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Abstract

Very little is known about the Philippine health care system, and in particular its experience with social health insurance

(SHI). Having initiated an SHI programme 35 years ago, the Philippines hold many lessons for the development of such

schemes in other low and middle-income countries. We analyse the challenges currently facing PhilHealth, the national

health insurer. PhilHealth was formed in 1995 as a successor to the Medicare programme and was given a mandate to

achieve universal coverage by 2010. To date, PhilHealth has been quite successful in some areas (e.g. enrolment), but lags

behind in others (e.g. quality and price control). We conclude that SHI in the Philippines has been a success story so far

and provides lessons for countries in a similar situation. For example: (i) SHI is based on value decisions and the clear

statement of societal goals can give guidance in the technical execution, (ii) SHI is a financing institution and needs to be

treated accordingly, (iii) SHI can be implemented independently of the current economic situation and might actually

contribute to economic development, (iv) community-based health care financing schemes should be merged with the

national SHI in the long run, and (v) there is a strong need to push for high quality care and improved physical access. No

clear suggestions can be given with respect to the benefit catalogue and the balance between economies of scale and

decentralisation. Although riddled with many inadequacies, PhilHealth was set up as a strong and largely politically

independent institution for the development of SHI. SHI can act as a stabilizing institution in a politically and

economically volatile environment.
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Background

Very little is known internationally about the
Philippine health care system, in particular its
experience with social health insurance (SHI)
(Flavier, Soriano, & Nicolay, 2002; Herrin, 1997;
Hindle, Acuin, & Valera, 2001; Priela, 2001; Ramiro
et al., 2001; Ron, 1999; Russo, Herrin, & Pons,
.
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Box 1
Country data philippines

Population (2003) 82 million
Annual population growth rate (1990–2000) 2.4%
Per-capita gross national product (2001) 1030 USD
Gini coefficient (1997) 0.49
Life expectancy at birth female/male (1998) 67/71 years
Infant mortality rate (per 1000 live births, 2001) 30
Maternal mortality rate (per 100,000, 2001) 200
Child malnutrition (% of children o5 years, 1992–1998) 30
Health expenditure per capita (2001) 30 USD
Total health expenditure (2001) 3.3% of GDP
Public health expenditure (2001) 1.5% of GDP
Measles immunization (% of childreno1 year, 2001) 75
TB incidence (per 10.000 population) 297
HIV seroprevalence (% of pop. 15–49) 0.1

Source: Asian development bank (poverty database), World Bank (country data), websites accessed August 15, 2004.
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1996–1997; Solon et al., 1999; Sy, 2003). The
discussion on SHI is still dominated by the
perspective and the challenges faced by developed
countries (Baerninghausen & Sauerborn, 2002;
Busse & Schwartz, 1997; Hindle et al., 2001).

The Philippines is a low- to middle-income
country in South-East Asia. It is an archipelago
with more than 7000 islands. Box 1 provides some
key data.

With 35 years of experience in implementing SHI,
the Philippines holds many lessons for the develop-
ment of schemes in other low and middle income
countries. This article provides an overview of the
development of SHI in the Philippines, together
with an analysis of current policy challenges and
possible lessons for other countries.

The past: starting SHI in the formally employed

sector

The establishment of Medicare 1969

In 1969, Republic Act (RA) 6111 was approved,
creating the Philippine Medical Care Commission
(PMCC), charged with implementing the Philippine
Medical Care Plan (Medicare). Medicare comprised
two programmes; Phase I targeted those in formal
employment, while Phase II aimed to reach out to
informal sector workers, in particular the poor. The
PMCC was largely successful in enrolling workers
in regular employment. With respect to Phase II, the
PMCC was far less successful. From the beginning,
there was a view that universal coverage would be
very difficult to achieve due to Filipino culture and
attitudes (Soriano, Dror, Ampalay, & Bayugo,
2002).

The focus of Medicare benefits was on hospital
care. If the patient was confined in a private
hospital, treatment was paid up to the benefit limits,
after that he or she was supposed to be transferred
to a government hospital. This reimbursement
concept (the ‘‘first-peso approach’’) remains in place
today (Gamboa, Bautista, & Beringuela, 1993).
From medicare to PhilHealth

After President Marcos was toppled in 1986, the
new administration saw a chance to overhaul SHI,
which had failed to extend coverage to the poor.
The ‘‘Health Finance Development Project’’ started
intense research and summarised experiences in
other countries (USAID, 1991). One important
finding was that the extension of SHI can be done
independently of the economic situation and that
there was no need to wait for a strong economy (La
Forgia & Griffin, 1993). In fact, it was argued that
SHI would actually support economic recovery.
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Social health insurance in a decentralized setting

The ‘‘Local Government Code’’ (LGC) of 1991
transferred responsibility for the provision of
health care (amongst other government functions)
from central government to municipal and provin-
cial government (Magno, 2001). Within 1 year
(1992–1993) the Department of Health (DOH)
deployed about 39% (or Pesos 4.2 billion) of its
budgetary appropriation, 62% (or about 46,000) of
its permanent employees, 93% (595) of its hospitals
and all primary care buildings (totalling more than
10,000), to local governments. Such a significant
shift in the organising of financial and management
responsibilities inevitably led to severe disturbances
in the provision and quality of health care.
However, there were positive effects, with increased
health spending, a greater focus on public health,
and stronger accountability at the local level (World
Bank, 1994). In 1999, the DOH embarked on an
ambitious Health Sector Reform Agenda, which
included the improvement of local health systems
and hospital financing, the reduction of drug prices,
and increased SHI coverage (Priela, 2001).

Establishing a new health insurance scheme

The passage of the RA 7875 (National Health
Insurance Act) in 1995 created PhilHealth, respon-
sible for managing and developing the National
Health Insurance Programme (NHIP), thereby
replacing the PMCC (Hindle et al., 2001). A major
policy goal was to achieve universal coverage by the
year 2010. Greater administrative efficiency was to
come from merging strategic planning, operations
and financial management functions. In 1998
PhilHealth set up regional offices, which initially
only processed claims, but now also manage
contributions, conduct marketing campaigns, and
local operations research.

The present: stabilization and expansion

Coverage and payments

PhilHealth has four membership categories: (i)
Formally employed workers. Both employer and
employee contribute 1.25% of the employee’s salary
to PhilHealth. (ii) Indigents. Central government
pays 50–90% of the Peso 1200 (Euro 17) annual
premium, while the Local Government Units
(LGUS) pay 10–50% of the cost (depending on
their financial status). (iii) Retirees, also referred to
as non-paying members. This group includes all
retirees (i.e. above 60 years), who have made a
minimum of 120 monthly premium contributions.
(iv) The individual paying programme (IPP) is for
all those not eligible for one of the three other
programmes. The fixed annual premium of P 1200 is
relatively cheap for a self-employed professionals,
but prohibitively expensive for many farmers and
other workers in the informal economy. Under each
member category, the legal dependants of the
principal member (spouse and all children below
21 years of age, as well as parents and children
above the age of 21 years, who are physically or
mentally handicapped) are also entitled to standard
benefits. Fig. 1 provides an overview on Medicare/
PhilHealth coverage.

Benefits and utilization

PhilHealth categorises treatment, and hence in-
surance claims, into ordinary, intensive and cata-
strophic (e.g. cancers requiring chemotherapy) cases.
Based on this classification, and depending on the
hospital category, PhilHealth reimburses the cost of
care up to a specified amount—with five separate
ceilings: (i) room and board, (ii) drugs and medicines,
(iii) X-ray, laboratory tests etc., (iv) professional fees
and (v) other costs. Emergency care as well as certain
day surgeries and outpatient procedures are also
covered. PhilHealth has developed an Outpatient
Consultation and Diagnostic Package (OCDP),
which is funded through capitation payments to
accredited Rural Health Units (RHUs, the munici-
pal-owned health facilites). The OCDP is currently
limited to indigent members. With respect to overall
contributions and benefits (see Table 1), PhilHealth
pays out about 88 centavos per peso collected.
Overall, there is a cross-subsidy from private
employees towards indigents.

Medicines for in-patients are covered, provided
they are listed in the national pharmaceutical
formula. PhilHealth has no mechanism to control
the costs of either inpatient care or medicines.

Relation to providers and rent capturing

The introduction of reimbursement for ambula-
tory cataract surgery in 1994 as well as coverage for
certain chemotherapies, radiotherapy and dialysis
strengthened the acceptance of PhilHealth. Due to
‘‘first-peso approach’’ of PhilHealth, private health



ARTICLE IN PRESS

Employed (private)

Employed 
(Government)

Informal sector

Indigents

0

10

20

30

40

50

60

70

80

90

100

19
72

19
74

19
76

19
78

19
80

19
82

19
84

19
86

19
88

19
90

19
92

19
94

19
96

19
98

20
00

20
02

Year

P
er

ce
n

ta
g

e 
o

f 
p

o
p

u
la

ti
o

n
 c

o
ve

re
d

Indigents

Informal sector

Employed (Government)

Employed (private)

Marcos toppled

PhilHealth established 
under National Health 

Act Insurance Act 

Fig. 1. Medicare/PhilHealth coverage 1973–2003. Source: Department of corporate planning, philhealth. Note: Population (1972): 39m,

(2002): 80m.

Table 1

Contributions, benefits payment and claims rates for PHIC member groups, 2003

No. of members

(beneficiariesa)

No. of claims Average value

per claim (peso)

Total claims

(peso)

Collection (peso)

Private employees 5.9m (23m) 1m 6238 6.8 bn 8.4 bn

Government employees 1.6m (7.6m) 574,000 5779 3.3 bn 3.3 bn

Indiv. paying members 555,000 (2.7m) 69,000b 6312 433m 500m

Indigent (sponsored program) 1.7m (8.7m) 174,000 4008 692m 561m

All programs 11.2 bn 12.8 bn

m ¼ million, bn ¼ billion.

Source: PhilHealth Corporate Planning.
aNo. of beneficiaries calculated with average family size in the different groups.
bUnderestimated, as a number of IPP members are still counted under the private employees.
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insurers now require their members to also be a
PhilHealth member, with claims made only for the
excess. Hospitals are thus very keen to become
PHIC accredited.

Gertler and Solon (1998), in their analysis of
hospital survey data, conclude that Medicare failed
to effectively finance care because private providers
capture reimbursement payments as a rent. They
found that private hospitals adjust their price-cost
margins to insured patients, in order to maximise
reimbursement revenue. In other words, private
hospitals will charge a higher fee once they find out
a patient is a PhilHealth member. This, in effect,
leaves the patient with often-limited financial risk
protection, as the hospital’s higher fees will counter-
weight the support by PhilHealth. The study uses
data from 1991, prior to the creation of PhilHealth.
Nevertheless, it is unique in providing a detailed
assessment of where the benefits of Medicare
payments fall, and how hospitals adjust their prices
to maximize revenue.

Community-based health insurance schemes

Community-based schemes can be useful in
establishing social health insurance: they provide
access to the informal sector, sensitize the popula-
tion for contribution payments, can respond to local
needs and demands for example in terms of flexible
contribution rates and benefit packages (Preker
et al., 2002). However, evidence on the overall
effects of such schemes is limited (Ekman, 2004) and
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their long-term viability is questionable (Solon,
Gamboa, Schwartz, & Herrin, 1992). A survey
conducted in 2000 (Flavier et al., 2002) evaluated 35
out of 66 known community-based health care
organisations, the majority of which are small or
very small. On average, these organisations serve
less than 2000 beneficiaries, with a combined total
of less than 200,000—about 0.25% of the popula-
tion. The most successful of these schemes, operat-
ing in the province of Bukidnon, collapsed once the
Provincial Governor withdrew his support.

Political (and other) influences and decisions at the

margin

Initially, PhilHealth had no salary-cap in deter-
mining the contributions for employees from
Government and the formal private sector. A very
low cap of about PHP 7.000 was introduced by
Congress and Senate, however, i.e., contributions
do not increase for those earning higher monthly
salaries. The salary cap has since risen to PHP
15,000 (Euro 214) per month largely covering
inflationary effects. However, PhilHealth law re-
quires increases in this cap, thereby gradually
reducing inequities in financial contributions. The
process of decision-making with respect to the
design of the benefit package is unclear. The 2004
amendment of the PhilHealth law (RA 9241) only
defines several a priori ‘‘excluded personal health
services’’ (see Box 2).

The first non-hospital based intervention to be
covered was cataract surgery, a decision which
appears to have been based on political lobbying
rather than a clear needs analysis, or health techno-
logy assessment. The later inclusions of dialysis,
chemotherapy and radiotherapy, also appear to have
Box 2
Excluded personal health services

� Non-prescription drugs and devices
� Alcohol abuse and dependency treat-

ment
� Cosmetic surgery
� Optometric services
� Fifth and subsequent normal obstetric

deliveries
� Cost-ineffective procedures to be de-

fined by the corporation
been the product of lobbying, sometimes with the
support of professional medical organizations, but
occasionally resulting from the private interest of a
single congressman or senator.

The future: steering PhilHealth in a difficult

environment

Achieving universal coverage

To date, coverage stands at around 70%, with
formal sector workers comprising 65% of all
enrolees (43% are private sector employees and
22% are government employees). Recent political
efforts (the ‘‘Plan 5 Million’’ before the 2004 general
election) have led to large-scale enrolment of
indigents, although sustaining this enrolment in
the coming years will be a major challenge. With
respect to the role of community-based health
insurance schemes in reaching universal coverage,
PhilHealth has gradually moved from cooperation
and accreditation of such schemes towards their
incorporation into the national programme.

Price controls

At present, health care providers set prices for
their services, which PhilHealth reimburses up to a
fixed amount. PhilHealth thus fixes the risk that it
bears. For the patient, however, there is consider-
able uncertainty about the extent of out-of-pocket
payments and he effectively bears the risk of
uncontrolled pricing. Whilst the Department of
Health has issued an order to public hospitals not to
charge indigents any of the surpluses over and
above PhilHealth ceilings, there is a completely free
market for the private hospitals with no price
regulation.

Quality of medical care and meeting public needs

PhilHealth accredits hospitals, which meet certain
(moderate) standards, without considering location
and the needs of the health system. Once a hospital
is accredited, PhilHealth reimburses claims provided
the hospital follows administrative rules. Outside of
the large cities, it can often be difficult to find a
hospital in order to avail of the PhilHealth benefits.
Thus, many politicians (who enrol the indigents)
and patients alike do not see an immediate benefit in
being a PhilHealth member. A good part of the low
utilization of medical care can be attributed to the
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Table 2

Social Health Insurance in the national health account, in percent

Source of funds 1988 1991 1994 1997 2000 2001

Government National 45.8 39.4 21.3 20.5 21.5 16.6

Local 4.5 4.7 16.0 17.8 19.6 20.9

Social insurance Social Health Insurance 5.2 10.5 5.4 4.9 6.9 7.5

Employment Compensation 1.3 0.3 0.3 0.2 0.2

Private Out-of-pocket 42.7 38.3 47.5 46.9 41.0 42.8

Private insurance/HMO/Employer/Schools 1.8 5.7 9.6 9.6 10.8 11.9

Heath expenditures as % of GNP NA 2.9 3.1 3.4 3.2 3.1

Per capita expenditure (in PHP) NA 575 817 1.215 1.477 1.519

Source: Data of 1988 taken from Solon, Gamboa, Schwartz, and Herrin (1992), 1991 data onwards from NSCB (2003).
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simple lack of facilities. With 65% coverage,
PhilHealth comprises only 9% of total health care
expenditures (see Table 2 for the national health
accounts). In rural areas this percentage is much
lower: an unpublished large-scale household survey
conducted 2002 in the Province of Southern Leyte
by GTZ German Technical Cooperation and the
National Statistics Office shows that PhilHealth
covers only around 2% of total health care
expenditures, whilst private insurance is virtually
non-existing.

Price of medicines

The price of medicines in the Philippines is high
(World Bank, 2002). In the absence of greater
regulation, PhilHealth is considering using its
purchasing power more effectively, for example
through the development of a drug price reference
index. Simultaneously, local initiatives (with sup-
port of GTZ German Technical Cooperation) are
under way to test innovative financing mechanisms.

Internal management

PhilHealth needs to improve its technical and
operational efficiency:
�
 Management information system: So far, there are
no data about the (estimated) size of the different
target groups, which is especially difficult with
the informal sector and the poor as they are not
mutually exclusive.

�
 Identification of indigents: The identification of

the poor is time consuming and prone to political
influence (the so called ‘‘politically indigent’’
enrolled by the LGUs). A quick and reliable
identification mechanism would be useful.

�
 IT management: so far, a comprehensive IT

management system is lacking.

�
 PHIC personnel: Medicare had 300 personnel in

1995. PhilHealth had around 1000 staff in 1997,
but today has 1028 regular staff and 2900
contractors who working at far less attractive
conditions than regular employees. A fundamen-
tal overhaul of the personnel policy is needed.

�
 Fraud control: Fraud is still an important issue,

but appears to happen on a smaller scale.
Estimates are around 5–10% of reimbursements.

PhilHealth is addressing most of these issues in its
Mid-Term Development Plan, which is also referred
to as ‘‘6S’’, the effectiveness of which will have to be
evaluated at a later stage (Box 3).

What can be learned form the Philippine experience?

The Philippines is an interesting case in two ways.
First, the country has one of the longest experiences
with SHI in a low-/middle-income country. Social
health insurance is becoming an increasingly im-
portant financing option in many developing
countries (Carrin & DeGraeve, 1999) and an
exchange of experiences beyond those in the
developed world is urgently needed. SHI has the
advantage of being an income-related contribution
scheme (thus promoting equity) and is compulsory,
reflecting the importance that is put on health care
as a means to achieve humane living conditions and
social justice. Whilst SHI is regulated by political
decision, its daily management is largely indepen-
dent from political interests since it is ‘‘ring-fenced’’
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Box 3
PhilHealth’s ‘‘6S’’

� System—the problem is establishing an IT system that is responsive to the needs of the
corporation
� Segment—the problem is reaching the informal sector and sustaining the membership of

the indigent and the self-employed sectors
� Service—ensuring quality of services at all times although this is not the sole responsibility

of PhilHealth as it is only the buyer of services
� Staff—enhancing the capacity of PhilHealth staff to cope with the volume of transactions and

the growing demand for service
� Stakeholders—PhilHealth cannot do it alone, hence the need for more partners to support

the program
� Sustainability—the direction is to improve collection and proper investment to increase

revenues and fraud control
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from the political bargaining process of allocating
government tax expenditure. Moreover, the pur-
chasing function that characterises the PhilHealth
version of social insurance, as opposed to the
potentially more passive tax financing schemes,
can also help to drive up service quality, and the
provision of cost-effective services. Secondly, the
Philippines is proceeding down the road to political
and administrative decentralization. Again, this is a
development many low and middle-income coun-
tries are set to follow. The main findings from the
Philippine SHI experience can be summarized as
follows:

SHI is based on value decisions

Any kind of mandatory health financing (tax-
based or SHI) requires national political will. It will
be most helpful, if this political will is based on
expressed societal and political values. The guiding
principles of the ‘‘National Health Insurance Act’’
are concise and clear in terms of underlying value
concepts (e.g. equity, responsiveness, financial
stability, professional quality of care, etc.). Such a
statement of principles is an important starting
point when dealing with technical issues. Phil-
Health’s focus on ‘‘pro-poor’’ policies has led to
the development of targeted enrolment strategies.

Social health insurance is a financing institution

SHI therefore has to put strong emphasis on
adequate financial policies and monitoring instru-
ments preventing cash flow problems and long-term
financial risk. Dwindling reserves, not least because
of inadequate payments from central government
should be closely watched as an acute financial risk.

Extending social health insurance does not require a

strong economy

Given the relative low cost for personnel, addi-
tional employer’s contributions to SHI are not a
major issue in staying competitive in the global
economy. SHI can stabilize income fluctuations and
can reduce the risk of impoverishment, which in
turn allows for higher risk-taking and more
entrepreneurial spirit. SHI can also contribute to a
healthy workforce, which is the backbone for
economic progress.

Community-based financing schemes do not

substantially contribute to the goal of full coverage of

the population

The schemes in the Philippines were not finan-
cially viable in the long run and are highly
dependent on the local political situation. A
national scheme is the best possible risk pooling
and allows for financial stability. It can also be
administered more efficiently. However, cultural
attitudes and health-seeking behaviour should be
taken into account. An interesting and comprehen-
sive approach has been taken in a cooperation
between PhilHealth and the Department of Agrar-
ian Reform (DAR): they developed different models
on how local SHI schemes and PhilHealth’s
Individually Paying Program could be used to
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gradually enrol farmers under some form of health
insurance, with the long-term goal of eventually
merging the different approaches (DAR and PHIC,
2002).

There is a need to actively push for greater quality

and access

Evidence shows that quality services visible to
the people pull demand; hence demand for insur-
ance should also go up. Quality measures should
include the access to drugs, a pressing issue in the
country. A quality bench book for health care
institution and close cooperation with the DOH are
important first steps. Geographical accessibility is
far from optimal right now, but PhilHealth has
recognised this and initial local need analyses have
been made. Right now, PhilHealth’s role in finan-
cing health care is rather limited. However, the
corporation can punch above its weight by having
several important levers to pull, for example the
need for hospitals to be PhilHealth accredited—a
single payer can act as an agent for change (Ensor &
Thompson, 1998).

There is no clear lesson with respect to the benefit
catalogue. Ideally, it should be based on the
primacy of outpatient care (WHO’s Alma Ata
declaration) and strongly oriented towards a good
cost-benefit ratio. PhilHealth’s current focus on
hospital care is not in line with these concepts.
However, local politicians see a clear need to protect
people from catastrophic health care expenditures
and are therefore in favour of hospital coverage.
This even more so, as essential services such as
immunisation and maternal care are currently
financed by the state. PhilHealth law represents
a shift from pure hospital care towards health
promotion and outpatient care. A (modest) out-
patient benefit package has been developed and it
will now be essential to incorporate some form of
cost-effectiveness analysis into the design of the
benefit catalogue. It seems to have been necessary
though, to initially include some politically moti-
vated benefits in order to gain acceptance with
providers and lawmakers.

Another not yet solved issue is the balance
between economies of scale and decentralization.
Whilst a national pooling of health risks would
improve financial stability, some form of local
independence in benefit design and modes of
delivery could help to gain acceptance in the
population and with local politicians.
It will always be necessary to make compromises
to an ideal and rational SHI design with respect to
coverage, payments and benefits (Roberts, Hsiao,
Berman, & Reich, 2004). Despite many difficulties,
the Philippine experience shows that is more
important to have the institutions in place than to
get technical details right straight away. In the case
of PhilHealth, a (small) group of dedicated people is
now working on the margins, using any favourable
political climate trying to achieve the corporation’s
goals. Good policy papers (e.g. Almario & Weber,
2002) coupled with reliable data give mid- to long-
term guidance. For example, PhilHealth has made a
substantial leap forward in achieving universal
coverage with the execution of the ‘‘Plan 5 million’’,
a political move to enrol an additional 5 million
indigents into PhilHealth. It will now be the
corporation’s duty to sustain these efforts.

PhilHealth operates in a difficult environment.
The political and socio-economic climate in the
Philippines can be characterized by an immature
democratic system (Economist, 2004), a high degree
of corruption (the 2003 report of ‘‘Transparency
International’’ puts the Philippines on rank 92 of
133 countries surveyed, with only 5 Asian countries
faring worse), and a still high population growth
coupled with a large-scale environmental degrada-
tion. We see SHI as a possible stabilizing institution
in such a situation. PhilHealth shows encouraging
signs to move towards a trusted institution in a
challenging environment.
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