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In parallel with growing health consciousness in society, the proportion of local
|SSU€ NO 3 population covered by individual-based health insurance has surged from 20% to
2 O 17 - 2 O 1 8 34% within a decade. Market premium has almost tripled to HKS10.3 billion in 2016.

While almost all of the insurance policies covered inpatient care, less than
three-fifths of the insured persons received such care in private hospitals. The
hesitation to patronize private hospitals could be attributable in part to caveats in
existing products such as a lack of premium transparency and budget certainty.

Robust penetration of health insurance so far has limited diversion effect in the
overall healthcare system, partly due to higher administration cost in running the
individual-based health insurance system. The public healthcare system remains
highly congested, handling 82% of inpatient admissions in 2016.

Research Office While the newly added 10 minimum requirements may help enhance quality and

Legislative Council Secretariat transparency of certified plans under the Voluntary Health Insurance Scheme
("VHIS"), the stock of existing policies remains "lightly regulated". Coupled with the
omission of high-risk pool and expectation of higher insurance premium, the policy
target to cover 1.5 million people under VHIS within three years seems to be quite
challenging.

The subject of health insurance falls within the policy area of the Panel on Health
Services. An amendment bill on the Inland Revenue Ordinance to offer tax incentives
for purchase of health insurance was gazetted on 18 May 2018.

1. Introduction

1.1 The healthcare system in Hong Kong presents a real conundrum to the
Government. On the one hand, Hong Kong should be proud of its accessible and
affordable public healthcare services, contributing to the longest life expectancy of
local citizens in the world since 2011." On the other hand, longer waiting queues
and rising incidence of sentinel events in recent years have decreased the level of
satisfaction among the public with the healthcare services provided by the Hospital
Authority ("HA").? In particular, there are concerns over inadequate resources
allocated to the public healthcare system relative to the growing demand amidst an
ageing society.?

! The average life expectancy at birth in Hong Kong has lengthened by a total of about four years since

2000, to 81.7 years for males and 87.7 years for females in 2017. Hong Kong has surpassed Japan to
have the longest life expectancy for both sexes in the world since 2011. See Census and Statistics
Department (2017b) and World Health Organization (2018).

As an illustration, the average waiting time for semi-urgent cases for accident and emergency services
of HA has lengthened by 54% to 114 minutes during 2010-2017, whereas the number of sentinel
events of HA has increased by 21% to 40 cases over the same period. Within a scale of 0 (least
satisfied) to 10 (most satisfied), public satisfaction of the public healthcare system has declined steadily
from 6.5 in 2014 to 5.9 in 2017. For details, see Food and Health Bureau (2018b), Hospital Authority
(2018a) and Chu Hai College for Higher Education (2018).

Indicating the imbalance in the public healthcare system, the Government estimated that there was a
shortage of 300 doctors and 600 nurses in public hospitals in 2016-2017. Despite a forecast increase
in public spending on health by 9% in the 2018-2019 Budget, its share in total public spending will
decline to 13%, from a peak of 15% in 2015-2016. See Food and Health Bureau (2017a).



1.2 To relieve the pressure on the public sector and to broaden the source of
healthcare financing, the Food and Health Bureau ("FHB") will launch the Voluntary
Health Insurance Scheme ("VHIS") in early 2019, offering tax incentives of
HKS8,000 for individuals to purchase eligible insurance products. Yet there are
doubts over how far the new initiative could address the structural imbalance in the
healthcare system. This Research Brief focuses on the individual-based health
insurance ("IHI") segment, beginning with a review of its recent market
developments and its implications for the overall healthcare system. It then
discusses the key features of VHIS and its major implementation issues.

2. Recent developments in the health insurance market for individuals

2.1 Local health insurance market comprises two distinct segments, namely
individual-based policies purchased by consumers and group-based policies offered
by employers to their employees.*  For the former, reimbursement of the expense
for inpatient care is the most common feature, while the latter is more broad-based
usually covering out-patient care as well. According to FHB, the health insurance
market is "lightly regulated in Hong Kong", subject only to the prudential regulation
under the Insurance Companies Ordinance. Health insurers generally have a large
degree of freedom in the design and marketing of health insurance products.’

2.2 In parallel with growing health consciousness and increased affluence in
society, sales of overall health insurance products have exhibited robust growth over
the past decade. According to the Census and Statistics Department ("C&SD"), as
many as 3.26 million people or 47% of local population were protected by health
insurance in 2016, comprising 1.48 million people with IHI policies only, 0.86 million
with group-based policies only and 0.92 million with both types of policies.® While
the insured population in the group-based segment hovered around 1.8 million
in 2016, that in the individual-based segment has surged by 78% over the past
decade to 2.4 million in 2016 (Figure 1).

IHI products can be further divided into four broad types, namely (a) hospital insurance reimbursing
hospitalization cost; (b) out-patient insurance reimbursing treatment cost in doctor consultation at
clinics; (c) hospital cash insurance offering income protection to policy holders which may not be
related to inpatient cost; and (d) critical illness insurance offering a lump-sum amount of cash to policy
holders upon confirmation of critical illness which may be unrelated to treatment cost. See Food and
Health Bureau (2010).

> Food and Health Bureau (2014 and 2017b).

The survey was taken between October 2016 and January 2017, covering 10 100 households. For
presentational convenience, this survey period stands for the reference year 2016 throughout this brief.
Likewise, another survey in this series conducted between November 2005 and March 2006 stands for
the year 2006 for comparison. See Census and Statistics Department (2007 and 2017a).
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Figure 1 — Local population covered by health insurance policies, 2006-2016

/ 2006 2016

Group-based Individual health Group-based
policies* insurance policies policies*

Individual health
insurance policies

1.48
million

0.61 0.74

million | million

! Up by 78% !
1.35 million 2.40 million

\ (IHI penetrationrate: 20%) (IHI penetration rate: 34%)

Note: (*) Group-based schemes refer to health insurance provided by employers to their employees in the private
sector in 2016. For the 2006 figure, it also covered medical benefits provided by employers in the public
sector, as breakdowns are not available.

Data source: Census and Statistics Department.

2.3 As this short note focuses on the individual-based segment of the health
insurance market only, it will leave out the group-based segment in discussion
unless necessary. More specifically on the penetration ratio of IHI products in local
population, it has surged from 20% to 34% during 2006-2016. Matching with a
total of 3.25 million IHI policies as enumerated by the Hong Kong Federation of
Insurers ("HKFI") in 2016, this suggests that some insured persons may be holding
multiple IHI policies.”

2.4 On the size of the health insurance market, total premium revenue of the
individual-based segment has almost tripled within 10 years to HK$10.3 billion in
2016, so did the group-based segment to HKS$8.8 billion.®  As regards per capita
premium, it has increased by 86% to HK$4,365 for the individual-based segment in
2016, and by 93% to HKS4,683 for the group-based segment (Figure 2). Both were
faster than concurrent consumer price inflation of 38% in Hong Kong.9

Census and Statistics Department (2007 and 2017a) and Hong Kong Federation of Insurers (2017b).

8 Hong Kong Federation of Insurers (2017b), & ¥ (% b 3£ (2017) and PriceWaterhouseCoopers
(2013).

While there are no official statistics on medical cost inflation in Hong Kong, HKFI indicated that it was
"in the range of 8% to 10%" annually. See Hong Kong Federation of Insurers (2015).
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Figure 2 — Total premium and per capita premium of the health insurance market
in Hong Kong, 2006-2016

/ Total premium Per capita premium \
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Data sources: Hong Kong Federation of Insurers and PriceWaterhouseCoopers.

HK$10.3 billion

HK$3.6 billion

2.5 Inpatient care is almost a must-have feature in IHI policies, covering 99% of
the insured population, according to C&SD. This is however not the case for
out-patient care, which covered just about 10% of the insured persons. More
specifically on the pattern of medical claims of insured population in the
individual-based segment, the following salient points are noted:

(a) Incidence rate of curative care: According to C&SD, about 19% of
insured persons with IHI coverage only consulted doctors within the
month before enumeration in 2016, and 10% were hospitalized within
the year before enumeration.'® These were broadly similar to the
respective incidence rates of 21% and 9% for the uninsured
population;

(b) Annual medical claims: Based on statistics of HKFI, about 12% of
reimbursable IHI policies came up with medical claims in 2015.
Although the total billed amount had increased by 50% in three years
to HKS5.3 billion in 2015, this was still far below the premium revenue
of around HK$9 billion in the same year (Figure 3).™

1% This refers to those individuals covered by IHI policies only.  For those persons covered by both IHI and

medical benefits provided by employers, 26% had consulted doctors and 10% had been hospitalized
over the same period. See Census and Statistics Department (2017a).

In 2015, there were 270400 cases of medical claims, representing about 12% of 2.2 million
reimbursable IHI policies. With a per capita premium of HKS$4,055 in 2015, this gave rise to an
estimated total premium of around HKS9 billion for the year. See Hong Kong Federation of Insurers
(2017a) and 7 #E & b = B & (2017).

11



Figure 3 — Medical claims and billed amount in reimbursable IHI segment in 2015

4 A

p— Total billed amount: < Total premium:
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health insurance policies @ — —
\ registered medical claims — — /
Data source: Hong Kong Federation of Insurers.

As residual of premium after claims is largely administration cost of
insurers, the cost ratio of two-fifths in the individual-based segment
appears to be on the high side."””> The consultants appointed by FHB
to study the local health protection scheme in Hong Kong remarked
that the local individual-based market "is not very efficient in funding
health care costs" by the global standard.®® Likewise, the Government
also noted that the profit margin of the individual-based segment was
"relatively more decent" than the group-based segment. ™
Nevertheless, health insurers responded that 75% of premium revenue
was used to settle medical bills when both segments were taken
together;™

12 Administration cost of private health insurance covers expenditure on sales and enrolment of policy

service (e.g. commissions paid to insurance agents), claim adjudication, actuarial functions, legal
support services, investment functions, corporate overheads, risk charges, etc. See Organisation for
Economic Co-operation and Development (2013).

According to the consultancy report, the share of health insurance premium in the individual-based
segment used for direct funding of healthcare cost averaged at 57% during 2004-2011 in Hong Kong.
This was far lower than the respective ratio of 85% in Australia and 88% in Ireland in 2010 which were
also predominantly individual-based markets. To a certain extent, this could be attributable to the
fact that a lion share of 95% of IHI products in Hong Kong were sold through insurance agents or
brokers. For details, see PriceWaterhouseCoopers (2013).

For the group-based segment in Hong Kong, the average share of health insurance premium used for
direct funding of healthcare cost was much higher at 82% during 2004-2011, partly because of "better
bargaining power" of bigger employers relative to insurers. See Food and Health Bureau (2010) and
PriceWaterhouseCoopers (2013).

HKFI stated that "according to the 2013 statistics, for every $100 premium paid by a policy holder (both
individual and group indemnity plans), $75 was used to settle medical bills". While HKFI also opined
that inclusion of hospital cash allowance plans had distorted the average figure in the individual-based
segment, FHB felt that "this does not alter the broad picture" in view of "limited market share of
hospital cash products" in the individual-based segment. See Hong Kong Federation of Insurers
(2015) and Food and Health Bureau (2010).
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(c) Reimbursement by type: Inpatient care accounted for the largest
share of 65% of the overall caseload of medical claims in 2015, while
the rest was out-patient consultation. The average billed amount of
inpatient claim was HKS$29,900 in 2015, far more than that of
HKS880 for out-patient claim;

(d) Reimbursement ratio: On average, IHI insured persons could be
reimbursed 77%-85% of the billed amount of their inpatient care from
insurers in 2015, depending on the accommodation grade in
hospitals.'® In other words, insured persons still need to foot
15%-23% of the bills of hospitalization. However, there are no
statistics on reimbursement ratio on out-patient consultation;

(e) Type of hospitals: According to C&SD, some 57% of the inpatients
covered by IHI policies only were treated in private hospitals in 2016,
almost 10 times the respective figure of 6% for those uninsured
persons.”” That said, 43% of these insured persons were still treated
in more congested HA hospitals. FHB attributed this phenomenon to
caveats of existing IHI products, including (i) absence of premium and
product transparency; (ii) uncertainties over eligibility of medical
claims for reimbursement; (iii) uncertainties over the ratio of
reimbursement; and (iv) implications of medical claims on policy
premium upon renewal.®

Health insurers nevertheless responded that "88% of reimbursed claim
cases took place in private hospitals or private day case centres".™
To a certain extent, this paradox could be reconciled by the fact that
most (92%) of those insured persons with IHI policies only and
receiving inpatient care in HA hospitals did not claim any
reimbursement of medical expense from health insurers, according to

statistical breakdowns of C&SD.?® Conceivably, these could be
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The reimbursement ratio bore a negative relationship with the accommodation grade in 2015, rising
from 77% for private rooms, 80% for semi-private rooms, 83% for ward and 85% for day case. The
average billed amount for these four grades of accommodation was HKS$95,600, HKS42,900,
HK$34,600 and HKS9,400 respectively. See Hong Kong Federation of Insurers (2017a).

For those persons with both IHI insurance and employers' medical benefits, a larger proportion of 61%
stayed in private hospitals for treatment. Figures from C&SD are slightly adjusted to take into account
those inpatients receiving treatment in both private hospitals and HA hospitals during the year before
enumeration.  See Census and Statistics Department (2017a).

Food and Health Bureau (2010 and 2014).

Hong Kong Federation of Insurers (2015).

Based on statistical breakdowns obtained from C&SD, there were 124 800 persons covered by IHI
policies only and were admitted into HA hospitals in 2016. Yet 114 500 of such insured inpatients did
not make any medical claims for reimbursement from the health insurers.
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related to concerns over the implications of medical claims on renewal
premium on the one hand, and more affordable inpatient care in HA
hospitals on the other; and

(f) Hospitalization of insured elderly persons: More specifically for
elderly persons aged 65 and above, the penetration ratio of IHI policies
has more than doubled from 4.9% in 2009 to 10.4% in 2016. For
these insured elderly with IHI policies only, 55% of them were treated
in private hospitals in 2016, up from 35% in 2009. This suggests that
IHI policies help divert some elderly patients to private hospitals,
although the magnitude of such diversion effect is still rather modest
at present (Figure 4).”!

Figure 4 — IHI penetration and hospitalization of elderly population, 2009-2016

/ Elderly people HEE \

aged 65 and above
3 4.9% of them
were insured*®

2009

2016 10.4% of them

\ were insured* /

Note: (*) Proportion of elderly population covered by IHI policies.
Data source: Census and Statistics Department.

! The proportion of elderly people in the local population has increased from 12.4% to 15.9% during

2006-2016, and is expected to rise further to 23% in 2026. At present, elderly people accounted for
42.5% of inpatient admission of HA hospitals and 48.6% in the total cost of HA. See Food and Health
Bureau (2018b).



3. Health insurance and resource balance in the overall healthcare system

3.1 On the expenditure side, annual healthcare spending from IHI insurers has
witnessed significant growth in recent years. Based on the most recent statistics
on domestic health accounts, current health expenditure from IHI schemes had
surged by 146% in eight years to HKS10.3 billion in 2014-2015, almost doubling the
respective growth of 83% in total current health expenditure and outpacing all other
major components (Figure 5).%

Figure 5 — Current health expenditure in Hong Kong and its major components by
percentage distribution, 2006-2007 and 2014-2015

Percentage share of major components \

Overall expenditurein 2006-2007 2014-2015
2014-2015: Government 50.7% =  49.3%

. schemes
HKS$131.8 billion
Qut-of-pocket
ZZ% /ﬂ\ spending from 353% ® 357%
households

n Individual health
insurance schemes

Sos,  Group-based 5.4% = 6.6%
m schemes .

3.2 In spite of this visible pick-up, IHI still plays a rather modest role in overall
healthcare financing in Hong Kong, in the light of the following considerations:

2006-2007: >3% wp 7.9%

HKS71.9 billion

\_E

Data source: Food and Health Bureau.

(a) Small share in overall healthcare spending: Whereas the share of
individual-based insurance funds in total current health expenditure
has risen from about 6% in 2006-2007 to 8% in 2014-2015, it was just
around one-fifth of out-of-pocket spending from households
(36%) and one-sixth of government spending (49%);

22 Domestic health accounts show the flows of healthcare funds provided by various sources

(e.g. government, firms and households) and how these funds are spent on healthcare services
provided by various entities (e.g. hospitals, clinics and pharmacies). It takes a long lead time of about
three years to compile statistics on domestic health accounts, however. See Food and Health Bureau
(2018a).



(b) Muted effect on out-of-pocket spending of households: Contrary to

(c)

expectation, increased pay-outs from health insurance funds had not
reduced the burden of out-of-pocket healthcare spending of
households. The absolute amount of such spending from households
continued to increase steeply over the past eight years, with its
relative share in total health expenditure edging up from 35% to 36%;
and

Limited diversion effect from the public sector: While the relative
contribution of the Government in overall healthcare financing had
fallen by 1.5 percentage points between 2006-2007 and 2014-2015,
this was smaller than the concurrent rises by 2.0 percentage points in
the spending from IHI segment and by 1.2 percentage points from the
group-based insurance segment. This magnitude of diversion from
the public sector to the private sector seemed to be
disproportionately small.?

This moderate substitution effect could be partly attributable to higher
administration cost in running the IHI system, which took up as much
as HKS3.9 billion or 37% of its total spending in 2014-2015, contrasted
against the administrative cost of just 1% borne by the Government in
running the public healthcare system (Figure 6).>* According to a
recent global study published by the Organisation for Economic
Co-operation and Development ("OECD") in 2017, administrative costs
of private health insurance schemes are generally and "significantly
higher than those in public systems", partly due to a lack of economies
of scale and inclusion of the profitability factor.”> It seems that
Hong Kong is not an exception to this rule.

23

24
25

The diversion effect is also small when a longer duration between 1997-1998 and 2014-2015 is taken
for comparison. Over this 17-year period, while the share of IHI schemes in overall healthcare financing
had risen from 3.2% to 7.9% and that of the group-based schemes from 3.8% to 6.6%, the share of
government schemes had fallen from 51.2% to 49.3% only. See Food and Health Bureau (2018a).

Food and Health Bureau (2018a).

For instance, the administrative cost of voluntary private insurance scheme as a whole was 32% of its
healthcare spending in Spain, 32% in the United Kingdom and 21% in France in 2014, contrasted against
the respective cost ratio of 1.9%, 1.5% and 4.1% in the financing of public healthcare systems in these
three places.

For details, see Organisation for Economic Co-operation and Development (2017).
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Figure 6 — Administration cost of healthcare financing schemes in 2014-2015*

4 i P

Government Group-based Individual health
schemes schemes insurance schemes
1% 19% 37%

Administration
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Note: (*) Most recent statistics from the domestic health accounts.
Data source: Food and Health Bureau.

33 Turning to the delivery of healthcare services by sector, it has been hoped
that increased insurance coverage in both segments®® could boost the supply of
healthcare services in the private sector, which in turn could alleviate the burden of
the public sector.”’”” While there was noticeable service expansion in the private
sector, it was still not fast enough to keep pace with the overall healthcare demand,
resulting in enlarged curative burden in the public sector. First, the share of private
hospitals in the total number of inpatient discharges declined from 20% to 18%
during 2006-2016 (Figure 7).”®> Secondly, although the private sector held a
dominant share in out-patient care which are more affordable to the general public,
its share likewise fell from 71% to 68% during 2006-2016.* This is somewhat in
line with the study findings of OECD, highlighting that private health insurance has
an "overall limited contribution" to containment in the public cost, partly because
insured persons "continue to utilise the public system for the most expensive

services".>°

?®  Taking into account both segments and bearing in mind certain data limitation in the earlier years,

overall penetration ratio of health insurance in the local population has risen from 38.5% in 2006 to
47% in 2016.
” Food and Health Bureau (2008a).
2% Excluding nursing homes and hospitals in correctional institutions, inpatient discharges (including
deaths) from private hospitals have increased by a total of 39% to 0.39 million during 2006-2016,
slower than the respective growth of 52% to 1.73 million from public hospitals. See Census and
Statistics Department (2017b).
Census and Statistics Department (2017a).
Organisation for Economic Co-operation and Development (2004).

29
30
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Figure 7 — Provision of local healthcare services by sector, 2006-2016

/ private public \
2006 20% 80%
private public
In_patient 2016 18% 82%
private public
. 2006 71% 29%
m private public

\Out—patient 2016 68% 32% j

Data source: Census and Statistics Department.

34 In its review of IHI products in 2014, FHB noted a host of drawbacks which
have discouraged the insured population from using private healthcare services,
such as declined coverage of vulnerable persons, exclusion of pre-existing conditions
and no guaranteed renewal of policies. As a matter of fact, the drawbacks of IHI
products are also reflected in the number of complaints lodged to the Insurance
Complaints Bureau. During 2012-2017, complaints on medical insurance have
gone up visibly by 55% to 204 cases.’’ Moreover, medical insurance has
continuously been the largest source of complaints, accounting for 50% of overall
caseload in 2017.>>  Within the concluded complaint cases over medical insurance
in 2017, "non-disclosure" and "application of policy terms" were the two largest
types, each with a share of 29%. This was followed by "excluded items", with a
share of 27% (Figure 8).

31 Closed complaint cases after handling.  See the Insurance Complaints Bureau (2018).

2 For the second-placed travel insurance, it had only 82 concluded cases in 2017, with a share of 20%.
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Figure 8 — Complaints over medical insurance*, 2012-2017

/ Complaints over medical insurance By nature in 2017 \
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Note: (*) Concluded cases.
Data source: Insurance Complaints Bureau.

4, Voluntary Health Insurance Scheme

4.1 After many rounds of consultations lasting for almost a decade, FHB
announced policy details of VHIS in March 2018, taking a non-legislative approach to
certify those IHI plans meeting prescribed minimum standards.®> On 18 May 2018,
the Inland Revenue (Amendment) (No. 4) Bill 2018 was gazetted, offering tax
deductions to insured persons under VHIS. Here are the key features of VHIS:

(a) Minimum product requirements: There will be two types of Certified
Plans, namely the Standard Plans providing basic protection and
Flexi Plans providing enhanced benefits. Ten minimum requirements
are laid down for better consumer protection, such as guaranteed
renewal up to 100 years old;**

3 After two rounds of public consultations on healthcare reform in March 2008 and October 2010, the

Government concluded that the public had expressed reservations over mandatory measures on
healthcare financing. It then launched another round of public consultation on VHIS in
December 2014 and concluded in 2017 that there was broad support for the concept and policy
objectives of the proposed VHIS. For details, see Food and Health Bureau (2014).

The 10 minimum requirements are (i) guaranteed renewal up to 100 years old; (ii) no "lifetime benefit
limit"; (iii) extended coverage of hospitalization and prescribed ambulatory procedures; (iv) coverage of
prescribed advanced diagnostic imaging test and non-surgical cancer treatment; (v) budget certainty;
(vi) standardized policy terms and conditions; (vii) premium transparency; (viii) minimum benefits
limits; (ix) cost-sharing restriction; and (x) coverage of pre-existing conditions. See Food and Health
Bureau (2017b and 2018d) and Legislative Council Secretariat (2018).

34
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4.2

(b)

(c)

(d)

(e)

Estimated annual premium: Insurance premium of certified plans
under VHIS will vary with age and will be determined by the market.
While annual average premium for the Standard Plans was reportedly
around HKS4,800 initially, some health insurers expect that such
premium could exceed HK$5,000 in 2019.%>  This is noticeably higher
than the average annual premium of HKS4,365 for existing IHI
products in 2016, partly due to prescription of minimum requirements
under VHIS;

Tax deduction of HK$8,000: To provide an added incentive for the
public to purchase Certified Plans, annual tax deduction of up to
$8,000 will be provided for premium paid by each insured person and
his/her dependants, without a cap on the number of dependants that
are eligible for tax deduction;*

Voluntary approach in regulation: Instead of a legislative approach,
health insurers are not mandatorily required to issue Certified Plans to
consumers. Moreover, they can continue to sell non-compliant IHI
plans to consumers, though they will not be eligible for tax deduction.
However, for those insurers joining VHIS, they must make available the
Standard Plans to their customers; and

Setting up VHIS Office: The Government is amending the Inland
Revenue Ordinance to introduce tax deduction under VHIS. Subject
to the passage of the Amendment Bill, VHIS is scheduled for
implementation by early 2019. FHB will set up a VHIS office to certify
VHIS-compliant products and engage key stakeholders.

The policy objectives of VHIS are to enhance "accessibility, quality and

transparency" of health insurance products on the one hand, and strengthen
consumer confidence in exercising their insurance coverage to patronize private
healthcare services on the other.>’ While FHB admits that VHIS acts as "voluntary
supplementary financing", it also has high hope that it could alleviate "the long-term
pressure on the public healthcare system". FHB estimates that about 1.5 million

35

36

37

Health insurers indicated that the estimated premium in 2019 need to take into account medical cost
inflation of around 5-6% annually. For details, see Food and Health Bureau (2018c) and {E #; (2018).
The exact amount of tax concessions hinges on the income level and the insurance premium of the
policyholder. For instance, the tax concession could be as much as HK$1,360 each year if a high-income
earner who is subject to a tax rate of 17% for maximum income band and purchases a VHIS policy
worth of HK$8,000. However, for a low-income earner subject to a tax rate of just 2% purchasing VHIS
policy worth of HKS2,000, the amount of reduced tax payment could be just HK$40.

Food and Health Bureau (2018d).
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people will join VHIS by the third year of implementation, and two-thirds of them
are taxpayers with forgone tax revenue of about HK$800 million.*®

4.3 However, there are concerns in the community whether VHIS can achieve
the stated objectives. First, the regulatory regime is entirely voluntary and is
confined to certified plans under VHIS. For the existing stock of non-compliant
policies in the market, they are still "lightly regulated". Health insurers can
continue to sell such products, without addressing the product caveats discussed
above. *>  Secondly, two important product features namely "guaranteed
acceptance" under the high risk pool ("HRP")*® and "portable insurance policy",**
are not included as minimum requirements of VHIS after the public consultation
concluded in 2017. These exclusions undermine the overall attractiveness of
VHIS.**  Thirdly, the minimum requirements laid down in certified plans are not
entirely new, as some of them are already seen in existing IHI products. Coupled
with expectation of higher premium of certified plans, there are doubts whether
VHIS are attractive to members of the public.*  Fourthly, as health insurers have
limited incentives to accept high-risk individuals who may then have to continue to
stay in the public healthcare system, it undermines the policy objective to improve
the structural imbalance in the healthcare system.**  Fifthly, it appears that there is
no specific provision under VHIS to address the issue of high administration cost in
running the IHI system in Hong Kong as discussed above, precipitating concerns
whether it could effectively improve the structural imbalance in the overall
healthcare system.*

*®  Food and Health Bureau (2018c).

¥ Legislative Council Secretariat (2017).

In the public consultation on VHIS launched in December 2014, FHB proposed establishing HRP to
enable high-risk individuals (e.g. persons with chronic illness, the elderly, those with pre-existing
conditions) to purchase certified plans, subject to a loaded premium of 200% of the standard premium.
HRP would involve government subsidy, with an estimated total cost of HKS4.3 billion at 2012 constant
prices within a 25-year period. However, FHB deferred the HRP proposal in January 2017, citing
"diverse views" received in consultation and concerns over "using public money to help such high-risk
individuals to purchase private hospital insurance". For details, see Food and Health Bureau
(2014 and 2017b).

In the same consultation exercise, the Government proposed insurance policy could be transferable
across insurers, provided that claims had not been made in three years before the transfer.

Legislative Council Secretariat (2018).

According to an opinion survey covering 1793 respondents conducted in 2014-2015, two-thirds of
respondents said that they did not have the intention of subscribing to VHIS. While 26.5% of the
respondents said that they were "already insured in the private market and no intention to switch (to
VHIS)", 26.1% cited "high premium" as the reasons for not subscribing to VHIS.  See He (2017).
Legislative Council Secretariat (2018).

* Bi#R (2018).
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5.1

Observations

The following observations can be made from the above analysis:

(a)

(b)

(c)

(d)

Robust penetration of individual-based health insurance: In parallel
with growing health consciousness in society, the number of local
people covered by IHI schemes has surged by 78% within a decade to
2.4 million in 2016, with a leap in the penetration ratio from 20% to
34%. Market premium for this segment has almost tripled to about
HKS10.3 billion in 2016;

Hesitation to receive inpatient care at private hospitals: However,
less than three-fifths (57%) of the insured people covered by IHI
policies only were treated in private hospitals, indicating a general
hesitation amongst IHI policy holders. This could be partly
attributable to caveats of existing IHI products in the market, including
a lack of budget certainty, declined coverage of pre-existing
conditions, no guaranteed renewal of policies, frequent reports of
disputes and complaints over insurance claims;

Limited diversion effect in overall healthcare financing: While the
share of IHI funds in overall healthcare expenditure has risen from 6%
in 2006-2007 to 8% in 2014-2015, it was still far behind the respective
proportions of government spending and out-of-pocket spending from
households. The diversion effect in healthcare spending from the
public sector to private sector is disproportionately small, partly
attributable to higher administration cost in running the IHI system.
In 2014-2015, the ratio of administrative cost was 37% in the IHI
schemes, contrasted against just 1% borne by the Government in
running the public healthcare system;

Still congested public healthcare system: While increased insurance
coverage in both segments has contributed to service expansion in the
private sector, it was not fast enough to keep pace with the overall
healthcare demand. During 2006-2016, the share of private sector in
the total number of inpatient discharges declined from 20% to 18%, so
did the share in out-patient care from 71% to 68%. The public
healthcare system remains highly congested; and
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(e) Challenges faced by VHIS: VHIS is scheduled for implementation by
early 2019, with 10 minimum product requirements and tax deduction
of up to HKS8,000 for each person insured under the Certified Plans.
However, (i) the adoption of a voluntary approach; (ii) exclusion of HRP
from product requirements; and (iii) envisaged higher annual premium
may limit its appeal to the general public, making it challenging to hit
the policy target of reaching 1.5 million people in three years.

Research Office

Information Services Division
Legislative Council Secretariat
3 July 2018
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