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Introduction

Health financing is a component of
the health system, crucial in achieving
universal health coverage (UHC). Careful
design of its three main functions,
resource mobilisation, pooling and
allocation, ensures improved access to
essential health services and financial
risk protection for the population. This
policy brief details the use of mixed
provider payment methods, an important
tool for resource allocation, drawing on
lessons from Thailand’s largest public
health insurance scheme, the Universal
Coverage Scheme (UCS).

Public health insurance in
Thailand: Background

Thailand achieved UHC in 2002 with the
introduction of UCS. Since then, all people
have been covered by one of three public
health insurance schemes: Civil Servant
Medical Benefit Scheme (CSMBS) for
government employees; Social Health
Insurance (SHI) for formal employees in
the private sector and UCS for the rest.
Tax-financed UCS covers nearly 72% of
the population and is managed by the
National Health Security Office (NHSO),
an independent agency established by
the National Health Security Act 2002.
Unlike CSMBS and SHI, UCS is not linked
toemployment status and entitles all Thai
citizens to essential health services.

Public health insurance in Thailand: Designhing purchasing and

payment mechanisms

All three public health insurance schemes apply different payment methods for outpatient
(OP) and inpatient (IP) services, impacting costs and service utilisation. CSMBS applies
a fee-for-service approach towards OP payments, with IP services paid through DRGs under
open-ended budget. SHI applies capitation (a fixed per capita payment to the health
provider) for both OP and IP services, although more resource-intensive treatments are
paid using DRG under a global budget. This contrasts with UCS, which applies capitation
for OP services, and uses DRG under global budget for all IP services. UCS also allocates a
small portion of the total budget via fixed fee schedule for select high-cost items. Details

of each are further explained in Table 1.
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Table 1: Pros and cons of different financing methods

Payment
methods

Fee-for-service

Description

© « Health provider sets

. per patient charges for
. each resource used, or

. service provided during
. treatment

: « Increases utilisation
: rate

.« Noincentive to

: under-provide care

: o Increased access to
. high-cost medicines

Inefficient service

- delivery

Increased provision of

unnecessary care

Greatest scope for cost

. escalation

Fixed fee schedule

Capitation

© « Payment for health

: services based on a list
: of fixed fees for different :
. services and items.

. « Healthcare provider
. receives a fixed per capita :
. payment for registered
. population

.« Guaranteed rate for
* health providers

. Increases utilisation

. rate

.« Incentivises efficient

service provision

. « Flexibility of budget
: management

Increased provision

of unnecessary and
. low-quality care if fixed
- fee is higher than cost

Decreased provision

. of necessary care or

. incentive to provide low
. quality care if fixed fee
. is lower than cost

Cost-escalation and

- inefficiency, although
‘ less than fee-for-service

Under-provision of

© necessary care affecting
. overall quality of care

Incentive to turn away

high-cost demographics

Financial risk for

. hospitals with few

. registered patients, as

. budget received may be
. less than average costs

Age-adjusted
capitation

« Capitation payment
. levels adjusted for age
: composition of registered
: population, with higher
: cost demographics

: receiving higher capitation :
: payments :

© « Reduces risk of
- discrepancy between

payments received and

© costs incurred, reducing
- financial risk for providers :

More complex to

develop, requiring strong
: technical capacity and
: demographic information

Diagnostic
Related Groups (DRG)

. « Hospital cases are

. classified by resource

. use and payment levels
. are adjusted by

. classification [based on
. factors such as patient

: characteristics (principal

. diagnosis, co-morbidities, :
- etc) and services required
: (procedures involved

: etc.)]. Degree of payment :
: adjustment is determined
: by the ‘Relative Weight’

. or ‘Adjusted Relative

: Weight’

: « May increase admission :
. rate

. « Cost control through

. incentive to reduce cost
. per admission

.« Incentivises provision
: of the appropriate care

option

.« Designed to ensure fair :
. repayments to providers :

that align with required

. resource use

Some providers might

- incur a loss if their facility
. is less efficient than the
. average and it incurs

. higher than average

. costs when providing

. treatment

Quality of service may

: be lower as providers

attempt to reduce costs
Incentive to discharge

. patients early

Risk of financial loss

. to providers if DRG

: weights are not accurately
. set and payments do not
. cover resources required

- to deliver treatment



Payment
methods

Description

Financial
© unsustainability and
- inefficiency as no limit
. on total cost of services,
© encouraging unnecessary
. use of expensive drugs
Close-ended budget or i « Payments to providers : ¢ Cost containment : « Some providers might
global budget . only up to the level of the | ¢ Financial sustainabilty : incur a loss if their costs
. fixed budget : and efficiency © exceed maximum
: : reimbursement

» No financial risk to
. providers

« No upper limiton

Open-ended budget :
: payments to providers

Evidence shows that fee-for-service used by CSMBS results in per capita government
payments of around four times that of UCS, largely attributable to fewer limits
on using branded medicines under CSMBS. Data shows that these drugs were
reimbursed at full cost plus a 20-25% margin by the Comptroller General’s Department.

In contrast, SHI has adopted a capitation contract model since
its inception in 1991, whereby an agreement on the services to

be provided is made between the insurance scheme manager and
public and private health providers. The capitation contract
model pays a pre-defined amount per patient, under global

budget, incentivising more efficient care and effective control
of the total annual budget. NHSO, learning from SHI, now uses
the capitation contract model under a global budget for OP
services under UCS. For IP services, UCS, from conception,
pursued cost containment using DRGs under global budget,

rather than capitation, as the scheme covered a heterogeneous
population in comparison to SHI, which was limited to the
working age population.

There are other sources of efficiency in
the system. NHSO exerts monopsonist
purchasing power (a single large buyer
purchasing from multiple, competitive
sellers) and cost savings from price
negotiations provide additional
resources, offering higher benefits
to UCS members. Additionally, the

UCS primary care gate-keeping system
requires that patients first visit their
registered,contracted primary provider
in all non-emergency cases, enhancing
appropriate and efficient provisioning
. of care.

Payment to health care providers under UCS

The annual UCS budget is a full-cost subsidy, covering all expenses associated with service delivery, including
cost of labour, material and capital depreciation; providers should not require any additional co-payment
from the patient. Originally, UCS required a co-payment of 30 baht (approximately 1 USD) for each patient
at the point of service, although exemptions were made for various groups. In practice, very few patient
contributions were received, resulting in policy discontinuation. Chief features of payment methods used
by NHSO are outlined below:

-OP services: per capita budget for OP care is estimated through the "Price and Quantity (PQ)" approach
which combines data on unit cost of a comprehensive benefits package (OP, IP, high-cost care, prevention
and health promotion services) with their respective utilisation rates from a routine administrative dataset.
OP capitationrate is paid based on population size for which a primary healthcare provider network has been
contracted. However, total payment is then adjusted by age group, given different utilisation patterns. These
age adjustments, conducted every three or four years, aim to reduce incentives to turn away higher-cost
population groups.



o IP admissions: DRGs under a global budget Key lessons for other countries ("do’s

are applied to payments for IP admissions, using gnd don’ts")

a DRG base rate with adjusted relative weight. The

global budget, fixed forthJeyear,is the portior?oftotal Payment methods adopted by NHSO

capitation budget allowed for use towards IPcare. ~ for UCS offer good examples to other
low- and middle-income countries in

° High-cost services: Toensure better access, their jou rneys towards UHC.

NHSO pays health facilities for high-cost services

such as renal replacement therapy or antiretroviral v Do’s

treatment through a central reimbursement system

from an extra budget, currently not included in the Provider payments

capitation or DRG budget. UCS provides both cash * Design a system balancing benefits and limitations

and non-cash (in kind) payments for distribution of of different payment mechanisms. For example, paying

dialysis solutions, medical devices, and medicines. preventive, OP and health promotion services by
capitation based on registered UCS members in the
. . .. . catchment area and disbursing funds prospectively
* Monitoring, auditing and complaint can guarantee revenue to providers. IP admissions can

. - be paid by DRGs retrospectively to ensure payments
m a_n a_ge ment SySte msf NHSO utilises aligpn withyreal admissiopns. Casz as determi';e)c/i inthe
monitoring, auditing, and complaint management fixed fee schedule or non-cash support can facilitate

systems for UCS to collect data on a routine basis high-cost interventions, as necessary.

and provide feedback. This helps NHSO ensure fair | Budgetary decisions ‘

payment mechanisms which improve health system ;E(r;sutre fiscal sustainability by using an annual global
udget.

efficiency and patient access to healthcare, without

a price barrier. This data can also be used by NHSO * Apply global budgets and audit systems for DRGs to

prevent false reporting of additional comorbidities and

to adjust and improve the scheme, as necessary. complications by providers to receive higher payments
associated with higher DRG relative weights.
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