiums but as an earmarked tax 8. Unlike private insurance, it is possible that total 
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contributions, not individual payments, can be determined actuarially leads to cross-

subsidization between haves and haves – nots and healthy and sick. The advantages of 

social insurance is to provide a stable source of revenue for services, a visible flow of 

funds into the health sector, to establish patient’s rights as customers, to combine risk 

pooling with mutual support etc. Community-based health insurance (CF) schemes based 

on voluntary risk-sharing (both in the formal and informal sectors) highlight the 

importance of national or sub-national governments ensuring that financial risk sharing 

covers the vast population.  

Presently, these risk-sharing schemes have limited coverage, both in terms of population 

and health care provision range. Community-based health financing has evolved into an 

umbrella term that covers a wide spectrum of health financing instruments8, 2.  Micro-

insurance, community health funds, mutual health organizations, rural health insurance, 

revolving drug funds, community involvement in user fee management have all been 

loosely referred to as community-based health financing. Community-based health 

insurance (CBHI) schemes have voluntary private membership using the principle of 

pooling health risks and resources, usually known as rural health insurance, mutual health 

organizations or associations, medical aid societies, medical aid schemes etc.  

There are basically twenty-one different models of micro-insurance under operation in 

various parts of the country, out of which 10 micro-insurance models are exclusively for 

health care. These ten models in Nepal largely vary in terms of equity, fairness of 

financing and quality of services. Three schemes are implemented by community-based 

organizations having community ownership. Four schemes are implemented by NGOs 
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involving in health and other different sectors. One scheme is implemented by an INGO 

involving in health and other developmental activities. 5 schemes are implemented by 

organizations providing micro-finance services in rural as well as city areas. 5 schemes 

are implemented by national-level and district-level trade unions of different sectors. 

Health service providers implement the remaining three schemes. Most of the schemes 

operate in Central Development Region of the country and the least in Far-Western 

Development Region. One scheme is operating in almost all districts (68 out of 75 

districts). The overall micro-insurance schemes cover five spectrums of services. Among 

them, health care service is predominant. Where 10 schemes provide insurance services 

exclusively related to health care. The majority of the schemes could benefit from 

technical assistance to operate the schemes. Some receive financial assistance and some 

get both technical and financial assistance to operate the schemes. The breakdown is as 

follows: 

Eight schemes receive technical assistance from external in form of guideline 

development, training, advisory, monitoring and evaluation to operate the scheme, three 

schemes receive financial assistance from external in form of premium payment, five 

schemes receive both financial assistance (either initial support or premium support) and 

technical assistance from external and five schemes do not receive any external assistance 

to operate the scheme 9. 

1.3. Organization of health care in Nepal 

Since the early 1990s, notable progress has been made in improving the PHC service 

network by establishing PHC centers, health posts and sub-health posts in a phased 
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manner and improving outreach services by providing more female MCH workers, 

village health workers, and female community health volunteers at VDC level. The 

central role of district health systems has been recognized, as has the need for supporting 

government/private sector partnerships for health financing and cost sharing/recovery 

schemes in collaboration with international and local NGOs and other donor partners. 

The highly centralized decision making with limited delegation of authority, overlapping 

roles and responsibilities at various levels, and lack of support to the decentralization 

process with regard to decision making, planning, financing and management, have been 

constraints to better organization of the health system.  

1.3.1. Financing 

As mentioned earlier, the country’s health care financing is mostly undertaken by 

households and secondly by government by way of taxes from the general budget. 

Households bear the brunt of financing with private household out of pocket expenditure 

accounting for approximately 77.4% of this total (donors accounting for approximately 

12.4% and HMG 10.6%) unlike India where the out-of-pocket spending is actually 

progressive or equity neutral (10). Donors also dominate the country’s health care 

financing scenario (11). Around 59% of the out-of- pocket expenditure was spent on 

services associated with public health facilities.  People pay around 10$ per capita per 

annum for health care, with government contributing 3.1$ to 2$. The share of locally 

raised funds from village development committees is still very low10.   

 The share of public expenditure both on primary and secondary health care has been 

declining during the last decade. The share towards secondary and tertiary hospitals has 
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been increasing over the same period. The same holds true for the Kerala state in India 

the annual growth rate of government health care expenditure during its first three 

decades was high compared to the growth of state domestic product12. The budgetary 

share of health has been coming down gradually and the proportion of primary health 

care has been far declining after the 1990’s with only a continuous growth of salary 

components in revenue expenditure. The proportion of primary health care expenditure, 

for example, fell from 76.8% in 1991/2 to 57.2% in 1997/8. The majority of funds are 

allocated to salaries and allowances especially at lower level units 11. Due to lower size of 

the formal sector labor force, the formal social security system has a limited coverage. 

However, there is no mandatory social insurance provision for the private sector and the 

informal sector14. With regard to regulation, the vision of the government is to provide 

equitable access to quality health care services in both rural and urban areas especially to 

the vulnerable groups such as women and children, the underprivileged, and marginalized 

population groups. To overcome the main health problems of the people, priority will be 

given to health promotion, prevention and its development and implementation. Central 

to this vision of health and development is the recognition of self-reliance, gender 

sensitivity in health programs, full community participation, private sector participation 

(public/private mix), and decentralization as characteristics essential to the health system. 

With the passage of the eighth economic plan, the policy of HMG government has 

invested resources derived from tax revenues and donor assistance to increase the 

availability of health care in rural communities. Government policy to improve health 

services is largely contained in its health sector strategy announced in 2002.  
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The key areas are extension of health care services to all, focusing more on poorer 

populations; enhancing family planning services; and controlling communicable diseases. 

The Tenth Plan has focused on expansion of health care units; retention of health care 

staff in remote areas and improving human resource development; management and 

health care financing; and more importantly, adopting decentralized management of 

health care units (beginning with sub-health posts). Even though these policies are in 

place, the government of Nepal is not able to provide adequate public services to its 

people. Only few initiatives have been taken to cater to the needs of the excluded and 

vulnerable population. 

1.3.2. Health care expenditure 

The financing mechanism in Nepal has been met largely by out-of pocket (OOP) 

expenditure11, it has been estimated that nearly three quarters of health expenditure are 

borne by households. The low level of public health expenditure, suggest that HMG has 

not been able to effectively meet the health financing demand of the country. This 

inability of public expenditure for meeting the general health expenditure of the 

population underlines the need for alternative health care financing mechanisms to bridge 

this gap. Presently, the formal sector health insurance as such, exists in a limited way in 

Nepal. There are a small number of agencies, which provide medical benefit packages, 

including membership of private insurance schemes to their employees. In addition to 

this, there exists a social health support scheme for employees in the government sector, 

labour organizations and some others in various firms. These are largely involuntary and 

have some insurance characteristics (i.e. charging contributions), others without and still 
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while some others are without any such characteristics, and still others which have 

characteristics which are more of a privilege.  

1.4. Rationale for the study  

Nepal is a country characterized by prevalence of the diseases of the poor, such as 

tuberculosis, malaria, sexually transmitted diseases. It also has high gender biases in 

access to health care, and the women and children face high risks due to poor quality of 

reproductive health services, immunization and family planning services. Even though, 

having these policies in place, the government of Nepal is not able to provide adequate 

public health services to its people.  

The declining focus of the government on health sector facilities, coupled with the high 

cost of services offered by the private sector, has excluded many poor people of the 

informal sector. To fill this gap, the health micro insurance schemes in the communities 

have become increasingly important, particularly for the excluded. Such a system has not 

only delivered the need-based services but also provided people with ownership to the 

system. But since most of the labour force is engaged in the informal sector, governments 

must enhance and expand mandatory social health insurance coverage, until the time the 

private sector innovate to reach out to this sector. Some of the models do exist in Nepal, 

which largely are variations at the existing CBHI model, although presently SHI is a 

desired form of alternative financing because it addresses equity, fairness of financing 

and quality of services. However, for the effective operationalization of SHI in Nepal, a 

comprehensive and integrated study is necessary along with appropriate sequencing and 

implementation to guarantee success. 
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The rural population who has very less access to quality health services at affordable cost 

disproportionately shares the disease burden in the country. The burden of treatment is 

particularly high on them when seeking inpatient care. Many people do not seek care 

because of high cost this was again the situation, which was found even in India 14. When 

the government fails to provide them, independent risk-pooling mechanisms develop with 

community participation to enhance access, which relies more on the contribution of 

individuals, both rich and poor. However, from equity perspective the contribution from 

the public sector has to be very high enough to subsidize the premium of the lower 

income groups.  

1.5. Aim and objectives  

The overall aim of this study was to enhance the financial access for the people (rich and 

poor) to health care through an efficient community based health care financing scheme. 

1.5.1. Objective 

The main objective of the study was to analyze one of the existing community-based 

health care financing schemes in Nepal, which serves both rural and urban population.  

1.5.2. Specific objectives 

Given the main objective, specific objectives of this study were   

• To understand the philosophy, concept, and content of the scheme vis-à-vis other 

schemes existing in developing countries   

• To understand the cost and benefit of those enrolled in the scheme 
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• To assess the health care utilization of the enrollees  

1.6. Chapter scheme  

This dissertation comprises of five chapters. The following chapter brings out the review 

of the existing literature on this topic. Chapter-3 consists of concept and methodology 

while Chapter-4 discusses the results and findings. The penultimate chapter discusses the 

findings whereas the final chapter brings out the conclusions and recommendations 

emerging from the study. 
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Chapter-2 

Review of Literature 

2.1. Function and sub functions of health care financing  

The function of health financing is to ensure that sufficient financial resources are made 

available so that people can access effective health care. Three specific sub functions are 

distinguished revenue collection, fund pooling and purchasing 10. Revenue collection is 

defined as the process by which the health system determines and obtains financial 

contributions from households, enterprises and other organizations including donors. In 

pooling contributions are accumulated and managed in order to spread the risk of 

payment for health care among all members of a pool, and purchasing is defined as a 

process by which pooled contributions are used to patients by providers to deliver a set of 

health interventions. 

Risk pooling allows financial resources to be shared between the healthy and sick17. A 

solid risk pool capable of insuring its members adequately should also consists of a 

sufficient number of members. Strategic purchasing is present when there is an active 

search for better health services to be purchased, the best providers to purchase from and 

the best payment methods and contracting arrangements10. When the benefit package 

includes hospital admission, catastrophic health spending can be avoided and the risk of 

impoverishment may be reduced. In many developing countries lack of geographical 

access to inpatient facilities and the ensuing costs of transportation can also be a major 

impediment to inpatient care.  
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2.2. Community based insurance: Meaning and definition  

Defining community health insurance is a difficult job because of the wide differences in 

the organization, structure and content of differing schemes. The term ‘community based 

insurance’ has been suggested to distinguish community-funded health insurance 

schemes both from other insurance activities at the level of communities and from non-

insurance community-based health schemes2. In other words, micro insurance is a 

mechanism for pooling resources and spreading risks across income, age, gender, or 

health status differences of the entire group. Community based health insurance is also a 

means to insure low-income households, who are especially vulnerable to risk, both in 

the form of natural calamities as well as more regular occurrences of illness. However, 

among several risks, health risk is considered to be crucial as it has destabilizing effect on 

household finances directly by thrusting health expenditure in the event of illness and 

indirectly by affecting the income earning capacity of households15. Hence, micro 

insurance, that essentially protects households against the financial consequence of 

illness, is regarded as a complement to, and not as a substitute for, other health care 

financing options.  

Community based health insurance (CBHI) scheme, also referred to as micro finance unit 

or mutual health insurance, is a mechanism wherein people prepay for some components 

of health care and there is some pooling of revenues and risks, with the healthy cross 

subsidizing health care for the sick. Policymakers generally see CBHI as a means of 

improving access to effective health care, particularly among the poor, and preventing 

indebtedness and impoverishment as a result of trying to access such care 10. 
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Community based health insurance has emerged as an option to organize the unorganized 

resources thereby improving access to health care among the poor protecting them from 

heavy debts resulting from high medical expenditures. The poorest population especially 

in the developing countries hesitates a lot to join a CBHI scheme because of lack of 

information, lack of solidarity, unaffordable premiums, priorities which are more 

important than the scheme like food and shelter, their myths and cultural beliefs, 

illiteracy etc. 

2.2.1. Strengths and weaknesses   

The main strengths of community-based schemes are the degree of outreach penetration 

achieved through community participation, their contribution to financial protection 

against illness, increase in access to health care by low-income rural and informal sector 

workers, extensive decision rights and accountability arrangements to membership and a 

collective decision made by the family for getting involved in the scheme.16 Their main 

weaknesses are the low volume of revenues mobilized from poorer communities, the 

frequent exclusion of the poorest from participation in such schemes without some form 

of subsidy, the small size of the risk pool, the limited management capacity that exists in 

low-income contexts, and isolation from the more comprehensive benefits often available 

through more formal health-financing mechanisms and provider networks. 

Generally CBHI schemes target low-income populations and the nature of the 

communities around which they have evolved is quite diverse from people living in the 

same district to members of a work cooperative or micro finance groups. Often the 

schemes are initiated by a hospital and targeted at residents of the surrounding areas. This 
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kind of scheme can generate more trust in the community, and therefore even the very 

poor will be willing to pay into the prepayment scheme.   

2.3. Literature on Community-Based Health Insurance  

Empirical evidence on the performance of CBHI (WHO study), concerning 82 non-profit 

health insurance schemes for people outside formal sector employment in developing 

countries shows that very few schemes covered large population or even covered high 

proportions of the eligible population.16 The median value of the population coverage 

happens to be 24.9%. The literature on Community-based health insurance schemes can 

be broadly classified under five broad headings - cost escalation, efficiency, equity, 

coverage, and lessons from other countries. 

2.3.1. Cost Escalation  

With the increase in hi-tech and sophisticated medical technology the cost is expected to 

rise up above a certain level of expense. Therefore an insurance scheme provides families 

an opportunity to overcome such scenario. Insurance has also a great potential to 

contribute to revenue collection. Since the contributions are earmarked and kept aside for 

some specific benefits.  Most of the people are attracted towards health insurance because 

their premiums are paid regularly to avoid large financial losses incurred at the time of 

illness. Over utilization of services by the consumers may lead to higher costs and higher 

premiums. Co-insurance or co-payment could be one of the methods to combat moral 

hazard by making the clients pay certain amounts as deductibles for some of the health 

care services. So moral hazard has been considered a major problem in the context of 
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developed countries and fears of over-consumption and cost inflation have prompted the 

development of mechanisms to ration available resources. These include ‘co-insurance’, 

making the insured pay a proportion of his medical costs; ‘deductibles’, making the 

insured liable for the initial expenses up to a stated sum; and ‘fixed indemnity’, where an 

individual is insured for a given expenditure, usually for an illness or a year, but 

occasionally over his lifetime. There is also evidence6 that health insurance schemes can 

exacerbate cost escalation in a number of ways, including: encouraging a large, 

unregulated private provider market; encouraging overuse of health services by the 

insured; and by increasing the administrative costs in the health sector. In some schemes 

there is also the concept of cost sharing where the insurance beneficiaries pay the amount 

each time they use the services. Whereas in voluntary schemes there always arises the 

threat of getting people likely to consume a higher then average quantity of services to 

purchase the insurance. 

In some developing countries like Brazil, China, Korea and Brazil alternative financing 

mechanisms in the form of insurance, social insurance and private insurance were 

introduced as a means for increasing the level of resources in the health sector thereby 

reducing the government subsidies18.  

The cooperative medical system of China has really helped in people’s participation.; 

66% of total health expenditure and 90% of the rural population participated in it.19 

Unlike Brazil, in China most health insurance has a significant cost sharing in the 

program. A combination of deductibles and co-payments yields an effective co-insurance 

rate for OPD services in general hospitals and clinics respectively. In a small country like 
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Zaire, in Bwamanda, a small insurance program was created as a means for generating 

revenue. The insurance plan is managed by the health zone and is a direct health 

insurance program, enrollment in the plan is voluntary and case based fees are charged. 

This enrollment in the plan is just an attempt to limit adverse selection .One possible 

model for this could be the aspect of the Brazilian insurance system after 1983 that gave 

public primary care providers responsibility for defining the course of a patient’s 

treatment20. 

Another feature of pricing structure is often a feature of a community financial system is 

the subsidy of preventive services, which remain free by curative services, which are 

priced. This is therefore supported by efficiency arguments to the extent that preventive 

services are public goods and underutilized if supplied at their full cost. So an efficient 

utilization of these may require subsidy, free services, or even incentive payment. Simple 

pricing (payment of fixed rate rather than a scale of rates which is termed (complex 

pricing) spreads the cost of health services in a more even way among the sick and 

reduces the administrative costs. A study by Bennett, Creese and Monasch 1998, found 

that there was escalation of costs borne by the provider because of inefficient use of 

services particularly for the benefit package, which covers only the hospital inpatient 

care. 

2.3.2. Efficiency 

As a financing mechanism, health insurance is administratively complex6. The costs of 

introducing the infrastructure of health insurance need to be weighed against the 

additional revenue that it will generate. Not only the immediate costs need to be 
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considered, but also the changes that insurance systems can make to the incentive 

environment of providers. Sometimes the implications for efficiency need to be looked at 

broadly, in terms of the extra managerial and administrative demands like 

reimbursements, collection of premiums etc. These include the creation of the insurance 

fund or funds, the development of contracting methods to deal with providers, and skills 

to handle the reimbursement of funds whether at the insurance fund level, at a separate 

purchaser level or at the provider level. The more bodies that are created to handle this 

process, the more complex it becomes with greater risks of inefficiency. This is 

particularly a danger with proposals for decentralized systems where many local bodies 

are created. There even occurs the duplication of services, lack of gatekeeper functions at 

primary level or the creation of parallel two or three tier services, which will be costly 

and inefficient. For example, duplication of services could arise if publicly provided 

health services, such as immunization or TB treatments, become available separately to 

members in private facilities under the insurance scheme. This is not only inefficient 

from a financial and managerial perspective but, if not properly regulated, could fragment 

provision of these vital services and reduce their effectiveness with negative implications 

for public health. One of the rationales of setting up social health insurance is to develop 

strong purchasing functions. The fund, or created purchasing body, is able to channel 

patients towards the providers that are most likely to deliver high quality and efficient 

health care. In practice this is only effective if accompanied by selective contracting 

skills. Without such skills in place, purchasers are unable to discriminate between 

providers on cost and quality. It was also noted that this function is not dependent on the 

way in which health care is financed, and could be set up within a tax based system.  
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In Brazil it is seen that case-based reimbursement resulted in less cost escalation than a 

fee-for-service system but it did not support the presumption20. In fact it did not eliminate 

the incentive to increase costs; the incentive is to maximize profitable admissions and 

minimize the quantity of services provided per admission. Likewise even in China the fee 

for service mechanism with a third party reimbursement of private providers for billed 

services lead to large and rapid increase in health care costs. Lessons learned from these 

case studies suggest that a fee-for service pricing system coupled with third-party 

reimbursement of private providers for billed services lead to a very large and rapid 

increases in health care costs via provider incentives to increase the volume and 

sometimes the average cost of services.  

Like in Korea in the late 70’s an income elastic demand for health care services explained 

some but not all of the increases and even suggested that providers also have a very 

important impact on the quantity of services ultimately demanded by consumers, and that 

to achieve greater cost containment, incentives must discourage providers from 

expanding the volume and cost of services beyond what is cost effective. Most 

community-financed services have demonstrated the capacity to generate large amounts 

of revenue. In Zaire’s health zones, it recovers an average of 79% of their non-salary 

operating costs. Numerous studies have found that CBHI schemes increase utilization 

while (or as a result of) decreasing costs to the consumers. A study done by Bogg and 

other 1996 found that schemes, which covered hospital inpatient care, have resulted in 

increased rates of utilization in such diverse settings as China. A study by Criel and 

Kegels found that the rate of hospital utilization by members of a voluntary insurance 

scheme for the hospital care was twice as high as those for the uninsured. There was 
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increase utilization of health services after the introduction of Bamako Initiatives in 

Guinea, Burundi, Kenya and Nigeria. This was due to the availability of drugs and 

improved quality of services brought about by the community involvement. Therefore the 

study emphasized that improvement in quality, access to care, community involvement 

play an important role in increasing utilization of schemes that rely on user fees as the 

predominant health financing mechanisms. 

The timing of collecting the contributions may also matter for membership. From a WHO 

study it was found that schemes in urban areas were more inclined to establish monthly 

or quarterly contributions so as to match the income pattern s of urban informal sector 

workers.  Annual contributions collected at the time of harvest of cash crops seem to be 

prevalent among schemes in rural areas16. However in some scheme like the burial 

societies in Uganda premiums are collected at the time of their monthly meetings either 

for the first time members or for those who want to renew their membership22. When the 

scheme administrators tend to be responsive to the community `s preference, people’s 

overall satisfaction with the community scheme ‘s service is likely to increase. In a study 

done by ILO, a total of 258 community-based health schemes were reviewed. Out of 100 

schemes with information, 57 schemes included participation of the community related to 

the benefit package. And in 51 schemes of 104 with information, the community was a 

partner in discussing the level of premiums.  

2.3.3. Equity 

Equity is universally recognized as a major consideration affecting the organization and 

provision of health care. Equity varies from country to country. If an individual were 
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given a choice to purchase the health care he/she wants with the available income most of 

them would be unable to afford any health services with the appropriate amount. Many 

multi donor agencies advocate that CBHI schemes serve as a mechanism of enhancing 

access.  

Another equity concern is the very high coinsurance rates charged in Brazil, which has 

thus become a burden for poorer families. Social health insurance can widen coverage 

and even improve access for some groups in the population by bringing additional 

resources into the health sector. In the insurance a scheme is designed to provide 

coverage to people who are stable and working in a formal sector then this could result 

improve access for a group with relatively low morbidity and low health service needs. 

Similarly in many countries private insurance can never be the solution again because 

they will relate premiums to the actuarial risk of the individual. If they do not, they will 

be subsidizing high-risk individuals by over charging the low risks ones. If health 

insurance in any developing countries plans to use the government resources to develop 

services for people not covered by any scheme and tries to raise the standards of the 

people worst off greater inequality may be acceptable. Prepayment can be one such tool 

where the insurer and the provider could be the same institution. In this case the 

consumer just have to pay an annual subscription (premium) and in return is offered a full 

range of comprehensive care. There could be many more solutions that could prevent the 

health system from becoming more inequitable under social health insurance focused on 

the direct targeting of the poor through specific funds for their use, or the development of 

specific incentives to encourage providers to treat the uninsured. There could be a 

creation of a ‘health for the poor’ fund that can allow money to be channeled directly into 
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it for rather than into general fund that the elite will probably capture. In Ghana an 

‘exemption’ fund has been proposed in its plans for social health insurance. Similarly, 

creation of a fund for the uninsured into which is transferred a proportion of insured 

person’s payroll tax. Likewise, pooling of some element of the funds from different 

schemes at local level for reallocation on a capitation basis. These all are the proposed 

methods, which could be undertaken in the model. In China, prepayment schemes have 

become a part of the government’s effort to establish new sources of finance for social 

services23. Initially it believed that individuals are more likely to accept voluntary 

contributions to prepayment schemes but this was not true for China. The voluntary 

nature of the contributions was in a way limiting the possibilities of risk sharing and 

redistribution between the rich and the poor. Therefore, the paper highlighted that in 

order to save the prepayment schemes from collapsing and enhancing the scheme as a 

major source of rural finance there has to be a close supervision and monitoring 

especially from the government as well as the local bodies and even from the 

representative body from the users side. A study by Desmet and others showed that lack 

of transportation to the GK hospital was the second most reason among the destitute and 

the poor for not subscribing to the scheme 21. 

The prepayment schemes in Rwanda has significantly improved equity in financial 

accessibility to care for members by increasing their probability of a visit while at the 

same time possibly reducing the financial burden per episode of illness. In addition to 

improved access to care for the poorest among the insured patients has contributed to a 

shift in demand for care from traditional to the modern health sector and has improved 

the efficient use of limited resources such as drugs and staff in district health facilities. 
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Furthermore in Rwanda, with very low per capita use rates, the higher utilization should 

not be interpreted as an effort of moral hazard but rather as an improved access to health 

care to essential basic health facilities24 

Jutting3 reported that the poorer people do not participate in community insurance 

because they do not have the financial resources to pay even for the regular premiums. 

This had really raised inequality among the population. In the Bamako initiative study by 

Barbara Mcpake et al, they found that most people were unable to pay for health services, 

which were large in relation to their income, but BI (Bamako Initiatives) was taken as a 

tribute to extensive community support mechanism by providing services that were 

cheaper when all costs to households are taken into account25. 

The choice of revenue collection mechanisms determines the degree to which insurance 

systems are financed progressively or regressively. Progressive financing arrangements 

are those where the proportion of income contributed rises with income level, so that the 

affluent contribute a greater proportion of their income than do the poor. Regressive 

financing is the converse: systems by which the poor contribute a greater proportion of 

their income than do the rich. Some multiple-payer insurance systems are able to 

redistribute dollars through a variety of subsidies, for example, inter-pool transfers and 

contribution exemptions for such groups as the elderly or the unemployed. For example, 

in Japan, inter-pool transfers are made to the insurance pool encompassing the elderly 

population.  

 In Japan65, 71, a rural health insurance scheme is financed through, local household 

taxation and state subsidies. Similarly, in Brazil a tax on the value of agricultural 



 24 

products sold is paid to local hospitals, which in return admit rural workers and their 

dependants as insured persons20. In social health insurance scheme protecting everyone in 

the population against the financial burden of health care in case of sickness may be 

regarded as an expression of social solidarity. For some reasons social health insurance 

schemes sometimes excludes particular population groups, for e.g. Persons who can 

easily afford to make their own insurance arrangements, either through savings or private 

insurance. Health insurance in the context of Nepal is justified because of the unregulated 

nature of the private health care expenditure. Out-of-pocket expense is the single 

dominant source of financing for health care in the country accounting for almost 80-85% 

of the total health care expenditure. 

From a WHO study, it was found that only one pilot project in Boboye district in Niger 

had information that showed that utilization varied by income group (1996). In this 

project, which was in a rural setting, two alternative financing methods were compared: a 

fee-for-service method and a risk-pooling strategy based on an annual tax plus fee-for-

service. One of the main results was that higher access for women, children, and the poor 

resulted from the risk-pooling method, as compared to the pure fee for service method. In 

the risk-pooling case, it was local government that was responsible for the prepayment of 

health care costs. In the ILO Study, it was also concluded that a minority of schemes paid 

explicitly attention to utilization. Out of the 258 schemes reviewed, the reports for 24 

only contained some analysis of utilization, with 14 out of 24 mentioning a positive 

impact of CHI on utilization of health care services. Yet, only 1 out of 14 analyses could 

be said to respect the principle of internal validity. It is also noticed that most of the 

studies do not analyze differences in utilization across different population groups. 
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There is also recent information from the Self-Employed Women’s Association (SEWA) 

health insurance scheme in Gujarat (India). SEWA is an organization of self employed 

women and workers in the informal sector, a cooperative bank being one its major 

initiatives. In 1992, SEWA started to offer health insurance. By 1999-2000, this scheme 

had 23,314 members. From data on hospital-related claims between mid- 1994 and mid-

2000, the prepayment ratio was 76% of the total cost of reimbursed hospitalizations26 

2.3.4. Coverage 

The population coverage equally constitutes a good role in any insurance programs. As 

with other characteristics this can also exhibit a wide range from universal coverage to 

only a small percentage of the population with coverage. The coverage also depends upon 

whether the insurance is voluntary or is mandatory for specific groups of the population. 

If the coverage is voluntary the viability of insurance can be threatened by adverse 

selection, people will be consuming more services, affordability of people to purchase 

insurance and their financial access to the services. When the coverage is mandated for 

specific groups again there arises the equity issues where the uninsured have to pay more 

than the insured6. 

In 1998, the Chinese government27 proposed a universal health-insurance program for 

urban employees. However, this reform has been advancing slowly, primarily due to an 

unpractical financing policy. The study surveyed over 2000 families and evaluated the 

financial impacts of Beijing's reform on public and private enterprises. It was found that 

most state-owned enterprises provided effective health insurance, whereas most private 

firms did not; overall, 33% of employees had little or no coverage. On average, 
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employees of private firms earned more compared to public firms. Since the premium 

was proportional to income, private firms would pay more for insurance than the 

predicted health-care expense of their employees. The study in Nepal by ILO9 showed 

that the various schemes cover a wide range of population ranging from less than five 

hundred to more than sixty thousand. The above studies point out that risk pooling 

mechanisms hold immense potential to enhance utilization of health services by the 

population. In countries where the formal sector is quite weak where social insurance 

becomes difficult to operate, community-financing schemes offer some hope with better 

management and design of the program. However, community-financing mechanisms are 

weak in protecting the poorest of the poor. The proposed study is attempt to understand 

the functioning of few schemes of micro insurance in terms of its ability to protect the 

insured and issues related to cost escalation.  

The Grameen bank health scheme is operated by the micro finance organization in 

Bangladesh. The GB scheme covered 57.8 percent of the poor in the areas while only 1.8 

percent of the non-poor families signed up for the scheme. The scheme effectively 

enlisted the membership of the local poor. AT the same time, solidarity and income 

redistribution is undermined, as the rich do not take part in the arrangement21. 

In the Bwanda hospital prepayment scheme in the democratic Republic of the Congo, the 

very low and high-income groups were less represented among scheme members than in 

the nonmember population. Of the member population, 14.9 percent was from very low-

income households versus 18.7 percent among nonmembers. 5.9 percent of the member 

population was high-income households versus 10.5 percent among nonmembers28. 
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The study by Benett et al16 stated that many schemes are short lived and fail even to meet 

the goals they set for themselves. Often schemes cover a very small population thus 

limiting the extent of pooling and resource transfers. 

The study by Bon-Min Yang29 showed that there was inequitable risk pooling in China. 

Since there are many small insurance societies ach covering a fraction of population and 

a small geographic area, some insurance societies serve predominantly only the healthy 

populations in wealthy communities, while others serve high risk and poor communities. 

Hence the financial burden of insurance payment falls heavily on the poorer 

communities. 

2.3.5. Micro insurance in Nepal  

In Nepal, there are 10 micro insurance schemes related to health care functioning at 

present and five more in the process9. Organizations with much diversity are involved in 

the operation of micro-insurance schemes. Out of these ten organizations, two schemes 

are implemented by NGOs involving in health and other different sectors, two scheme is 

implemented by an INGO involving in health and other developmental activities, two 

schemes are implemented by national-level and district-level trade unions of different 

sectors, three schemes are implemented by health service providers.  In a country like the 

Netherlands, private health insurance is the major source of primary health coverage for a 

third of the population earning above a set income threshold but Social health insurance 

again is the main source of health coverage for the majority of the population. Most of 

the socially insured also purchase supplementary private coverage.  
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One scheme that from the start introduced a pro-poor policy is the Gonosasthya Kendra 

(GK scheme in Bangladesh, differentiating contributions according to one of four socio-

economic groups (the ‘destitute’, ‘poor’, ‘middle-class’ and ‘rich’). For instance, 

contributions for the destitute were 1/10th of the contribution proposed to the highest 

income category. Renewal contributions and user fees for consultations and medicine, 

and caesarian section were also differentiated: the poorest categories pay the smallest co-

payment or face no charge as in the case of medicine. Overall affordability was an 

important concern to the GK Scheme. That is why contributions and other payments by 

households were minimized by using subsidies transferred to the scheme either from GK’ 

s own commercial ventures or from international sources. An important finding is that the 

membership rates between the two lowest socioeconomic groups are substantially higher 

than in the other groups. However, after 15 years of operation of the GK scheme, 20% of 

the ‘destitute’ group and more than half of the ‘poor’ group had still not been reached. 

The contribution levels and other payments are still said to be too excessive especially for 

the ‘poor’ as well as the lower middle-income group of the ‘middle class’ 21. 

2.3.6. Lessons from other countries  

India has a very low coverage of the health insurance schemes covering only nine percent 

of the Indian workforce through the Central Government Health Scheme (CGHS), 

Employees’ State Insurance Scheme (ESIS) and Mediclaim. A majority of them belong 

to organized sector (30%). The public insurance companies so far have paid very little 

attention to voluntary medical insurance because of low profitability and high risk 

together with lack of demand. The various health care programs presently operating in 
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India can be categorized as follows: (a) State-run schemes for formal sector employees; 

(b) Public sector health insurance schemes; (c) Corporate sector health care programs; (d) 

Community and self-financing schemes, primarily for workers outside the formal sector; 

and (e) Micro-credit linked health insurance schemes. 

In China, 31 O-O- P expenditure was around 60% of which only 6% was on private 

insurance, the rest being direct payment for users' fees. Within the public expenditure, at 

least 47% was accounted for by social health insurance. In 1952, China introduced the 

Government employees’ health insurance (GHI) scheme financed from general revenue. 

This scheme covered all government employees, college teachers and students. The 

beneficiaries received free medical care at both public outpatient and inpatient facilities. 

It stands out as an example where insurance has been successful in covering a large part 

of the population both in rural and urban areas. 

The Chinese expenditure is characterized by high total expenditure, low government 

expenditure and heavy dependence on insurance financing. There are two kinds of 

coverage which are in practice in China: (a) labour insurance medical coverage for state-

owned enterprise workers and retired persons, and (b) free medical service which caters 

to workers and retired persons of government agencies and parties and non-profit 

institutions. A noteworthy feature of China's health care system is the coverage of rural 

population through various kinds of schemes, which have been designed in accordance 

with the local economic conditions and public opinion. 

The Republic of Korea started the SHI scheme in 1963 and initially covered employees 

of formal sector (more than 500 workers). In the 1980s, the program expanded to cover 
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government employees and teachers and firms with less than 300 employees. Since 1989, 

almost 96% of the 47 million population of South Korea are covered under the mandatory 

social health insurance scheme. A medical aid program covers the remaining 4% of the 

population for the poor fully subsidized from the general revenue of the government.  

Social insurance in Latin American countries is typically self-financing and is funded by 

payroll taxes. It in no way includes government subsidy. In comparison Singapore has 

Medisave plan to cover hospitalization and expensive outpatient costs and Medishield to 

treat catastrophic illnesses. The country emphasizes accountability by telling patients to 

pay whenever they demand for health services. The government also uses its tax revenue 

to subsidize the cost of public polyclinics and lower class wards in public hospitals. 

Patients can choose any class of service and pay accordingly65. 

Like wise, Japan has a well-knit comprehensive social insurance system to cover the 

entire population. There are three broad categories in it, employee insurance, insurance 

for self-employed and pensioners, and old age insurance. Among the three the first two 

cover the dependents also. Insurance benefits in Japan vary across various types of 

insurance and between the payers and their dependents. Employee insurance pays 90% of 

the fees to the employees and 70% (Outpatient), 80% (inpatient) to their dependents. In 

Japan, over 50% of total health expenditure is funded by insurance contributions, one 

third by the government and the rest by patient charges65. 

German Social insurance system is relatively simple. The health insurance is compulsory 

for 90% of the population and the remaining 10 per cent wealthy may opt out. Employers 
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and employees jointly pay the premium and the insurance is administered through non-

profit insurance plans called sickness funds. 

Brazil has three distinct systems being availed of by three different income classes – 

public system primarily by informal sector and low-income workers, private 

supplementary medicine by formal sector and middle-income workers, and direct out-of-

pocket payments by high-income workers. Argentina’s health delivery system is mixed – 

Obra Social (statutory sickness fund) and a large number of private insurance plans20 

Hence we can say that health financing varies across countries, the concept of 

community-based health insurance almost remains the same. Some of the nations chose 

to give services to its people through private insurance packages while many of the low-

income and developing nations are still thriving hard to impose any compulsory measures 

to its people so therefore they rely on the free market to offer voluntary insurance 

schemes. It has been observed that community based financing and its contribution to 

effective and equitable health systems is very modest because many of the schemes are 

still in a very young stage. There are so many factors hampering people’s enrolment in 

the schemes like affordability of premiums when stated at flat rates, trust and competency 

of the providers, attractiveness of the benefit packages, and quality of care. 
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Chapter-3 

Concept and methodology 

This study aims to analyze one community-based health financing scheme run by B. P. 

Koirala Institute for Health Sciences (BPKIHS) in Nepal.  

3.1. Community-based financing as an option for financing health in Nepal 

Community based health financing emerged generally as response to the failure of the 

government interventions and market oriented health-financing interests. It requires 

capital investment and low variable costs. Community participation, self-management 

and no free riding, are some of the advantages of this scheme. Likewise the disadvantages 

on the other hand include the limited availability of potential partners, minimum 

coverage of complex risks, group size and distribution, income instability because in 

many of the cases the income of the rural and agricultural workers depends on crop 

cycles. However, due to the voluntary nature of the scheme, it often succeeds in helping 

people to minimize their ill health related expenditure risks. 

In the context of a country like Nepal, amidst shrinking government budgets, failure of 

the markets to reach the poor and widespread criticism of levying user charges, 

community based arrangements have aroused much interest and hope in meeting health 

care challenges facing the poor, and micro-insurance is considered to be an important 

financing tool for protecting the poor from adverse financial consequences in the event of 

sickness. While the out-of-pocket expenditure on illness in spot payments imposes great 
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financial hardship on the poor, community based health insurance is seen as an effective 

way in financing health care costs32. 

3.2. Existing community based health insurance schemes and problem areas  

As mentioned earlier, ten different schemes of micro health insurance are in operation in 

Nepal. These schemes vary in terms of equity, fairness of financing and quality of 

services. Altogether, the micro health insurance schemes cover about one-third of the 

districts in Nepal. Each scheme covers about 1-5 districts. One region (far-western) is 

completely left out of the micro health insurance schemes while they are widely 

distributed in the other four development regions. The oldest of all schemes was started 

in 1976 while the newest has the origin in 20006. 

Financing of the schemes comes from international donors (3 schemes), co-payments (5 

schemes) and proceeds from other activities (2 schemes). Although micro health 

insurance exists in Nepal for the last three decades, no objective evaluation of the 

schemes was undertaken about the functional efficiency, benefits to the clients and the 

sustainability. If micro health insurance is to be seen as a viable financing option for 

health care in Nepal, it should find a sustainable source of revenue. Similarly, benefits 

accrued to the clients should be efficiently and equitably distributed so that they can be 

seen as effective option to deal with health care issues in Nepal6. 
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3.3. Conceptual framework for this study   

This study had three parts viz., assessment of the scheme and its conceptual advantages, 

benefits accrued to the enrollees who already benefited, and access issues concerning 

those enrollees who haven’t had the benefit thus far.  

3.3.1. A priori assessment of the existing scheme   

First part of the study was the a priori assessment of the existing scheme. It looked at how 

the scheme under evaluation performed in terms of the conceptual advantages. The 

assessment was carried in three dimensions – geographic and population extent of the 

coverage, benefit package vis-à-vis health care needs compared with other schemes of 

developing countries, and insurer’s efficiency or solvency and three perspectives – 

provider, fund holder, and client. Geographic extent of coverage, population coverage 

and the range of choice are three important features of any financing scheme. The larger 

the area and the number of people, higher is the scope for risk pooling. Similarly, benefit 

package should match with the people or enrollees’ health care needs so that allocative 

efficiency can be enhanced. At the same time, provider side efficiency is equally 

important for the sustainability of a scheme. No matter how well the scheme is designed 

and how far it is extended, it cannot be successful if it fails to deliver the required 

services more efficiently.  

Solvency is linked with all these issues. In addition, solvency would require that the 

insurer select the most cost-effective service to finance. A related set of problems is faced 

during the pooling of financial resources at various levels.  Tax evasion by the rich and 
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middle class in the informal sector in the country, allows the higher income groups to 

avoid contributing their share to the overall revenue pool. Without such pooling of 

revenues and sharing of risks, low-income populations are exposed to serious financial 

hardship at times of illness. The pooling that does occur tends to be fragmented along 

income levels, preventing effective cross-subsidies between higher and lower income 

groups. The approach of the study is from the patient’s perspective that tries to 

understand the utilization of health care of the insured as well as the uninsured.    

3.3.2. Benefit analysis  

Benefit analysis is crucial for two reasons. First, it sends the signals to the non-enrollees 

about its value to the enrollees. Second, it provides the fund holder the option of 

assessing the viability of the scheme and its sustainability in future. If the benefits 

(claims) lie far below the premium paid by the enrollees, then it send wrong signal to the 

potential future enrollees about the worthiness or value of the scheme. On the other had, 

if the benefits far exceed the premium collected, then the fund holder would be under 

pressure to find additional resources from elsewhere to meet the excess demand. Hence, 

this part of the study analyzed the health care seeking of those enrollees who already had 

the benefit of utilizing the services. It also assessed the benefits accrued to them when 

they visited the health care facility and their financial estimates.   

3.3.3. Access issues  

The scheme has no value if there are access constraints that restrict the enrollees from 

utilizing the services. Access constraints act as external barriers to utilize the services 
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even if the scheme has all the advantages. Moreover, an analysis of those who failed to 

utilize the services would also throw light on the design defects, if any. Of course, it is 

not essential for everyone to utilize the services if they are otherwise healthy. Hence, this 

part of the study addressed the external barriers, design issues and health care 

requirements of those enrollees who haven’t had the opportunity to utilize the services 

thus far. For those who utilized the services in the past but not presently utilizing them, 

the study focused on the issues and concerns.   

3.4. Methodology  

As mentioned earlier, the study had three parts. The first part was carried out using the 

secondary data analysis on the basis of the documents and records of the fund holder, and 

other unpublished and published sources. Second part was carried out using two methods 

– tracking of records and client interview. Third part was based on the community-based 

interview of the enrollees. The study was carried out during 16th June – 30th August 2005. 

However, data covered under the second part of the study covered one year (July 2004 - 

June 05).  

3.4.1. Assessment of the existing scheme   

The existing scheme was assessed from two angles. First, the scheme’s concept, 

philosophy and content were assessed from the records of the fund holder Second, it was 

compared with other schemes of similar kind using the analytical framework proposed by 

Preker et al. (2001). 1 For comparison, a review was carried out including the published 
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articles, and reports of international organizations such as ILO, and WHO. All the papers 

reviewed were published after 1990.  

After conducting a detailed review of schemes across different countries, the study has 

selected four schemes from among them based on certain characteristics viz. technical 

characteristics of revenue collection, pooling and purchasing, management 

characteristics, organizational, characteristics and institutional characteristics described 

here as ‘modalities’. The analytical framework included analysis of performance from 

three dimensions - enhancement of health, prevention of impoverishment, and social 

inclusion. Specific performance indicators included36, 37 

• Enhancement of health  

o Level of mobilized resources (Size of the pool, and Number of the pools) 

o Sustainability of the resource mobilization (Economies of scale, 

Stewardship (govt. involvement, oversight, coordination, regulation, and 

monitoring), Governance (public-private mix in ownership), Rules on 

revenue transfer and risk pooling, and Market structure (factor and product 

market)) 

• Prevention of impoverishment (Level of health care utilization, Financial access 

and barriers, Level of prepayment compared with direct out-of-pocket spending, 

Extent of which contributions are compulsory / voluntary, Degree of progressivity 

of contributions, Subsidies to cover the poor, and Redistribution from rich to poor 

and from healthy to rich)  
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• Social inclusion (Equity, Efficiency, Quality of care, Demand (for whom to 

buy?), Supply (what to buy? in which form, what to exclude?), and Prices and 

incentive regime (at what price and how to pay?) 

3.4.2. Benefit analysis  

Benefit analysis was carried out to assess the benefits of the scheme to the enrollees and 

the viability of the scheme from the provider perspective. Hospital records of about 1,000 

clients (500 enrollees and 500 non-enrollees) were tracked to understand the range, type 

and value of services used by the enrollees during one year. For this purpose, the services 

were classified into 21 cost centers - 13 related to out patient visits and 8 inpatient visits 

(Annex-1).  

Records of all the enrollees and non-enrollees utilizing the services of the provider 

catering to the enrollees during 26th – 30th June 2005 were tracked for their service 

utilization during 1st July 2004 – 30th June 3005. EEaacchh  eennrroolllleeee’’ss  rreeccoorrdd  wwaass  ttrraacckkeedd  ttoo  

ffiinndd  oouutt  ttoottaall  nnuummbbeerr  ooff  vviissiittss,,  vviissiittss  ttoo  eeaacchh  ccoosstt  cceenntteerr,,  aanndd  vvaalluuee  ooff  sseerrvviicceess  uuttiilliizzeedd  bbyy  

hhiimm//hheerr  wwiitthh  rreessppeecctt  ttoo  eeaacchh  ccoosstt  cceenntteerr  ((eexxppeennddiittuurree  iinnccuurrrreedd  iinn  ccaassee  ooff  nnoonn--eennrroolllleeeess))..  

VVaalluuee  ooff  sseerrvviicceess  wwaass  eessttiimmaatteedd  uussiinngg  tthhee  sshhaaddooww  pprriicciinngg  mmeetthhoodd;;  tthhee  pprriiccee  aapppplliiccaabbllee  ttoo  

tthhee  nnoonn--eennrroolllleeeess  wwaass  aapppplliieedd  ttoo  ffiinndd  tthhee  vvaalluuee..   

3.4.3. Access issues   

A survey of 126 randomly selected enrollees (76 at the hospital and 50 at the household) 

were interviewed was undertaken to understand the access issues of the enrollees. They 

were asked about the number of visits, type of illness for which treatment was sought, 
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expenditure incurred, knowledge about the community financing scheme, and its impact 

on care seeking.  

3.4.4. Data collection techniques 

Both primary as well as secondary data were collected. Record tracking and literature 

review were the secondary data sources. A structured interview schedule was used for 

interviewing enrollees attending the hospital as well as in the community.  

3.5. Ethical considerations 

Informed written consent was obtained wherever possible while oral consent was taken 

from those who were illiterates. Interviewees were assured that the names and 

information pertaining to the institutions, informants and any reference by them would be 

treated as strictly confidential and that the data would be used only for research purpose 

and not for any other purpose. 

3.6. Statistical analysis 

Quantitative data was entered in MS excel and SPSS. Analysis was based on calculating 

rates, ratios, and proportions for secondary as well as primary data. Qualitative data was 

entered in MS word and analyzed and presented. 
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Chapter-4 

Results and Findings 

This chapter contains three sections – one each on a priori assessment of the scheme in 

question, benefit analysis, and access issues. First section describes the scheme under 

evaluation and its performance in relation to 3 other schemes (2 Indian, and 1 Chinese). 

They were analyzed using the framework provided by Preker et al.1 The application of 

the analytical framework for comparing these schemes has helped in defining health care 

financing in detail through some characteristics like community based involvement, risk 

sharing and pooling, protecting individuals and family against direct financial cost, 

participation among the people and above all better health in the community. However 

the findings of each model are based on their objectives, modality, technical design, 

management, organizational and institutional characteristics.  

4.1. Assessment of the scheme under review  

B. P. Koirala Institute of Health Sciences (BPKIHS) is an autonomous Health Sciences 

University established in 1993. It has been visualized as a national center for providing 

quality health services at primary, secondary and tertiary levels. It provides health 

services at the primary, secondary and tertiary levels. It had first introduced social health 

micro insurance in 1999 to be a part within the hospital services. It has been catering to 

the health needs of the people of Sunsari and Morang districts in the eastern region. Its 

aim is to cover the health expenses of the people and to raise awareness of the concept 

related to health insurance. Membership of the insurance scheme is open to all interested 



 41 

households regardless of their age, gender, health risk, religion, caste, ethnicity and 

income status33, 34. 

The status of membership is compulsory to the every member of insured family. It is only 

provided as group insurance that are facilitated by some formal organizations such as 

VDCs/offices/NGO’s/Schools etc. The major source of income for financing the 

insurance scheme is members’ contributions that are paid on yearly basis. The rate of 

premium differs from urban to rural population. In case of urban population, they pay 

NRs. 816 per adult and NRs 408 for children under 14 years per year. In rural population 

the premium collected is NRs 180 for adults and NRs 90 per child per year. At present, 

the number of households of the target area covered by the insurance scheme is 3694 

(2004/05). The target population covered by the scheme is dual in nature. Through out 

the years, the number of insured population has increased substantially from 2383 in 

2000 to 18867 in 200433, 34 

4.1.1. Philosophy   

The BPKIHS scheme was founded on the principle of ensuring equity in access to health 

services to all the population irrespective of ability to pay and other considerations. 

People should have the right to get treatment from the institute when they are sick by 

investing some money when they are in good health. Taking into consideration the above 

philosophy, BPKIHS developed a group health insurance plan, tailor made for the 

community.33, 34  
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Objectives of the scheme are to make the community people aware of health insurance 

philosophy, market it among the people and implement it.  Insure health risk by providing 

subsidized health care facility, improve the access the health care facilities to the poor 

people through the mechanism of insurance scheme and introduce and experiment the 

provider based health insurance model in the entire Eastern Region. Figure-1 explains the 

model describing the scheme under review.  

Figure-1. Provider based model 

 

    Care   Premiums    

                                                                      

 

                                                                    Premiums 

 

4.1.2. Target population  

The target population covered by the scheme included both rural and urban population. 

The number of enrollees has increased substantially from 2,383 in 2000 (2057 Nepalese 

year) to 18,867 in 2003 (2060). It covered 66% of the insured population from rural 

areas; 74% of the insured were adults (40% female, 34% male) and 26% were children. 

In rural areas, 71% of people belonged to lower income group whereas in urban areas, it 

BPKIHS 
hospital 

29 Agencies 

Government 

Community, Organizations, Clubs 
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was 39%. Two third of the population of the Sunsari and Morang districts belonged to 

lower income groups, 12% belonged to higher income groups and the remaining 

belonged to middle income groups.13, 33 Agriculture has been practiced as the major 

occupation for many people in these communities. About 90% are involved in informal 

sector (agriculture laborer, factory worker and porters); remaining 10% are in organized 

sector. The household income fell between NRS 1,000/- to 3,000/- per month.  

4.1.3. Technical design   

People of all kind who wish to pay premium are allowed to be a member of the scheme. 

Membership is given to the individual members as members of the family of one unit. No 

provision of individual membership. Eligibility of membership is open to both nuclear 

and joint families with a standard family size of 5.5 per family compared to the national 

family average. There are at present 28 different organizations including the student and 

staff (grade III & IV). Membership is given irrespective of their age, sex, caste, ethnicity, 

education and income status.34  

The target population has been divided into two groups consisting of urban and rural 

population from Morang and Sunsari districts by involving people from various 

economic strata. The clients are covered under the scheme for a period of 1 year where 

the continuity depends upon the understanding between the hospital and the agencies. 

Details of premium are given in Table-1.   

The prepayment is collected by the agencies bi-annually or annually in a cash form, 

which is then deposited in the bank under the name of each of the scheme under 
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BPKIHS. The sum of the premiums collected covered only a fraction of what members 

spent on health care, and therefore the scheme has been financing largely by the revenues 

of the hospital. It appears so true that there are rarely any resources raised from only 

prepayment. The premium rate of the urban is raised due to heavy deficit followed in 

2003. The cause behind high premium rates for the urban could be for pooling the 

financial risks from urban to the rural clients. The scheme has not looked into the nature 

of the revenues of the membership population. Since majority of them come from an 

agricultural background as being the main soured for their income. The flat rate taken at 

the beginning might be preventing lot many people for joining the scheme. The positive 

aspect of the scheme is neither it has taken any loans nor credit from any financing 

sources nor got grants or donations for running the scheme.34  

Table-1. Details of premium collected from members (figures in NRS) 

YEA
R 

TOWN VILLAGE 
Adult Child Adult Child 

2057 600  300 180 90 
2058 600-816 300-408 180-185 90-95 
2059 600-816 300-408 180-185 90-95 
2061 816-820 408-410 185-250 95-125 

The population size covered varied from 60 in an urban setting to 2000 in a village. 

Irrespective of the nature of health problems, BPKIHS provides possible and available 

health care at the hospital. The major services covered by the benefit package are, OPD 

services, unlimited consultation, exclusive of medicines, IPD services with unlimited 

consultation and investigations, general bed as per their hospitalization, medicine 

provided up to NRs 3500 per patient per year. All types of surgeries were covered up to 

10, 000 per patient per year except prosthesis and implants. All kinds of emergency 
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services, field services when doctors are on filed duty. All acute cases covered, normal, 

caesarean cases under maternity. TB and leprosy services are provided through he 

national programme. Exempted services under the scheme: Prosthesis, implants, chronic 

diseases like DM, renal failure, paying beds. Zinc oxide fillings in dental OPD, and 

cataract surgery without IOL. There is no system of reimbursement to the clients (33, 34) 

4.1.4. Management    

The BPKIHS scheme was launched in 1995 in Sunsari district of Eastern Nepal. The 

scheme has voluntary membership. A contract paper with MOU is signed between the 

hospital and the organization and then the registration is affirmed. An insurance card is 

issued to every individual with his or her photograph. A separate department under 

hospital administration is established to manage the scheme. The day-to-day activities are 

well organized by the hospital staff whereas the line agencies equally have the 

responsibilities for identifying the households, collecting premiums and coordinating 

before registering with the hospital. The insurance department is manned by an officer 

who has to handle not only insurance activities but has to look into other managerial 

work of the hospital as well, similarly the other 3 staff at times are unable to handle the 

situation. So therefore there is always a deficit for staff in true sense. Lack of training on 

health insurance could be the main reason for the wide gap between the staff and the 

community members. The hospital has a complete monopoly over the community as a 

sole provider in the entire eastern region. The community has not been effectively 

involved in the governance of the project. No proper education and information 
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campaigns could be the reason for the unpopularity of the scheme among people in two 

districts.   

4.1.5. Organization    

The BPKIHS scheme has been undertaken as a pilot project in the eastern region of the 

country. This scheme replicated in all 75 districts as a role model by the government. It 

has no tie-ups or linkages with any insurance company or NGOs/INGOs. Since it’s an 

autonomous institution under HMG of Ministry of health, Nepal it has been getting its 

support from the government. There is no system of co-payment by the members for any 

services in the hospital. So the question that always gets raised or unanswered is the 

sustainability and viability of the scheme for years to come. 

4.1.6. Institutional characteristics    

The government is much behind the scene for creating a supportive policy environment, 

trainings or any opportunities to the scheme. The scheme has a very general form of 

statutes and regulations for its management. It has just somehow managed to survive in 

all probable situations. The scheme has succeeded in lowering the out of pocket expenses 

in many of the population by insuring the poorest of the poor populations. The 

combination of urban and rural areas would really enhance in strengthening the risk 

pooling rather than getting restricted to rural areas only. 
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4.1.7. Benefit packages  

The consultation for health check-up was free and unlimited for the patient inclusive of 

unlimited investigations. But medicines were not covered. The patient was provided with 

only general bed services. Medicines were provided up to NRS 3,500 per year per 

patient. The surgery coverage was up to NRS 10,000 per patient per year. In the 

specialized OPD, special provision was made for insured patients. They could visit the 

doctor after every third regular patient. 

All kinds of emergency cases were attended free of cost only in terms of investigations 

and consultations. The patients could also have free access to the BPKIHS doctors on 

field duty in the teaching districts with the use of same insured card. 

4.1.8. Types of diseases covered 

All acute cases were covered. TB and Leprosy services were provided through national 

TB and Leprosy Control Program available at the hospital. Normal Delivery and 

Cesarean were covered under maternity cases. All types of surgeries were available in the 

hospital excluding prosthesis, implants etc. that are not available in the hospital.  All 

types of services available under eye, ENT were covered except Cataract services without 

IOL. All dental OPD consultations except the zinc oxide fillings were covered.  

There was a separate counter established for enrollee patient to get the patient card, 

which helped them to get the card without any queue and delay. There were no 

ambulance or transport services provided to the beneficiaries.  
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4.1.9. Comparative analysis of the schemes under review  

The scheme under review was managed by a single provider. It was characterized by 

voluntary membership, prepayment of annual one time payment, risk sharing, and 

coverage of catastrophic risks. It was started up by the provider but with government 

support and the community participation was found to be weak. Table-2 provides the 

comparative framework for the 4 chosen schemes including the scheme under review.   

SEWA Integrated micro insurance scheme is characterized by voluntary membership, 

prepayment of usually a one-time annual payment, and risk sharing. The community is 

strongly involved in designing and managing the scheme. They are not- for –profit 

schemes. Vimo SEWA is an integrated micro insurance scheme protecting the life, asset 

and the health of its members and their families. Vimo SEWA is an integral part of the 

SEWA family, which is a labour union of self-employed women workers in Gujarat and 

other parts of India. The scheme was initiated in 1992. It caters to both rural as well as 

urban population. It caters to 11 districts with rural as well as urban set ups. Sewer’s ideal 

target group includes every woman working in   informal economy. In 1992, SEWA 

decided to upgrade the scheme from life insurance only to an Integrated Insurance 

Scheme, with the addition to the benefits package of a health insurance component, 

covering hospitalization costs and an assets insurance component to compensate for loss 

of assets.26, 38, 39 Other details about this scheme is given in Annex-2.  

Linked community insurance involves hospital in dual role of providing health care and 

running the programme. This scheme is characterized by voluntary prepayment, risk 

sharing, but do not cover catastrophic illnesses. They are started by donor support.  
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Table-2. Comparison of the community-based health care financing schemes 

Characteristic  Scheme - 1 Scheme – 2 Scheme - 3 Scheme – 4 

Fund holder    Accord, Tamil 
Nadu,  India 

Vimo SEWA, 
Gujarat, India 

BPKIHS, 
Dharan, Nepal 

RCMS, China 

Inception year  1992 1992 1995 1980 
Current status Ongoing Ongoing Ongoing Ongoing 
Enrollees 13,070 tribes in 

1 district 
10,6479 in 11 
districts 

17,430 in 2 
districts  

Not available 

Revenue  
contribution  

Compulsory  Voluntary  Voluntary  Voluntary  

Co-payment  Yes.  No No Yes. 
Services 
offered  

Comprehensive 
package 

 

Inpatient care, 
one time 
denture & 
hearing aid, and 
delivery 

Outpatient, 
hospitalization, 
investigations, 
and emergency 
care  

Hospitalization, 
outpatient, 
preventive, 
drugs 

Administration  3 NGOs 
collectively 
administer  

Large 
administrative 
department  

By 4 staff   Technical 
support from 
the MOH 

Culture Feedback to the 
community 
provided every 
year. A good 
record keeping 
system. 

Detailed MIS 
system. Fully 
computerized. 
Insurance 
committee 
decides the 
reimbursement. 

Operated by a 
hospital 
insurance 
committee of 5 
members. 

A top down 
approach. From 
MOH to the 
community 

Documentation 
& access to 
information 

Strong  Very strong. Weak  Decentralized 
at the village 
level  

Organizational 
Characteristics 

Network of 7 
health centers 
and 20-bedded 
hospital  

Health centers 
in urban slums 
& rural villages 

Single hospital  A good referral 
system from 
health center to 
counties. 

Institutional 
characteristics 
linkages 

Linked to NIAC 
and Private 
insurer  

Linked with 
private insurers. 

 

No linkages Link between 
govt. villages, 
& rural people  

Governance NGOs &  
community  

Community  Hospital & no 
community 

Govt.  
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Accord community health insurance scheme is a joint venture of 3 organizations viz 

Accord, Ashwini and AMS. Accord is a non-governmental organization staffed by group 

of professionals and adivasi youths, Ashwini is a sister NGO to Accord and is the main 

provider for health care services and AMS is a federation of village level union. The 

scheme was started from 1992 for indigenous groups of Gudalur Taluk in Nilgiris district, 

Tamil Nadu, India. Ashwini is the main provider, which runs the health care programme 

consisting of a two-tier structure. It has a network of seven health centers and a 20-

bedded hospital. The main philosophy behind the scheme is to enhance the health status 

of the Gudalur adivasi community.41, 42. 

Its main objectives are to access health care by dignity by not depending on charity, 

encourage health-seeking behaviour by offering comprehensive health care with manual 

payment at the time of use of services, enhance feelings of solidarity among members, 

protection of AMS members from catastrophic health expenditures. Other details are 

given in Annex-3.  

Government or social insurance-supported community-driven scheme is attached to 

formal social insurance arrangements or government run programs. The community 

actively participates in running the scheme whereby government contributes some 

amount for financing. China was the first to start nation wide community financing 

scheme called the ‘Rural Cooperative Medical System’ (RCMS)19, 27, 37, 44, 45. This was 

introduced in the country to fund and organize prevention, primary care, and secondary 

health services for its rural population. CMS was organized into three-tier structure. The 

first tier was comprised of bare-foot doctors who provided both preventive and curative 
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services including prescription drugs. For serious illnesses the bare-foot doctors referred 

the patients to the second tier system i.e. the township health centers. Finally the most 

serious ones were again referred to the third tier system the county hospitals. The patients 

are rarely refereed to tertiary care hospitals. Therefore there is a vertical integration of 

these three systems supervised by the bureau of health. A health prepayment scheme 

developed in the 1950`s as a mutual assistance mechanism and reestablished during the 

late 1980`s and early 1990`s during the Cultural Revolution. Objectives of the scheme 

were health coverage to its rural population at a very low cost, and minimization of 

access to good health for the rural population. Other details are given in Annex-4.  

4.2. Benefit analysis   

4.2.1. Sample data  

As mentioned in Chapter-3, benefit analysis was carried out by tracking the hospital 

record. Records of 500 non-enrollees [267 male (139 urban & 128 rural) and 233 female 

(124 urban & 109 rural)] were tracked for one year to understand their benefits. Mean age 

of the enrollees included in the study was 29.6 years (range 1 – 85 years). Records of 500 

enrollees [248 male (130 urban & 118 rural) and 252 female (133 urban and 119 rural)] 

were also tracked.  

4.2.2. Enrollee benefits   

Benefits accrued to the enrollees were estimated on the basis of hospital records and the 

rates applicable to non-enrollees. Table-3 brings out the results of hospital expenditure on 

the enrollees with respect to each cost center in return to the premium they paid. Per 
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enrollee cost for the fund holder in 2004-05 varied between Rs. 4/- for radiology-2 and 

Rs. 298/- for surgery-1. Cost incurred by the fund holder on each enrollee whom utilized 

the facility varied between Rs. 95/- for repeat consultations and Rs. 6,145/- for C-Section. 

It indicates that many of the enrollees did not visit the facility and they did, then the per 

capita cost would have been higher. Average number of visits per person was high at 3.41 

for lab-2 while it was low at 1.00 for deliveries.   

Table-3. Cost incurred by the fund holder on the enrollees in 2004-05 

Cost center Perso
ns 

Visits Per 
pers
on 

Cost (NRs.) 
Total Per 

person 
Per visit Per 

capita 
Immun (adult) 27 28 1.04 3335 123 119 6 
Immun(child) 19 28 1.47 3970 189 119 7 
Consult (new)  472 958 2.03 38280 80 141 76 
Consult (old)  273 426 1.56 26160 95 39 52 
X-ray 93 151 1.62 15480 166 61 30 
Blood & urine  48 82 1.71 11050 230 102 22 
Lab-1 18 29 1.61 6755 375 134 13 
Lab-2  51 174 3.41 20039 392 232 40 
Lab-3 21 42 2.00 3760 179 115 7 
Dressing 36 70 1.94 8018 222 89 16 
Dental 21 29 1.38 3531 168 114 7 
Radio-1 17 32 1.88 3245 190 121 6 
Radio-2 6 11 1.83 2246 374 101 4 
Surgery (M) 32 32 1.00 52235 1632 204 104 
Surgery-1 20 20 1.00 149147 7457 1632 298 
Surgery-2 11 11 1.00 80232 7293 7457 160 
Hospital-1 13 17 1.31 47639 3664 7293 95 
Hospital-2 11 20 1.82 42865 3896 2802 85 
Hospital-3 8 8 1.00 26172 3271 2143 52 
Delivery (N) 26 26 1.00 48492 1865 3271 96 
Delivery (CS)  9 9 1.00 55312 6145 1865 110 
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On the other hand, per capita expenditure for the non-enrollees varied between Rs. 5/- for 

radio-2 and Rs. 472/- on surgery-1 (Table-4). This is 125-158% compared to what the 

fund holder spent on the enrollees. Each non-enrollee who visited the health care facility 

spent Rs. 59/- on new consultation and Rs. 14,411/- on delivery. This is much higher than 

the cost incurred by the fund holder indicating that there was a kind of cross-

subsidization between the enrollees and non-enrollees. However, there was no difference 

in the average number of visits to each cost center by enrollees and non-enrollees 

indicating that there was no moral hazard.      

Table-4. Expenditure incurred by the non-enrollees in 2004-05 

Cost center Perso
ns 

Visits Per 
pers
on 

Cost (NRs.) 
Total Per 

person 
Per visit Per 

capita 
Immun (adult) 43 44 1.02 7257 168 164 14 
Immun(child) 46 68 1.48 5510 128 81 11 
Consult (new)  473 959 2.03 57346 121 59 114 
Consult (old)  302 471 1.56 31160 103 66 62 

X-ray 107 165 1.54 18940 177 114 37 
Blood & urine  64 114 1.78 17277 269 151 34 

Lab-1 27 47 1.74 27243 1009 579 54 
Lab-2  67 202 3.01 37480 559 185 74 
Lab-3 30 60 2.00 30493 1016 508 60 

Dressing 52 87 1.67 18850 362 216 37 
Dental 31 39 1.26 10127 326 259 20 

Radio-1 21 37 1.76 8133 387 219 16 
Radio-2 9 14 1.56 2685 298 191 5 

Surgery (M) 44 44 1.00 89927 2644 2043 179 
Surgery-1 30 30 1.00 236068 7868 7868 472 
Surgery-2 11 11 1.00 79490 6624 7226 158 
Hospital-1 34 42 1.24 106662 3137 2539 213 
Hospital-2 32 45 1.41 89379 2793 1986 178 
Hospital-3 22 22 1.00 78162 3552 3552 156 

Delivery (N) 28 28 1.00 81438 2627 2908 162 
Delivery (CS)  9 9 1.00 158522 14411 17613 317 
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4.3. Access issues  

4.3.1. Sample characteristics  

Access characteristics were captured by interviewing 126 enrollees [male 58 (127 urban 

& 41 rural) and female 68 (15 urban & 53 rural)]; 70 were interviewed within the hospital 

and 56 were interviewed in the community. Samples were equally distributed between 

Sunsari and Morang districts. Enrollees were grouped into three categories based on 

income - < US 1 per day (below poverty), US $ 1-2 (marginal), and > US $ 2 (above 

poverty). About 80% enrollees knew about their income; the rest said that they had never 

estimated their income. About 70% of the sample enrollees earned less than a dollar a day 

while 17.4% earned more than 2 dollars a day. About 15% were illiterates while 31% had 

at least 10 years of schooling. Agriculture and allied services was found be the dominant 

occupational group.   

About 80% of urbanites and 67% of rural enrollees visited the hospital to seek care for 

some health related problems. Fifty five percent of males and 82% of females visited 

some health care facility in 2005. Around 92% of the enrollees would visit health care 

facility in case of illness even without insurance cover. There was no gender or rural-

urban difference in this respect. More men (43.1%) sought care for acute care whereas 

more women (73.5%) sought care for chronic ailments. Similarly, rural people sought 

care for acute illnesses (38.3%) while urban people sought care for chronic illnesses 

(78.1%).   

Over 90% of the enrollees visited a health care facility at least twice during the first 6 

months of 2005. There was no difference in the number of visits between literates and 
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illiterates. Table-5 provides the information on the health care seeking of the enrollees 

included in the study. As it can be seen from the table, majority of them visited a health 

care centre at least twice during the first half of 2005. Out of this, about 50% visited 

outpatient facilities while about 15% visited inpatient facilities.  

Table-5. Health care seeking by the enrollees during firs 6 months of 2005  

No. of 
visits 

Outpat
ient 

Inpatie
nt 

Accident/E
mergency 

Radiology/ 
Diagnostics 

Dental Lab Total 

< 2 4 2 - - - 1 7 

≥ 2 57 14 12 10  2  24  119 
 61 16 12 10 2 25 126 

Higher number of hospitalization was associated with the household income of the 

enrollees (Table-6). About one-third of the enrollees from low income group were 

admitted more than two times in the last year. More than two-third of the enrollees were 

admitted at least once a year. However, education status did not show any significant 

association with the number of hospitalizations.  

Table-6. Socioeconomic status and hospitalization of the enrollees in 2004-05 

Income category ($/day) Once 2-3 times > 3 times Total 
< 1 36 (65.5) 18 (32.7) 1 (1.8) 55 

1 – 2 11 (91.7) 1 (8.3) - 12 
> 2 15 (75.0) 5 (25.0) - 20 

Similarly, there was no difference in the level of satisfaction between the literate and 

illiterate and urban and rural enrollees. Overall, about three-fourth of the enrollees were 

satisfied with the services offered under the scheme. Among those who expressed 

dissatisfaction with the services, stated the following reasons for their dissatisfaction:  
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• Overcrowding (21.6%) 

• Non-availability of doctors (8.1%)  

• Long waiting time (35.1%) 

• Poor attitude of the staff (35.1%)  

With regard to awareness of the scheme and its contents, there was more number of rural 

people who said that they did not know anything about premiums than urban people. Like 

wise the percentage was 2 times high among females than males for not knowing about 

the premiums. In the education category less than 5 years of education the distribution of 

people were more or less similar. About two-third of the enrollees carried some illnesses 

when they enrolled into the program. It was distinctly high (77.8%) among illiterates 

compared to the literates (62.0%).  The proportion was also high (71.9%) among the 

urban enrollees compared to the rural enrollees (61.7%).    

Although the enrollees were enrolled into the community based financing scheme, they 

still incurred out-of-pocket expenditure towards medicines, investigations and personal 

expenses. Table-7 reports the level of out-of-pocket expenditure incurred by the 

enrollees. Each one spent Rs. 1,482/- on medicines, Rs. 663/- on food and lodging and 

Rs. 261/- on investigations in 2004-05 despite being ‘insured’.  

Table-7. Out of pocket expenditure of the enrollees in 2004-05 

Expenditure item  Amount spent (NRs.) Mean (NRs.)  
Medicines 186750 1482.14 
Investigations 32850 260.71 
Food/Lodging 83500 662.70 
Others 49600 393.65 
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Chapter-5 

Summary and conclusions  

This dissertation attempted to evaluate the performance of a community based health care 

financing scheme in Nepal. It looked at the performance from three sides – content & 

philosophy, benefits to the enrollees and access issues. Three different methods were 

used to collect the required information viz., review of documents, tracking of hospital 

records and interviewing of the enrollees.  

5.1. Performance of the schemes under consideration  

Four existing schemes including the scheme under review were evaluated to find out the 

philosophy and content. All the four schemes were diverse and varied in terms of their 

prepayment and risk sharing mechanisms, management (number of members, target 

population, pattern of enrollment, unit of membership, level of premium, benefit package 

etc). Common features observed were not-for-profit motive, solidarity and voluntary 

participation. There existed some amount of economies of scale for offering financial 

protection, higher the size of the scheme in terms of coverage and spread higher is the 

level of protection offered. The four schemes have been successful in reducing the out-of-

pocket expenses for health care. The coverage of population ranged from 1,000 to few 

millions. 

Vimo SEWA and RCMS provides only in-patient care whereas BPKIHS provides out 

patient care as well as in-patient care (inclusive of deliveries, ANC, family planning 

operations) and even includes the National programmes like TB and Leprosy. Accord 
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provides two packages, one inclusive of delivery services along with other services and 

the other without the delivery package. While the BPKIHS scheme scored well in terms 

of comprehensive coverage and lack of co-payment, the community involvement was 

seen to be weak. Community involvement is very high in three schemes compared to 

BPKIHS scheme where it has a monopoly pricing for the services. Therefore community 

involvements help any schemes from improvements in its revenue collection, cost 

containment, access and quality of services.  

Also, the premiums collected covered only a fraction of what the fund holder spent on the 

enrollees. As a result, the fund holder had to bear a significant portion of the resource 

requirements of the enrollees from other sources probably from the non-enrollees. 

However, rate of premium rate was still high for BPKIHS scheme at NRs 200/- for the 

rural enrollees and NRs 820/- for the urban enrollees; it was NRs. 20-100/- in case of 

other schemes. The revenue collection period coincided with cash-earning period in case 

of two schemes (Accord, India and RCMS, China). It facilitated the participation of the 

enrollees and enhanced their willingness and ability to pay. .  

Linkages with the insurance company has helped schemes like Vimo SEWA and Accord 

to negotiate the preferential rates which can therefore increase the attractiveness of the 

scheme and raise the enrollment of members. The two schemes seem to be running 

successfully. BPKIHS scheme and the RCMS schemes have no linkages with the 

insurance company. It basically runs with the collective funds supported by the 

community where the members have no right to change the rates fixed by the providers. 

However, BPKIHS, like RCMS, had links with the government. BPKIHS got its fund 
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from Ministry of health and the project has been taken up a s a pilot project by Ministry 

of health, HMG, Nepal.  

The overall assessment of these four schemes is that they have so far managed to reach 

only to a small segment of the population. On the other hand, one should realize that 

many schemes are relatively young, and need more time to develop. Accord could raise 

its coverage to more tribal villages than restricting themselves to one district. Similarly 

Vimo SEWA could think of spreading its scheme to all its places wherever it is 

functional at present. BPKIHS scheme should not limit itself to only 2 districts but at 

least manage 10 districts in the Eastern region. 

5.2. Benefits to the enrollees  

Twenty one different cost centers were identified to find out the cost incurred by the fund 

holder on the enrollees. It was inferred from the results that the enrollees benefited more 

than what they actually paid as premium. Hence, the scheme was beneficial to the 

enrollees on the average. Average costs incurred by the fund holder per person varied 

from NRs. 95/- to NRs. 7,457/-; non-enrollees spent a minimum of NRs. 103/- and the 

maximum of NRs. 14,411/-. The benefit accrued to the enrollees was Rs. 1,810/- in one 

year of their enrollment. The expenditure incurred by the non-enrollees on the same item 

was 25-58% higher than the reported expenditure of the fund holder on the enrollees 

indicating that there existed some form of cross-subsidization between the enrollees and 

non-enrollees. In other words, non-enrollees paid 25-58% more than the cost price of the 

item that was charged.  
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5.3. Access issues  

Most of the respondents who were interviewed said that they enrolled into the scheme 

carrying certain illnesses indicating that there existed some adverse selection. Over 95% 

also said that they visited the hospital because they paid the premium earlier. Many 

enrollees felt that they had to visit the hospital once the premium was paid. 

However, this was not reflected in the service provision, which was not higher for the 

enrollees compared to non-enrollees.  

Higher number of hospitalization was associated with the household income of the 

enrollees. About one-third of the enrollees from low-income group were admitted more 

than two times in the last year. More than two-third of the enrollees were admitted at 

least once a year. However, education status did not show any significant association 

with the number of hospitalizations. Health care seeking and the benefits were not 

different for men and women and for rural and urban enrollees.  

About 85% of the enrollees had to bear out-of-pocket expenses on some items like 

medicines, investigations, food and lodging and transportation even though they were 

insured under the scheme. These expenses ranged from NRs. 200/- per month to NRs. 

14,000/- per month. Over two-third of the enrollees were satisfied with the services 

offered under the scheme. The reasons for dissatisfaction were found to be overcrowding, 

long waiting time, absence of doctors, and staff behavior.   
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5.4. Conclusions 

Analysis of various schemes including the BPKIHS scheme showed that the burden of 

out-of-pocket had declined due to the community based financing schemes. Still, the 

primary data analysis showed that vast majority of the enrollees spent significant amount 

on medicines, food, investigations and transport. The moral hazard, which is usually 

associated with insurance schemes, did not appear to be present in the BPKIHS scheme. 

However, adverse selection was present. Also, there existed some sort of cross 

subsidization existed between enrollees and non-enrollees and non-enrollees paid about 

25-58% more than the cost price.  

5.5. Recommendations 

Insurance and out-of-pocket co-existed although there was no considerable co-payment. 

In fact, if the out-of-pocket expenditure borne by the enrollees is added to the premium, it 

could well be equal to the amount spent by the non-enrollee. In other words, fund holder 

is transferring resources to the provider without adding much to the enrollee. Hence, 

there seems to be some inefficiency due to which there has been a deadweight loss. One 

way to overcome this problem is to do a tracking exercise such as the one carried out by 

this dissertation covering all the enrollees to find out the services and their costs 

transferred to the provider. Such an exercise will throw light on the viability of the 

scheme and cost containment.   
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