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Strengthening Resource Allocation 
and Purchasing

The previous chapter examined inefficiencies in current arrangements for pooling 
resources. This chapter examines inefficiencies in current arrangements for resource 
allocation and purchasing, which include the following:

1. an overly generous benefits package that continues to be expanded without due 
consideration of cost-effectiveness and other criteria;

2. provider payment mechanisms and the mix of incentives facing providers, which 
result in the overuse or supply of services;

3. high prices, overconsumption, and inappropriate use of pharmaceuticals; and
4. the structure and incentives embedded within the delivery system, which result in 

excessive use of hospital services and inefficient practices within hospitals.

Underlying all of these inefficiencies is a set of distorted incentives facing providers, a 
consequence of the resource allocation and provider payment mechanisms as well as 
the market liberalization policies in the health sector in recent years in Vietnam.

Without reforms to address the above inefficiencies and underlying causes, any 
further progress toward universal coverage (UC) would be unsustainable. Needed 
reforms include (a) a clear process for refining and standardizing the benefits package; 
(b) substantial  revisions to the capitation-type payment mechanism and fee-for- service 
(FFS); (c) measures to reduce inefficiencies in the procurement of, and payment for, 
pharmaceuticals and to control pharmaceutical prices; and (d) in the long term, the 
 establishment of a well-defined package of primary care services that would be paid 
through  capitation, alongside the strengthening of primary care infrastructure.

Getting better value for the existing resources will be critical for achieving the 
Government of Vietnam’s (GoV) UC goals and for ensuring these goals are met 
in a financially sustainable manner. This requires increasing the efficiency of both 
tax and social insurance spending in the health sector. Efficiency is defined as 
 utilizing and allocating inputs so as to attain the maximum possible output(s) 
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for a given level of inputs or attaining a given level of output with the minimum 
inputs (or the least cost). Two components of efficiency are generally  differentiated: 
(a) technical efficiency, which attains the most output from a given set of inputs; and 
(b) allocative efficiency, which chooses the optimal set of inputs, given their prices, 
to attain the  maximum output at least cost (Hollingsworth and Peacock 2008).1

The resource allocation and purchasing decisions a country makes have the 
greatest impact on both technical and allocative efficiency. They include 
 decisions about what services are covered (benefits package), who delivers the 
 services (delivery structure), and what incentive structure underlies the payment 
for services provided (provider payment mechanisms). For instance, of the “Top 
10” list of major sources of inefficiency in the health sector identified by the 
World Health Organization (WHO) (table 7.1), almost all are amenable to 
change through the design of the benefits package, provider payment mecha-
nisms, and the delivery structure. This chapter examines the key elements of 
resource allocation and purchasing that need to be strengthened to generate the 
efficiency savings Vietnam needs.

Sources of Inefficiency

Design of the Benefits Package
The current social health insurance (SHI) benefits package is generous and con-
tinues to be expanded without evidence-based assessments or a standardized 
process. The package  covered by SHI is defined in the Health Insurance List 
(HIL) to include a wide range of curative and preventive care services. The Law 
also specifies the copayment rates and benefit ceilings. Recent reforms have 
increased depth of coverage and all members are entitled to the same package, 
although not everyone benefits equally, as the inequalities presented in chapter 3 
showed. The key issue is that there is no regulated or transparent process for 
making decisions regarding additions to the benefits package: no defined criteria, 
specification of information to be considered, or rules about who should be on 
the committee to represent different stakeholders and provide an unbiased and 

Table 7.1 Major Sources of Inefficiency in Health Systems Worldwide

Cause

1 Underuse of generics and higher-than-necessary prices for medicines
2 Use of substandard and counterfeit medicines
3 Inappropriate and ineffective use of medicines
4 Overuse or oversupply of equipment, investigations, and procedures
5 Inappropriate or costly staff mix, unmotivated health workers
6 Inappropriate hospital admissions and length of stay
7 Inappropriate hospital size (low use of infrastructure)
8 Medical errors and suboptimal quality of care
9 Waste, corruption, and fraud

10 Inefficient mix of health interventions (for example, between prevention and treatment)

Source: WHO 2010.
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expert opinion on the matter. In addition, Vietnam Social Security (VSS) is the 
payer and has no direct role in this process and, therefore, is the recipient of deci-
sions which impact their sustainability. Finally, there is no specialized team 
responsible for providing informed and consistent decision making in this process 
based on cost-effectiveness analysis, health technology assessments (HTA), or 
evidence-based protocols.

A direct consequence of this benefits package design is that costs have 
increased rapidly, both for the insurer and the insured. The user fee schedule that 
VSS uses to reimburse providers was not increased from 2005 to 2012. Faced 
with a binding budget constraint, providers sought to ration services by billing 
patients for the extra cost of services covered by the generous benefits package 
which, in turn, explains the high and persistent out-of-pocket (OOP) payments 
(see chapter 3). The user fee schedule was revised in 2012 and added 993  service 
items not included in the earlier schedule. This is expected to put additional pres-
sure on VSS expenditures from 2013 onwards. A particular source of inefficiency 
in the design of the benefits package is related pharmaceuticals, which are dis-
cussed in the section on pharmaceuticals below.

Provider Payment Mechanisms and the Mix of Incentives Facing Providers
GoV has taken some important and decisive steps in the area of provider pay-
ment reform. It has introduced a closed-ended provider payment system in the 
form of capitation. It has also introduced caps on FFS payments, and is experi-
menting with diagnostic related group (DRG) payments with the objective of 
eventually introducing case-based payments. Few countries have achieved UC 
and sustained it without moving away from, or strictly controlling, FFS provider 
payment systems.

There is, however, a patchwork of payment mechanisms in place, giving rise 
to a highly fragmented system with conflicting incentives. Current payment 
mechanisms include FFS, capitation, and a DRG pilot, together with supply-side 
subsidies paid through both global and line-item budgets (table 7.2). In this 
 context, the strategic purchasing function cannot be fully exploited to reduce 
inefficiencies in the pooling and purchasing of services.

The capitation system has not yet succeeded in controlling costs or contrib-
uted to the development of an effective district-level referral system. Although 
capitation was intended as a step toward more effective purchasing, there is very 
little difference in practice between FFS and capitation, and the capitation pay-
ment system does not include most of the features of capitation that are typically 
implemented internationally. The average payment per outpatient visit and inpa-
tient admission at district hospitals has increased in nearly all of the study prov-
inces since 2010 (World Bank 2013a) (figure 7.1). By placing district hospitals 
entirely at risk for the costs of referrals and self-referrals to the provincial level, 
the capitation system has provided little incentive for district hospitals to refer 
patients and carry out their gatekeeping functions effectively. Secondary and 
tertiary hospitals that are paid on an FFS basis have little incentive to control 
costs, since the risk is borne by the district hospital.
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The continued reliance on FFS payment methods combined with the intro-
duction of market liberalization policies in the health sector has led to providers 
engaging in revenue-enhancing practices. Supply-side subsidies account for less 
than 30 percent of total hospital revenues. The majority of central and provincial 
hospitals derive 70 to 90 percent of their revenues from the provision of services 
reimbursed by VSS, from patients, or both. The market liberalization policy has 
made hospitals financially dependent on sales revenues. The combination of a 
limited supply-side subsidy, market liberalization policy, and FFS payments has 
distorted incentives. Providers face strong incentives to generate demand by 
 creating new service lines, investing in new medical equipment, and providing 
more intensive procedures. The Hospital Autonomy policy (Decree No. 43) has 

Figure 7.1 Average Payment (in VND) by VSS to District Hospitals per Outpatient Visit (Left) 
and Inpatient Admission (Right) (2010–12)

Source: HSPI 2013.
Note: HCMC = Ho Chi Minh City.
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Table 7.2 Mapping of Provider Payment Methods by Different Health Purchasers in Vietnam

Type of provider

Purchaser

MoH
Provincial Health 

Department Other Ministries VSS

Payment method

Central hospitals Global budget FFS, Capitation
Provincial hospitals Global budget FFS, Capitation
Provincial preventive 

centers
Global budget, 

Line item budget
District hospitals Global budget FFS, Capitation
District health centers Global budget, 

Line item budget
CHSs Line item budget
Other ministry 

hospitals
Global budget, Line 

item budget
FFS, Capitation

Private clinics FFS, Capitation
Private hospitals FFS, Capitation 

(rare)

Source: HSPI 2013.
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created an enabling environment to respond to these incentives by allowing 
 hospitals to define service mix and mobilize resources. This created an explicit 
link between hospital revenues and staff incomes and reinforced incentives to 
engage in revenue-enhancing practices.

Revenue-enhancing practices by providers result in the oversupply of equip-
ment, procedures, and drugs, and are a major source of inefficiency. Most  hospitals 
operate profit-sharing schemes among staff, in accordance with Decree No. 43 
regulations. These include the payment of performance-related bonuses well in 
excess of the government salaries paid to staff. Second, the practice of “social 
mobilization” is used in most central and provincial hospitals whereby staff pool 
money to make the investment. Since revenues from the use of the equipment 
contribute to the profit-sharing schemes, staff face strong incentives to perform 
as many procedures as possible using the equipment. Technology is also  purchased 
for marketing purposes. For instance, one provincial hospital possesses seven 
ultrasounds, each producing an average of 107 tests per day. In short,  hospital 
autonomy without accountability, combined with a lack of effective control of 
FFS mechanisms, encourages hospitals to increase high-cost services.

Pharmaceutical Procurement and Consumption
The rapid escalation of pharmaceutical costs in Vietnam poses a major threat to 
SHI’s financial sustainability and the goal of achieving UC. Drug and medical price 
inflation have generally exceeded general inflation in recent years. Pharmaceuticals 
account for a disproportionately large share of insurance and OOP spending. 
Chapter 3 showed that drugs account for a significant share of total OOPs. In 
2009 and 2010, pharmaceuticals accounted for 69 percent and 60 percent respec-
tively of total VSS spending on health. Pharmaceuticals also accounted for 
64  percent of all government central hospital spending, and 70  percent of provin-
cial hospital spending (VSS and user fees). VSS pays an average of 89.2 percent of 
total pharmaceutical expenditures in hospitals (Escalante 2012).

High Pharmaceutical Prices Associated with Inefficient Procurement
High pharmaceutical spending is driven in part by the high prices paid for phar-
maceuticals. Drug prices in Vietnam are significantly higher than international 
reference prices (IRPs). Among publicly procured drugs, prices for innovator 
brand drugs in Vietnam were 10.4 times higher than IRPs for the same drugs, and 
prices for lowest-priced generic equivalents 1.1 times higher in 2010 (table 7.3). 

Table 7.3 Ratio of Median Prices to IRPs (2010)

Type Public facilities
Hospital 

dispensaries
Private drug 

outlets Overall

Innovator brand (IB) drugs 10.4 13.0 13.4 12.1
(0.4–22.2) (0.4–41.8) (0.4–41.5) (0.4–41.1)

Lowest-priced generic 
equivalent

1.1 1.4 1.7 1.4
(0.1–3.4) (0.1–5.1) (0.1–5.1) (0.1–4.9)

Source: Escalante 2012.
Note: Range of values around the median is shown in parentheses.
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Although the domestic-to-IRP differential has narrowed since 2005 (Nguyen et al. 
2009) thanks to efforts to tighten drug policy (Decree 79 and Circular 11),2 it is 
still quite large and a major source of inefficiency. Not only are prices high, they 
are also increasing rapidly. In 2012, medicines and health care posted the highest 
increase in the consumer price index (CPI) at 3.36 percent (GSO 2012).

Inefficiencies in the procurement of pharmaceuticals are a key factor underly-
ing the high prices paid for pharmaceuticals in Vietnam. First, the current 
 procurement system is highly decentralized and complex, involving more than 
1,000 entities (figure D.1, appendix D). It results in wide differentials in the prices 
of  medicines, often for the same type, dosage, and formulation across hospitals and 
supplies (figures D.2 and D.3, appendix D) (Escalante 2012). Second, the pro-
curement  system is characterized by irregularities that contravene procurement 
regulations, which mandates awarding the contract to the suppliers with the low-
est prices. For instance, in the case of Hospital A shown in figure D.4  (appendix D), 
the tender for the same drug was awarded to five different suppliers at different 
prices. Members of hospital procurement committees report that winning bids are 
often based on doctors’ requests and perceptions of quality and efficacy, or on 
hospital management decisions (Escalante 2012). Doctors’ perceptions are influ-
enced by payments of commission by pharmaceutical companies. A government 
internal audit in 2012 showed that losses associated with bidding amounted to 
Vietnam dong (VND) 22 billion (approx. US$1 million). The audit found that 
tender prices were 47–357 percent higher than the actual winning bids, and that 
prices of the winning bids were often higher than prices offered by unsuccessful 
bids. In Hanoi, the prices of winning bids are 130–245 percent higher than the 
import prices including cost, insurance, and freight costs (Escalante 2012).

Overconsumption and Inappropriate Use of Pharmaceuticals
The combination of FFS payments with market liberalization policies in the 
health sector has contributed to the overconsumption of pharmaceuticals. As 
explained in the previous section, providers face strong incentives to increase 
volume, purchase consumables and drugs with high margins, and decrease use of 
those consumables and drugs with low margins. Since secondary and tertiary 
hospitals do not bear any of the risk associated with high drug spending under 
FFS payments, they are more likely to overprescribe drugs for insured patients. 
VSS and patients (via user fees) bear the cost. This is compounded by the prac-
tice of pharmaceutical companies paying commission to providers as incentives 
for prescribing their drugs.

The policies and regulations to control overconsumption of pharmaceuticals 
are ineffective. Regulations such as limits on the value per prescription or require-
ments to dispense low-priced generics are in place to restrict spending on phar-
maceuticals. Providers evade such regulations by recording more than one visit 
per patient to elicit a higher reimbursement value for those pharmaceuticals, or 
by requiring that patients pay OOP for alternative, better-quality drugs on the 
market (Khanh 2007). Similarly, there are regulations prohibiting the payment of 
commissions to doctors by pharmaceutical companies, but these have little effect.
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Both providers and patients have a strong preference for branded and imported 
drugs which tend to be more expensive. Generics are less likely to be available at 
health facilities and less likely to be prescribed (Escalante 2012). Lowest-price 
generics were available in only 26 percent of public health facilities, 21 percent of 
hospital dispensaries, and 29 percent of private drug outlets in 2010 (WHO, DAV, 
and HSPI 2010). These rates have declined since 2005. Generics accounted for a 
relatively low share of medicines prescribed at the  different hospitals—37 percent 
in central hospitals, 22 percent in provincial  hospitals, 29 percent in district 
 hospitals, and 38 percent in commune health  stations (CHSs).

Imported products comprised 57 percent of total pharmaceutical consump-
tion in 2010 (WHO-UNIDO 2011) and accounted for 80 percent and 
60  percent of total procurement at central and provincial hospitals respectively 
(see figure D.5, appendix D, for the value in VND). Only 25 percent of prescrip-
tions for generic medicines in hospitals are for locally manufactured products 
(Economist Intelligence Unit 2011). These patterns of procurement and con-
sumption of drugs persist despite policies and regulations which encourage the 
use of the low-cost locally manufactured and/or generic drugs. 

There is also a great deal of irrational use of pharmaceuticals including the 
excessive use of antibiotics and corticosteroids. Two surveys on the rational use of 
drugs conducted by Ministry of Health (MoH) and WHO (MoH and WHO 
2009; WHO, DAV, and HSPI 2010) provide evidence of this. The 2009 survey 
found that 71 percent of all inpatients and 47 percent of outpatients were given 
at least one form of antibiotics. Of the inpatient cases who were  prescribed anti-
biotics, 22 percent were cases of acute pneumonia, for which antibiotics are indi-
cated; 78 percent were cases of hypertension, diarrhea, and normal delivery, for 
which antibiotics are not normally indicated. The 2010 survey found that in the 
records of child pneumonia examined, antibiotics were prescribed to all, cortico-
steroids to 40 percent, and at least two antibiotic combinations to 49  percent of 
cases. A volume analysis of the top 30 medicines with the highest consumption 
value shows that a disproportionately large share is accounted for by products 
with little therapeutic value (such as glucosamine, gingko biloba, and sodium 
ophthalmic drops).3

Finally, as with the rest of the benefits package, there is no evidence-based pro-
cess for selecting drugs for reimbursement. The Health Insurance Reimbursement 
List (HIRL) for reimbursement by VSS for modern medicines contains 900 types 
of medicines based on their International Proprietary Names, with 1,143 types, 
formulations, and combinations (table 7.4). Only 27 percent (128) of drugs in the 
National Essential Medicines Lists (EML) are contained in the HIRL. Circular 30 
clearly states that medicines that are not contained in the EML and are not recom-
mended in the WHO Model List should not be included in the HIRL and yet, the 
HIRL includes hundreds of such formulations and combinations.

Structure and Incentives of the Delivery System
Excessive use of hospitals and inefficient practices within hospitals are the two 
major inefficiencies related to the broader delivery system. To begin with, 
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 hospitals are widely used for conditions that can be delivered more cost- 
effectively at lower levels of the system. A recent study (World Bank, MoH, and 
HSPI 2011) found that, between 2004 and 2008, average outpatient utilization 
increased by 10 percent annually in central hospitals and provincial general 
 hospitals, and 14 percent in district hospitals in the sample. The same study 
found that the number of hospital visits and admissions increased by 1.3–1.5 
times in central hospitals and provincial general hospitals, and 1.2–1.4 times in 
district hospitals. While part of the increase in hospital utilization is almost cer-
tainly due to increases in income and insurance coverage, part of the increase was 
likely due to services that could have been provided at a lower level.

A recent Health Strategy and Policy Institute (HSPI) study found that most 
central-level tertiary care hospitals act as secondary care facilities, providing services 
that can best be handled at  provincial and district hospitals, while provincial hospi-
tals handle cases more appropriate for district hospitals (table 7.5). Secondly, these 
overused hospitals are characterized by a high level of internal inefficiency. The 
combination of rising occupancy and unchanged average length of stay (ALOS) 

Table 7.5 Distribution of Patients Treated at Hospital Outpatient Department by Hospital Level for 
Conditions Treatable at Lower-Level Facilities by Level Where They Should Be Treated
Percent

Level where 
patients should 
be treated

Central general 
hospital 

(n = 1946)
Central obstetrics 
hospital (n = 557)

Central 
pediatrics 
(n = 448)

Provincial general 
hospital (n = 5316)

Provincial 
specialty 

(n = 1722)

District 
hospital 

(n = 4797)

Central hospital 39.1 6.5 5.8 2.7 0.9 0.4
Provincial level 35.4 43.3 35.5 43.3 42.4 7.3
District level 20.2 49.3 58.3 41.4 47.4 71.4
CHS – – – 10.9 5.8 19.1
Other specialty 5.3 0.9 0.4 1.7 3.5 1.8

Source: HSPI 2010.
Note: This table is based on a one-day sample of outpatients and appropriateness of care (for that level) assessed by attending physicians and 
based on “technical level” norms of MoH.

Table 7.4 Comparison of the Structure of the HIRL for Medicines with WHO and National EML

Comparative parameters WHO Model Lista National EML HIRL

Total number of medicines by 
International Nonproprietary 
Names (INN) 423 476 1,143

Number of therapeutic categories 29 28 30
Process for inclusion Evidence-based; cost-

effectiveness analysis; HTA
Primarily based on WHO 

Model List
Submissions from 

hospitals
Categorized based on level of care Yes: core and complementary 

lists
Yes: Level I-IV of health 

facilities
Yes: Level I-IV of health 

facilities
Appropriate dosage forms provided Yes No No
Price criteria Yes Unclear No

Source: Escalante 2012.
Note: Level 1: Specialized, central, and tertiary hospitals; Level 2: Provincial hospitals; Level 3/4: District and intercommune hospitals.
a. The WHO Model List is classified into the core and complementary lists, where the core list presents a list of minimum medicine needs for a 
basic health-care system, and includes the most efficacious, safe, and cost-effective medicines for priority conditions. The complementary list 
presents essential medicines for priority diseases, for which specialized diagnostic or monitoring facilities, and/or specialized medical care and/or 
specialized training are needed.



Strengthening Resource Allocation and Purchasing 89

Moving toward Universal Coverage of Social Health Insurance in Vietnam 
http://dx.doi.org/10.1596/978-1-4648-0261-4

rates suggests that there has been little improvement in the efficiency of case man-
agement over time. In addition, patient flow management is deficient in hospitals. 
This is marked by the absence of an appointment system to rationalize patient 
flows and a poorly functioning referral mechanism.

The direct consequence of this is overcrowding at the secondary and tertiary 
levels of the system. For inpatient care, bed occupancy rates are very high even 
when “actual” beds are considered (HSPI 2010) (table 7.6).4,5 ALOS rates have 
also remained high and stable from 2004 to 2008 for the hospitals included in 
the HSPI study. For outpatient care, overcrowding is associated with very high 
 workloads for staff, especially physicians; however, there is little actual evidence 
that the workload for staff is unmanageably high.

There are three key factors underlying inefficiencies related to the service deliv-
ery system. One is the revenue-enhancing practices by providers, which were 
discussed above. Under FFS payment, hospitals also face incentives to keep 
patients in hospital for longer and provide more services. A second factor is defi-
cient and poor quality care at the lower levels of the system. VSS rules on volume 
and dosage of drugs discriminate against the lower levels. This worsens care at 
lower level facilities. As a result, patients lack confidence in lower-level facilities 
and bypass the district hospitals and CHSs to seek care at hospitals. A third factor 
is the lack of coordinated care and adequate gatekeeping functions in the system.

Last but not least, a common element in all of the above inefficiencies is the 
lack of strategic purchasing capacity in VSS. In chapter 6, it was argued that the 
fragmentation of fund pools limits the purchasing power of VSS. Chapter 8 will 
argue that a lack of clarity over key SHI responsibilities, specifically those of the 
purchaser, is a key underlying factor. As discussed in the next section, global expe-
rience also shows that strategic purchasing capacity is critical for achieving cost 
containment.

Table 7.6 Hospital Bed Occupancy Rates (2008)
Percent

Based on statistical ledgers (N)

Factor
Central hospitals 

(34)
Provincial hospitals 

(62)
District hospitals 

(614)

Occupancy rates:
 On planned beds
 On actual beds

85–290
–

109–141
99–127

91–139
88–120

Number of hospitals with 
Occupancy rate >100%

 On planned beds
 On actual beds

29
21

57
42

404
304

Based on sample survey (N)

Factor Central hospitals (5) Provincial hospitals (9) District hospitals (6)

Occupancy rates:
 On planned beds
 On actual beds

138–193
–

92–211
74–145

101–186
–

Source: HSPI 2010.
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Global Experiences with Strengthening Resource Allocation 
and Purchasing

Rationalizing the Benefits Package
Most countries, in particular those with SHI financed systems, grapple with 
 decisions about which services to include in the benefits package and at what 
level of patient cost sharing. Ideally, it should be based on objective criteria such 
as cost-effectiveness, medical necessity, potential financial burden on patients, 
and impact on the fiscal status of health insurance, and determined through a 
transparent process. In practice, however, it is inherently a priority-setting exer-
cise involving value judgments and influenced by a mix of political, social, and 
 economic factors.

Two specific challenges that countries often face are related to uncertainty 
about what a core package is, and the “delisting” of services from existing 
 packages. There is no clear evidence or guidance at present on what a core 
 package of services should include. Since insurance is primarily about protecting 
individuals from catastrophic financial expenses, it is often argued that the core 
package should focus on covering these; however, this creates incentives for 
people to postpone seeking care until acute services can be accessed. Besides, it 
is outpatient care along with high pharmaceutical expenditures that often results 
in catastrophic expenses for low-income households (Wagner et al. 2011). It is 
also argued that providing a good outpatient benefits package is strategically 
important because it increases the enrollees’ exposure to the health insurance 
system, and encourages them to stay enrolled (Kwon 2011). Meanwhile, highly 
cost-effective nutrition-related and maternal and child health interventions are 
often left out of the package because, at least historically, they have been covered 
through vertical programs.

Removing or “delisting” services can be politically difficult when the starting 
point is an overly generous benefits package as in Vietnam. In the Republic of 
Korea, for instance, the national health insurance scheme started with a low 
 benefits package and benefit coverage was extended incrementally. The govern-
ment placed a higher priority on the extension of population coverage because 
extending benefit coverage (with a high contribution) can be a barrier to the 
rapid extension of population coverage (Kwon 2009). However, this meant that 
insurance coverage was lacking in depth and left households vulnerable to large 
copayments.

In countries that have introduced evidence-based and informed decision 
making for the benefits package, instituting a transparent process has been the 
key to success. This typically involves a committee consisting, among others, of 
providers and researchers who are charged with making recommendations based 
on clear and agreed-upon criteria such as cost-effectiveness, medical necessity, 
and financial burden on patients. The committee and decision process can be 
used for the inclusion of new services, exclusion of existing services, and the 
copayment rate for different types of services, providers, and patients. HTA may 
be used as part of this process, but not on its own.
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Benefits package design and revision cannot be reduced to a single methodol-
ogy and relies instead on balancing evidence and value judgments through a 
consensus-building process. Thailand’s Universal Coverage Scheme (UCS) 
(box 7.1) and Korea’s National Health Insurance program (box 7.2) provide 
good examples of this process.

Refining Provider Payment Mechanisms
In many countries in the East Asia Pacific region the situation is similar to 
Vietnam. Line-item budgets, typically based on bed norms, have created 
 incentives for hospitals to admit and keep patients for longer than necessary. The 
significant inflationary effects of FFS systems are well established in Canada; the 
Czech Republic; parts of the Russian Federation; Taiwan, China; and the United 
States (Langenbrunner and Somanathan 2011). FFS systems are, however, still 
relied upon and are associated with providers oversupplying services.

Optimal systems do not exist and provider payment systems and incentives 
need to be designed to address the specific policy issues and objectives inherent 
in a country’s health sector (Langenbrunner and Somanathan 2011). There are, 
however, a few key trends from the global experience that are worth noting. First, 
for physician services, three provider payment models tend to dominate in 
Western Europe and the high-income countries of East Asia: salary, capitation, 

Box 7.1 The Benefits Package Decision Process under the UCS in Thailand

With new health technologies and interventions, the National Health Security Office’s (NHSO) 
Committee on Benefits Package is in charge of revising the benefits package and making 
 recommendations to the NHSO on the adoption of new drugs and technologies based on 
guidelines established in 2010. The NHSO requests the Health Intervention and Technology 
Assessment Program and the International Health Policy Program, two technical agencies 
working on health technology assessment and health system evaluation under the Ministry of 
Public Health, to supply evidence such as the effectiveness and cost-effectiveness of various 
health interventions that will be considered for benefits package expansion. Financial feasibil-
ity, budgetary impact, and ethical considerations are among the important criteria involved in 
the decision-making process.

A recent example is the case of the Human Papilloma Vaccine, where the Committee on 
Benefits Package did not accept it for inclusion in the benefits package even though the 
 vaccine-producing company offered the price more cheaply than was deemed to be cost- 
effective (Praditsitthikorn et al. 2011). There have, however, been treatments or interventions 
that have been included (such as renal replacement therapy) despite potential long-term 
affordability challenges.

The explicit protocol to include economic evaluation and budget impact evidence in the 
Committee’s decision-making process on Benefit Package was adopted in 2012. The sche-
matic diagram of the decision process is provided below (figure B7.1.1).

box continues next page
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Box 7.2 The Benefits Package Decision-Making Process: Republic of Korea 
National Health Insurance 

The following are the steps taken under the National Health Insurance program in the Republic 
of Korea to add new services to the benefits package: 

 1. Consumer or provider groups make a request to include a new health technology or 
intervention.

 2. The request is reviewed by committees (consisting of experts) at the National Health 
Insurance Service (NHIS) and Health Insurance Review and Assessment Service (HIRA) 
based on various criteria (clinical effectiveness, cost-effectiveness, number of patients 
affected, financial OOP burden, and budget impact). 

 3. The final decision is taken by the Health Insurance Policy Committee (a tripartite 
 committee consisting of consumers, providers, and the government/public sector).

Source: Kwon 2013.

Source: Hanvoravongchai 2013.
Note: IHPP: International Health Policy Program, Thailand. HITAP: Health Intervention and Technology Assessment Program.

Box 7.1 The Benefits Package Decision Process under the UCS in Thailand (continued)

Topic
nomination

Topic
prioritization

for
assessment

Technology
assessment

Appraisal

Decision
making

Submitted topics

Prioritized topics

HTA results/
preliminary recommendations

Recommendations

Preliminary assessment
of each submitted topic

No. of people affected•

Disease/health
problem severity
•

Effectiveness of
technologies
•

Variation in practice•

Financial impact to the
households
•

Equity/ethical implications
(affecting the poor &
rare diseases)

•

Cost-effectiveness•

Budget impact•

7 groups of stakeholders

Secretariat
(IHPP & HITAP)

HTA researchers (IHPP & HITAP)

Working group on health
topic selection

Subcommittee on development of health
benefit package & services system of the
National Health Security Office (NHSO)

NHSO board

Figure B7.1.1 Schematic Diagram of the Decision Process
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and FFS, or some combination of the three. The FFS model in Western Europe 
and Japan is quite different from the one in Vietnam. Specifically, the FFS sys-
tems in the former are subject to an overall cap on total expenditures, and prices 
and volumes are determined within the target ceiling. This strategy avoids the 
cost inflation associated with FFS payment in many settings. Second, for inpa-
tient care services, countries tend to move to some combination of global budgets 
and case-mix adjusted payment categories within the hospital sector. In Western 
Europe, most countries have moved to a performance-based approach using 
some combination of payment per admission based on case-mix-adjusted DRGs, 
while subject to a global budget. Third, the presence of a large purchaser with 
adequate strategic purchasing capacity has proved critical for cost containment. 
Being a large, preferably single purchaser, gives the purchaser greater bargaining 
power to negotiate prices with providers, and control utilization and quality 
(box 7.3).

Box 7.3 Cost Containment through Provider Payment and Purchasing Reforms 
in Thailand and Turkey

Thailand
The NHSO is the largest purchaser in Thailand, purchasing services on behalf of 75 percent of 
the total population (approximately 50 million UCS members). The NHSO has adequate 
 strategic purchasing capacity and has used its bargaining power to reduce the price of medi-
cines, medical products, and interventions over time. For instance, the price of hemodialysis 
decreased from US$67 to US$50 per cycle, leading to savings of US$170 million per year. 

The combination of mixed payment methods (capitation for outpatient care and DRGs for 
inpatient care) with a global budget for inpatient care has further contributed to cost 
 containment. The closed-end payment system has provided strong signals to providers to 
contain costs by prescribing generic medicines, appropriate dispensing of medical technolo-
gies, and encouraging preventive treatments. At the same time, to counteract underprovision 
of services, a potential downside of closed end payment, NHSO has established mechanisms 
such as (a) a 24-hour complaint management mechanism by NHSO staff; (b) quality assurance 
through hospital accreditation mechanisms; (c) a routine auditing system by random medical 
audit teams with financial penalties in place; (d) utilization reviews to monitor utilization rates; 
and (e) an annual poll survey of consumers’ and providers’ satisfaction conducted by 
 independent polling institutes. 

It should be noted that, despite the above measures, overall UCS expenditures have 
 continued to rise. The cost per member rose from Thai baht (B) 1,201.40 in 2002 to B 2,693.50 
in 2011, or a total of less than B 60 billion in 2002 to over B 120 billion in 2011. This is equiva-
lent to a 70 percent increase in real terms over the period. The increase is attributed to rising 
remuneration of health care staff, particularly a rapid increase in extra incentive  payments to 
keep highly skilled professionals in the system.

box continues next page
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Containing Pharmaceutical Costs
Successful control of pharmaceutical spending requires a combination of initia-
tives involving procurement reform and “smart purchasing” of drugs. In other 
countries, these reforms have included efforts to shift preferences toward gener-
ics, external reference pricing, the regulation of margins, clawbacks, price volume 
contracts, and a systematic review of reimbursement policies, especially for high-
cost drugs (Seiter 2010). Meanwhile, addressing the problem of  overconsumption 
and inappropriate use of pharmaceuticals will require greater transparency and 
sharing of information, better monitoring, and, most importantly, provider pay-
ment reforms. Box 7.4 describes strategies adopted by a number of countries to 
control pharmaceutical costs.

Recommendations

Recommendation 1: Rationalize and cost out the benefits package.

Short Term:
•	 Institute a transparent process for rationalizing the benefits package, particu-

larly for adding new technologies and services. The process and the criteria 
used to assess technologies and services need to be agreed on. This step should 
be implemented alongside efforts to clarify the roles and responsibilities of the 
key players (MoH, VSS) in the determination of the benefits package ( discussed 
in chapter 8).

•	 This rationalization process should avoid the false dichotomy that often exists 
between preventive and curative care services, which often results in critical 

Turkey
During the 2000s, Turkey undertook comprehensive hospital reforms in the broader  context 
of the Health Transformation Program, which was geared toward improving  effectiveness, 
equity, and efficiency. A key reform in this area was the introduction of a performance-based 
supplementary payment system for employees of MoH hospitals beginning in 2004, based on 
prespecified individual and institutional criteria. These changes in hospital financing were 
facilitated by reforms that brought together all previous health insurance schemes under the 
umbrella of the Social Security Institution. Furthermore, expenditure caps for the MoH, pri-
vate, and university hospitals have been introduced in recent years to ensure controlled 
growth in hospital spending that is in line with GDP. In 2007, a fixed global budget for all 
MoH hospitals was implemented and, to date, this has been successful in containing further 
 spending growth in these hospitals. Since 2010, the government has also successfully 
 maintained spending with agreed limits for university and private hospitals.

Source: Hanvoravongchai 2013; World Bank 2013b; World Bank 2013c.

Box 7.3 Cost Containment through Provider Payment and Purchasing Reforms in Thailand 
and Turkey (continued)
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personal preventive services being excluded from the package. Personal preven-
tive services that have proven to be highly cost-effective and equity enhancing 
in other settings include counseling, family planning, screening, and nutrition 
services. 

•	 Expand the evidence base on costs and cost-effectiveness to support the above 
process. UNICEF is already supporting efforts to develop and cost a package of 
interventions for women and children.

•	 With respect to the pharmaceutical benefits package:
 – Carry out a systematic review of the current health insurance and other drug 

lists, taking into account the therapeutic value of drugs, cost-effectiveness, 

Box 7.4 Effective Containment of Pharmaceutical Costs in Selected Countries

Croatia: After several years of growing cost pressures, during 2009–10 Croatia reformed its 
 regulations related to the pricing and reimbursement of medicines. Reforms included greater 
transparency in decision making; a stronger role for evidence-based medicine and health 
 economic criteria; so-called rebates, payback, and cross-product agreements in contracting 
with pharmaceutical companies; and other measures. As a result of these steps, expenditure 
on  prescription medicines fell by 13 percent between 2009 and 2010, while spending on 
expensive hospital medicines decreased by 29 percent (Voncina and Strizrep 2010).
Republic of Korea: The National Health Insurance Service (NHIS) has put in place a mix of 
strategies to help contain pharmaceutical costs. Since 2006, NHIS has had a positive list of 
drugs in the benefits package, with two distinct steps taken to include new drugs into the 
list. When a new drug is imported or produced, HIRA takes the decision to list the drug 
based on cost-effectiveness, clinical effectiveness, budget impact, and whether and at 
what price the drug is reimbursed in other countries. The NHIS then negotiates the prices 
of the drug directly with pharmaceutical manufacturers using a price-volume arrange-
ment. The price is  negotiated based on the expected sales of the new drug as well as the 
substitution effect. If actual sales exceed expected sales during a specific period, the price 
of the drug is reduced proportionately. The decision to include the drug in the positive list 
is taken at the end. 
Thailand: The Universal Coverage Scheme (UCS) employs several mechanisms to help 
 contain pharmaceutical costs. The pharmaceutical benefit package is based on the National 
Essential Drug List, which includes medicines that are selected based on their effectiveness, 
safety, as well as cost-effectiveness. It also has a specific policy for encouraging generic drug 
prescriptions. The UCS also has strong monopsony power to negotiate prices with service 
 providers and suppliers. For high-price pharmaceuticals, a central price negotiation system is 
in place to collectively bargain for the best-priced items. UCS previously also used the threat 
of compulsory licensing of medicines to obtain cheaper prices for drugs that are still under 
 patent (for example, antiretrovirals, cancer drugs, and erythropoietin). It is estimated that the 
NHSO saved B 12.5 billion through a combination of cost-control measures, including on 
pharmaceuticals.

Source: Croatia—World Bank 2013d; Republic of Korea—Lee 2013; Thailand—Hanvoravongchai 2013.
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and other important criteria. A first step would be to remove all drugs that 
are known to be ineffective or to have a negative risk-benefit ratio based on 
the literature. A set of rules for including new drugs in the list can then be 
developed. This could be based initially on a needs assessment and the cost 
impact of the drugs, and use relevant data from other countries with advanced 
HTA systems;6 and

 – Adopt a formulary to restrict reimbursement to essential or cost-effective 
medicines.

Medium Term: 
•	 Introduce differential cost-sharing arrangements based on service characteristics 

to modify financial incentives faced by patients;
•	 Strengthen clinical governance so that the provision of care under the benefits 

package is based on evidence-based clinical decision making; and
•	 With respect to the pharmaceutical benefits package,

 – Shift insured patients’ preference toward lower-cost generic drugs. This can 
be achieved through lower copayments to encourage consumption of 
generic medicines (Kaplan, Wirtz, and Laing 2011) and information to help 
overcome potential biases against local and/or generic drugs.

Recommendations 2–4 below relate to reform of the provider payment  system 
and were drawn up through the Provider Payment Diagnostic Assessment that 
GoV undertook during 2012–13.

Recommendation 2: Harmonize the appropriate mix of payment systems.

Short Term:
•	 For provincial hospital services, the capitation payment system should be 

immediately revised to remove provincial-level referrals and self-referrals. An 
alternative payment system should be used to pay for provincial-level referrals, 
such as capped FFS for outpatient specialty services and case-based payment 
for inpatient referrals.

Medium Term:
•	 For provincial hospital services, the above reforms should be accompanied by 

referral guidelines related to clinical practice guidelines or clinical pathways 
that are currently being developed. HSPI is currently developing a simulation 
model to predict the potential impacts on resource allocation across districts 
and levels of care, as well as total costs to VSS of alternative payment models 
for provincial-level referrals.

•	 For district hospitals, Vietnam should consider removing all inpatient services 
from the capitation payment system. International experience shows that 
 capitation is rarely, if ever, used to pay for inpatient services. There are several 
reasons for this. First, unlike primary care, inpatient service utilization is 
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 infrequent at the individual level and, therefore, more difficult to predict at 
the small population level. It is, therefore, unlikely that the capitated hospital 
 payments will match actual need and utilization. Second, the incentives of 
capitation to reduce input use and shift services to prevention while reducing 
curative services could have more serious adverse consequences at the level of 
inpatient services. As in the case of provincial-level services, capped FFS for 
outpatient specialty services and case-based payment for inpatient services 
could be considered also for district hospitals, depending on the results of the 
simulation and impact analysis.

•	 A well-defined package of primary care services that would be paid through 
capitation should be identified, including diagnosis and treatment of  common 
diseases at the district hospital, district health center, and CHS levels. 
Medicines that are related to these services and already covered in the ben-
efits package should also be included. Preventive services are currently 
excluded because they are paid through the budget, but over time capitation 
should include  prevention and health promotion to create the full incentives 
for  providers to prevent and manage common conditions. Although the 
package should be clearly defined, flexibility will be needed in the short to 
medium term because capacity varies at the district level, and there are no 
clear  guidelines for what should be managed at the district level and what 
should be referred.

Recommendation 3: The provider payment systems should be designed more 
strategically to contribute to key health system objectives: reducing the fragmen-
tation of risk pools and expanding effective coverage, addressing the problem of 
hospital overcrowding, and overuse of high-cost services.

Medium Term:
Introduce reforms to the capitation payment system: 

•	 Equalize the capitation base rate. While it has been difficult for Vietnam to 
pool revenues across the different insurance groups, some indirect pooling, at 
least at the level of primary care benefits, could be achieved by equalizing the 
capitation base rate.

•	 Adjustment coefficients should be introduced. A coefficient of 1.1 is  currently 
applied uniformly, and the basis for this adjustment is unclear. A set of 
 geographic and age/sex adjustment coefficients based on actual cost differences 
should be introduced to improve the equity of the payment system.

Introduce reforms to the FFS system:
•	 Streamline the fee schedule and bundle services. The current number of 

 services in the fee schedule is very large and mostly unbundled. Streamlining 
the fee schedule and bundling some services may reduce the incentive to over-
provide services and transfer at least a small amount of risk for input use to the 
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providers. Drugs could be included in bundled payments for procedures and 
treatments, which would help address growth in drug costs as well.

•	 Review the basis for calculating fees. Fees currently have no clear basis in costs 
and policy priorities, resulting in more expensive high-tech services with 
higher fees being favored. The fee schedule should be used as a policy lever to 
disproportionately reward high-priority services and discourage higher-cost, 
lower-impact services with relatively lower fees.

Recommendation 4: The provider payment systems should be accompanied by 
more effective implementation arrangements and appropriate complementary 
measures.

Long Term: 
These complementary measures would provide more clarity about the agree-
ment between purchasers and providers and the expectations on both sides. 
They would also counteract some of the adverse incentives of the various 
 payment systems, and work to reduce the enormous incentives in the system to 
push patients toward more and more expensive services, for which they often 
end up paying mostly, or completely, OOP. The contract between VSS and pro-
viders could be better used to specify and enforce these complementary mea-
sures. Some priority areas identified by recent stakeholder meetings in Vietnam 
include

1. a well-functioning gatekeeping and referral system;
2. appropriate copayments;
3. limits on balance billing with a movement toward eliminating the practice;
4. better health information systems and quality monitoring; and
5. a rationalized and financially sustainable basic benefits package.

Recommendation 5: Defragment the procurement of, and payment for, phar-
maceuticals: centralize the selection of drugs for the reimbursement list, intro-
duce framework contracting for high-volume drugs, and introduce price-volume 
contracts for paying providers.
Under the current system, awards and price negotiations take place at the level 
of the procuring unit, resulting in a wide variation in prices. Defragmenting the 
procurement process would help reduce the variations in prices. Defragmenting 
the payment to providers would also help. Three key reforms are proposed.

Short Term:
•	 The selection of drugs for the reimbursement list (or a specific pharmaceutical 

benefits package—see below) should be centralized. It is recommended that 
facilities are still allowed to use 10–15 percent of their drug budget to buy 
drugs outside the list, to adjust for different preferences and to avoid having 
a lot of marginal requests for inclusion in the reimbursement list. This could 
be combined with Recommendation 1 above.



Strengthening Resource Allocation and Purchasing 99

Moving toward Universal Coverage of Social Health Insurance in Vietnam 
http://dx.doi.org/10.1596/978-1-4648-0261-4

Medium Term:
•	 Framework contracting should be introduced for high-volume drugs. Facilities 

would buy framework contracts from a central price list at preagreed prices. 
They would have two or three choices for each molecule, but would be pro-
hibited from buying these drugs outside the list. The framework contracts 
would be retendered every year so that enough manufacturers remain in the 
market. The range of these contracts can be expanded over time to include all 
drugs on the reimbursement list and not just high-volume drugs.

•	 Pharmaceutical prices ought to be bundled with the cost of treatment for each 
case, except for expensive pharmaceuticals. (See also Recommendation 3 above 
on reforming FFS payment mechanisms).

Recommendation 6: Improve control of pharmaceutical prices.
Several key mechanisms for price control already exist, but reference pricing by 
International Nonproprietary Names (INN) needs to be implemented effectively. 
Price margins need to be regulated more strictly. Lessons learned from pilots to 
control price margins need to be assessed and appropriate policies developed to 
replace Decree 120, which was abandoned due to challenges in implementing it. 
There are two key recommendations for increasing the use of generics.

Medium Term:
•	 The rules and incentives need to be geared toward prescribing and using 

generics. The VSS reimbursement list can either list generic names only and 
set maximum reimbursement rates (applicable for generics and originator 
brands), or define which brands can be prescribed after VSS negotiates 
 framework contracts with suppliers. Even though this might lead to compe-
tition over volume and shelf space among brands that are priced at the same 
( maximum allowable) level, VSS would at least know how much is paid 
across all facilities.

•	 Significant investment is needed into visible quality assurance policies and an 
education effort to wean the population off their “brand addiction." In a 
“brand-addicted” market, a generic drug policy is likely to lead to dissatisfac-
tion among patients, and to providers persuading patients to pay over the limit 
for preferred brands. One way of preventing it is to ensure the reimbursement 
ceiling is high enough to allow multinationals to get under it. In the long term, 
education and quality assurance would be key. A good starting point would be 
to prioritize the registration of generics.

Addressing weaknesses related to the delivery structure is beyond the scope 
of this report. GoV issued a separate Master Plan to ease overcrowding in 
September 2010. The Master Plan acknowledges the need for software  solutions 
such as developing financial mechanisms, revising regulations,  modernizing 
 hospital management, expanding and improving primary care, improving super-
vision and quality monitoring, and strengthening the  information  environment 
to address the accountability and governance shortcomings. These are all reforms 
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in the right direction. To be effective, however, they would need to be imple-
mented with a strategy for strengthening organization and  governance in the 
health  sector. This is the subject of the next chapter.

Notes

 1. Subsumed under technical and allocative efficiencies, there may be efficiencies related 
to scale and scope in the health system.

 2. Decree 79 in 2006 and Circular 11 in 2007 to guide the implementation of the 
Decree were aimed at dropping ceilings on drug price margins and clarified which 
kinds of prices should be used for comparison. 

 3. Based on analysis of IMS data on the volume of the top 30 medicines with the highest 
consumption value carried out by WHO’s Vietnam Country Office and reported in 
Escalante (2012).

 4. This study, which is the most reliable evidence to date on hospital overcrowding, is 
based on MoH ledgers for certain hospital statistics but mainly draws on research 
conducted in 2008–09 in a sample of hospitals in six provinces. The sample included 
five central hospitals, 10 provincial hospitals (three obstetric and one pediatric 
 hospital), and 12 district hospitals.

 5. Actual beds are beds that have been added to “planned” beds on which government 
subsidies are based.

 6. Many developed countries have set up special agencies for the assessment of new tech-
nologies—HTA agencies. While providing the basis for reimbursement decisions, these 
agencies are often separated from the  decision-making process to assure their indepen-
dence and avoid conflicts of interest.
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