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MexaHHU3M MO3TANHOI0 BHEAPEHHUs 0013aTEJIbHOT0 MeIMIMHCKOI0 CTPAXOBAHMS
M OILICHKA €ro (l)l/IHaHCOBOFO 6peMeHn

Axonan I'azux M.

DuHarcosbll (haxyibmem, Kapeopa 6aHKoscKko2o 0ena u cmpaxosanus. ApmMsIHCKo2o
20CY0apCmeeHH020 IKOHOMUUECKo20 YHugepcumema, Apmenus, acnupaum (Epesan, PA)

AHHOTanusA: MeXaHu3Mbl U 00beMbI (DMHAHCHPOBAHHS 3IPABOOXPAHECHUS HE COOTBETCTBYIOT TPEOOBAHHSIM Pa3BUTHUS
orpaciu. Jlroboe rocymapctBo, B TOM YHCIe W ApPMEHUs, HYXKIAeTCS B MacCIITAOHBIX (DHHAHCOBBIX pecypcax st
o0ecriedeHrsT BCEOOIEro OXBaTa HaCeICHUS YCIyraMH 30paBOOXPAHEHHs], MTOATOTOBKA HEOOXOOMMOTO KOJIHYECTBA U
KadecTBa CIIEIUAMCTOB, CO3JaHMS LEHTPOB, OCHANICHHBIX HOBEHIIMM MEIWIMHCKAM O0OOpyIOBaHWEM, W
MPEOCTaBICHUS] KadeCTBEHHBIX YCIyr. Hapsmgy ¢ STHM pacnmpoCTpaHCHHE XPOHHYECKHX 3a00JIeBaHWH B CTpaHe,
CTapeHHe HACEJCHUS U 3HAYUTEIbHbBIE PACXOABI U3 COOCTBEHHBIX CPEACTB TPEOYIOT BBEACHHS CHCTEMBI 003aTEIEHOTO
MEIWUIMHCKOTO CTpaxoBaHUs. OCHOBHOW IENBI0 HCCIEJOBAHUS SBISETCA OIpPENeNieHHEe MeXaHHW3Ma II03TAIHOTO
BHEJIPCHHUS 00513aTEIIPHOTO METUITHHCKOTO CTPAXOBaHHUS M pacuyeT (PMHAHCOBOM HATPY3KH KaXKIOTO dTara 3TOW CUCTEMBI,
a TaK)Ke pacyeT eKEeroHOM CTPaxOBOM MPEMHUH Ha OJHOTO YEIIOBEKa B Cllydae BBEIEHHs 00s3aTeIbHOTO METUIIMHCKOTO
cTpaxoBaHus B PA.

KuroueBple ciioBa: 00s3aTeIbHOE MEIWIIMHCKOE CTPAaXOBaHUE, 3TAIbl BHEAPEHUs, (DMHAHCOBAs HArpy3Ka, CTpaxoBas
MPEeMUsI, CTPaxoBO ()OH]], HAIOTOBAsI HATPY3Ka

INTRODUCTION Healthcare financing fails to address the sector's
In Armenia, healthcare funding is allotted needs, it is based on the limited budget principle and
according to specific programs and ranges from  neglects to account for the necessity of the
1.5% to 2.2% of total state budget expenditures. introduction and advancement of new technologies,
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the spread of diseases and other factors. According
to Figure 1, there has been minimal variation in the
financing of state-targeted health programs between
2012 and 2022 when compared to RA state budget
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expenditures, ranging from 5.3-6.3%. Meantime, the
correlation between the indicators of state budget
expenditures and financing of targeted programs is
0.97.

5.8% 6.0% 6.2% 6.4% 6.6%

® Funding of RA state targeted health programs / total expenses of the RA state budget

Figure 1. The ratio of funding of the RA state health targeted programs in the total expenditures of the RA state budget
in2012-2022 [1]

In Armenia, healthcare spending is also highly
dependent on GDP and fluctuated within the
framework of 1-1.7% of the GDP during the years
2000-2022 [2]: making 2.36% only in 2020, while
the international average was 5-7% [4]. However, it
is important to understand the relationship between
healthcare spending and GDP. For this purpose, we
calculated the Mean squared error/mean coefficient
(coefficient of variation) for the number series,
which shows how much the number series deviates
from their average index. Naturally, the lower this
indicator 1is, the higher the correlation between
healthcare costs and GDP in that country. In the case
of Armenia, this coefficient is 18.84%, which

shows, that there is an almost identical correlation
between GDP and healthcare costs, moreover, the
degree of this dependence is quite high. This
circumstance also proves that the state financing of
healthcare is highly correlated with such a
macroeconomic indicator as the GDP.

If we also take into account the fact that per
capita healthcare costs in RA are approximately 551
USD [4], of which only 7.7% is financed by the
state [3], the circumstances of the state's
underfunding and lack of social insurance
mechanisms for the population become obvious. All
this, in turn, has led to a periodic increase in out-of-
pocket costs (Figure 2).
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Figure 2. Annual out-of-pocket healthcare costs (min AMD) and its share in total healthcare costs (%) [5]

In Armenia, household consumer spending on
healthcare accounted for 14.2% of total spending in
2022 [7]. Between 2015-2021 out-of-pocket
expenses accounted for an average of 87.7% of
healthcare costs, while the global average ranged
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from 16-19% [5]. Meantime, the population's
gender, age, and health characteristics are not taken
into account when relevant budget programs and
measures are being prepared, and the extent of their
impact is not calculated. This leads to a situation



where some programs are consistently over-
executed, and failing to account for these
overfulfills transfers the risks to beneficiaries and
medical institutions.

Such a financial burden on the population and
the budget, which in any case does not expand
universal health coverage in RA, necessarily
requires either the improvement of the existing
model of defining and organizing state funding, or
the replacement of the medical services financing
system with a completely different mechanism -
mandatory medical insurance. In these conditions,
the introduction of compulsory health insurance
(CHI) will allow the maintenance of healthcare as a
subset and will create a new social structure that
combines the protection of citizens' rights,
innovative methods of financing medical care, and
insurance principles. But this procedure also entails
the implementation of considerable financial costs,
to the estimation of which is aimed this research.

LITERATURE REVIEW

CHI is a complex and multifaceted issue that
has received significant attention from healthcare
providers, regulatory bodies and policymakers. In
recent years, there has been a growing concern
about the introduction of CHI in Armenia.

The literature review highlights the critical role
of the introduction health insurance system in
Armenia. In this context, health insurance is the
basis for creating fair and sustainable healthcare
systems that will be to provide high-quality, safe,
comprehensive, accessible and inexpensive medical
care for all, especially for the most vulnerable
sections of the population [8]. The World Bank
study additionally prioritizes the urgent need to
review services, depth of package coverage and
beneficiaries in line with improvements in
population health, comprehensive access to primary
care and sustainable financing [9].

Discussions on the implementation of CHI in
RA have been ongoing since 2010. In the past few
years, three concepts for the implementation of the
Comprehensive Health Insurance System have been
put up for public discussion, the latest on January
11, 2023. This project presented the main concep-
tual approaches to the implementation of
comprehensive insurance and the expected results of
the introduction, in particular, increasing the level of
financial protection of the population when
receiving health services, improving financial access
to health services, as a result of which it will be
possible to reduce the costs incurred by the
population, including catastrophic health costs,
reduce morbidity, the number of deaths, increase the
average life expectancy. The project also presented
the phased introduction strategy of comprehensive
health insurance (hereinafter referred to as CHI) in
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Armenia, the measures to be implemented according
to the stages, and the time frame of their implemen-
tation [10]. According to this project, the CHI will
be implemented on the principle of a single
buyer/payer via the Fund established by the
government (hereinafter referred to as the Fund),
which should ensure the efficiency of calculating
and spending the amounts necessary to cover the
insured's health care expenses.

However, the critical review of the legislative
draft introducing comprehensive health insurance
reveals that the concept also has significant gaps in
the assessment of the financial burden, the selection
of mechanisms for putting insurance principles into
practice, and determining population groups. The
systems implementation and the establishment of a
single, unified fund will require significant invest-
ments. Large sums of money will be required for the
development, testing, and deployment of contempo-
rary technical and information technologies, as well
as for the hiring, training, and compensation of
professional specialists to serve the whole
population of RA.

The draft does not provide the basis for initial
calculations, but it intends to spend no more than
2% of the insurance coverage costs overall on the
periodic provision of all of this. Approximately 47%
of life insurance companies and roughly 61% of
non-life insurance companies have different
operating costs in international practice [11].
Furthermore, if we take into account the six insu-
rance companies in RA, as of 2021, administrative
and operational costs accounted for nearly 29% of
total expenses for all organizations [12]; as a result,
2% is an inaccurate cost estimate that is too small.

Apart from all this, for the introduction of the
insurance mechanism, clarity is needed regarding to
the project's funding sources, the participation
insurance premiums and the methods and amounts
of state financing or co-financing.

Before introducing any insurance mechanism,
it is very important to study the precedents that exist
or have been used before. The aforementioned
legislative draft fails to evaluate the potential and
the practice of the current voluntary health insurance
system, to consider the possibility of its further
improvement instead of introducing an additional
tax burden. Additionally, the draft disregards the use
of existing resources, the examination of the
infrastructure, and the existence of health insurance
companies.

The study of international experience showed
that there are often examples of the phased
introduction of compulsory insurance, when
different groups of the population become
participants in compulsory insurance in order (Japon
[13], Kazakhstan, Azerbaijan). There are also



countries for which compulsory health insurance
was a natural consequence of the country's normal
development and historical changes (Great Britain
[14]). There are also states whose system is unique
and has a rather complex, combined structure and
financing mechanisms (Germany [15]).

Although the development of CHI systems has
varied greatly across countries, but aforementioned
questions are discussed in different models [16]. To
support development and scale-up of health
insurance it is necessary to reveal how to increase
the country’s financing capacity, extend health
insurance coverage to the hard-to-reach populations,
expand benefits packages, and improve the
performance of existing schemes [17].

METHODOLOGY

The research methodology includes both
qualitative and quantitative analysis approaches. To
access the financial burden of the CHI introduction
we need to calculate several indicators. In order to
understand under what approximate conditions of
relative workload we will be able to finance
healthcare costs for all or part of the RA population
at the expense of the working population, we have
conducted an analysis of the number of the working

‘ Funding from the state budget

Persons aged 18 and older and included in
socially disadvantaged and special groups
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population, the average salary to calculate the
volume of the salary fund in the state.

Then, we estimated the burden of monthly out-
of-pocket expenses on the salary fund, which will
provide a basis for calculating the percentage of
deductions from the salary. It should also be noted
that such calculations have certain limitations. They
disregard the potential rise in the use of health
services, as well as shifts in the population's size and
composition, which were disregarded in the
computations (they were not subject to the impact of
the subsequent factor).

Based on the concepts of effective financing
implementation, the financial burden of the phased
introduction of CHI was estimated using the
proposed gradual (phased) introduction mechanism.
This implies that the financing of insurance
premiums should be implemented both at the
expense of RA citizens and the state budget so that
there is no financial gap in the state budget and the
private sector is not burdened. From this point of
view, we propose to carry out the financing between
the public and private sector with the following
distribution:

Table 1

Funding from the private budget

Working and self-employed population, independent
taxpayers

Disabled people

Pensioners (persons aged 63 years and older)

Unemployed and job seekers

Children (from 0 to 18 years old)

Farmers, students

Other population groups

At the first stage of CHI implementation social
insurance package is exempted from the financing
of the state budget and these amounts are directed to
financing the insurance premium of citizens
working in the public sector [20]. During the second
and subsequent stages, the financial resources of
state-targeted programs are redirected to the
financing of compulsory insurance.

Then, according to the sequence of inclusion of
population groups, we calculated the possible
financial burden on the working population and the
state budget. The calculations were carried out
based on the principle of full reimbursement of all
healthcare costs for 2019. The population size for
each group is also taken for 2019. Funding volumes
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have not been reduced, because, after the
introduction of insurance, healthcare expenses
generally tend to increase, as a result of the decrease
in self-medication volumes and the reduction of
cases that did not consult a doctor due to financial
problems.

ANALYSIS

An insurance mechanism for comprehensive
financing of health costs implies an additional
financial burden on the working population. During
2015-2022, the number of the working population in
RA increased along with the increase in the average
salary level. In 2022 the number of working
population in RA was 708,000 with an average
salary of AMD 235,576.
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Figure 3. RA average salary and number of working population, 2015-2022 (Source: ARMSTAT)

Table 2 combines the total monthly salary pool,
total annual and monthly healthcare expenses,
annual and monthly out-of-pocket healthcare
expenses, as well as the ratio of monthly out-of-
pocket expenses to the salary fund. As the statistical
data for total healthcare costs and out-of-pocket

expenditures was missing these indicators are
calculated taking into account the average rate of
change and the mean square error of the indicators
for the previous 7 years under study (regression
method).

Table 2

99211 97,044

42,527 42,026
33,781 33,892
42.87% 4331%
34.05% 34.92%

92,425

510,324 504,310 576,632

405,372 406,698 486,378

48,053 49384 59819 63,058 71,774
40,531 42281 52,616 49,090 56,473
51.99% 51.36% 54.74% 5327% 52.35%
43.85% 43.97% 48.15% 41.47% 41.19%

96,153 109282 118,377 137,114 167,001

592,602 717,827 756,700 861,283

507,370 631,393 589,074 677,680

Source: based on the data from Figure 1, 2, 3.

The estimated size of the payroll indicates that
the out-of-pocket healthcare expenditures can be
financed by allocating 34-48% of the working
population wages, and by 42-55% for covering total
healthcare costs.

Calculations show that almost 55% of the
working population wages need to be directed to
insurance allocations in order to finance the health
services for the entire population. This is a serious
financial burden on the working population and
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means that each working person in RA will finance
about 4 non-working persons. It is not feasible in
this situation for the working population to bear the
whole insurance burden. Therefore, we can
unequivocally state that any similar project will not
be implemented without significant participation of
the state.

The full implementation of the CHI with state
participation is also challenging and cannot be
implemented at once. The full implementation of the



program will become a big financial burden for the
state as well. It means that the gradual introduction
of CHI will facilitate the implementation process
and will allow to introduce specific regulations
while scaling up the CHI.

Accordingly, in the first phase, it is necessary
to insure the part of the population that is most
aware of insurance mechanisms and can be quickly
integrated into the system. The first stage is, in fact,
the most important, because the further steps of
system development depend on the results of the
first stage. At this stage, we propose to insure RA
citizens who are beneficiaries of the social package
(from the state sector: 120,000 people) as well as
RA citizens working in the private and public
sectors (preferably already using voluntary health
insurance), but not beneficiaries of the social
package (around 521,802)'. In this way, we will
build up a group of insured people working both in
the private and public sectors. Therefore, the state
budget will get free of financing the social package
having the possibility to direct these funds to the
financing of compulsory insurance premiums.
Moreover, we will have such a group of insured
persons who are somewhat familiar with insurance
compensation mechanisms.

At the end of the first phase (after 1 year), all
the collected information should be used to enter the
second phase. It will be necessary to review the
scope of compensable services, and compensable
drugs: based on the results of the study of
applications and rejected claims of insured persons.
Insurance premiums and financing options should
be also reviewed when a progressive rate of benefits
is offered within the insurance framework. Only
after making all the follow-ups and modifications,
we can move to the second phase.

In the second phase, disabled people (191,959)
and those who are 18 years of age or older and
belong to socially disadvantaged and special groups
(489,924) enter the insurance field. Insurance of this

Pezuon u mup, 2024, Ne 2 (51)

group is one of the most important problems of the
state: the vulnerable class is currently facing a
serious problem in terms of assuming the
constitutional right to health. In the second phase,
the part of the RA population that is most prone to
health problems and is in the highest position in
terms of drug consumption is insured. Thus, in the
second stage, the most risky segment of the
population enters the field of insurance. At the end
of the second stage, we again summarize the scope
and paths of compensation and change the insurance
conditions, after which we move forward to the
third phase.

In the third phase, the ranks of insured persons
will be completed by pensioners (208,184 persons),
children (562,399 persons) and those employed in
agricultural holdings (212,800 persons). The transfer
of each group of population to the field of insurance
is also accompanied by the release of appropriate
funds from the state budget and their subsequent
transfer to the insurance budget. At this stage, the
insured persons constitute a broad segment of the
population, which will lead to the implementation of
the final insurance regulations. After the completion
of the third stage, the formation of the final picture
of compulsory insurance can be expected.

In the fourth phase, the rest of the population
will come to the insurance field: students,
unemployed, job seekers and other population
groups (approximately 654,932 people). Thus, after
the introduction of the 4th phase of mandatory
insurance, the entire population of RA will be
insured. After the end of the fourth stage, RA laws
and other legal regulations on CHI will take their
final form.

Thus, taking into account the total health care
expenses of 717.8 billion AMD, out-of-pocket
expenditures of 631.4 billion AMD, and the average
salary of 182,673 AMD, we will have the following
picture of financing at each health stage (Table 3):

Table 3
Stages of insurance implementation
Share in
1st stage 2nd stage 3rd stage 4th stage GDP

Total, of which 155,537,724,535 | 320,788,892,683 | 559,107,181,137 | 717.826,900,000 | 10.97%

F ””d’”gbfz de tthe state 32.704,503,766 | 197.955671.913 | 410488416087 | 500886257592 | 7.65%

Funding }Z" ZZ’O’:’e private ;55833220769 | 122,833.220,769 | 148618765050 | 216940642408 | 3.32%
Reduction of government

costs during the insurance 3,600,000,000 92,219,710,900 | 92,219,710,900 | 92,219,710,900 1.28%

period

" All figures for population groups are taken from the 2023 legislative draft "On Establishing the Concept of Contribution to
Comprehensive Health Insurance" - https://www.e-draft.am/projects/5233 (11.11.2023).
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All calculations in Table 3 are based on
2019 Census data (the data of the census
corresponds to the data of the RA legislative project
of CHI of January 11, 2023). The calculations were
carried out based on the principle of full
reimbursement of all healthcare expenses for 2019.
If we take into account the fact that the target index
of out-of-pocket expenses after the introduction of
mandatory insurance is 25% or less (according to
the objective of the CHI legislative draft of the RA

of January 11, 2023), the financing volumes could
be reduced. But we should also take into account
the fact that after the introduction of insurance,
healthcare expenses will tend to increase, as a result
of the decrease in self-medication volumes and the
reduction of cases that did not consult a doctor due
to financial problems.

If we continue the financing calculations, we
will get the following indicators for the working
population (Table 4):

Table 4
Expenditures Monthly, Mo?thly per Cost rate in average
min. AMD capita, AMD monthly salary
Total healthcare costs 59,819 20,195 11.06%
Out-of-pocket expenditures 52,616 17,764 9.72%

According to the calculations, the monthly
amount of healthcare costs per capita is 20,195
AMD, of which out-of-pocket expenditures are
17,764 AMD. Also taking into account the fact that
the average monthly salary in RA in 2019 was AMD
182,673, we get that the salary rate necessary to
finance the working population's own health
expenses is 11.06%, and for out-of-pocket expenses
- 9.72%. Under our proposed approach, 50% of
these rates should be paid by the employer and 50%
by the employee. Thus, we can note that the
effective rate of health care insurance financing is
11% of the salary of the working population, which
is equivalent to an annual insurance premium of
242,345 AMD, calculated with the precondition of
insuring the entire population of the Republic of
Armenia.

The distribution of the insurance premium
between the state and the private sector is only the
primary distribution. In the private sector, the
funding for the working population is also shared
with the employer organizations, and the insurance
premium is divided equally between the employee
and the organization. We suggest also that the
insurance premiums paid by the organizations must
be deducted from the taxable profit base (as is
currently done for voluntary health insurance
benefits). This tax break will do little to discourage
organizations from incurring additional fees. The
principle of dividing the insurance premium
between the employer and the employee will also
apply to persons working in state and local self-
government bodies and state structures. This
assumes that the state will share the cost of
insurance premiums with the population working for
1t.

CONCLUSION

As a result of the analysis, it was confirmed
that the population of RA faces significant
healthcare costs. The study showed that financing
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such expenses within the framework of the
insurance system would require huge amounts of
money, which would not be possible to finance only
at the expense of the working population.
Calculations of the financial burden also showed
that it is necessary to distribute it between the
population and the state, and in order to carry out
this process without economic shocks and budget
gaps, it should be carried out in a phased version,
the step order of which we have presented the scope
of work. A phased implementation will also help to
identify the process, analyze problems arising from
the use of the system, which will be easier to
manage as a result of non-comprehensive inclusion,
and implement corrective changes and move
forward.

Thus, in order to effectively solve the health
financing problems faced by the population of RA,
we propose to introduce an insurance system
working with the above-mentioned mechanisms,
which will prevail on the basis of the existing norms
of regulation and self-regulation and will be
controlled by the Central Bank of RA. This system
will be a powerful tool that will lead to an increase
in the level of social protection of the RA population
and will lead to an increase in the population's
longevity and life expectancy. The implementation
of the system will lead to changes in the structure
and volume of private health expenses in the long
term, as a result of which the out-of-pocket health
expenditures of the RA population will be reduced.
The freed funds will be directly invested in the
economy and the volume of consumer spending will
increase, which will lead to the growth of the GDP,
and the taxes and duties formed from them will be
directed to the state or local budget.

According to our calculations, the financing
ratio of the total insurance premiums of compulsory
health insurance between the state and the private
sector will be 70% and 30%, respectively (Table 3).



Here it should be taken into account that the
financing carried out by the state, compared to the
previous volumes, will increase about 5 times,
making 7.65% of the GDP compared to the previous
1.28%. This, in turn, speaks about the economic
consequences of the CHI implementation, in
particular, the provision of economic growth.
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