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ErxEr50%HsS 3) How Equitable is the Financing of Ghana’s

National Health Insurance Scheme?

Tu, RIFs Samuel Amponsah

Health care financing has over decades been a serious
bottleneck for both governments and households in Sub-
Sahara Africa. A number of countries are currently
exploring the potential of social health insurance as a
lasting solution to the long standing problem of health
care financing. Ghana started the implementation of
National Health Insurance Scheme in 2005. The scheme
has three different sources of funding, namely, the
National Health Insurance Levy (value added tax-based),
payroll contribution from members of the Social Security
and National Insurance Trust (pension contribution), and
payment of health insurance premiums by non pension
members. The present level of the scheme coverage
is magnificent and historical, especially, in the context
of Sub-Sahara Africa. However, there are some equity

concerns about the use of national health insurance levy

as the main source of funding for the scheme. To address
this issue, there is the need to examine how the funding
sources of the National Health Insurance Scheme affect

households in Ghana.

Constrains in the financing of social health
insurance in developing countries and the
introduction of National Health Insurance
Scheme in Ghana

Health sectors in developing countries are characterized
by a low absolute expenditure on health services and
a large proportion of out-of-pocket payvments (OOPs).
For example, between 1995 and 2006, the total health
expenditure per capita for 46 developing countries in

Africa was about (PPP adjusted) $117. with only 49



per cent spent through the public sector. In developed
countries, these figures were $2,070 and 71 per cent,
respectively. Influencing the low absolute expenditure on
health and the large proportion of OOPs in developing
countries is the limited participation in the formal labour
market, which has several direct implications for health
care financing.

Governments in developing countries face limited tax
revenue (especially direct taxes) and most of them have
generally not perceived increased tax revenue for health
care as feasible. The need to mobilise additional resources
has obliged governments to look for new options in
health care financing. It has thus been recognised that
one of the most promising options is the introduction of a
health insurance scheme in the form of a social security
programme.

The adoption of social health insurance as the means
of achieving universal coverage in most developing
countries has been difficult. Many long-standing schemes,
especially in Latin America, South East Asia and Africa
have failed to cover more than just a minority of the
population and have exacerbated inequity in access to
health care between different segments of the population.
Countries such as the Jordan, Fiji, Indonesia, Malaysia,
Morocco, Nigeria, and Zambia have been exploring
the potential of social health insurance as a means of
broadening their population’ s access to affordable health
care.

One major issue facing these countries is how
to provide universal coverage when relatively small
proportion of the working population is in formal
employment. Given the scarcity of financial resources,
countries seeking to extend health insurance coverage
face unpleasant dilemmas, for example disputes on how
to finance and administer the extension to cover self-
employed people and poor households normally arise.

Yet, most governments are cautious about the
reliance on indirect taxes as a means of financing health
care or health insurance scheme. Since, indirect taxes

are often perceived as regressive (ie. it affects the poor

more than the rich). It has been argued that the financing
health insurance schemes through the use of indirect
taxes lead to relatively inequitable or regressive financing
regime,

In this context, the case of Ghana appears to be
of great interest. In the 1980s. against a background
of economic crisis, the Government of Ghana (GoG)
significantly increased long-standing but low user fees
and introduced full-cost recovery for drugs. The main
objective of the policy was to raise the revenue for the
health sector, with a secondary objective to curtail the
frivolous use of health services. Between the mid-1980s
and the mid 1990s, the legislative framework permitted
drug fees to be revised continuously to keep pace with
inflation.

Researchers have recounted how the user fee policy
have been reasonably successful in raising revenue, but
became the culprit for poor household’ s under utilization
of health care services, leading to a decrease in technical
efficiency in the health. In the light of widening disparity
between the top 20 percent and the bottom 20 percent of
the expenditure decile, in terms of health care utilization,
the Government of Ghana (GoG) introduced public health
insurance system called National Health Insurance
Scheme (NHIS) in 2004. The objective of the NHIS is to
assure equitable universal access to quality basic package
of health services for all residents in Ghana.

What is unique about Ghana' s NHIS is that it
is a hybrid type of insurance scheme that combines
social health insurance (SHI) and community-based
health insurance concepts (CBHI). While the SHI has its
roots in work-related insurance schemes (ie. designed
to accommodate those workers who are formally
employed), the CBHI has its root in small-scale, not-for-
profit health insurance schemes (i.e. designed for people
outside employment in the formal sector). CBHI may
be based around geographically defined areas or may
group together people working in a similar trade (such
as farmers or market traders). Thus, the NHIS has been

administered to cover both the formally employed and



the informally employed (self-employed) population.

Despite the bold initiative of the GoG to provide
universal health insurance coverage for every resident
in Ghana, it has been criticised by researchers, arguing
that the used of indirect tax, such as the National
Health Insurance Levy (NHIL), for funding the NHIS
will place more burden on the poor rather than the rich.
Unfortunately, these researchers failed to provide an in-
depth investigation into the progressivity or regressivity
of the funding of the NHIS because of data limitations.
On the one hand, it has been argued that, identifying
and measuring the existing health care financing and
benefit mechanisms to know their level of progressivity,
and/or their relative burden on the poor in the bottom
quintile compared with the rich in the top quintile are
critical for achieving equity within the health system. On
the other hand, the equity concern has been based on
the generalization that, because NHIL is an indirect tax
(regressive) using it as the source of funding will be a
burden for the poor in the bottom of the income quintile
than the rich at the top of the income quintile.

Equity in health financing has been one of the
trademarks of the World Health Organization (WHO),
WHO advocates that those with different ability to
pay should make dissimilar payments (progressivity of
contributions). Considering the fact that few developing
countries have been able to implement health insurance
schemes, and majority of them face the unpleasant
dilemmas of how to finance and extend the scheme to
include those working in the informal sector, a study
on how the funding sources of NHIS affect the poor
households (especially, those in the bottom quintile) could

be an ample area of research.

Funding sources of the NHIS and its effect on
households in Ghana

Securing a funding source(s) that would be able to sustain
the operation of the NHIS was a priority policy issue
for the Government of Ghana. Act 650 (Ghana NHIA-

ACT 650 2003 Section 2(1)) mandated the establishment
of National Health Insurance Fund (NHIF) to provide
financial support for the operation of the NHIS. The fund
has three main sources of revenue: a value-added tax
(VAT) on goods and services, an earmarked portion of
social security taxes from members of the Social Security
and National Insurance Trust (pension contribution), and
payment of health insurance premiums by non pension
members. The VAT rate for the NHIS is 2.5 percent, and
to differentiate it from the normal VAT of the nation, it
was named the National Health Insurance Levy (NHIL).
It constitutes the largest source of revenue, comprising
about 75 percent of the total revenues. Pension
contributions account for an additional 21 percent, while
health insurance premiums constitute the remaining 4
percent. The relatively heavy reliance on taxation to
raise revenue is a departure from most “social health
insurance” schemes

According to the 2005/06 household survey
conducted by the Ghana Statistical Service, the
distribution of NHIL revenue by items purchased by
households, show that food and non alcoholic beverages
account for 47 percent of the total revenue, household
enterprise expenditure constitute 19 percent, clothing
and footwear accounted for 14, restaurant, hotel and
miscellaneous, contributed 10 percent, while furnishing,
household equipment and appliances accounted for the 9
percent of the total revenue.

Empirical evidence from the same survey indicates
that, on the one hand, in absolute terms, the per capita
NHIL contributed by households in the bottom quintile
is less than that of their counterparts in the top quintile.
Thus, the quintile distribution of the NHIL contribution
shows that in absolute terms, the higher the household’
s income class the more its NHIL contribution. Therefore,
taking at face value, it is plausible to argue that the used
of NHIL to finance health care in Ghana is one way of
redistributing income from the rich to the poor. However,
by following the WHO standard of assessing equity in

health care financing (i.e. by using the capacity to pay



criteria) the results indicates that the NHIL is regressive.

On the other hand, the empirical evidence on
household pension contribution to the NHIF was found
to be progressive. It was observed that the pension
contribution came mostly from the rich households in the
top income class. The pension contribution was skewed
towards the rich household because the pension scheme
in Ghana covers more workers in the formal sector
(especially public sector employees) than those in the
informal sector. The progressive nature of the pension
contribution was found for both the expenditure decile
and the household capacity to pay decile.

While the NHIL and pension contribution systems
of funding help to differentiate between the poor and rich
households, in terms of their contribution to the NHIF, the
situation for premium payment is totally different. The

absence of a data base to identify the income class of non

pension member households wishing to join the NHIS,
has led scheme managers to use subjective judgement to
identify their members’' income class. This has affected
the payment of health insurance premiums by this group
of households. Empirical evidence from the household
survey shows that both the poor and rich households pay
almost the same amount of health insurance premium.

By combining the three sources of funding for
the NHIS, the overall household contribution was
found to be mildly regressive. The progressive nature
of the pension contribution helped to close the gap
between poor households in the bottom quintile and rich
households in the top quintile. However, the inability
of scheme managers to identify the rich households in
their communities to charge the prescribed premium,
accounted for the mildly regressive nature of the overall

contribution.



