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CHAPTER 10

Social Protection in Vietnam: Current State and Challenges

GIANG THANH LONG

National Economics University, Vietnam

This chapter provides an analysis of the developmental path for, current state of, and
challenges facing social protection in Vietnam, with a special focus on the social insurance and
health insurance schemes. We reveal that Vietham has achieved remarkable results in
providing social protection to its citizens, particularly since Doi moi. At the same time,
however, Vietnam also faces a number of challenges resulting from rapid changes in social,
economic and health factors. Low coverage, poverty during old age and vulnerability,
inefficient health care delivery and limited accessibility are some of emerging issues. To deal
with these issues and to adapt to expected challenges such as an aging population, the chapter
also provides some reform directions and proposals, such as transforming the current pay-as-
you-go defined benefit (PAYG DB) pension scheme to a system of individual accounts via a
notional defined contribution (NDC) scheme as a transitional step, and providing universal

social assistance to the elderly to reduce incidences of poverty.
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1. Introduction

After about 20 years of the implementation of Doi moi (renovation) programs,
Vietnam has changed, since 2008, from one of the poorest countries in the world to a
low middle-income country." The average Gross Domestic Product (GDP) growth rate
was about 7.4 percent during 1991-2009, which helped to increase GDP per capita to
from $US 98 in 1990 to $US 1,064 in 2009. Thanks to this remarkable economic
growth, the national poverty rate decreased significantly from 58.1 percent in 1993 to
14.5 percent in 2008. The poverty gap, measured as a percentage of the poverty line,
was also substantially decreased from 18.5 percent in 1993 to 3.8 percent in 2006
(World Bank, 2007). In terms of region, incidences of poverty in all eight economic
regions have been reduced over the course of time. Along with remarkable social and
economic achievements, social protection system in Vietnam has been developing with
considerable progress in terms of important aspects such as: poverty reduction, job
creation and income maintenance for various groups of Vietnamese people. The
country also has reached most of the Millennium Development Goals (MDGs) ahead of
schedule (Gaiha and Thapa, 2007).

At the same time, however, such impressive economic growth has relied mainly on
natural resources, capital and external financial resources (Nguyen and Giang, 2008).
The areas, in which economic restructuring has been slower than expected, are within
groups of the population, particularly ethnic minority people who are still living in
disadvantaged conditions, and the inequality between areas and regions is widening,
which is proving to be an emerging social concern. Along with this context and weak
self-protection mechanisms, the most challenging policy issue is related to the fact that
the social protection system in Vietnam has not been well developed and is
characterized by a number of drawbacks, including a lack of coverage, insufficient

funding sources and inefficient institutions. As such, the socio-economic development

" In 2008 GNI data, the World Bank classifies economies as follows: low income countries ($975 or
less); low middle-income countries ($976-$3,855), upper middle-income countries ($3,856-
$11,905); and high income countries ($11,906 or more). As such, in 2009, Vietnam was ranked as a
low middle-income country.
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of Vietnam in the near future may be facing more risks from changing economic, social
and environmental conditions along with deeper regional and global integration.

As Vietnam enters the ranks of middle-income countries, it needs to lay the
foundations to support a more dynamic and sophisticated economy, which in turn will
result in new and more complicated challenges in developing appropriate policies. As
such, without appropriate changes, the current social protection system may not be able
to deal with new challenges, which in turn may have a negative impact on economic
growth in the long-term.

The main objectives of this chapter are to (i) provide an overview on the current
state of development of the social protection system in Vietnam; (ii) point out
challenges of these schemes during a time of swift socio-economic change in the
country; and (iii) provide some policy suggestions to reform the current system which
will help in adapting to the forthcoming expected changes. The paper is organized as
follows: in the next section, we will provide information regarding the recent
development and challenges of the social protection system in Vietnam with a special
focus on social insurance and health insurance; along with these issues, reform
proposals will be discussed. In the third part of the chapter, we will provide some

concluding remarks for the chapter.

2. Social Protection in Vietnam: Development and Challenges

So far, the term “social protection” has not been well defined in Vietnam.
Depending on the scope of policies and programs, this term is sometimes alternatively
used with “social security” or “social safety net”. According to the draft of the Social
Protection Strategy 2011-2020, social protection in Vietnam includes three main pillars:
(1) labor market; (2) social insurance and social health insurance; and (3) social
assistance. These three pillars aim to deal with various risks which are present in a
person’s life. For instance, the labor market policies are to prevent risks; social

insurance and social health insurance policies aim to mitigate risks once they occur;
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while social assistance policies help people overcome their risks if they are unable to

cope by themselves (Figure 1).

Figure 1. Structure of the Social Protection System in Vietnam
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Source: Adapted from the draft of the Vietnam’s Social Protection Strategy 2011-2020.

In this chapter, however, we will focus on social protection in Vietnam through two
pillars (social insurance and health insurance) in order to see the current state of their
development and challenges they may be facing in the coming time, as well as some

policy proposals to reform the system.

2.1. Social Insurance Scheme
2.1.1. Current State

The social insurance scheme has been in operation since the early 1960s. Prior to
1995, social insurance only covered employees in the state sector and it was managed
by different public agencies under the supervision of the government. The benefits
were paid from a pooling fund, which was funded by contributions from employers and
government subsidies. The fund was managed and guaranteed by the government. For

about thirty years, the scheme contributed significantly to the income and living
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standards of the insured people. However, dramatic changes in the economy and
society along with the growing private sector resulting from the Doi moi (renovation)
programs forced the government to reform the scheme. The reform led to the
establishment of Vietnamese Social Security (VSS), which is responsible for
administration of this scheme under the guarantees of the government. The social
insurance scheme has taken a further step in development since 2007, when the first
Social Insurance Law was put into effect. Under this Law, there are five mandatory
components: sickness, maternity, occupational accidents, occupational diseases, and
retirement and longevity. In addition, the scheme has also been diversified with a new
voluntary social insurance covering retirement and survivorship with a special focus on
people working in the informal sector.

With such changes, the current social insurance scheme includes both pre-1995 and
post-1995 contributors and beneficiaries. The following discussion will mention only

the post-1995 scheme.

Table 1. Number of Participants and Beneficiaries, 1996-2008

Number of L Number of Ratio

Year participants Labor force Part1c1p:1 tion beneficiaries contributor-

(1,000 persons) (1,000 persons) rate (%) (persons) beneficiaries

) 2) 3) 2:03) 4) 2):4

1996 3,231 35,866 9.0 1,769 1.8
1997 3,572 36,896 9.7 1,758 2.0
1998 3,765 37,207 10.1 1,752 2.1
1999 3,860 37,583 10.3 1,754 2.2
2000 4,128 37,610 11.0 1,761 23
2001 4,376 38,563 11.3 1,778 2.5
2002 4,445 39,508 11.3 1,801 2.5
2003 4,987 40,574 12.3 1,840 2.7
2004 5,820 41,586 14.0 1,890 3.1
2005 6,190 42,527 14.6 1,967 3.1
2006 6,747 43,339 15.6 2,058 33
2007 8,179 44,174 18.5 2,132 3.8
2008 8,539 44916 19.0 2,205 3.9

Source: Own compilation from VSS reports (various years).
Note : The number of beneficiaries includes those belonging to pre-1995 scheme.

Table 1 shows that the number of participants of the social insurance scheme has

increased over time. This expansion has been attributed to an increasing participation
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from private sector institutions. However, the participation rate, measured by the
number of participants as a percentage of the total labor force, has been small, at only
19 percent in 2008. Data from VSS (various years) show that the participants from the
public sector account for a large proportion, meaning that many people from the private
sector have not yet participated in the system.

At the same time, the number of beneficiaries has grown at a slower pace than the
number of contributors. As a result, for the whole social insurance scheme, the
contributor-beneficiary ratio has increased and reached about 4 in 2008. For the
pension scheme alone, however, this ratio was about 17 in 2008.

Prior to 2007, benefits were adjusted in line with minimum wages. Since the first
Social Insurance Law, benefits have been adjusted in line with the Consumer Price
Index (CPI). In 2008, the average pension benefit (except those for armed-force
pensioners) was about 78 percent of GDP per capita, and the average replacement rate

was about 68 percent.

Table 2. Social Insurance Fund Balance and Accumulation, 1995-2008

Previous year Investment Revenue Payments Fund '
Year balan.ce.: return (YND (VND billion) accumu!at.lon

(VND billion) (VND billion) billion) (VND billion)
1995 0 0 789 42 747
1996 747 18 2,597 383 2,968
1997 2,968 191 3,446 594 5,743
1998 5,743 473 3,876 752 8,888
1999 8,888 666 4,186 940 12,241
2000 12,241 824 5,298 1,334 16,285
2001 16,285 865 6,348 1,936 21,690
2002 21,690 1,606 7,777 2,960 26,507
2003 26,507 1,911 10,984 3,792 33,699
2004 33,699 2,604 12,520 4,866 41,353
2005 41,353 3,086 15,522 6,766 51,108
2006 51,108 4,081 20,290 11,045 61,838
2007 61,838 4,794 27,591 14,465 74,958
2008 74,958 7,357 30,939 21,360 91,522

Source: Own compilation from VSS reports (various years).
Note:  These numbers include only those from VSS fund and exclude those from government
budget. Numbers are rounded.
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The expansion of the social insurance system has also resulted in a swift
accumulation of funds. By 2008, the fund balance was about VND 9.6 billion (US$ 570
million) but the fund accumulation was VND 91,522 billion (or about US$ 5 billion,
equivalent to 6 percent of GDP in 2008).

2.1.2. Challenges

The pension scheme is operating under a pay-as-you-go (PAYG) financing
mechanism, in which benefits are pre-determined by given formulas based on the
number of years of contribution and historical contributions. Under expected
demographic and economic changes, as well as administrative capacity, the main
challenges for the scheme result from the current design and implementation capacity.

First, the coverage rate of the scheme has been persistently low; particularly the
coverage rate for the informal sector workers via the voluntary scheme is negligible.
The main problems include: (i) regulations that focus mostly on formal sector workers;
and (ii) it is difficult for the voluntary scheme to be articulated with the mandatory
scheme, which in turn makes it difficult for workers to move between these two
schemes.

In addition, among the mandated participants, the compliance rate (or active rate)
has been low, especially for the private sector. In general, the compliance rate was only
65 percent in 2008 (meaning only 8.5 million out of 13 million workers made
contributions to the scheme) while the compliance rate in the private sector was only 50
percent. There are a number of reasons for this; for instance, World Bank (2007) shows
that low participation is mainly due to a lack of information and low incentives resulting

from complicated regulations.
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Figure 2. Large Participation Gaps in the Social Insurance Scheme
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Source: World Bank (2007).

Second, in addition to the low coverage rate, Figure 2 shows that there have been
wide participation gaps between rural and urban, between poor and non-poor, and
between ethnic minorities and Kinh/ Chinese. The latter groups are usually more
vulnerable to risks than the former, so that such a low participation may not be able to
help them to mitigate risks since more than half of their income sources are mainly from
household business or agricultural production (Evans et al., 2007). Recent estimates by
the World Bank (2007) indicate that the social insurance benefits, especially pensions,
are not pro-poor, since almost half of pension spending goes to the two richest quintiles,
and only 2 percent go to the poorest. In fact, Giang and Pfau (2009a) show that there
are only 35 percent of old-age persons receiving social protection benefits and most of
them are from urban areas. This means that a great number of people, who are more

vulnerable to poverty, are not covered by the current scheme.

299



Figure 3. Unfair Benefits between the Public and Private Sector
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Third, the current formulas to estimate benefits are unfair, particularly between

males and females, and between the public and private sector. Figure 3 implies that

workers in the private sector should not contribute for more than 28 years (for males)

and 26 years (for females), since the expected additional benefits will be reduced

overtime. Even with the same actuarial benefits, private sector workers may get lower

levels of benefits, while those from the public sector may get higher levels of benefits.

In addition, various reports from VSS show that the average pension benefit is only

about 70-75 percent of GDP per capita, which is still low.

Figure 4. Investment Portfolio of the Social Insurance Fund
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Table 3. Rate of Returns on Social Insurance Fund Investment

NOMINAL REAL
Year Inflation
T-Bill | Deposit | Lending | SI Fund T-Bill | Deposit | Lending | SI Fund

1997 10.83 8.51 14.42 6.46 2.87 7.96 0.55 13.87 3.59
1998 11.44 9.23 14.40 8.23 7.30 4.14 5.09 9.31 0.93
1999 9.12 7.37 12.70 7.49 -1.80 1092 | -3.55 16.25 9.29
2000 5.42 3.65 10.55 6.73 -0.99 6.41 -2.76 13.31 7.72
2001 5.49 5.30 9.42 5.31 0.25 5.24 0.06 9.36 5.06
2002 5.92 6.45 9.06 3.76 2.96 2.96 3.49 5.57 0.80
2°003 5.83 6.62 9.48 4.53 2.06 3.77 2.86 6.62 2.47
2004 5.75 6.14 9.65 5.43 8.45 -2.69 8.84 0.81 -3.02

Source: Own estimates from IMF’s financial statistics and VSS reports (various years).

Fourth, although the fund accumulation is getting larger, an important concern

surrounds the low rate of returns on fund investment. The current reports by VSS show

that over the years most of the social insurance fund investments are going to state

financial institutions (Figure 4) and producing a lower rate of return that the market rate

(Table 3). As discussed in Nguyen Tue Anh (2006) and Giang and Pfau (2009b),

investments can be a crucial determinant in maintaining fund accumulation. As such,

an improvement in the management of fund investment must be an urgent requirement

in order to provide long-term stability of the fund in terms of finance.

Figure 5. Rapidly Aging Population and Potential Support Ratio
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Fifth, the long-term financial sustainability of the fund may be deteriorated by the
aforementioned factors along with an expected rapidly-aging population. As indicated
in a number of recent annual surveys by the General Statistics Office (GSO), the
population in Vietnam has entered an aging phase in 2008 when the percentage of old-
age persons (60 and over) accounted for 10 percent of the total population. Nguyen
Dinh Cu (2009) shows that the growth rate of the old-age population has been much
faster than those of the working-age population and the whole population (Figure 5,
left). As such, we expect that the potential support ratio will decrease substantially in
the future (Figure 5, right).

Assuming that the current social insurance regulations remain, the pension scheme
dependency ratio (measured by the ratio between the number of beneficiaries and
number of contributors) will increase swiftly. This ratio decreased from 34 in 2000 to
19 in 2004, and to 6 in 2020 (Castel and Rama, 2005).

Furthermore, as the population ages, life expectancy of elderly people at retirement
will also increase. If the trend of early retirement for both males and females continues
to persist in the future, then this will increase the number of years that benefits are paid.
A recent report by VSS shows that the average actual retirement age is 53, of which
males are 55 (compared with a normal retirement age 60) and females are 51 (compared
with a normal retirement age of 55). In addition, the average life expectancy of retirees
is 72.5 years, in which 71.1 years for males and 73.9 years for females. As a result, the
average number of years for receiving benefits is about 19.5 years, in which 16.1 years
are for males and 22.9 years for females. However, this report also indicates that a 28-
year contribution can cover pension benefits for 10 years, meaning that the additional
costs for the remaining 9.5 years of benefit receipts must be requested from the
government budget or other sources. Otherwise, balancing the social insurance fund
requires reducing replacement rates and/ or increasing contribution rates. Nevertheless,
the current average pension is only $US 50-70 per month (Nguyen Thanh Tra, 2009) or
the contribution rate must increase to 30 percent in order to balance the fund until 2045
(Giang, 2008). Both are infeasible under the current economic context.

Overall, the current operation of the social insurance scheme in general and the
pension scheme in particular, will not bring sustainability, as they will involve in both

unsuitable benefits and financial instability. Castel and Rama (2005) show that the
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replacement rate will be reduced significantly and the replacement rate for workers in
the private sector will be substantially lower than that of workers in the public sector
(Figure 6, left). Giang and Pfau (2009b), meanwhile, show that the pension fund will be
completely depleted in about four decades (Figure 6, right).

Figure 6. Projections for Replacement Rate and Long-term Pension Fund Balance
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2.1.3. Reform Proposals

These above challenges require Vietnam to reform social insurance, particularly the
pension scheme, so as to achieve long-term sustainability. Following are some policy
suggestions to reform the current social insurance scheme.

First, promoting the participation and accessibility to compulsory social insurance
for employees in various types of enterprises. Under “demographic bonus”, which will
happen from 2010 onwards, job creation and promotion of participation in social
insurance will ensure an increase in the number of contributors, so as to reduce the
burden on contributions once the number of beneficiaries increases.

Second, clearly differentiate financial mechanisms for short-term and long-term
social insurance. This will distinguish payments, investments, as well as the
responsibilities of different parties in the social insurance system. One suggestion for
the pension scheme is to transform the current PAYG DB scheme to a notional defined

contribution (NDC) scheme as a step in moving closer to a scheme of individual
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accounts. As discussed in Giang (2004, 2008), this transformation will help to avoid a
huge amount of pension liabilities resulting from directly moving PAYG-DB to
individual accounts. Given that the external debt reached 43 percent of GDP in 2007,
moving directly from PAYG DB to individual accounts would add about 80-108 percent
of GDP as pension debt’ to the total government debt, which in turn would create
substantial troubles for financial stability in the medium and long terms. In addition to
such an expected advantage from NDC, reforming the PAYG alongside a rapidly aging
population will also help Vietnam to remedy both intra-generational and inter-
generational equity between participants.

It is worth noting that the social insurance scheme has covered a small part of the
total population in general and the old-age population in particular, so that a social
assistance scheme as a supplementary pillar is also needed. A research by Weeks et al.
(2004) show that a universal pension scheme, which provides benefits to all old-aged
persons from the age of 65 years and over, would cost less than 2 percent of GDP.
Giang and Pfau (2009c¢) indicate that a universal pension providing benefits to all old-
age persons in Vietnam that costs less than 3 percent of GDP, and, more importantly,
provide benefits to rural and elderly females, who are persistently more vulnerable than
other groups of people, will have high impacts on poverty reduction with lower costs.

Third, besides the mandatory social insurance scheme, policies aiming to promote
participation in voluntary social insurance should be strengthened, including:

— Allow workers to buy the missing years in order to be eligible for social insurance
benefits; flexible design of contributions and payments which reflect income to
attract workers in the informal sector;

— Develop links between mandatory and voluntary social insurance in order to
develop a common premium and benefit;

— Formulate a pilot support policy for vulnerable groups and ethnic minority people to
participate in voluntary social insurance by sharing the social insurance premiums
between the government and the participants to reduce the government budget

burden for retired workers without pension benefits.

% For detailed discussion on how to measure pension liability/debt, refer to Holzmann et al. (2004)
and Franco et al. (2004).
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In addition to a formal social insurance scheme, it is also necessary to promote the
development of a community-based and informal social protection model, in which

families should be the core self-protection for people.

2.2. Social Health Insurance Scheme
2.2.1. Current State

The initial stages of the health insurance scheme in Vietnam involved a series of
experimental local schemes in selected provinces in the late 1980s. In 1992, Vietnam
introduced a mandatory scheme at national level as a means to raise funds for health
care and to provide a mechanism against financial risks related to health. By 2008,
about 47 percent of the populations were covered by the social health insurance scheme.
The covered groups included formal sector employees, the poor, elderly persons,
students and children under six years old. Nevertheless, the majority of social health
insurance participants are those who cannot afford to make contributions or those who
can barely make ends meet. The limited number of employed persons participating in
the scheme results in a limited revenue, which in turn requires increasing governmental

responsibility to maintain the balance of health care financing.

Table 4. Summary of the Vietnam Social Health Insurance Scheme, 2009

Schemes Programs Target groups Financing
0,
Mandatory Social health insurance | Formally employed 3 /(;) payroll tax o
(2% employers and 1%
(SHI)
employees)
Retirees, disabled (unable to 3% of pension or state
Health care for the work), the meritorious people, assistance, General
deserving people and others government revenues and
provincial resources
The elderly, the poor, the ethnic
Health care funds for minorities in mountainous areas,
the poor and inhabitants in disadvantaged 148,000 VND (per year)
communities
Free health care All children under 6 years of age | Government revenue
Voluntary Students Students and school children 100,000-120,000 VND
(per year)
Self-employed, informal sector
Other workers, dependents of SHI 300,000VND
(per year)
members

Source: Adapted from Cha (2009).
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There are two sub-schemes in the social health insurance system of Vietnam: the
mandatory scheme and the voluntary scheme. Health insurance regulations, issued on
15 August 1992, provide mandatory health insurance for employees in enterprises,
socio-economic organizations, civil servants, pensioners, early retirees due to loss of
workability, and national devotees. The Vietnamese government has continuously
included the specific target groups in response to their needs. In 2005, for example, all
children under six years old became eligible for free health care in public health
facilities (Giang, 2007). As such, the mandatory social health insurance scheme in
Vietnam currently includes three different programs: (i) employment-based program;
(i1) health care funds for the poor; and (iii) free health insurance program for children
under six years of age. Table 4 summarizes the Vietnamese social health insurance

system by sub-schemes, programs, ratios, target groups, and contribution levels.

Table 5. Coverage Provided by Social Health Insurance, 1993-2008

Coverage rate Categorical participants
Total participants .
Year ) (as % of total (mil. persons)
(mil. persons) )
population) Mandatory Voluntary

1993 3.8 54 3.5 0.3
1998 9.7 12.5 6.1 3.6
2003 16.0 20.0 11.1 4.9
2004 19.0 23.1 13.6 6.4
2005 23.5 28.4 14.0 9.5
2006 34.5 41.0 25.0 9.5
2007 36.6 43.0 25.6 11.0
2008 41.0 47.2 30.0 11.0

Source: Own compilation from VSS (various years).

Table 5 shows the numbers and ratios of insured people in both mandatory and
voluntary health insurance schemes. The government plans to expand the coverage up
to 100 percent by 2015. As clearly shown in the table, the voluntary health insurance
scheme will be diminished and eventually be obsolete by the end of 2014. It seems that
the voluntary population groups will be mostly assigned to either the health care for the

deserving poor or the health care funds for the poor.
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The number of individuals insured through the voluntary scheme remains low.
Most of the current insured participants in this scheme are school children who are
strongly encouraged to purchase insurance by school authorities (Giang, 2007). By
2008, the voluntary scheme covered only 11 percent of the targeted population and
school children were the primary focus of the voluntary scheme. There are a number of
factors for such a low coverage figure, including low income; poor quality of public
health services; poor marketing of the scheme; contribution levels and payment
inflexibility; and aversion to collective state approaches (Cha, 2009).

Health Care Funds for the Poor was introduced in October 2002 to provide full
health services for free to the poor. Initially, the government mandated all provinces to
provide free health care to three groups: (i) households defined as poor according to the
official government poverty standard; (ii) all households, regardless of their income,
living in extreme disadvantaged communes; and (iii) ethnic minorities living in the
mountainous provinces. The borderline poor people are also encouraged to join the
scheme. The hardest task, however, is to identify the poor. The enrolment and
screening procedures are so complicated that some groups of poor people, such as
migrants, are obviously excluded from this package.

In terms of financing, as well as expanding the coverage, financing the programs is
a critical issue within the current social health insurance scheme. In the case of a
mandatory health insurance system, the social health insurance program is financed by 2
percent of employers’ and 1 percent of employees’ contributions. In addition to the
employed, other population groups, such as retirees, the disabled and meritorious
people, also have contribution rates of 3 percent either taken out of their pensions or the
minimum government subsidies in the case that they receive social benefits.

The program for the poor is financed by central government funds. The funds are
allocated to the provinces, which are also obligated to fund the balance by using their
own resources. The program for the children under six years old is also financed by the
central government funds mobilized from general revenues. In 2008, health insurance
on average accounted for only 13 percent of the total health expenditure of a

Vietnamese household.
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2.2.2. Challenges
Given progresses in health insurance and health care services achieved in recent
years, Vietnam will face a number of policy issues in reaching a state of universal

coverage and financial stability for the social health insurance scheme.

Figure 7. Total Number of Inpatient and Outpatient Visits
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First, the issue of limited accessibility for more vulnerable groups. Figure 7
provides a general overview of the average number of hospital visits, both inpatient and
outpatient, according to their health insurance status and economic status. There should
be caution in interpreting the outpatient hospital visits of the voluntary insures, because
the majority of them (students and pupils) never received reimbursement for their
treatment (Giang, 2007). As shown, however, hospital visits and admissions are
disproportionate among health insurance participant groups. Although the number of
hospital visits (outpatient) of the poor has increased over time, the poor made 60 percent
less hospital visits than the mandatory participants in 2004. In terms of inpatient
hospital use, the poor used 65 percent less than the mandatory participants in 2004. The
significant lower hospital use, both inpatient and outpatient, is due to financial burden,
difficulties in getting to hospitals in terms of distance and transportation, and distrust

and attitudes of the service providers. A report by the United Nations (2003) shows that
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hospital providers discriminate against people from whose fees are waived and those
with free insurance cards and even sometimes against those who hold insurance cards.
In addition to the poor, another vulnerable group, i.e., rural-urban migrants, are also
unlikely to be covered and able to access health services. World Bank (2007) shows
that 87 percent of migrants, who were sick and treated at health facilities, had to pay for
the cost of services and medications out of their own pockets; only 12 percent had the

cost covered by their families and none of them had health insurance.

Table 6. Social Health Insurance Fund Balance, 2003-2008

Vear Pgrticipants Average cost Healt.hcare fund Pe}yments Balance
(mil. persons) | (VND/person/year) (bilL.VND) (bil.VND) (bil. VND)

2003 16.0 126.688 2,027 1,179 848
2004 19.0 136.842 2,600 2,133 467
2005 23.5 137.400 3,229 3,251 -22
2006 34.5 125.507 4,330 5,805 -1,475
2007 36.6 162.630 6,224 8,124 -1,900
2008 41.0 230.000 9,000 10,400 -1,400

Source: Own compilation from VSS reports (various years).

Second, like many other developing countries, Vietnam has a strong commitment to
extending access to a more comprehensive range of health services to a greater
proportion of the population. In particular, universal coverage will be achieved by
2015. In this process, also the same as many developing countries, Vietnam may face
various challenges to have financial viability for the health insurance scheme.

Table 6 presents the general collection and spending of social health insurance
during 2003-2008. The debt accumulated since the beginning of the health insurance
system is due to the lack of people contributing to the system, fixed contribution rates of
3 percent since 1992, and difficulties in collecting contributions.

The health insurance system in Vietnam has three funds: the social health insurance
program, the health care for the poor and the voluntary health insurance fund. The
major deficits occur in the free health care for the children under six and the voluntary
health insurance fund. There are four main reasons for the deficit in the Vietnamese

health insurance system: (1) relatively low health insurance fees; (2) frequent hospital
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use; (3) abuse of the system by both providers and patients; and (4) inclusive health care
packages. Cha (2009), however, provides careful analysis of these reasons. First, the
current health care system has already proven to be burdensome to the poor. Therefore,
increasing contribution levels and/ or the co-payment is unlikely to provide a solution to
this problem and is against the purpose of implementing the pro-poor health policies.
Second, the majority of the population groups, namely young children, in the voluntary
health insurance scheme are usually the most frequent hospital users, except for the
elderly. This means that voluntary health insurance is under a great deficit because it
consists mainly of a target group that is prone to illness and hospital use. However,
children are obviously an important part of the population from a policy and economic
perspective of health care delivery and we cannot exclude them from the health
insurance system. Third, there was some concern by health experts that abuse of the
health insurance card was an eminent problem with respect to the health insurance fund.
The average number of hospital visits per health insurance card was only about two
times a year in 2008. A relatively and significantly lower rate of hospital use somewhat
suggests that the abuse of the health insurance card by patients rarely happens. Lastly,
developing an inclusive health care package is an on-going project of the Vietnamese
government in order to protect the poor and the borderline poor from the financial
shocks associated with severe illness. Needless to say, there was some concern
expressed by health insurance experts that maintaining equilibrium between improving
services to a satisfactory level and managing a sustainable health insurance fund would
be a big challenge. However, there are great horizontal and vertical regional
inequalities in terms of the allocation of the state budget for health insurance.

Third, without changing the current operation of the health insurance scheme, an
aging population will create critical pressures on health care provision and financing.
The World Health Statistics 2008 shows that Vietnam may become old before becoming
rich, as the percentage of old-age persons (aged 60 and over) will reach 10 percent from
2010, while GDP per capita was just above $US 1,000. A research by Pham and Do
(2009) also indicates that old-age persons in Vietnam are bearing ‘“double health
burdens” (both old and new diseases) and the average health care cost for an elderly
person is 7-8 times that of a child. Such trends will obviously influence health

insurance in coming times.
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2.2.3. Reform Proposals

There are three key issues in sustaining a health insurance scheme in Vietnam,
which aims to universally cover its citizens: efficiency (financial sustainability),
effectiveness (access to and quality of care) and equity (health care status, fair financing
and risk protection).

First, financial sustainability refers mainly to the long-term ability and potential to
generate sufficient resources to support health while containing costs. The current
scheme has faced significant financial challenges. There will be a range of possible
responses, including further government subsidies, a reduction in reimbursable services
and changes to the provider payment mechanism. However, considering the financial
burden already imposed on patients coupled with the recent increase in the contribution
rate from 3 percent to 4.5 percent (effective from 1 January 2010 by Decree 62), any
possibility of a reduction in reimbursable services should be ruled out.

Second, to reach financial sustainability, policy makers should reduce supplier-
induced costs by encouraging the providers to introduce a payment mechanism, which
can share risks and rewards, as well as a monitoring mechanism to control under-
utilization of services. Equally as important, policy makers also need to reduce
consumer-induced costs by allowing consumer cost-sharing through deductibles and co-
payments but while still having unlimited access to services with adequate financial
protection.

Third, to make improvements in service delivery. An effective health system
provides timely access to the full array of needed services, together with efficacious and
safe care leading to an improvement in health, continuity of care and respect. To
enhance accessibility to care and quality of care, Vietnam needs, firstly, to ensure the
availability of health care by (i) increasing the number of physicians, nurses, and
hospitals across all regions/ provinces; and (i1) requiring all private health care providers
to join the social health insurance system. As such, patients can choose any health care
services regardless of whether they are private or public. In addition, there is an urgent

needed to monitor the quality of care via appropriate prescription guidelines, treatment
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completion rates, re-admission rates, rate of avoidable hospitalizations and rate of
follow-up visits, etc.

Fourth, equity should be promoted via improvements in resource mobilization and
allocation to the extent that favors the poor and vulnerable groups. To reach equity,
private health insurance should not be widely encouraged; rather, private health
insurance can be supplementary to the mandatory health insurance scheme in order to
reach the entire population. In addition to this initial policy direction, policy makers
should also pay attention to (i) minimize adverse selection and encourage broader risk
pooling via mandating insurance to all, encouraging collective enrolments, and creating
incentives for low-risk individuals to join the insurance pool; (ii) minimize risk
selection along with broader risk pooling; (ii1) ensure financial stability with sufficient
minimum capital and reserve requirements, and (iv) ensure that insurance packages
provide adequate financial protection by defining a universal package for all people

along with specific packages meeting demand.

3. Concluding Remarks

In this chapter, we review the developmental path, the current status, as well as
challenges of the social protection system in Vietnam with a special focus and
discussion on the social insurance scheme and the social health insurance scheme. We
have shown that, along with notable socio-economic achievements from Doi moi,
Vietnam has drawn a great deal of attention by providing social protection to all
citizens, and some important social indicators are comparable with more economically
advanced countries. However, at the same time, the chapter also implies that social
protection policies have not been well adapted with swift changes in social, economic
and health conditions, which in turn require comprehensive reforms of both schemes.
Given such changes, the chapter also proposed some policy proposals, such as
transforming the current PAYG DB pension scheme to a system of individual accounts
via an NDC scheme, as well as providing a universal social assistance scheme to elderly

people in order cope with a number of risks that could push them into poverty.
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