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Historical Background

S8ince medieval times, groups of people have pooled their resources, in order to
protect themselves against certain types of adversity, such as old age, disability and
sickness, In European cities, guilds would build up funds from periodic contributions of
thelir members, and money would be taken from the fund to help a member facad with a
problem, such as serious illness. Later in the late 18th and early 19th centuries, when
independent artisans were replaced by wage-earners in factories, the same insurance idea
was adopted by groups of workers in a particular industry or a certain locality; the
organizations were called sickness funds or mutual benefit =ocieties.

By the late 19rh century, there were thousands of small sickness funds in Europe, In
order to improve his image as a "friend of workers” and to oppose the rising socialist
novement, Chancellor Bigmarck led the enactment in Germany of a law requiring that all
workers, with wages less than a certain amount, must have the protection of & sickness
fund, This was in 1883 and marks the birth of the soclal sscurity movement.{l) The
same idea was soon adeopted by Austria and Hungary, then later by Great Britain (1911) and
the Scandinavian countries. When France enacted similar legislations in 1928, virtually
all the industrialized countries of Europe had developed programmes of social security (or
soclal Iasurance) for health services and usually certain other benefits as well.

The exact population coverage and health service eatitlements differed widely among
countries. The original German law, for example, assuted payment of the doctor on a fee
basis, with no charge to the worker or dependant., The Scandinavian legislation (in
reaction to the notion that some people "abused” the insurance with excesgsive calls on the
doctor) required that the patient pay a share of the fee (about 20 per cent.,). The
British law changed the fee-for-service pattern, and paid gemeral practitioners by
capitation (a monthly sum for each person choosing the specified doctor). The French law
required the patlient to pay the doctor directly and then seek relmbursement later from the
insurance fund (typically, 80 per cent, of the fee paid) later,
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The trend ju all countries, neverthelesg, was toward breoadening of both population
coverage and range of services over the years. The income level, below which insurance
for health care was mandatory, wac gradually elevated. 35t{ll by the end of World War T,
none of the European countries had evolved to the point of covering their entire
population with entitlement to medical care, It took the Rusafan Revolution in 1919 to
lead in the 19208 to a2 policy decicion by the government of the Soviet Unlon to establish
general healrh service as a right of every resident. For the first two decades of the new
socialist nation, social security was extended to cover all workers and their families in
the cities, but the rural population was covered by a separate system financed by general
revenues. Only in 1937 were the two sub-systems unified into a “"national health service”,
covering everyone for comprehensive health services.

The first country with a market economy and without a revelution to achieve 100 per
cent. E?pulation coverage for a broad range of health services was New Zealand in
1939 € This 1s relatively a gmall country, largely dependent on sheep-herding and
agriculture, The land holdings were in relatively small plots and a strong humanitarian
tradition developed., Women were granted the rvight to vote, for example, 1in 1208 -~ much
before other countries, After World War II, Norway and Sweden extended thelr coverage to
100 per cent. under social security, and Great Britain launched ite Natlonal Health
Services covering everyone in 1948. These extensions of coverage to the rotal population
gradually led to financial support from general revenues and discomtinuance of reliance on
social security as a source of funds. Tt is noteworthy however, that thisz shifr to ./
suppert from conventional taxation (usually considered more "progressive”) has never
occurred without many years of prior experience with social finsurance.

Perhaps the only feature of social securlry for health service that is found in all
countries is the derivatien of money from contributions of both workers and employers,
For one form of benefit ~ compensation for work-comnected injurles or diseases -
contributions (premiums) are paid only by the employers, on the ground that such injuries
should be regarded as a cost of production, ("Experience-rating” of premiume - Il.e.
ralsing them if accident rates are high and vice—versa - also encourages measures to
promote workplace safety.) The employer contribution was specified in the first German
lagislation, and it has been Iincorporated in all subsequent social security laws. The
exact percentages of wages or payrolls levied on employers and workers have differed over
time and among countries., It 1s also customsry to "tax” not the full wage, but up to a
certain ceiling — e.g. on the first 1 000 francs per menth. Sometimes there is also a
contribution to the insurance fund from the government, in recognitien that rhe insurance
pays for certaln services formerly financed by government — such as the care of
tuberculosis or service to indigent persons making ne Insurance contribution,

As a short-cut in terminology, social security supporting health services has come to
be called “statutory health insurance “, If the insurance is not required by law, 1t is
usually described as "voluntary health insurance”. Reference to efther type of lnsurance .a
protection for health service may use gimply "health insuraoce”. This concerns lnsurance
for general health gervices, not solely to compensate for work-—connected injuries or
diseases. Extension of health insurance outside of Europe and to the developing countriee
requires special consideration,

Health Insurance Extension to Developing Countries

The first extension of health insurance ocutside Europe was to Japan 1n 1922, Japan
was already quite industrialized by then, and the initial law applied only to industrial
workers and their families, Apricultural workers, the self-employed, and certain others
were not covered until afrer World War IT.

In 1944, Chile became the first developing country te adept statutery health
{ngurance for part of its population. A moderate amount of iudustrial development and
mining wes ocecurring ian this Latin American country, and a political party, representing
workers, had taken shape. The initial law applied only to this wage—earning population,
not to their dependants, nor to agricultural workers or the self-employed. There were
certain commercial workers, emrolled in voluntary health insurance schemes, not affected
by the 1924 law, Perhaps 10 or 13 per cent. of the Chilean population were covered by
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this firgt law, Chile was alone in the developing world, as a country with statutory
fealth insurance, for a decade, But in 1930 the entire world sank into a magsive economic
depression, and the costs of medical care became a widespread problem.

In 1934, Brazil set up its first “institute" for statutory health insurance, applying
only to commercial workers; two years later a similar institute for industrial workers was
established. 1In 1935 Ecuador passed a national atatutory health ingurance law and in
1936, Peru. In all these countries, including Chile, the patterns of delivery of health
services under insurance financing was different from the European model; doctors, instead
of belng paid by fees for services in their private offices, were pur on salavy and
employed in polyelinlcs established by the socilal security ovganization, These patterns
will be discussed below.

With the onset of World War II in Europe, several other Latin American countries
jeined the "soclal security club”™, providing medical care for a relatively well-employed
workforce in a robust wartime economy. Venezuela adopted legislation in 1940, Costa Riea
and Panamaz in 1941, Mexice in 1942, and Paraguay in 1943, After the war, Colombia and
Guatemala started programmes in 1946, the Dominlcan Republic in 1949, Bolivia and El
Salvader in 1949, Honduras in 1954, and Haiti in 1967, It may be noted that among the 20
sovereign Latin American countries {not counting the small Caribbean island states) at the
time, only Argentina was mlssing from the social security camp. In that relatively
Prospercus country, voluntary health insurance, through hundreds of sickness funds
organized around labour groups as “"obras sociales", covered the majority of the workers
and their families. (More will be said about Argentina later.) In the Caribbean islands,
statutory health Insutance was established in Bermuda in 1970, Trinidad-Tobage in 1971,
and Antigua—Barbadeos in 1973,

After World War II (when 12 of the 20 Latin American vepublics had already
establiched schemes), social security made its debut in Asia. In 1948, India established
under law the Employees' State Insurance Corporation, covering emplovees (and dependants)
in private industrizl and commerclal establishments with 20 or more workers and earning
less that 1 000 rupees per month, In 1949 Iran enacted social security legislation, and
in 1950 Turkey (straddling Asia and Europe). In 1951, under its new socialist Goversment
the People’s Republic of China egtablished statutory health insurance for its industrial
workers in factories and mines, Burma took similar action in 1954, Indonesia in 1957, and
Pakistan In 19653. Asian countries encompassing social security in more recent vears

includg)Taiwan in 1968, the Philippines in 1969, Iraq in 1971, and South Korea in
1976,

The lazt of the developing continents to adopt statutory health insurance programmes
was Africa -~ first in North Africa, where Algeria took action in 1949. Other North
African countries snacted social security in the following decades - Libya in 1957,
Tunisia in 1960, and Egypt in 19753, Another country of the WHO Eastern Mediterranean
Region {(though not in North Afrieca) that adopted statutory health insurance was Lebanon in
1963. In sub—Sahara Africa, the first action in social security for health care was taken
by Guinea in 1932, with coverage of employed persons and their dependents. In 1963,
Mauritania passed a2 law quite similar to statutory health insurance, under i{ts Labour
Code, Senegal took health ingsurance action in 1975. In 1966, Kenya established an
unusual statutory health insurance programme, in its 11mitatian to higher income {(not
lower income) employees and its provision of financing only for hospltalization.

Other countries like gsome island states enacted social security for health care after
World War IL = Cyprus in 1956 and the Seychelles in 1979, Juat off the West Coast of
Africa, the islands comprising Cape Verde enacted startutory health insurancae in 1976,

Altogether, the developing countries with statutory health insurance legislation,
starting in Chile in 1924 and going up to 1979, are as follows:
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Area Countries Year Enacted

Latin Amerlca i9 1924~1967
Caribbean 3 1970-1978
Asia 11 1948-1976
North Africa and Mediterrvanean 3 1949-1963
Sub—Sahara Africa 4 1652-1975
Izland States 3 1956-197%9

Total 45 1924-1979

Thug of the 85 countries in the world that have established social security
programmes that include, among thelr benefitra, the financing or direct provision of health
services, 45 or more than half are developing countries, The patterns by which health
services are delivered in these countries are, on the whole, quite different from those in
the older national programmes of Western Europe.

Patterns of Health Care Delivery

When statutory health insurance was enacted in Europe, the pattern by which medical
care was provided was esgentially a replica of the pattern that previously prevailed in
the private medical market, Thus, patientes who could afford it went to private doctors,
pharmacies, and loeal hospitals (public or private), and the insurance fund paid the billa
(or the greater part of them). In most European countries, administration was by hundreds
of small loecal sickness insurance funds, not by a single national body. Healrh care
finaneing, furthermore, was typically only one of several soclal insurance benefits, the
others heing old age pensions, work—injury compensation, wage compensation durin%
digsabllity and for materaity leave, and sometimes compensation for unemployment, 7)

In the developing countries, the patterns of health care delivery are, by and large,
quite different, and the administrative arrangements are also different. 1In the Latin
American ¢ountries, where statutory health insurance in developing countries was first
applied, the private medical market was not so strong. While many doctors were in private
practice, they were quite happy to receive an assured salary, full-time or part-time, as
againet an uncertain receipt of medical fees. From the viewpolnt of the Insurance fund,
payment of doctoers, like other personnel, by salary was much more economical and less
gubject to abuse. From the outset, in Chile in 1924, therefore, doctors were engaged on
salary — usually for two or thtee hours a day - and stationed in organized polyclinics.
The ingured workers, furthermore, were quite accustomed to obtaining medical care im
¢linies, especially when each facility was served by various gpecialists.

In the ploneer Chilean programme, ambulatory care was provided im polyelinics builr
and tun by the social security body itself. Hospital care, however, wag provided in the
hospitals of "beneficencia” societies or the ministry of health, teo which the social
security organization made payments, This was the initial arrangement also in Brazil's
programme, started In 1934, and Ecuador's which started in 1933. But when Peru enacted
statdtory health insurance in 1936, it found the conditlom of f{ts general hospitals of all
sponsorships to be extremely poor. The social security authorities argued, on behalf of
the workersg, that these public or charity hospitals were inadequate for people who were
“paving thelr own way" for services: they deserved something better. The Peruvian secial
securi{ty programme, therefore, set out to build a much wore modern and well equipped
hospital exclusively for insured workers. Borrowing capital funds from fts own old age
pension fund, it bepan constructing in Lima (the national capital) a new facllity, which
opened its doors as the "Hospital Obrero” in 1940. Soon several other Workers' Hospltals
were bullt throughout Peru, and a new pattern was established,

From 1940 on, every social security programme in Latin America providing medical
care, except Chile, bulilt both polyclinics {(for ambulatory care} and hospitals
specifically to serve its own beneficlaries, In Peru, in fact, a second soclal security
programme for white—collar employees (rather than manual workers) was started in 1948,
with still other newly constructed facilitles; rthe hospitals were particularly
attractive, even luxurfous. The Mexican social security programme startin% in 1942, soon
developed a reputation for architecturally impressive health facilities.(®
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Another special feature was innovated by Peru, in launching the health iasurance
programme for white-collar employees in 1948, These higher-salaried peopla were
accustomed to consulting private physicians, and many doctors were accustomed to have the
employees as thelr private patients. In order to accommodate the wishes (and politieal
pressures) from both sides, the programme allowed employees to have a choice of two
patterns of medical care. They could use the regular and rather elegant facilities of the
organized sub-system or they could consult a private doctor and/er hogpital and have the
fee paid by the socilal security programme — but with subsraneial co=payment (33 per cent.

or more) by the patient, This dual cholce arrangement was thes also adoptad by sevaral
other Latin American ptogrammes,

When statutory health insurance spread to Asia and other continents after World War
II, the Latin American "direct pattern” of delivering care - i.e. care provided divectly
by personnel and facilities of the social security organization itself - was usually
emulated, There were, however, numerous variations in adaptation to local ecircumstances.
A major difference from Latin America was that the countries of Asia and Africa were
generally poorer, Largely because of this, the patterns of both health care
administration and delivery were often more fully integrated with ministries of health, in
the interest of achieving economies, than was customary in Latin America.

In India, for exzample, starting in 1948, the Employees' State Insurance Corporation
(ESIC) worked closely with the Ministry of Health and its state counterparts., Thus, ESIC
did not employ its own doctors and other personnel, but contracted with the state public
health aguthorities to engage the necessary health manpower &8s clvil servants. ESIC
constructs various dispensaries and hospitals in areas with large numbers of insured
persons (including dependants), but the personnel are appointed and supervised by the
public health authorities, All salaries and other expenses ate covered through ESIC
payments to the Btate Ministry of Health. Also, in areas without sufficient numbers of
insured persons to warrant a special facility, ESIC beneficiaries obtain gervices, under
contract, at the regular health centres or hospltals of the Ministry,

In several large cities of India (Caleutta, Bombay and others), where ESIC has large

numbers of beneficiaries and there. are hundreds of private doctors, another pattern of
care is used. Following the British model, insured persons select a private general
practitioner for primary care and he is paid a fixed capitation amount momthly by ESIC for
each person on his "panel”. 1If specialist and/or hospital services are required, the
patient is referred to one of the ESIC hospitals or a Ministry hogpital under contract
with ESIC. Thus in India, both the direct and indirect patterns of health care delivery

are used, and the direct pattern is integrated closely with the resources of the Ministry
of Health,

In Burma, statutory health insurance was introduced in 1954 Ffor employees of firms
with 5 or more workers in industry and commerce (not their dependants), The direct
pattern of delivery is used, but this is entirely through contracts with the Ministry of
Health, The only resources available to insured persons are those of the Ministry. 1In
1943, Iran introduced statutory health insuramnce, completely emularing the Latin American
model; a separate social security agemcy established and oparated its own polyclinics and
hespitals, exclusively for insured persons and their dependants, Some years later, those
facilitles were transferred to the Ministry of Health, so rhat currently the health
gervices are fully integrated, although funds are still derived from contributions of
employers and workers, with some input from government., In 1950, Turkey started a
statutory health insurance programme for employees of industry and commerce, including
dependants. The direct pattern was used for providing all services through the
programme's own resources, without any links ro the Ministry of Health.

In 1931, the People's Republic of China enacted a soeial security law, including
medical care, for employees in state—operated enterprises (nearly the total population),
in government agencies, in schools, and alseo university students, At enterprises
(factories, mines, ete,) health persounel and facilities are provided by the management,
and elsewhere regular public resources for health care are used, with costs met by the
school or agency. Dependents are protected only to the extent of 50 per cent, of the
costs, At many of rhe agriecultural communes, there had been health care cooperatives or
voluntary health insurance schemes, but their current extent is not clear.
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Libya introduced statutory health insurance in 1957 for both employed persons and
self-amployed and their dependants, All services are provided directly at health
facilitles of the social security organization, which also pays all the persomnel by
salary, Tunisia developed a programme in 1960, similar to the Indian model - that is,
with all services provided by the Ministry of Health under centract, Pakistan, starting
its programme in 1962, made use of various patterns of direct delivery - some services
provided in its own facilitles, some in facilities of the Ministry of Health, and some in
facilities established by industrial managements, Mauritania started a programme in 1963,
requiring simply that enterprises develop the resources (salaried personnel and
facilitles) reguired to serve employees and their families.

In spite of the predominance in developing countries of the direct pattern of health
care delivery, a number of countries outside of Latin America started soclal security
programmes after World War II, with health care provided by the indirect pattern. This
was the policy in Algeria (1949), Guinea (1952), Indonesia (1937}, and Lebanon {1963).
Perhaps the previous ties of all these countries to European powers — particular France
and the Netherlands — influenced the pattern of wedical care delivery (through private
doctors and existing hospltals) that they adopted. In 1969, the Philippines enacted
statutory health insurance for privately employed persons and government employees, plus
dependents, so long as they earned more than 1 800 pesos per year. Although not a former
European colony, the Philippines were mueh influenced by the United States, The highly
entrepreneurial character of the Philippine economy and the strong private market in Its
health care system may explain its choice of the indirect pattern of health care
delivery. Under statutory insurance, however, even the indirect pattern allows certain
regulatory standards for individuzl medical practice, not feasible whan payments to
doctors are purely private.

There were further developing countries that introduced statutory health insurance
after 1970, but this was the year in which an important jeint committee meeting of the
International Labour Organisation and the World Health Organization was held on this
subject, It is appropariate, therefore, to pause and review the conclusions of this

committee, before proceeding to consider health insurance developments since 1970 up to
the present,

The ILO/WHO Joint Committee — 1970

The International Labour Organisation (ILO) had been concerned with soclal security
programmes - including those financing medical care — since its founding in 1919, Many of
the Latin American and other countries that developed social security programmes recelved
technical advice from the ILO, In 1944, the ILO Conference adopted Medical Care
Recommendation No. 69, which advocated comprehensive curative and preventive health
services for all persons in a country, It called for coordinated administration, linking
gooial insurance agencles and ministries of health.

Tn 1952, tha ILO Convention proposed "Minimal Standards for Social Security”,
inclusive of provisions for medical care. In 196%, ILO took sction on a “econvention”
(agreement) specifically for "Medical Care and Sickness Benefits”, calling for wider
population coverage and a broader ranpe of health services than the 1952 statement.

The meeting of November 1970, noted above, was the first occcasion at which a Joint
ILO/WHO Committee was convened to discuss the issues of “Persomal Health Care and Social
Security".(lo) The major thrust of the meeting was to call for the closest possible
coordination between social security agencies and ministries of health in the
administration and delivery of health services. The report categorized countries into
three types — those in which (a) the two sub—systems were completely independent (such as
Mexico and Guatemala); (b) the two sub~systems were moderately coordinated (such as India
or Tunisia); and () the two sub-gystems were fully integrated (such as the United Kingdom
or the USSR). The Joint Committee concluded:

"The challenge to all countries is to achieve coordinarion
in the operation or delivery of pereonal health services
(hospitals, health centres, etec.)}, even if financial
support is derived from multiple sources,”
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The Committee considered the various ways that doctors (and other care providers) may
be paid for services under social security programmes, and it concluded thar:

“in the developing countries, the payment of doctors and
other health personmnel by direct salary is, in general, the
preferred method. This is not only because of the resulting
greater economies and systematiec control, but also bacause
this method may aveid giving incentives for unnecessary

hospitalization and favours maximum use of ambulatory
services,”

The Joint Committee faced the frequent allegation that social security programmes
obstruct national health planning by spending large sums of money independently from
ministries of health and allocatiag disproportionarely great regources for the bensefit of
insured persoms (Who may be a small minority of the population). In response it states:

"The introduction of a social security programme need not,
and probably does not, have the effect of reducing the
amount of money going to the public health authorities: at
least there is no evidence that it has such an effect,
Rather it tends to divert money that would otherwise go on
purely private spending (or perhaps to the government, to
maet other competing demands) towards social {medical care)
programme development. Seen in this perspective, soeial
security expenditures for personal health care would not
replace, but rather would be additional te, public health
allocations,”

In order to investigate the issue of social security impacts on ministry of health
financing, an empirical study was made of 12 latin American countries in 1976, The
research question was whether strong social security health programmes were associated
with weak ministries of health, and viee versa. The findings were just the opposite:
among the 12 countries, those with the largest social security programmes also had the
strongest ministries of health. Those with small social security programmes had the
weakesy ministries of health, From these findings, it could be inferred that depositing
eontributions into a soclal security fund captured money that would otherwise be spent
less efficiently in the private sector., It had no effect whatever on tax appropriations
for the ministry of health.{1l) Moreover, it might be added that the devotion of social
gsecurity funds principally to health services for urban familles can have the effect of
freeing Ministry of Health resources for greater concentration on services to rural
families.

As quoted above, the Joint ILO/WHO Committee expressed explicit preference for the
delivery of health services by salaried physicilans under health insurance programmes in
developing countries. The implication of salaried remuneration, of course, is that the
health personnel are working im an organized framework , where teamwork cam achieve bath
economy and quality. As observed already, the great majority of developing countries
adepting statutory heslth insurance have, In fact, implemented the "direct pattern” of
health care delivery ~ if only for its manifest economies.

Yet, health services provided by salaried teams of personnel are not necessarily
without problems. If the salaries are low, the doctors and other personnel may not be
motivated to work diligently, If a e¢linlc session is crowded, each patient may be given
perfunctory care, s0 that the doctor is not forced to work overtime, If the salaried work
iz part-time, along with a private practice, the doctor may cut cormers even wore, Lo
maximize his time for private practice.

The "indirec¢t pattern™ of health care delivery, using doctors and others in private

practice, has the advantage of encouraging the doctor to work hard and satisfy his
patient, If he develops a good reputation and attracts many patients, he earas more

money. On the other hand, the payment of a fee for each medical service can generare
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abuges by the doctor. He may call back the patient for excessive consultations, since
each one commands a fee. He may even perform diagnostic or therapeutic procedures
{(including surgery) which are not medically necessary., This is not simply conjecture;
studies have shown that rates of surgery, under health insurance paying feeg, vary with
the supply of surgeons in an area, not with the rate of surgical disease. 12}

Whatever pattern of health care delivery is implemented under a health insurance
programme, the coordination or integration of the services with those of the ministry of
health can hardly be questioned. Non—duplicated administration is bound to be more
economical, but more importaut is the value of supervision of health services by health
experts. A nministry of health {8 oriented to emphasizing prevention, and this viewpoint
should permeate medical care given under health insurance or any other form of financing.
The expenditure of health insurance funds by a ministry responsible for the health of the
whole population, furthermore, is more likely to be prudent and equitable. Spending by an

autonomous social secority body may lead to the purchase of unnecessarily elaborate
technology.

The views of the Joint ILO/WHO Commirtee on the value of coordinated administrations
were fortunately shared by health leaders in many countries. Perhaps the Committee report
itself had an influence, or perhaps the time was ripe for a change of poliey, In any
event, the statutory health insursnce programmes developing since 1970 have evidently
shown greater recognition of the value of integrated management than those originating in
earlier years. Perhaps the general maturation of ministries of health has been an
important factor., These more recent developments will be explotred in the next section.

Health Ingurance Developments Since 1970

Since 1970, several additional countries have joined the "social security club™ for

financing general health services, and several other countries with establighed health
insurance programmes have made significant changes in their administration,

Since 1870, at least 15 countries have established new statutory health insurance
programmes or have made major organizatiomsl changes in existent programmes, Clasesified
according to the relationships of the health care provided with the Ministries of Health,
these countries are as follows:

Separate Social Coordinated with Under Ministry of
Security Control Ministry of Health Health Control
Bermuda Antigua Cape Verde
Senagal Irag Egypt
Uruguay Saychelles Icaland
Trinadad Ttaly
South Korea
Nicaragua
Portugal
Spain

It may be noted that all but three of the 15 countries are developing, and theae
three (Italy, Portugal and Spain) have relatively modest wealth smong the industrialized
countries, In these three countries, the change since 1970 has been to extend health
insurance coverage to the emtire population, including nen—contributors. More Important,
in 12 of the 15 countries with major health insurance developments since 1970, the
delivery of health service is closely coordinated with the Ministry of Health (4 of them)
or is placed fully under the control of that Ministry (8 of them).

Beyond these events, closer relationships between social security organizations and
ministries of health have been established in still other countries in recent yearz, In
Bolivia the Narional Social Security Fund has been placed under the control of a combined
Ministry of Social Security and Public Health, Insured persons make use of facilities
built originally by the Soclal Security Institute, as well as those buillt originally by
the Ministry of Health, In 1979, the new combined Ministry was made responsible for
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overall coordination of the resources of both previcusly separate programmea.(13) In
1977, Colombia established a "Health Insurance Supervisory Authority” within the Ministry
of Health, empowered to apply uniform national standards for medical care and coordinate
all activities of both social security and ministry programmes,

Panama made a constitutional change in 1972 calling on the Ministry of Health to
harmonize all health activities in the country, including those of social security, On a
province-by-province basig, administration of both programmes would be under unified
Ministry of Health direction, By 1978, eight of the country's nine provinces were
"integrated”, so that large numbers of people in these provinces recelve extensive medical
services without having contributed to the Insurance fund. The same applies to Nicaragua,
where the Sandinista Revolution in 1979 resulted in & unification of all health
activities, including =secial security, under the Miaistry of Health, Every resident is
entitled to health service, the financing of which is largely by the social security fund
(te which only a minority make contributions).

Brazil took major actiom to consclidate six separste social security funds into one
national fund (INPS) in 1966. Then, after several re-organizational steps, a natiomal
medical care institute (INAMPS) was established to provide medical care or to contract
with other public agencies (including the Ministry of Health) or private bodies to do so.
By 1978 the services of the original social security programme, plus those subsidized in
the Ministry of Health, plus those purchased from private or other public providers, were
reaching wore than 80 per cent. of the Brazilian population, From the viewpoint of the
Ministry of Health, the social security programme was financing most of the persomal
health services - including those in depressed rural areas - of the Ministry,

In Chile, a major re—organization was launched in 1952, when the National Health
Service (emulating the British NHS of 1948) was formed from amalgamation of the soecial
security programme (started in 1924), rhe network of charitable or "beneficencia”
hogpitals, and the Ministry's own resources — all unified under the Ministry of Health.
The country was divided into zones, headed by a ministry of health official, who was made
respongible for a2ll health cave activities of the three apencies in his area. About 70
per cent. of the population (most of them being rural and not contributors to social
security) were covered, and additional groups of urban employees were covered by other
schemes; by 1973 almost 100 per cent, of the population had health care protection, The
military coup in 1973 changed the structure of the Chilean health aystem again, so that
higher income people could choose to have health lasurance through various private
schemes, but the NHS remains available to serve the poor.,

In Mexico, the social security programme since 1947 gradually extended its caverage,
In the late 1970z the Mexican Institute for Social Security (MISS) set out to cover nmore
of the rural population. Rather than joining with the Ministry of Health, however, it
took subsidy from the Govermment, called on the rural people to contribute labour for
construction of healrh centres, and extended services to the rural areas. Most of the
operating funds were actually drawn from the contributions of workers and employers in the
cities. Known as COPLAMAR, the Mexlcan programme is applying the "primary health care”
approach, by stressing sucy ambulatory and preventively oriented services and providing
for specialist and hospital care by referral to an IMSS facility in the nearast city.

Argentina, it will be recalled, was the one Latin American country to lack a social
security programme prior to 1970, having instead hundreds of voluntary and autonomous
sickness funds or “obras scciales”. 1In 1972 a major law was passed to coordinate and
promote all these schemes under a national institute {(INOS), which would also set
standards and supervise various technical end adminjstrative procedures, In 1980, further
steps were taken to promote efficient provision of health services. The Minlatry of
Health was nor invelved in these developments but they represent, nevertheless, a major

movement toward coordinated health services. By 1980 INOS had achieved coverage of 80 per
cent. of the Argentine population.

Costa Rica 1s 2 unique case of integration of health services, Iin which the major
responsibilities were transferred from the Ministry of Health to the secial security
programme, In 1973, the Ministry of Health, as well as the Public Assistance Board, were
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required to transfer all their health facilites (hospitals, health centres, etc.) to the
Costa Rican Social Security Fund (CC5%)., Population coverage by 1977 became B2 per cent,,
most of whom were non-contributing rural people. The Ministry of Health remained
responsible for planning, standerd-setting, and general health policy, but the actual
delivery of services was by the CCS5. Other Latin American countries with a high
population coverage after 1970 were Bolivia (26 per cent,), Venezuela {30 per cent,},
Uruguay (50 per cent.), Panama (47 per cent.) and, Mexico (56 per cent,),

Outside of Latin America, the statutory health insurance programme in South Korea 1is
the only post—=1970 one supervigsed by a ministry of health, which contracts with private
providers for care. The programme is compulsory for employees of firms with 16 or more
workers and voluntary for euwployees in firms with 3-1J5 workers. Cost-sharing is rather
ateep, belng 20 per cent. for hospitalization and 30-350 per cent. for ambulatory care.

(It will be recalled that the Philippines programme, starting in 1969, also ugses private
providers by the indivect pattern, but its administration does not invelve the Ministry of
Health)., All the other countries among the eight launching statutory health insurance
since 1970 under Ministry of Healrh management, apply the direct pattern of health care
delivery,

Regarding all the developing countries, starting their statutory health insurance
schemes since or before 1970, a general comment is required on coverage. Excepr for Latin
America, where eight countries have come to exceed 25 per cent, in population coverage,
the proportions of national population covered are small, The programme in India, while
covering about 28 million people, reaches abour 4 per cent. of the country's huge
poepulation. Coverage data are difficult to find for developing countries, but a falr
estimate for the statutory health insurance systems as & whole outside of Latin America
would be well under 10 per cent. of the population, Nevertheless, the trend has heen
toward expanded coverage and wider gcopes of service, In 1981 South Korea was reported to
cover 15 per cent. of its people with insurance, and in 1983 the Philippines report 19 per
cent. coverage, More will be sald about this question in the following section.

Appraisal of Health System Financing by Soclal Security

This may be enough information on the background of social security for medical care
and the experiences of such programmes in various countries to permit some appraisal of
these strategles in developing countries. Any absolute appraisal is not easy, Iin ao far
as a0 much depends on the particular patterns of delivery, coverage, and administration iIn
a country.

The most frequent nepative criticism of social security that is voiced concerns
equity, It is claimed that, by its restriction initially to industrial and/or commercial
workers, social securiry (or medical care, or, indeed, other benefits) favours one
population group over another. Workers have regular wages, from which contributions
{really earmarked taxes) can be collected, along with equivalent ov &ven higher
contributions from employers. Since peasauts or farm workers seldom have such regular
wages, they are not covered and suffer a disadvantage, This effect, it 1s argued,
agpravates the already serious handicaps of rural populatiocns,

Secondly, it is argued that the relatively abundant funds collected from industrizl
wages and employer payrolls result in health care financing which is "unfairly
competitrive” with that available to ministries of health. The hospitals of social
security institutions almost fuvariably have greater amenities that those under ministries
of healrh, and social security personnel receive higher zalaries, Operating mainly In

cities, furthermore, social gsecurity health programmes can more easily recrult all types
of personnel.

Thirdly, social security contributions are sometimes condemmed as a "regressive tax”,
since the percentage of wages collected (e.g. 3 or 4 per cent,) is the same for low and
high income employees. This contrasts with general revenues, where the percentage of
taxation i typically higher for high income groups,
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Fourthly, some critiecs are sceptical of any insurance financing of health services,
on the pground that it puts no constraint on the consumer and leads to over—utilization,
{This argument, of course, would apply to voluntary health cooperatives, as well as to
soclal security.)

Fifrhly, the customary independence and autonomy of social security are condemmed as
wasteful and duplicatilve. TIn each nation, there should be a single health system, in
which all sub-divisions are coordinated. Resources should be allocated on the basls of
need, not according to the source of the money.

Finally, social secwurity in developing countries can reach, at best, only a small
fraction of the population, for whom extravagant technolopy and other resources may be
provided. The same funds could be used much more effectively for providing primary health
care to rural populations.

These are the principle objections commonly veiced about use of the social security
mechanism for financing wmedical care, In spite of them, as we have seen, some 85
countries have employed this wechanism, more than half of which are developing countries.
What are the reasons for the widespread use of this strategy of “statutory health
insurance” in both developed and developing countries.

® Ak ok &

First, it must be recognized that health service financing is, in large part, a
political matter, In countries where no social revolution has caused any abrupt change in
soclal values, there are obviously strong constraints on the expenditure of general tax
revenues for health purposes. In free marker gocieties, this has been around 4 ?553 per
cent. — ranging perhaps from 2 to 10 per ceat. = of the total goverument budget. In
recent years, there has even been a teadency for this percentage to decline, particularly
in African countries., (This may happen, while the overall per cent. of gross national
product or GNP for health increases, due mainly to a rise in private market spending.}

The demands for politically prominent purposes, such as naticnal defence, sducation, or
agricultural development, exert much stronger ¢laims on national revepuss than health care,

In the light of these realities, a financial source separate from and non-competitive
with general revenues 15 highly attractive politically, This probably explains why, ever
gince the German legislation in 1883, social security has been so widely enacted mainly by
conservative governments. (It has been said that governments istablishe secial security
“not to make a revolution but to stop one.") Thus, even when general government revenues
seem tight, funds may be raised from a special tax on workers and employers,

Secondly, the very separateness of social security funds endows them with great
stability over the years. These funds are legally earmarked for specific purposes, such
as health care, and are not susceptible to claims for other purposes. If high
requirvements suddenly occur for military expeuditures, or some other purpose, the health
insurance fund gtill remains inviolate.

Thirdly, social insurance captures funde for health purposes that otherwise (a) might
not be spent at all for health or, if so spent, (b) would go into the private medical
sector, where the expenditure would be much less efficient or even extravagant, This may
be illustrated by examples of countries shown below, in which the national GNPs are

roughly similar, but ¢ne group has established statutery health insurance and the other
group has nots
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GNP per Capita US$ 1981 As % of all Government Expenditures

Country without Health Inzurance

Yemen Arabie Republic ($460) 3.9 (1978)
Nigeria ($870) 2.2 (1977)
Congo P.R, ($1 110) 4,2 (1978)

Country With Starutory Health Insurance

Senegal ($430) 5,2 (1981)
Honduras {$600) 8.0 (1979)
Guatemala (&1 140) 10.9 (1980)

Ingofar as health insurance funds are spent directly in organized programmes (rather thamn
to purchase private services), asz iz the prevailing pattern in developing countries, the
health services are more likely to be efficiently provided, with greater concern for
quality and a preventive orientation.

Fourthly, the allegation of inequity through social security's focus on urban
families is a two-sided coin, The other side means that by special financing of health
services for urban people, statutory health insurance frees the ministry of health to
devote more of its vesoukces to gserving rhe rural population, This contention 1z not so
easy to quantify, but common genge indicares that workers and their dependants, served by
a social security polyeclinie in a eity, cease to be a burden on a ministry of health
centre or hospital out-patient department; the funds saved can be used to strengthen rural
services,

Fifthly, regardless of the short-term effects, the long-term dynamics of social
gecurlty are to gtrengthen the nation's basic resources for health. Hospitals and
pelyelinies are built, which may eventually serve the entire population. Addirional
doctors and other persomnel are trained, and they typlcally serve many other people heyond
the insured, The great expansion of medical school output in Brazil and Mexico, for
examplie, has been atrributed squarely to the opportunities for employment provided by
soclal security programmes in those countries., In India, South Korea, and the
Philippines, social security programmes have been credited with halting the "brain drain”
from those countries.

S5ixthly, the argument about incoordination of a separate and autonomous health
insurance programme iz well taken fn theory, but not necessarily in practice, As we have
observed in previous pages, the trend in recent years, particularly since 1970, has been
toward various forms of coordination. In fact, im many countries (such as Chile, Egypt,
or South Korea), the administratlon of insured health services has been placed entirely
under ministries of health, so that social insurance contributions serve essentially as a
supplementary form of financial suppoert to the Miniscry,

Seventh, the initial neglect of rural populatioms by secial Insurance in develeping
countries has been shown to be subject to important changes. As soclal security
programmes grow stronger, they have been used actually to subsidize rural people, who have
made no insgurance contributions. This has been dome in Panama, Brazil, Costa Rica, and
Maxico, Such subsidies are philosophically justified by the inherent advantages (in
higher per—person productivity) of industrial employment, compared with agricultural.
Moreover, in Japan 1t has been possible to eollect insurance contributions from rural
households, with supplements from tha government.cla) Similar_strateglies in Chinese
communes have been deseribed as "rural health cooperatives”, 1

The claim that prepayment or insurance of any type encourages excesgive utilization
by the consumer has, of course, been made for centuries. It calls for an eighth argument,
which should hardly be necessary in the world of public health., Countless social efforts
are addressed to encourage people to seek health care early im any 1llness, when 1t can be
mote effectively treated. If a payment (fee) must be made at the time of sickness, this
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often inhibits the patient from seeking care, especially if he or she is of low income.
The prepayment of costs by people when they are well, in relatively small regular
installments, has everywhere promoted ready access to medical care. In order to prevent
"frivolous” or unnecessary demand, many insurance programmes impose co—payment
requirements on the patient, but numerous studies have shown that this only deters low
income people from seeking care and has no effect on others, To the patient, a pain or
anxiety is a reasonable justification for seeking help, even though the doctor finds the
condition trivial and the call “"unnecessary”. To the patient the symptom is real. A
rational response to "unjustified” utilizatiom is the education of people about health aad
sglf=-care,

Ninth, it wust always be kept in mind that in the great majority of developing
countries with soeial security programmes, the direct pattern of delivery of health
service through salaried persounel in organized frameworks is used, This means that the
expenditures are wade for planned and efficlently provided services, rather than through
the private market, where inefficient pragtices and even unnecessary services are quite
common under the profit motive. Moreover, by mobilizing funds in a health fnsurance
account, money Is used for health services, which otherwise might be spent for other less
essential purposes. In organized sub-systems, drugs, diagnostic tests, etc, can all be
provided according to rational standards,

Tenth, insofar as statutory health insurance favours resources for urban industrial
families in the short run, this is consistent with the natural utilization patterns in all
countries, For many reasons (educatlon, transportation, attitudes, etc,) urban people
make higher demands on the health care system than rural., Health insurance programmes
help to respond to those higher demands., Also national socio—economic development
depends, in a large measure, on industrialization, so that economic growth is very much
dependent on good health in a skilled workforece. Even in agriculture, effective

productien and growth are dependent on farm machinery, fertilizer, and other resources
originating in the cities.

Finally, the health benefits financed by social security can be highly flexible and -
as has been shown in India, Mexico and Nicaragua — can be oriented to emphasis on primary
health care. The emphasis in previous years on building large urban hospitals with social
security funds was understandable, when such facilities were serilously lacking, But
present policies in many countries share the same philosophy as ministries of health, to

assure primary healrh care as the top priority, with hospital back-up to the extent
NECessary.

Statutory health insurance has the political and social atrractiveness of
constituting self-help and self-reliance on a group basis. Workers and their families are
not seeking benevolance from general government revenues nor from charity. They, with
their employers, are taking action to help themselves. Moreover, in many programmes the
workers or their representatives have a volce in poliey determination, so rhat this

congtitutes a type of community participation, although different from the conventional
form.

In all developing countries, statutory health insurance starts necessarily with
coverage of a small proportion of the population, since regular wage—earners are typigally
& minority. Starting with only about 5-10 per cent. population coverage, or aven less, is
common. With time, as countries industrialize, or even as agriculture strengthens, the
percentage of population covered iIncreases, As we have noted, in several Latin American
countries, more thaan 50 per cent. of the population has been reached, When social
gecurity grows this strong, its resources often permit subsidy of the rural popularion,
even though they have made no insurance contributions.,

The ¢laim that social security is a "regressive" form of taxation 1s more rhetorie
than reality. A 2.0 percent tax, for example, on a 300 peco wage, means half of the same
percentage tax on a 600-peso wage, Many developing countries levy general income taxes
with no greater progressivity than that. Moreover, in the 85 countries with statutory
health insurance, and an additional 55 countries with other {non-health) forms of social
security, the various spokesmen of labeur (Labour Parties, Soeial Dewocratic Parties,
erc.) have everywhere been willing and eager to trade this conservative form of “taxation”
for the e¢lear and stable beuefits resulting from the contributions paid,
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We have considered the historic background of social security financing of health
care, obuerved ifts introduction and growth in developing countries, analyzed the various
patterns of health ¢are delivery in different types of country, reviewed the findings of
the ILO/WHO Joint Committee on the subject in 1970, noted the extensive growth of the
statutory health ingurance concept in developing countries since 1970, and then have

attempted to make an appralsal of the defects and the advantages of the entire movement Iin
the developing world,

What is now happening in the social security movement which relates to the WHO goal
of achieving Health for All by the Year 20007 1In recent years, WHO has become more
sharply conscious of the basic importance of financing, 1f this goal is to be achieved in
countries, A report, prepared for submission to the January 1986 Executive Board,
outlines nine possible options for increased financing of health services, These are as
follows:(la)

Attract more tax revenue possibly from earmarked taxes;

Attract more external cooperation;

Introduce or extend compulsory health insurance;

Require employers to provide defined services;

Introduce or ralse charges for government services;

Encourage money-raising by non-governmental organizations;

Stimulate ¢ommunity financing and voluntary health insurance;

Find savings from more efficlent use of resources;

Reorient priorities or select less costly metheds of delivering services.

wote sl o ke
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The thied of thegse options, "compulsory health insurance" is, of course, synonymoug
with “statutory health insurance”. (The adjective "compulsory” hag been used principally
in a pejorative and negative sense), There is no doubt that world trends in the health
insurance option have been positive. The numbers and percentages of populations covetred
have been increasing everywhere, although the greatest rate of growth has been in Latin

America. The rescurces for primary care, epecialist care, hospital back-up, and
rehabilication have also been Increasing,

Several countries, not examined above, have been actively discussing the introduction
of statutory health insurance, This applies in Thailand, Malaysia, Liberia, and Sri

Lanka, The successess of so many developing countries with social securiiy programmes are
suggesting lessons to others,

Compared with the trends in social security financing, one must regretfully report
that progress in the other eight options has not been impressive, Attraction of more tax
revenues to health programmes has not been noticeable., The trends of percentages of
national budgets allocated to health during the 1980s and even the 1970s have more often
than downwward than upward, Work by de Ferranti from the World Bank shows that from 1973
to 1980, the percentage of national public budgets golng to health in developing countries
declined in 25 countries, rose in 14, and fluctuated unevenly In the rest., The declines
were most numerous Iin the lowest income countries.(

Regarding external cooperation, the prospects of aid for health are equally
discouraging, especially in the light of the world—wide problem of foreign debts.

All six other strategiss probably have greater psychological and politieal than
eronomle value, The amounts of money collected from user charges in developing countries
has always been small, not to mention the political objections to sueh charges. (If low
{ncome people are exempted from such charges, the collections are even less),
Money-raising by non—governmental organizatioms has always been slipght in developing
gountries; more often those agencies are receliving subsidies from governments.

Community financing schemes and voluntary health insurance perhaps have greater
potential, but many of these schemes come to an end after a few years. Thelr greatest
hope {5 evolution into compulsory schemes, which are equivalent to soclal security., The

administrative leadership necessary to keep voluntary schemes alive must be very strong.
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Savings from more efficient use of resources or selection of less cogtly patterns of
delivery ghould always be pursued, In general, however, savings from mors efficient use
of hospitals, for example, are spent on more genercus support of preventive services or
primary health care. In the end, the savings increase needed services, but seldom reduce
budgets,

Lf the above assessments are correct, adoption of statutory health imsurance stands
out as the most practical strategy for increasing expenditures in health systems -
especially expenditures on organized patterns of delivering health care, If objective
trends may be regarded as confirmation of this judgement, the facts are encouraging.

Among the 45 developing countries with statutory health insurance, where coverage data are
available, the trends have everywhere been upward., More people are being covered both
absolutely and as a percentage of the total population, Where fiscal problems have been
faced, as in South Korea, they have been met not by reduclng coverage but by increasing
patient co-pavments,

In past yearg, social security programmes were critized for spending their abundant
funds on elaborate medical technology. (In this respect they were not different from many
ministries of health). 1In recent years, however, the thrust of soclal security for health
gervice in developing countries has been toward emphasis on primary health care and, in
this way, to increase outreach to rural populations, The International Labour
Organization has been actively promoting this policy.czo) One may hope that WHO will

correspondingly recognlze the great potential of statutory health insurance for extension
of primary health care.
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