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SYNOPSIS

Economic pressure for health sector reform is being felt in nearly all countries.
Proposals for such reform tend to focus on achieving one, some, or all of the following
goals: improved health status and client satisfaction; improved technical and allocative
efficiency; and improved equity of access to care. Because of the economic pressures on
health systems, reform efforts in many countries have focused on financing through such
measures as user charges and health insurance. In addition, countries have begun to
reconsider the appropriate organization of services and the role of government in the
health systemn. Thus, organizational reforms, such as decentralization and the public
purchase of privately delivered services via contracting arrangements, are also under way
m many countries. Moreover, experience with financing and organizational reforms
shows that they are interrelated, the success of one often depending on the success of the
other,

This paper reviews experience in this area in a number of industrialized and
developing countries, in the hope of assisting health sector decision-makers in developing
countries. Five categories of reform are considered: (1) reorienting government health
agencies (Ministries of Health); (2) user charges for publicly provided services; (3) health
insurance; (4) decentralization; and (5) service contracting. These were selected because
of the extent to which they are being implemented or seriously considered in many
countries, often without sufficient preparatory work to help define specific measures that
would facilitate their success where progress toward sectoral objective is concerned. The
focus is on improving the use of resources within the health sector and expanding non-
governmental sources of sectoral funding.

An important aim of the paper is to identify the conditions under which specific
reform measures will generate improvements in efficiency, equity, health status, and
consumer satisfaction. A synthesis of experience in individual countries suggests four
kinds of condition for these improvements. The first condition is the policy itself. For
example, retention of some portion of the revenue collected from patient fees for use by
the health facility is a necessary policy to ensure that user charges lead to improvements
in service quality and access to quality care. The second condition relates to the structure
of the health sector and the role of the Ministry of Health. It includes such elements as
administrative arrangements within the ministry, procedures for accountability, the extent
to which managerial decisions are decentralized, the existence of specialized regulatory
bodies, the magnitude of the private health sector and the types of service provided
therein, and the quality and coverage of health management information systems. The
third condition is managerial capacity. This is concerned with the individuals and
institutions responsible for leadership, planning and evaluation, decision-making, and
regulation of the sector. Managerial capability provides the link between defined policies
and their implementation. It is thus a critical condition for the success of financial and
organizational reforms. A final category of conditions deals with factors that are largely
outside the influence of the health sector. These "macrocontextual" factors include a
country’s macroeconomic performance, infrastructural development, educational levels,
and cultural norms.
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Particular measures can have implications for some or all of the goals of reform,
and sometimes these implications conflict. Experience with user charges, for example,
shows that fees usually have negative consequences for equity, but can positively affect
efficiency and quality. Similarly, universal coverage with health insurance should have
beneficial effects as regards equity but could, depending on the specific nature of the
insurance system, be detrimental to efficiency and cost containment. When reforms have
potentially conflicting consequences for the achievernent of sectoral goals, it is important
to make explicit (and quantify) the necessary trade-offs so that decisions-makers may be
better informed.

Successful reform is characterized by a shift in power and accountability for
resource-related decisions from the providers of health services to managerial interests.
Thus, for example, the success of provider payment reforms in health insurance
programmes requires the fund-holding institution(s) (examples include private health
maintenance organizations funded on a capitation basis or a public fund-holder allocated a
global budget for a defined package of integrated services) or providers to be financially
at risk as regards their management decisions, including those on patient management.
Similarly, the success of reforms involving the purchase of privately provided services
with public funds, through competitive bidding for contracts, requires the ministry (or
facility) managers to control the total level of resource use, while leaving providers to
decide how to combine inputs to fulfil their contractual obligations. Experience with
competitive contracting highlights two other timportant elements of successful reform: the
capacity to specify outputs and performance indicators, and the capacity to use
information for purposes of monitoring and evaluation. These are important attributes for
central ministries to have, irrespective of whether they apply to the performance of
private contractors or decentralized units within the government health services.

Despite the lessons from experience with reform presented in this paper and the
widespread implementation of reform measures, there have been few attempts to evaluate
tinancial and organizational reforms in a systematic fashion. Consequently, there is
considerable scope for further research, analysis, and dissemination of findings in this
area. One of the principal subjects for further work suggested in this paper is that of
managerial capacity. Ministries of health have an important role to play in managing
reform efforis, but there is little information available to help decision-makers determine
the "critical mass" of managerial skills needed at various levels of the health system to
facilitate the successful implementation of policies. Further work is needed to assess
institutional and managerial capacity to inform decision-makers on the important measures
that are needed to complement reform policies. The importance of research on such
measures 1s highlighted by the large number of countries implementing reforms in the
absence of useful information on this critical issue.
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Introduction

Health sector reform is not a2 new development; it has been occurring in countries
throughout the world for many years. In the past, WHO has supported the process of
reform under various names, such as the reorientation of national health systems towards
the objectives of health for all (WHO 1983; Kleczkowski, Roemer, and van der Werff
1984), or the strengthening of ministries of health for the support of primary health care
(WHO 1988). WHO is currently involved in supporting capacity building for health
sector reform along with partners from countries and from other multilateral and bilateral
agencies.

Economic theory suggests that, contrary to the case in many other parts of the
national economy, governments should intervene in the health sector because of the
presence of "market failures”, i.e., reasons why the actions of producers and consumers
alone will not yield a socially optimal or economically efficient result (for more
information, see any of the following references: Arrow 1963; de Ferranti 1983; Jimenez
1987; Griffin 1989; Barnum and Kutzin 1993; World Bank 1993a). One important way
in which governments can and do intervene is by implementing policies for health sector
finance. In practice, the declining economic fortunes of many countries and the resultant
decrease In governmental economic support for health services, plus, in some countries,
the rapid escalation of costs in the health sector, led many countries to implement
alternatives to central financing of health services from the treasury during the 1980s.

The measures adopted for health sector reform vary considerably across couniries,
but the broad overall goals are consistent with the goals of the "Health for All" strategy
(WHO 1978) and appear to be widely shared (though the relative emphasis given to each
varies from country to country). These goals are:

a) to mmprove health status and consumer satisfaction by increasing the
effectiveness and quality of services;

b) 10 obtain greater equity by improving the access of disadvamtaged groups (o
quality care; and

c) to obtain greater value for money (cost-effectiveness) from health spending,
considering improvements in both the distribution of resources to priority
activities (allocational efficiency) and the management and use of the
resources that have been allocated (technical efficiency).

Economic pressures for health sector reform are being experienced in nearly all
countries, albeit in different degrees. In particular, the extent of additional financial
support available from governments for health services is unlikely to expand, and national
heaith authorities (usually Ministries of Health) are considering or implementing reforms
1o (1) make better use of existing resources, and (2) increase nongovernmental economic
support. There is scope for all governments to enhance resource allocation and
management in order to enhance sectoral efficiency and the productivity of health
resources. Such policies consist of measures to expand access and improve quality within
existing resources, measures to mobilize additional resources, or 2 combination of the
two. In short, they seek to improve the organization and management of health sector
[CSOUICES.




For reforms to be effective, they must address the critical shortcomings in the
allocation, management, and mobilization of resources that exist in the health sector of
most countries. These are discussed in turn below.

Resource Allocation. Evidence from many countries suggests that patterns of
health spending are not cost-effective. In other words, the relative amount spent on
various health inputs is inconsistent with sectoral goals. For example, in many
developing countries, government health spending is concentrated on hospitals, especially
tertiary hospitals (for specific examples, see (Barnum and Kutzin 1993; Mills 1990a).
This has a detrimental effect on equity in addition to being inefficient because this pattern
of allocation leaves rural facilities relatively starved of inputs. Consequently, the highest
costs of access to services of acceptable quality are those facing the most remote
population groups. Another aspect of allocative inefficiency observed in many developing
countries is excessive spending on personnel relative to other recurrent inputs, such as
pharmaceuticals or maintenance. This often occurs because of civil service constraints
which make it difficult to retrench staff, even when funding for government health
services is contracting. The result is a health sector characterized by very low
productivity because of the relative scarcity of non-staff recurrent inputs.

Resource Management. Current levels of waste and other forms of technical
inefficiency in national health systems are considerable. Even if resources were allocated
towards a more cost-effective organization of services, the waste and mismanagement that
characterize the use of resources in many countries would undermine the improvements
that would otherwise be expected. The magnitude of the losses from this form of
inefficiency is great, as is evidenced by findings regarding pharmaceuticals. One study
(Shaw and Elmendorf 1993) concluded that, in Africa, waste and inefficiency are so great
in the procurement, storage, prescription, and use of drugs that only about 12% of the
total amount spent by governments on these inputs actually reaches patients in the form of
pharmaceutical products of good quality. Large hospitals are another important scene of
technical inefficiency. Partly because of the size of some of these institutions (facilities
with more than 1000 beds exist in many countries), they have proved very difficult to
manage. Consequently a substantial amount of the potential benefits from the large share
of government resources that they absorb is lost.

Resource Mobilization. For many low income countries, financing the costs of
providing a minimal package of cost-effective public health and clinical services to the
entire population would exceed current levels of government spending, even if resources
were allocated and managed efficiently (World Bank 1993a). Private spending has the
potential to fill this gap. Spending by individuals and households represents a substantial
share of total spending in poor countries, accounting for an average of 44% of total health
spending in sub-Saharan Africa and 78% in India, including foreign assistance (Bennett
and Ngalande-Banda 1994), or about 50% and 80%, respectively, if such aid is excluded
(World Bank 1993a). However, it is likely that much of this private spending occurs
outside the organized health system. In the countries concerned, therefore, there is a
need to mobilize additional (i.e., private) economic support for essential health services,
in addition to the need, facing all countries to varying degrees, to reallocate resources in
favour of more cost-effective interventions and to reduce waste and improve management.
Consequently, options such as the expansion of user charges for government-provided
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services, greater cooperation with the private sector, decentralization, and health
insurance programmes are being considered. In industrialized countries and some middle-
income countries, the principal concern is not to mobilize additional resources but to
control the rapid growth in government (and private) health spending. Here, the focus
has been on changing incentives within health financing schemes to slow down the growth
rate of expenditure,

The reform of health financing and organization involves addressing shortcomings
in several interrelated components of a nation’s health system (for a discussion of these
components, see Kleczkowski, Roemer, and Van Der Werff 1984). For example,
problems with the organization of resources in the health sector are experienced in all
countries. The organizational component reflects the institutional arrangements of a
country’s health system. Key elements of health resource organization include the
relative roles of the public and private sectors, the extent of management and financial
(de)centralization, insurance arrangements in either the public or private sector, the extent
and role of associations of health professionals, and any other institutional characteristics
or participators in the health sector. In addition to organizational problems, the poorest
countries also suffer from inadequate availability of economic support for health services.
Sources of finance include (to varying degrees) governments (central and local levels,
including social security systems), employers, individuals and households, communities,
voluntary groups, and international sources (donors, investors, nongovernmental
organizations). Finally, effective management of systems and resources is often lacking
in national health systems. The management component includes the individuals and
institutions responsible for leadership, decision-making, and regulation of the health
sector. Managerial functions include planning, monitoring, evaluation, and
implementation. Management is critical because it is intertwined with the other
components; managerial decisions affect how resources are used, and, ultimately, how
services are produced with the available resources. It is, therefore, the essential element
in the link between policy and practice. ‘

This paper is concerned with reforms in health financing and organization.
Improving the generation, allocation, organization and management of resources is a
priority for the health sector of nearly every country. Financing and organization should
be considered jointly because they are interrelated. The success of what are ostensibly
financial reforms, such as a change in user-fee policies, depends critically on
organizational factors (the extent of decentralization of financial management, for
example). Therefore, the next section of the paper contains an assessment of expectations
and experience with reforms intended to mitigate the impact of the limitations of
government economic support for health services and to improve the organization of
services. These reforms--reorienting mimistries of health, user charges for publicly
provided services, health insurance, decentralization, and contracting of publicly financed
services--are potentially relevant to the health sectors of many countries. The final
section of the paper is a summary of the lessons leamt to date with regard to financial and
organizational reform and suggests important areas in which farther research and analysis
could yield information relevant to policy.




Assessment of Reforms to Health Sector Finance and Organization

As suggested above and shown in the discussion below, the connection between
finance and organization means that the assessment of reforms related to the mobilization,
allocation, and management of resources involves not only financial, but also
organizational and managerial considerations. The topics selected for discussion in this
paper reflect the importance of such links. For example, user charges and health
insurance are usually referred to as health-financing reforms, but their success depends on
much more than policies for pricing services and premiums. Organizational factors, such
as the degree to which pricing and spending authority is decentralized or whether a single
government agency or a number of competitive firms serve as third-party payers, are
critical elements of these "financial” reforms and, therefore, they should be treated
together. Likewise, organizational reforms such as decentralization are often motivated
by a health ministry’s financial situation.

For each reform discussed, a brief overview is presented of the current state of
knowledge with respect to both problems and potential solutions derived from theory and
experience in a variety of countries. Specific conditions that are likely to be associated
with the success of sector reforms are then suggested, "success" being assessed in relation
to the achievement of the goals of reform as described above (improved health status and
consumer satisfaction, improved access for disadvantaged groups, and greater value for
money). This section begins with a discussion of the reorientation of government health
authorities (ministries of health) to facilitate reform. This is discussed first because it
directly affects the success of other reforms. Subsequent subsections deal with user
charges, health insurance, decentralization, and the contracting of publicly provided
services.

Reorienting Ministries of Health

Health sector reform requires a deliberate policy on the part of the government to
improve performance. For reforms to the delivery, finance, or organization of health
services to be managed effectively, health ministries must be reoriented away from their
current functions to structures and capabilities consistent with reform. Reform efforts in
many countries have suffered because potentially beneficial policies were implemented in
the absence of without the context of a ministry of health capable of supporting and
managing themn. Health ministries have an important role in the financing, organization,
regulation, and delivery of health services. The success of financial and organizational
reforms with respect to efficiency, equity, health status, and consumer satisfaction
depends on the active participation of health ministries. Thus, the reorientation of
ministries of health, both as an organizational reform in and of itself and as a supportive
measure, is a critical element in the process of health sector reform.

This section considers three broad aspects of the subject: civil service reform,
restructuring ministries of health, and policy toward the private sector. The need for
changes in the structure and functions of health ministries in the light of the other reforms
discussed in this paper--user charges, insurance, decentralization, and service
contracting—is discussed in the subsections on each of those specific topics.




Desired Effects of Reorienting Ministries of Health. The broad purpose of
reorientation is to facilitate progress towards the goals of health-sector reform by
improving the effectiveness and efficiency with which governments administer their
programme. An effective and responsive ministry of health can facilitate development
activities by supporting improvements in the provision of services by both the public and
private sectors. The objectives and expected outcomes of measures 1o reorient healih
ministries include:;

a) making the ministries smaller and less hierarchical;
emphasizing management of performance and resources instead of
bureaucratic rules;

b) separating the functions of service provision and service financing to enable
better performance through pro-competitive measures involving both the
public and private sectors; and

c) shifting the mix of staff and skills from an emphasis on technical and medical

training to a concentration on management, finance, and planning (Conn
1994).

Experience to Date. The reorientation of health ministries has been stimulated by
a number of factors in addition to the desire to improve performance. Shortages in
government finance have meant that an ever-growing public sector could not be
supported. Donors have also put pressure on governments to reduce the size of
bureaucracies. New ideas with regard to the changing role of health ministries - from
direct delivery of services to monitoring and finance -- have also given impetus to
reforms in the organization of civil servants working in the ministries (Conn 1994).
Although many countries are in process of reorienting their health ministries, their
experience in this area has not been well-documented. Thus, evidence about the to the
performance of these organizational reforms is limited.

Many countries suffer from a mismatch between the organizational structures and
management systems of their health ministries and their sectoral reform policies.
Ministries are usually not structured in a way that facilitates integrated finance and
management of programmes, or promotes intersectoral cooperation and public/private
partnierships (Cassels and Janovsky 1991). In Ghana, for example, a history of vertically
structured public health programmes in the Ministry of Health has led to separate
mtanagerial structures and staff, each concerned with a specific subject (e.g .,
immunization, guineaworm, maternal and child health, etc.). The entrenched vertical
lines of authority are a constraint on the reorientation of the ministry toward a more
integrated structure (Cassels and Janovsky 1991).

The success of policies to reorient Cameroon’s Ministry of Health was also
constrained by a number of structural obstacles. The administrative divisions of the
country’s government (provinces, departments, and arrondissements) were inconsistent
with the health districts that were established. Attempts to reconcile the health district
boundaries with existing political boundaries raised several problems: efficiency would
be compromised because of lack of sufficient population in some areas; access to referral
facilities would be limited; and there would be inconsistencies in the number of health
areas in a single arrondissement. It was also discovered that the goals of the proposed
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reforms were inconsistent with the existing organization of the health ministry, which has
departments with overlapping mandates leading to duplication of responsibilities.
Moreover, human resource management functions are divided among three ministries:
Public Service (terms and conditions of employment), Finance (payment of salaries), and
Health (daily management). This structure leads to conflicts between managers and
compromises attempts to establish performance-related incentives and sanctions (Owona
Essomba, Bryant, and Bodart 1993).

The reorientation of ministries of health requires substantial resource inputs (i.e.,
money, personnel, and time), especially for large scale programmes of training,
redundancy payments, and salary increases. Consequently, many countries rely on donor
support to meet the expenses involved. In Jamaica, for example, the Ministry of Health
received financial assistance from the United States Agency for International Development
(USAID) to cover the retrenchment expenses for hospital staff who were replaced when
cleaning and portering services for several hospitals were contracted to private providers.
The cost implications of larger-scale reforms may be such that they may only be partially
implemented. Moreover, governments and donors often underestimate the time needed to
reorient a ministry of health. Reorientation implies substantial changes to attitudes and
practices in addition to retrenchment, retraining, and recruitment. Usually, reform
policies are put into place well before a ministry has an appropriate mix of managerial
skills for their support. Given the difficulty and cost of reorienting ministries of health,
short time frames are unrealistic (Conn 1994).

Many ministries of health lack the capacity to manage their existing programimes
effectively, and reforms intended to create more pluralistic systems would place even
greater demands on scarce managerial inputs. In 1991 in Cameroon, for example, there
were only eight trained health administrators and 36 doctors with public health training
for the 123 health districts proposed for a restructured ministry of health (Owona
Essomba, Bryant, and Bodart 1993). Moreover, reforms in the nature of rewards for
meritorious performance would run counter to existing management cultures in many
countries where promotions are related to ethnicity, connections, and seniority. In Lao
People’s Democratic Republic, for example, a policy to reduce medical-school intake to
less than 100 annually was ineffective because personal connections prompted the
admission of 125 students (Conn 1994),

Most civil service reform programmes have been implemented in an uneven and
limited manner, often with unrealistic targets. Retrenchment programmes, for example,
are a delicate political issue, and are nearly always compromises involved in their
implementation. Thus, savings due to retrenchment have often been minimal. In Ghana,
for example, staff reductions saved less than 1% of total government recurrent
expenditure in 1988. In Uganda, progress toward the target of a 30 to 40% reduction in
the size of the civil service was made only by deleting a large number of "ghost”
(deceased or otherwise non-existent) workers from the payroll and retrenching large
number of low-paid, low-skilled workers (Conm 1994).

Because of the relative power of professional groups in many countries,
retrenchment has distorted staffing patterns in a way that has probably had detrimental
effects. Uganda, for example, retrenched a large number of "group employees” as part
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of its reform programme. These are relatively low-paid, low-skilled workers who were
nonetheless often staff of importance for rural health services with strong links to the
communities they served (Conn 1994). Similarly in Jamaica, staff reductions during the
mid-1980s focused on a relatively low-paid cadre, the community health aides, despite
their importance in the delivery of care to rural populations (Abel-Smith 1989).

The success of attempts to coordinate with, and regulate, the private sector
depends critically on a ministry’s managerial capacity as well as on a structure that
clearly delineates responsibility for interactions with the private sector. Most countries
use some combination of incentives and regulation in an attempt to ensure that the private
sector contributes positively to health care objectives. Several African countries require
private doctors, pharmacies, and hospitals (including nongovernmental organizations) to
be licensed and registered, the aim being to ensure the quality of care and enable the
government o keep tabs on private-sector activity. However, the capacity of
governments to engage in effective regulation is limited, especially with regard to private
drug-sellers. While some success has been reported with the enforcement of regulations
concerning the handling, sale, and storage of drugs in Zimbabwe, illicit sales of drugs are
commonplace in Nigeria and Senegal, with counterfeit products an especially large
problem in Nigeria. Because the regulatory authority of governments, tends to be weak,
this responsibility is often ceded to professional associations. However, present limited
experience with such self-regulation by medical councils suggests that they may not be a
very effective means of control, and public "back-up” regulatory bodies are probably
needed (Bennett and Ngalande-Banda 1994).

Health ministries in developing countries have used a variety of incentives to
encourage private providers to serve public interests. In addition to contractual
arrangements (discussed below in a separate section of this paper), several countries {e.g.,
Nigeria and Zimbabwe) have furnished private providers with free supplies inputs (such
as vaccines and condoms) that can yield potentially broad health benefits. In Ethiopia,
private practitioners are entitled to purchase drugs and medical supplies from subsidised
government sources. A number of African governments provide direct financial support
to nongovernmental organizations health facilities and their umbrella organizations in the
form of block grants, secondment of personnel, payment of staff salaries, tax free imports
of medical supplies and equipment, payment of retirement benefits, and payment for staff
training (Bennett and Ngalande-Banda 1994).

Conditions Asseciated with Progress. Successful health sector reform requires
ministries of health to change their roles and functions. They must focus more on
management, policy formulation, and regulatory functions, while possibly relinquishing
direct responsibility for delivery of services. In decentralized systems, greater capability
must be available at lower levels of the system, while the centre is reduced in size and
focused more on policy, planning, and monitoring. Organizational reforms towards
geographically oriented and integrated health systems are hampered by health ministries
that are organized on a vertical programme basis. Support for these reforms entails a
restructuring of the ministries in question. To this end, donors should not establish
programmes that create separate vertical management structures within health ministries
or attract the best public sector managers for programmes with a relatively narrow focus.
Cassels and Janovsky (1991) report that several countries, including Botswana, Ghana,
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Nepal, and Zimbabwe, have begun to restructure their health ministries in a2 manner
consistent with reforms for decentralization and the integration of vertical programmes.
Where reforms include the establish of contracts for the provision of clinical or non-
clinical services, ministry staff (either centrally, regionally, or at the facility level) must
have the skills needed to write contracts, evaluate bids, and monitor performance.
Enhancing the ministry’s capability as a careful purchaser of services can greatly expand
the benefits of contracting reforms.

Health staff at various levels of the ministry of health will need retraining,
especially in management, finance, and planning, to prepare them for their new tasks.
New cadres of managers may need to be hired as well. For the skilled staff that the
hinistry wishes to retain in the reformed system, improved salaries and/or conditions of
service are needed as incentives. Personal management systems also need to be improved
in order to monitor staff performance effectively. In many countries, this may also mean
upgrading information systems to generate staff performance data on a regular basis. In
Lao People’s Democratic Republic, for example, the Ministry of Health could not
determine whether targets established for recruitment and retrenchment had been met
because the information system was unable to provide even this basic information.
Upgrading of financial management systems is also likely to be needed (Conn 1994).
Most importantly, managers and staff must be accountable for their performance if
reform is to be meaningful.

In order to benefit from reforms that are intended to generate an expanded role for
the private sector, ministries must develop capabilities in negotiation, regulation, and
integrated planning. The establishment of regulatory mechanisms implies a need for
legislation, procedures, and identification of regulatory agencies and systems, plus the
appropriate support systems. Governments should also design incentives to encourage
private providers to meet sectoral aims, such as locating services in areas that are
underserved by government facilities.

There has to be both bureaucratic assent and political will for reforms to be
successful because the proposed changes may often cause civil servants to feel threatened.
Support for reform from top management and professional staff is essential and should be
encouraged. In Ghana, for example, a system was put in place to encourage the
promotion of qualified public health physicians to senior positions, thus creating a
"critical mass” of managers committed to reform. UNDP "topped off" the salaries of
Ministry of Finance staff in Uganda as an incentive for staff to implement the country’s
economic reform programme and reduce absenteeism and the loss of skilled staff from
government service. These measures have reportedly been successful (Conn 1994).

An important prerequisite for successful reform is that there should be a growing
macroeconomy. Uganda’s government recognized this by explicitly tying its plans to
increase public sector salaries to economic growth rates of at least 6% and improvements
in public revenue collections (Conn 1994). Retrenchment is likely to be more palatable
politically when the economy is expanding and former civil servants can find work in the
private sector. Increased revenue is needed to pay higher salaries, so that the
government’s revenue branch needs to be functioning adequately.




Summary. Reorienting health ministries to support financial and organizational
reforms is an immensely difficult and complex task, and success to date has been limited.
Nevertheless, reorientation and managerial development must be pursued because they are
necessary conditions for meaningful reform.

User Charges for Publicly Provided Services

Given the broad reform goals of improving efficiency, equity, consumer
satisfaction, and health status, achieving a high degree of cost recovery is not, in and of
itself, an objective of public health policy. User charges can, however, be useful means
of advancing towards such goals as a sustainable health service of adequate quality
{Creese 1991). In the public sector, therefore, cost recovery constitutes a means to an
end rather than being an end in itself. Whether user charges are successful 100ls for
enhancing sectoral objectives depends above all on the organizational and managerial
context in which they are applied.

Desired Effects of User Charges. The World Bank’s policy study on health
financing (Akin, Birdsall, and de Ferranti 1987) suggested several ways in which user
charges for publicly provided health services could lead to greater efficiency in the health
sector than when services are provided free of charge. Most of them are derived from
the expected effect of prices on the behaviour of potential consumers (patients). First,
fees could dissuade unnecessary use of services. Second, by coordinating prices among
different levels of facilities, fee systems could encourage appropriate use of first-contact
and referral facilities. Third, where fees are charged in a facility, exemptions for such
important services as prenatal care or tuberculosis treatment could encourage their greater
use. It was also suggested that providers of services would be encouraged, out of
concern for the new costs facing their patients, to limit such practices as over-prescription
of drugs. Moreover, prices were expected to provide an incentive for the provision of
higher quality care, leading to greater consumer satisfaction. Another rationale for
recommending (see also Griffin 1987) the introduction of fees for publicly provided health
services was that fees could result in improved equity. It was argued that persons with
higher incomes tend to use services more than those with lower incomes, 5o that the
introduction of fees would reduce inequity by obliging better-off persons to pay.
Moreover, the funds made available could be targeted to services for the poor, who could
be charged lower fees or be fully exempted from payment.

Experience to Date, The potential beneficial effects of fees from the standpoint
of equity are usually not realized because (1) fees tend to dissnade the poor more than the
rich from using services; and (2) income-based pricing and exemptions have proved very
difficult to implement in a consistent and accurate manner. Studies in many countries,
including Bangladesh, Ghana, Lesotho, Peru, Swaziland, and Zaire, as well as in Canada,
the United Kingdom, and the USA, have also shown that poorer people are mote likely (o
be put off by price increases than richer persons are (Creese 1991, Gertler and van der
Gaag 1990). Travelling distances, which reflects cost, both in time and money, of
gaining access to a health facility, has been shown to have a similar deterrent effect (see
Gertler and van der Gaag 1990) for evidence from Céte d'Ivoire).




The policy generally recommended to mitigate the effects of fees on access for the
poor is to exempt them from payment. In a review of fee exemption policies in
developing countries, Barnum and Kutzin (1993) found that most countries provide for
such exemption in government hospitals. However, they also found an array of other
exemptions of an inequitable nature, notably for civil servants and members of the armed
forces (examples can be found in Ghana, Mali, Niger, 8t. Lucia, and Yemen). Thus, a
survey of patients at Niger's central government hospital in Niamey found that the
average income of non-exempt patients was less than that of the patients as a whole
(Weaver, Handou, and Mohamed 1990).

Even when there is an exemption policy that would clearly enhance equity and
improve access for the poor, the implementation often varies from the original intention.
The basic issue is that of identifying persons too poor to pay fees and ensuring that they
have access to needed services, while guaranteeing that the better-off pay the designated
fee. It is admimstratively difficult to determine a patient’s income accuralely ,
particularly in places where most income is generated through subsistence farming and
patients have little incentive to be truthful about their economic status. Gilson (1988)
presents evidence to this effect from Swaziland and Thailand. An inability to limit
exemption to those actually in need has also been reported as occurring in Belize, the
Philippines, and Senegal (Levine, Griffin, and Brown 1992). At the same time, it was
noted that in a few countries, such as Ethiopia, "leakage” of exemption benefits occurs to
a much lesser degree. Even with the necessary adminisirative capacity in place, the cost
of implementing a strict means-testing programme in most countries might be greater than
the revenue that could be collected from fees, especially where charges are low.

Although the imposition of user fees has curbed the utilization of services to some
extent, there is no evidence to date that those deterred from using the services did not
really need them (Creese 1991). It is probable that the other costs involved in gaining
access to services were sufficient to deter their use. Indeed, on the basis of an
econometric analysis of household survey data from Ghana, Lavy and Germain (1994)
conclude that distance from health care providers played a greater part in deterring
demand than did the actual price. Thus, 1t is unlikely that the imposition of fees will
have the effect of discouraging the unnecessary use of health care services, particularly in
areas where a visit to a health facility involves significant additional costs.

The gearing of prices to the level of the health facility (i.e., having low prices at
first-contact facilities, higher prices in district hospitals, and the highest prices in tertiary
hospitals), sends signals to potential consumers that can affect patterns of utilization.
Such systems of "cascading” charges exist in a number of countries, including Kenya,
Indonesia, Mozambique, Namibia, Zambia, and Zimbabwe (Bennett and Ngalande-Banda
1994; Barnum and Kutzin 1993). Mozambique and Namibia go further by encouraging
the proper use of the referral system through the exemption of referred patients from
charges at higher-level facilities. At first sight, this type of coordinated pricing makes
sense, but the effects of such pricing policies on the use of the referral system have not
been studied. The common finding of underused health centres and overcrowded hospital
outpatient departments (as in Zambia, for example) suggests that a coordinated pricing
policy is not, by itself, sufficient to improve the use of the referral network. Other
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measures, especially for improving the quality of care available at first-contact facilities,
would seem o be needed as well.

The cost-effectiveness of health services can be improved by measures to increase
the probability that persons with communicable diseases will seek treatment. The reason
for this is that treatment for diseases such as fuberculosis, syphilis, or HIV infection, for
example, benefits not only the patients but also other members of the community who
would have caught the disease from them if they had not been successfully treated. One
way to encourage persons with communicable conditions to be treated is to provide the
treatment free of charge. In many countries (for example, Ethiopia, Ghana, Jamaica,
Mali, Niger, Papua New Guinea, and Zimbabwe), no fees are charged for the treatment .
of tuberculosis in government health facilities (Barpum and Kutzin 1993). Unfortunately,
as with other matters relating to the efficiency of fee systems, little is known about the
impact of such exemptions on the number of persons seeking treatment for the disease. If
fee exemptions do encourage more people with tuberculosis to seek treatment,
governments should consider applying similar exemptions to other types of communicable
disease. For example, all these countries mentioned above, except for Papua New Guinea
charge for the treatment of sexvally transmitted diseases. If this is causing persons with
these diseases to delay seeking care (a supposition for which there is little evidence at so
far), policy-makers should consider waiving them because the social costs from not
treating a case of sexually transmitted disease are far greater than any revenue foregone
by exempting the patient from payment.

The available evidence suggests that the existence of fees does not encourage
greater restraint in the provision of services but rather the reverse. The experience of
China, one of the few developing countries that depends on fees for a substantial
proportion of health services financing and thus charges relatively high prices, suggests
that providers will respond to price incentives in a way different from that suggested by
Akin, Birdsall, and de Ferraniz (1987). Certain services, including drugs and such
procedures as CT scans, ultrasound, and renal dialysis, are priced in such a manner that
health facilities make a profit from them. This has led to rapid increases in the
"provider-induced demand" for, and supply of, these procedures and services (Bumgarner
1992), a situation that has implications for other countries attempting to implement
measures, such as the Bamako Imitiative, to encourage communities to finance drug
supplies themselves. Many studies (for example, Hanson and McPake 1993; Mwabu,
Ainsworth and Nyamete 1993; Litvack and Bodart 1993; McPake, Hanson, and Mills
1992) have found that the extent to which drugs are available in a health facility has an
important positive impact on the demand for services in that facility. In other words,
people seem to equate the availability of drugs with a higher probability that they will
receive effective treatment. This perception of quality may be deceptive, however.
Financing schemes organized around cost recovery for drugs may create an incentive to
sell pharmaceuticals to a greater extent than is medically necessary, as in China, where an
average of 2.3 drugs was being prescribed per patient contact with the health system by
the late 1980s (Bumgarner 1992). The challenge facing policy-makers is to develop and
implement pricing schemes for drugs that limit the incentive to overprescribe.

The effects of user charges in terms of mobilizing economic support from
households to improve the quality of government health services are mixed. On a
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national level, user fees have contributed a small percentage (a cross-country average of
about 5%) of operating revenues for publicly provided services in developing countries
(Bennett and Ngalande-Banda 1994; Creese 1991). This has been due to several factors:
(1) prices are set at low levels relative to service costs, especially in hospitals where
recurrent government resources are concentrated; (2) the poor quality of services and the
low income level of much of the population combine to limit willingness to pay for
government health services; and (3) many users who are able to pay avoid payment
because public user fee schemes are poorly administered, and, as mentioned above, there
are exemptions for non-indigent persons. It would be possibie to increase revenues by
adjusting prices and improving the administration of user-fee systems (for a discussion of
the possibilities for doing so in Zimbabwe, see Hecht, Ovetholt, and Holmberg 1992),
but the potential share of total recurrent revenue for government health services that
would be generated by user fees is probably no more than 15% (Creese 1991; Korte et
al. 1992). Tt would probably be difficult to collect more than this without a substantial
reduction in the utilization of services by the poor. Thus, user charges can be expected
to make only a modest contribution to overall economic support for the health sector

Despite their relatively minor contribution to national health budgets, user fees are
an important source of revenue at the level of individual facilities (Bennett and Ngalande-
Banda 1994: Shaw and Elmendorf 1993; McPake, Hanson, and Mills 1992). Moreover,
their impact has gone beyond merely adding the facilities operating budgets. In those
countries where government allocations pay largely for personnel, the lack of other
inputs, such as drugs, spare parts, and other forms of maintenance, severely constrains
the quality and availability of services. The use of revenue retained from fees to
purchase these inputs can have a major impact upon a facility’s productivity and, on the
health status of those successfully treated as a result (Bennett and Ngalande-Banda 1994).

Although the use of revenue retained from fees to improve drug supplies may lead
to improvements in health status, no study has conclusively demonstrated the impact of
user fees on health status. Scenarios can be envisioned in which fees could have either a
good or bad effect. As mentioned in the previous paragraph, revenue retained from fees
can allow services to be regularly available in areas where they previously were not. If
the services are efficacious, health status can improve as a result. Conversely, fees may
dissuade some people from seeking care, even though they could benefit from it, or may
lead to harmful delays in treatment. Evidence from Zimbabwe suggests that an
intensified enforcement of user charges in 1991 may have had negative effects on health
status. The use of maternal health services decreased by 30% compared with the
previous year, and the number of babies born before their mothers reached the hospital
("born before arrival") increased by 4% (Hongoro and Chandiwana 1993). The latter
statistic reflects delay in coming to a health facility, possibly because of a desire to
minimize per diem hospital charges.

Consumer satisfaction is somewhat easier to identify on the evidence of
willingness to pay and interviews with consumer groups. In Cameroon, for example, the
wider popularity of health centres which charged fees and used the revenue to improve
drug supplies, as compared with health centres that did not charge (and did not improve
drug supplies), is clear evidence of users’ willingness to pay (and thus their satisfactiom)
for services perceived as being of good value (Litvack and Bodart 1993). In Ghana, on
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the other hand, consumer group discussions clearly showed that people were unhappy
after fees were raised in 1985 without an accompanying increase in drug availability
(Waddington and Enyimayew 1990).

Because the costs per unit of service output (i.e., per patient served) tend to be
much less at health centres or community pharmacies than at the large hospitals where
most government funds are concentrated, community facilities can fix prices at levels that
more closely reflect operating costs. There also appears to be a greater willingness to
pay for tangible products such as drugs at these facilities (for an example from Ghana,
see Waddington and Enymmayew 1990). These factors offer a likely explanation for the
better cost-recovery performance of community financing schemes as compared with
overall national programmes. They also suggest why hospitals have tended to be less
successful at raising revenue relative to their costs than have facilities at lower level. The
overall evidence concerning user charges suggests that fees for government health services
will not provide a substantial addition to national health resources. Nevertheless, they
can play a crucial role in sustaining community-based facilities by funding essential non-
staff recurrent inputs.

Conditions Associated with Improved Equity. Although an increase in the
levels of user fees would, by itself, reduce utilization of services mostly among the less
well-off, a study from Cameroon found that when an improvement in the perceived
quality of services (as shown by the availability of high quality drugs) accompanied an
increase in user fees, the demand for services increased and the poorer strata of the
population increased their utilization by proportionately more than any other group
(Litvack and Bodart 1993). Because the costs in time and travel of reaching alternative
sources of care (where the availability of drugs was relatively assured) were high, the
availability of services perceived to be of good quality (i.e. also providing drugs) at the
local health centre encouraged more people, and proportionately more poor people, to
seek care. Even though users faced increased costs from higher fees, this was more than
offset by reduced costs in travel and time made possible by the improvements in the
quality of locally available services. In effect, introducing user fees and using the
resultant revenue 1o improve quality fell to a decrease in the total cost (the sum of the
user fee, the cost of travel to the health care provider, and the cost in time) of access to
care of acceptable quality.

This experience suggests that three conditions are associated with improving access
for the poor through a policy of increased user charges at government health facilities.
The first is revenue retention: some or all of the reverme collected must be added to the
economic resources of the health facility concerned. A related condition is that the
managerial capacity must exist to convert the retained revenue into perceptible
improvements in quality. The third condition is empirical: the overall effect of the
increase in fees and the use of the revenue to improve quality must be actually to lower
the costs facing potential users in gaining access to effective care. This last condition
suggests that, as far as equity is concerned, the rationale for charging fees for publicly
provided health services may be strongest for relatively isolated communities or where
private alternatives for equivalent services are very expensive in terms of both money
(travel expenses and fees) and the amount of time needed to make use of them.
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There is no evidence from developing countries of measures that have been.
demonstrated to function successfully, consistently, and cost-effectively in identifying the
poor who should be granted exemption from fee payment so that their access to necessary
care is not hindered. Means-based programmes in industrialized countries benefit from a
number of conditions that are not as readily available in developing countries (Levine,
Griffin, and Brown 1992). First, most of the population works in the formal sector with
incomes that are relatively constant during the year. Consequently, information on
incomes is readily available from employers and through the tax system. In addition, the
basic infrastructure of administration, communication, and banking is in place to support
the centralized verification of household income levels. These conditions increase the
chances of having an effective process for identifying the poor. The extent to which they
obtain varies in developing couniries but is, in general, much less there than in the
industrialized countries. This does not mean that exemptions will not work in developing
countries and should therefore be abandoned. More research from developing countries is
needed to identify the effect of exemption measures on the utilization of services by the
poor, in the hope of illustrating the institutional features that facilitate good performance.

Conditions Associated with Improved Efficiency. In most settings, the money
needed for transport to a health facility and the time required to seek and receive care
serve to discourage the use of health services that are not medically necessary. In seftings
where non-fee access costs are very low (possibly in densely populated areas enjoying
easy physical access to facilities), user charges may have a role to play in limiting
"unnecessary” utilization. However, there is as yet no empirical evidence from
developing countries to suggest that fees have proved effective in this way.

There is also no empirical evidence (nor has the matter been much studied)
dernonstrating that the coordination of prices across different levels of facility, without
other accompanying reforms, has had much impact on the consumer’s choice of health
facilities. It would seem to make sense, however, that coordination of price signals could
be part of a package of reforms (including changes in resource allocation policies, and the
enforcement of rewards and penalties for appropriate or inappropriate use of the referral
network, plus other measures described below) that would encourage people to use first-
contact facilities and discourage the use of hospitals for first contact care. Certain
organizational arrangements, such as decentralization of management and budgetary
responsibility to a management unit responsible for the health of a population in a specific
geographical area, would appear to be more conducive to the development of coordinated
policies than other arrangements might be (decentralization of authority to individual
facilities, for example). Empirical evidence is needed to illustrate the types of
institutional arrangements most likely to foster the efficiency-enhancing elements of
financing and other, related reforms. :

In several countries (Botswana, Jamaica, Lesotho, Papua New Guinea, Turkey,
and Zimbabwe, for example) in which an act of government was needed to change fee
levels, prices remained unchanged for many years. The consequence was that, during the
period when nominal fee levels remained constant, the percentage of government health
expenditure recovered through fees fell dramatically. On the basis of this experience,
several studies have concluded (see, for exarnple, Barnum and Kutzin 1993; Bennett and
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Ngalande-Banda 1994) that the most important measure for maintaining the revenue
potential of user fees is that periodic adjustment of fee levels to keep up with inflation
should be built into user-charge systems. This policy is most likely to be successful if
price changes are an administrative rather than a political act (for example, if fee levels
are tied to a price index).

User charges can mobilize economic support for health services provided by the
government. Experience to date with user fees suggests that the degree of success with
which a system of user charges contributes to the sustainability of health service provision
depends on the extent to which several conditions are met. First, and most importantly,
some or all of the revenues collected must be retained for use within the collecting health
facility. Furthermore, in order to keep financing schemes affordable, waste and
inefficiency must be reduced. With lower costs, less revenue is needed, and thus facilities
can charge lower prices (Korte er al. 1992; Brunet-Jailly 1991; Creese 1991). Keeping
down the cost of obtaining drugs is particularly important for the financial sustainability
of community financing schemnes (as in the Bamako Initiative, for example).

Appropriate managerial skills and financial institutions must be in place 10 enable
user charges to make an effective contribution to facility resources, thereby helping to
ensure the sustainability of health services. Conditions for success in the collection and
use of fee revenues in peripheral health facilities probably include having staff trained in
basic financial management, the availability of local banking arrangements for the
investment of funds (especially in highly inflationary environments), the development of
audit procedures, and the establishment of community committees to oversee the use of
revenues (Bennett and Ngalande-Banda 1994). It should not be assumed that fee retention

will automatically lead to an improvement in quality. Waddington and Enyimayew (1990)
found that many health facilities in Ghana that were entitled to retain revenues for their
own use had not spent any of the funds to which they were entitled. As suggested above,
appropriate managerial skills and procedures are a prerequisite for the transformation of
additional revenues into quality mprovements.

Conditions Associated with Improved Health Status and Consumer
Satisfaction. Many of the conditions described above would also be likely to improve
the public satisfaction with the health services. For example, if the policy and
administrative conditions are in place for the use of fee revenues to improve aspects of
the quality of care that are valued by consumers, i.e. drug availability, the evidence
suggests that they will be willing to pay for this improvement. For example, policy
simulations using estimated demand in relation to price and quality measures (drug
availability, presence of more skilled personnel, wider variety of services, and improved
infrastructure) derived from Ghanaian household survey data indicate that, there is
considerable scope for the financing of quality improvements from user charges (Lavy
and Germain 1994).

Empirical evidence to support conclusions with regard to conditions enabling fees
to improve health status is lacking. To the extent that the conditions for improving
efficiency, equity, and consumer satisfaction are in place, health status would be enhanced
if the consequent increase in the consumption of health services was medically
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appropriate. Unfortunately, because consumers tend to equate more services with better
health care, there is a danger that increased consumption can actually have harmful effects
on health status. This is particularly relevant for drug financing, as suggested by
evidence on pricing schemes leading to overconsumption in China (Bumgarner 1992),
Guinea, and Nigeria (Hanson and McPake 1993).

Summary. Considerable evidence has been gathered regarding the consequences
of imposing charges for health services in developing countries as regards equity,
efficiency, and consumer satisfaction. This evidence clearly indicates that price alone is
insufficient to explain the effects of fee systems on these objectives. In other words, the
question, "Are user charges a beneficial feature of health policy?" cannot be answered in
a vacuum. Managerial and organizational factors are central determinants of the impact
of this policy reform.

This review of user charges has illustrated several conditions that are associated
with the capacity of fee systems to make a positive contribution to the goals of health
sector reform. The most important of these relate to policy, managerial capacity, and
institutional development. In terms of policy, sustained progress towards the goals of
reform requires some or all fee revenues to be retained at the collecting facility and
periodic adjustment of fee levels to be an integral part of fee systems. The managerial
and institutional capacity must exist to use the retained revenues to improve the quality of
care in a manner that is perceptible to the local population. Local institutions (banks, for
example) for the investment of collected revenues also need to be in place to prevent
losses due to inflation.

Without other accompanying reforms, the imposition of charges on the users of
government health facilities is unlikely to yield substantial progress toward the goals of
equity, efficiency, and consumer satisfaction. Associated policy measures include
changes in resource allocation in favour of first-contact facilities, bypass charges for
persons using referral facilities for first contact care, and a waiver of fee payment in
hospitals for persons who have been referred from first-contact facilities. Such a package
of reforms may be facilitated by an organizational structure in which overall management,
including authority for resource allocation, is vested in a single institution responsible for
the health of the population in a defined geographical area. This kind of population-
oriented structure facilitates the coordination of services from the various providers more
efficiently than structures organized on the basis of specific facilities.

To progress toward the goal of improving access for disadvantaged groups,
policies on user charges and exemptions should be consistent with ability to pay and not
prevent access to essential services. The evidence from several studies suggests that the
poor are more deterred by price (both monetary and time-related) than are the relatively
well-off. Policies designed to exempt the poor from payment of fees exist in most
countries, but they have proved difficult to implement effectively and often have features
that favour some groups of better-off persons, such as civil servants.

Experience in China suggests that prices can indeed send powerful signals that

affect both the allocation and the use of health resources. However, where user charges
are set at relatively low levels, as in most developing countries where widespread
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insurance covcragc' is lacking, there is no evidence that referral patterns or the use of
specific services are affected in a manner significantly different from that which would
obtain if services were provided free of charge.

Maintaining an affordable supply of drugs is critical to the success of user-fee
programumnes because, as several studies have shown (see, for example, Mwabu,
Aimnsworth, and Nyamete 1993; Litvack and Bodart 1993; Waddington and Enyimayew
1990), people appear to be more willing to pay for the delivery of tangible products such
as drugs than for other services (cognitive services, for example). Waste and inefficiency
are rampant in health systems throughout the world (Parker and Newbrander 1994), and
their reduction is important for keeping services sustainable by bringing down the prices
that need to be charged to meet facility costs. The procurement, storage, distribution,
and use of pharmaceuticals are perhaps the leading causes of waste in health systems.
Many tools have been developed, and are readily available, that can help governments
reduce the costs of drugs. Among these are documents produced by WHO and others to
assist countries in selecting drugs, quantifying drug needs, procuring the desired products
at the least cost, improving storage and distribution, and promoting rational prescribing
practices (WHO 1990; WHO 1988b; WHO 1988¢; MSH 1984).

Health Insurance

Health insurance is a means of financial protection against the risk of unexpected
and expensive illness. It can also be a form of savings set aside to cover relatively
predictable contingencies (annual medical check-ups, for example) facing individuals or
households. In countries where the use of government health services, and particularly
hospital services, is heavily subsidized, governments are implicitly covering the risk of
incurring high-cost care. This limits the demand for more explicit types of risk-sharing
arrangement. In these countries, explicit health insurance coverage (either public or
private) is generally available to the relatively small formal sector as a means of financial
access to providers in the private sector. In industrialized countries and some middle-
income countries, explicit forms of insurance are more widespread.  In some of these
countries, such as Canada, Japan, and most Furopean countries, coverage is compulsory
and universal and the insurance programume is financed from either general government
revenue or payroll taxes. In the USA, insurance coverage is voluntary, admimistered by
third parties, and not universal and is usually financed by a combination of employer and
employee contributions. However, the government plays an important role in indirectly
financing insurance coverage through tax subsidies. As with user charges, insurance
coverage is not a goal of reform in its own right, but it can be an important means for
progressing toward the goals of efficiency, equity, and sustainability. Conversely, it can
also cause health systems to move away from these goals. It is a form of economic
support for the health sector and can also provide for the organization of health resources.
The success of insurance at achieving reform goals is closely related to its particular
institutional characteristics and managerial capacity.

Desired Effects of Health Insurance. The expansion of health insurance
coverage is usually intended to increase health sector reverues, reduce financial barriers
to care, and improve the efficiency of resource allocation and use. Where insurance
coverage is universal, important financial barriers to access should be reduced for the
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entire population. This is particularly true if no, or only very minor, cost-sharing
conditions are included in the insurance plan. For countries with a relatively small
proportion of the population working in the formal sector, universal health insurance
coverage is not feasible. Nevertheless, some have argued Shaw and Elmendorf (1993),
for example) that policies that support insurance coverage for the relatively small formal
sector could ultimately benefit the poorer, uninsured population. The rationale for this is
that the insured would switch from public to private providers, thus freeing government
resources that could be better targeted at the provision of cost-effective services for the
poor.

The way in which insurance schemes are organized has implications both for the
atlocation of resources among various services and for the (technical) efficiency with
which health resources are used. Thus, it has implications for the health benefits that can
be derived from a given level of expenditure in the health sector. These implications can
be assessed with regard to the effects of insurance programmes on the allocation of health
resources between levels and types of care (i.e., primary/secondary/tertiary,
preventive/curative), on the use of the referral system, and on the use of particular
medical techmologies.

A review of case studies carried out by the Bamako Initiative in five countries
noted that seasonal fluctuations in income imposed important constraints on utilization of
services (McPake, Hanson, and Mills 1992). The extension of insurance coverage to
rural populations i3 a strategy that can improve equity by addressing these constraints.
By collecting contributions when cash incomes are highest, financial access to services
can be guaranteed even during seasons when much of the rural population is short of
cash.

Experience to Date. In Canada and the United Kingdom, universal access to care
is guaranteed through provincial or national tax-financed systems. Universal coverage (or
nearly universal) has also been achieved by Germany and Costa Rica via social insurance
programmes funded primarily by payroll taxes (Normand and Weber 1994). Universal
coverage is mandatory in Germany and the Republic of Korea, but insurance or
"sickness" funds in these countries are administered by private non-profit-making third
parties rather than directly by government. To ensure access to coverage for the poor in
Korea, the government subsidizes their premium payments and some or all of their cost
sharing responsibilities. Unlike universal coverage programmes in most other countries,
the Korean scheme includes very high deductibles and co-payments for both outpatient
{with effective co-insurance rates ranging from 40% to 65%) and inpatient (20%})
services. While the poor are theoretically protected from some or all of this cost sharing,
unofficial payments to providers are frequently demanded, and inability to make such
payments has reportedly reduced the access of poor persons to care (Yang 1991).

With private voluntary insurance, as in the USA, inequalities in access to care can
exist between the insured and the uninsured. Lack of coverage faces not only poor
people without access to either public or private insurance but also persons whom private
insurers have determined to be "bad risks" (i.e., on the basis of their medical history,
insurers conclude that providing coverage to these persons will result in financial losses
unless premiums are raised dramatically), irrespective of their income. As a result of
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being able 1o deny coverage to persons with preexisting conditions and 1o base premium
rates on experience of the use of health care services by individuals or small groups,
private insurance companies in the USA have become adept at avoiding rather than
managing risk. This practice of preferred risk selection (sometimes called "cream-
skimming" or "cherry-picking™) has resulted in decreased access to care for those who
need it most. The elimination of this practice is among the many aims of the current
intensified action for health sector in the USA.

The limited evidence available suggests that efforts to provide insurance for
workers in countries where only a small proportion of the population is emploved in the
formal sector of the economy have not had the desired result, i.e., a greater concentration
of government expenditure on services for low-income groups. Instead, groups with
higher incomes have captured a greater share of public subsidies for health care as a
consequence of their insured status. The reasons for this have to do with the way in
which governments have encouraged the expansion of insurance and with the source of
financing of the services consumed by the insured.

Some governments provide for mandatory contributions. from employers and
employees for the health insurance coverage of workers in the forial sector. This policy
may present a problem from the standpoint of equity because, in many developing
countries, the government itself is one of the largest employers, and so it would be
increasing its expenditure for the benefits of a group that is at a relative advantage
economically, compared to the mass of the population. Moreover, where government
health facilities remain heavily subsidized, consumption of their services by the insured
implies a double subsidy to this group. Indonesia offers an example of this. There, the
compulsory insurance programune for civil servants gives the beneficiaries free use of
public hospitals, Partly because of the access thus provided the rate at which civil
servants use public hospital care was found to be five times the national average (Prescott
1991). This is an example of the consequences of what is often referred to as "moral
hazard", meaning the greater tendency of those with insurance coverage to consume care.
A similar example comes from Burundi, where an insurance programme for government
employees and their dependants has been the cause of gross inequity in health care
spending. In 1991, for example, public expenditure on the services consurmned (largely in
the private sector) by this economically advantaged group, who comprised about 6% of
the population, came to about 30% of total government health expenditure (World Bank
1993b). In view of such examples, governments should be cautious when considering
expansion of insurance for a relatively well-off segment of the population.

Examples of community-based insurance schemes from rural areas of Guinea-
Bissau (Chabot, Boal, and da Silva 1991) and Zaire (Shepard, Vian, and Kieinau 1990),
where voluntary enrolment rates were about 75% and 60% percent, respectively, suggest
that this kind of approach to the mobilization of resources may enable many people to
overcome the barriers to access presented by the existence of charges for services at the
point of service. Similarly, the health card scheme introduced in rural areas of Thailand
entitled those who purchased a card to free services at first-contact facilities and referral
as needed to higher levels, again with no cost sharing (Kachondham and Chunharas
1993). Despite the benefits of these voluntary schemes as regards access for the enrolled
population, it is important to note that persons who were too poor to pay the annual
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premium were not helped by the schemes and faced the problems of access associated
with user charges. Thus prepayment plans, have failed to eliminate problems of access in
the community, though they have probably reduced the number of people affected by
these problems.

The way national health insurance schemes are organized and coordinated with the
rest of the health systern can affect the overall allocation of resources between various
types of service. In Brazil prior to the mid-1980s, for example, the payroll-financed
social security health insurance scheme (INAMPS) reimbursed curative care from public
and private providers on a fee-for-service basis while preventive care (and basic curative
services for the poor) was financed through allocations from the government budget to the
Ministry of Health. These institutional arrangements provided no scope for reallocating
resources between the curative services of INAMPS and the preventive services of the
Ministry. From the mid-1960s until the early 1980s, INAMPS coverage grew from about
25% to over 90% of the population, and total health expenditure grew rapidly. During
this same period, the Ministry’s share of the budget declined. One consequence of this
situation was that the share of curative (as opposed to preventive) care in total
government health expenditure (INAMPS plus the Ministry of Health) rose from 36% in
1965 10 85% in 1982. Part of this change was due to increased spending on hospital
services, which rose from less than 40% of public outlays in the 1960s to nearly 70% by
the early 1980s (Briscoe 1990). Because of the different sources of funding and separate
managerial arrangements for curative and preventive services, the expansion of insurance
coverage in Brazil was a factor contributing to the decline in the relative priority given to
prevention.

In New Zealand’s national health system, by contrast, reforms put in place in the
late 1970s have caused a shift in resource use from secondary to primary care. This
process has been accelerated by recent reforms that integrate all the funding for primary
(both curative and preventive) and secondary care services under regional health
authorities responsible for purchasing all services for their defined populations. A key
feature of the reforms in New Zealand was the orientation of management and budgets
towards specific services for a defined population rather than health facilities. "Service
managers" are budget-holders accountable for achieving defined outcornes within a fixed
budget. As such, their managerial responsibilities cut across levels of care, and this
arrangement has led managers to place greater emphasis on prevention and primary
services as the most cost-effective means of meeting their objectives within their
constrained budgets (Malcolm 1993).

Insurance systems can encourage the use of specific types of facility by including
price signals to consumers, or simply by fiat. Where insurance programs merely serve as
financial conduits for the payment of providers, as in China, Korea, and the unmanaged
fee-for-service private schemes in the USA, consumers are free to seek care directly from
a tertiary provider with little or no financial penalty. Other plans prescribe a
"gatekeeper” role for a primary care provider, and persons covered must first seek care
from this provider if they are to be entitled to the benefits of coverage. This arrangement
can be found in Britain’s National Health Service, in Brazil as part of the reforms to the
national health insurance system under the Hospital Certification System (McGreevey
1988), in the private health maintenance organizations found, for example, in the USA
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and Chile, in the community insurance programme run by Zaire’s Bwarnanda health zone
(Shepard, Vian, and Kleinau 1990), and in Thailand’s rural health card scheme
(Kachondham and Chunharas 1993). In the Bwamanda insurance plan, for example,
beneficiaries are entitled to the hospitalization benefits (which represent an 80% reduction
in the prescribed fee), only if they have a referral slip from a health centre. Thus, while
insured persons are entitled to go directly to the hospital, they face a severe financial
penalty if they do so. The management of patient referral through coordination with the
hospital has not been difficult because the Bwamanda plan is under the same management
as the hospital, rather than that of a third party,

Evidence from China (Bumgarper 1992) and Korea (Yang 1991) demonstrates
ways in which the use of particular medical technologies can be influenced by how the
services provided are priced, how insurance schemes pay those providing them, and the
extent to which they services are covered by insurance. As was mentioned above in the
discussion of user charges, pricing policies in China offer strong financial incentives for
the provision of drugs and specific medical technologies. For the part of the population
covered by government or labour insurance, there are no cost-sharing requirements, and
they are thus relieved of any anxiety concerning the cost of care. This has reinforced the
financial incentives for providers to increase the use of profitable technologies. In Korea,
prices for all services are also set by the government, so competition between hospitals
for patients is largely on the basis of perceived quality, As in many other places, the
population appears to equate the presence of sophisticated medical equipment with high
quality of care. One consequence of this is that nearly every hospital in the country that
has at least 200 beds also has a computed tomography (CT) scanner, and Korea has more

lithotripters per capita than ejther Canada or Germany (World Bank 1993a).

Because expansion of health insurance is usually intended to increase access to
care, it can have (and often has had) the unintended effect of cansing a rapid escalation in
health care costs that many countries cannot sustain for long. Experience in many
countries (Brazil, China, Korea, and the USA, for example) makes it clear that, when
third-party insurance schemes reimburse providers or a retrospective fee-for-service basis,
the result will be a rapid growth in the volume of services provided, leading to the
escalation of health care costs. Cost-sharing provisions can reduce this growth to some
extent, as was shown by an extensive study of insurance plans, using varying degrees of
cost-sharing, in the USA (Manning er al. 1987). However, the effects of even very high
rates of cost-sharing appear to have been limited in Korea in the 1980s, during which
period health spending as a share of the gross national product rose from 3.7% to 6.6%
(De Geyndt 1991).

In a review of policies to contain health sector costs in industrialized countries, the
World Bank (1993a) notes that, during the 1980s, there were low levels or growih rates
of health expenditure in some countries (Denmark, Germany, Sweden, and the United
Kingdom), while others experienced moderate growth rates (Canada and Japan), and one
country, the USA, had a high growth rate. As noted above, the fee-for-service
teimbursement method that was most common in the USA for the payment of physicians
and hospitals was an immportant factor in this growth. Another factor was the high
administrative costs associated with the relatively unstructured array of private insurers.
Canada and Japan also had fee-for-service reimbursement for ambulatory care provided
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by physicians, but used specific measures to control expenditure, including fixed global
budgets for hospitals in Canada and nationally fixed doctors’ fees and aggressive peer
scrutiny to limit physician-related expenditure in Japan. In the countries with the lowest
growth rates of expenditure, policies included a mix of financial incentives and explicit
limits on total expenditure. The methods used to limit expenditure varied. Physicians are
paid by salary in Sweden and on a capitation basis in the United Kingdom. In Germany,
global budger targets, based on negotiated fee levels and expected utilization rates, are set
for hospitals and physicians. If the number of patients exceeds target levels, fee levels
are reduced to keep expenditure close to budget targets. In each of these cases (except
that of the USA), therefore, the total level of expenditure is determined by a national
budget.

Conditions Associated with Improved Equity. Experience in both developing
and industrialized countries suggests several conditions that must be in place for insurance
to be associated with an improvement in access to care for disadvantaged groups.

National policies making universal coverage mandatory and cost-limiting sharing
requirements for the poor can ensure access if adequately enforced. One condition for
such enforcement is the administrative capacity to ensure accurate identification of the
poor, for whom cost-sharing and, where programmes are administered by non-
governmental third parties, premium payments can be subsidized. Where insurance
coverage is voluntary, ensuring access for disadvantaged groups poses greater difficulties.
Nevertheless, access can be promoted, as in systems with mandated universal coverage,
by making subsidies available for the purchase of insurance for both employers and
mdividuals. Moreover, imposing regulations on private insurers to eliminate exclusions
for pre-existing conditions, experience-based rating of premiurns, and other forms of risk
avoidance can yield broader and more balanced coverage. Obviously, the success of such
measures depends on the capacity of governments (o regulate private insurers.

Policies for provider reimbursement do not, in themselves, have a strong bearing
on equity. However, they may magnify or reduce problems caused by other factors. For
example, global budgeting may aggravate or redress regional inequities, depending on the
formulas used for budget allocation. Because of the volume increasing incentives of fee-
for-service reimbursement, this form of payment is likely to exacerbate the problem of
inequitable access to care in situations of less than universal coverage. Where a
competitive private insurance market exists, unregulated competition may cause cream-
skimming by insurers, especially those that pay providers on a capitation basis, as most
health maintenance organizations do (CBO 1994). This can lead to very high premiums
or the absence of coverage for persons in high-risk groups (those with pre-existing
conditions, for example). Measures that can minimize the practice of preferred risk
selection include, in addition to compulsory universal coverage, annual open enrolment
periods with no exclusions for pre-existing conditions and adjustment of capitation
paymenis for actuarial risk. The latter can diminish the incentive for insurers to invest in
risk selection activities but has proved difficult to implement in practice (Van de Ven and
Van Vliet 1992).

For developing countries where most of the population is self-employed or
otherwise in the non-formal sector of the economy and where there is an absence of the
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administrative capacity to bring large segments of this population into an explicit national
health insurance programme, government efforts to provide insurance coverage for
persons working in the formal sector have generally led to greater inequity, especially
when providers were reimbursed on a fee-for-service basis. Despite this, it is
theoretically possible for government support for such coverage to improve access to care
for the poor if insured persons switch to privately financed care to such an extent that the
sum of the public revenue liberated by this switching is greater thar of government
subsidies used to induce it. For insured persons who use government health facilities,
charges would need 1o be set ar rates high enough to recover costs fully, or possibly to
allow for some cross-subsidization of services for the uninsured. Newly freed government
resources would then need 10 be rargeted at services used by the poor. Unfortunately, as
seen above, the available evidence only provides examples of places where this has not
occurred. Perhaps the most important reason why this type of insurance coverage has
exacerbated inequities is that it increases financial access to both private and public
sources of care for people who already had better access owing to their relatively
favourable economic status.

Rural prepayment schemes can limit the impact of fluctuations in seasonal income
on the ability to pay for care and thus, provided they are effectively managed, can reduce
the pegative mmpact of user charges on access to care. For these schemes to be
successful, adequate managerial skills must be available. Unfortunately, such skills are
usually scarce in the rural areas of developing countries. Another key factor in the
success of these schemes is community infrastructure and support (Wibulpolprasert 1991).

Conditions Associated with Improved Efficiency. This review of experience in
various countries suggests several organizational features that should be in place (and
others that should be avoided), for insurance can have a beneficial impact on health
system efficiency. Where preventive and curative services (or primary and secondary
care) are financed and managed by separate entities, there is little scope for the
reallocation of resources in favour of more cost-effective services. This problem is
exacerbated when curative services are reimbursed by third party payers on a fee-for-
service basis because this system leads to rapidly rising costs for curative care and thus a
growing imbalance between types of care. Integration of services can limit this effect by
enabling preventive measures to be cross-subsidized from the resources generated from
curative care (Kutzin and Barpum 1992). Many examples of integrated service
managernent exist, ranging from New Zealand’s public system of service management to
some forms of private health maintenance organizations found in the USA. An integrated
package of services is essential for capitation schemes to be efficient. If, for example, a
primary care physician is paid on a per capita basis, while secondary and tertiary services
are financed from other sources (a system recently introduced in Hungary, for example),
the physician has a financial incentive to refer patients on to higher levels of care in order
to minimize his or her own practice costs. Conversely, where capitation charges cover an
integrated package of services (as in the British National Health Service and Thailand’s
social security scheme), there is an incentive to minimize total costs, leading to fewer
referrals and a greater use of primary care services.
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Another organizational feature of insurance systems that can facilitate more cost-
effective resource allocation and is an important element of reforms in Brazil, New
Zealand, the United Kingdom, and elsewhere is the garekeeper who controls access to
more expensive referral services. In New Zealand where this role is played by the
service manager, in the United Kingdom where it is played by general practitioners who
receive capitation payments and serve as fund holders for all the services used by their
enrolled patient population, and in other countries (Chile, the Philippines, South Africa,
the USA, and elsewhere) where it is played by private health maintenance organizations
which must also meet the service needs of their enrollees within a fixed budget,
gatekeepers are financially accouniable for their clinical decisions. Reforms during the
1980s in Brazil established salaried gatekeepers employed by the national insurance
programme and were intended to remove any possible financial incentives from decisions
on the course of a patient’s ireatment. These insurance systems deliberately emphasize
the use of appropriate first-contact care (i.e., the gatekeeper), so programmes should also
have high financial "penalties” for patients who bypass the prescribed referral
mechanism.

Although incentives to consumers based on cost-sharing requirements appear to
have some effect in reducing demand, incentives to providers are much more powerful
tools for containing costs. Organizational arrangements, both public and private, whereby
the insuring instifution Is accountable and financially at risk for the health of a defined
population help create the gatekeeper function. In most circumstances, prospective
payment methods such as capitation and global budgets generate better financial
incentives for the control of health expenditure than do retrospective reimbursement
schemes (fee-for-service and case based payment). A critical element in any of these
systems is the managerial capacity actually to serve the health care needs of the target
population, irrespective of whether the population consists of, for example, enrollees in a
private health maintenance organisation or the residents of a health district. A review of
Thailand’s health card funds (rural prepayment schemes) identified four critical factors for
their success: (1) sirong government support for the scheme; (2) managerial capability
and supervision by local health staff, (3) strong community involvement and capacity,
including satisfactory local educational levels and the political support of community
leaders; and (4) administrative simplicity of the scheme (Wibulpolprasert 1991).

Conditions Associated with Improved Health Status and Consumer
Satisfaction. There is little empirical evidence regarding the implications of alternative
insurance arrangements for health status and consumer satisfaction. Surveys of consumer
satisfaction with national health systems in several industrialized countries suggest that it
15 greatest in countries, such as Canada and Germany, with universal coverage, free
choice of primary care provider, and negotiated or government-imposed caps on
budgetary expenditure, within which providers may be paid on a fee-for-service basis
(Blendon et al., 1993; Blendon er al., 1990). These findings apply to national health
systems, not strictly to forms of health insurance, and so should not be interpreted to
mean that the forms of insurance organization used in Canada, for example, would have
universal appeal. However, the relatively low level of satisfaction among consumers in
the USA, the fact that its ratings for health status indicators such as infant mortality and
life expectancy are slightly below the OECD average, and its very high level of health
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spending (Schieber, Poullier, and Greenwald 1993) suggest that the US model of
relatively limited government regulation of health insurarce is not a successful one.

The provider payment systems used in health insurance create varying types of
incentive for improving health status and consumer satisfaction. Non-conpetitive
approaches, such as funding from global budgets, offer no financial motive for consumers
satisfying and improving quality. It is, therefore, especially important for governments to
monitor the quality of services in budget-financed systems. Capitation, another form of
prospective payment, is generally found in a competitive environment. Evidence from
some health maintenance organizations in the USA suggests that they achieve better
quality than other forms of insurance. Eor example, the screening and immunization
rates for enrollees in the Kaiser Permanent Plan in Northern California were more than 2-
3 times the national average, and risk-adjusted measurement of perinatal mortality indicate
that it was lower in Kaiser Plan hospitals from 1985 to 1989 (Moon 1993). Competition
for capitation payments in the Netherlands has led to a rapid increase in quality
improvement and quality assurance efforts, and market research into consumer
preferences has also expanded (Van de Ven 1993). Thus, in a proper competitive
environment, the financial incentives to limit the use of services in a capitation scheme
can be overcome and lead to improvements in both quality and satisfaction.

Fee-for-service reimbursement leads to increases in the quantity of services
provided, which often means high levels of consumer satisfaction, However, greater
quantity does not necessarily imply greater quality. In Brazil prior to 1980, for example,
financial incentives in the social insurance scheme led to the highest rate of caesarian
deliveries in the world. Many of these procedures were unnecessary and cauvsed increased
morbidity risks for newborns and mothers, in addition to an increased mortality risk for
mothers (Saxenian 1993).

Case-based reimbursement of hospitals, whereby retrospective reimbursement is
made according to the characteristics of the patient and the nature of the treatment (as
identified by Diagnosis Related Groups, for example) raises concern for quality because
of the financial incentives to minimize input use per case. Although there is no evidence
that the use of such groups as the basis for reimbursement has led to a decline n quality
for beneficiaries of the US public insurance prograjume for acute hospital care of the
elderly, limited evidence suggests an association with greater instability of patients at
discharge (Coulam and Gaumer 1992). In Brazil, where hospitals are reimbursed on the
basis of the classification of patients into one of 211 payment categories, there is evidence
that this form of payment is related to inadequate use of intensive care and shorter than
hecessary hospitalization. However, this is probably attributable to the extremely low
level of the payments rather than being inherent in the case-based system (Lewis 1993).

Summary. The implications of health insurance programmes for equity,
efficiency, health status, and consumer satisfaction are related and depend critically on the
institutional characteristics of the particular programme. There is no single determinant
of whether a programme will advance the goals of reform. Systems of publicly and
privately administered insurance have each demonstrated numerous advantages and
disadvantages, and there is considerable performance variation within both categories.
Recent changes in industrialized countries suggest that there may be some convergence
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around the need for a strong role for governments in setting the overall rules and
frameworks of national systerns and the importance of using market mechanisms to
generate incentives for quality and cost containment. One lesson that can clearly be
drawn from experience in individual countries is that there is no perfect mode of health
insurance that will move health systerns unambiguously in the direction of greater access
for the poor, greater value for money, and greater sustainability. Experience does show,
however, that certain features that can be part of insurance schemes should be avoided,
such as third-party fee-for-service reimbursement in the absence of a utilization review or
other regulatory measures.

Irrespective of whether they are publicly or privately administered, the aspect of
health insurance systems that appears to have the most important implications for
efficiency is the role of the insuring institution. Where it acts simply as a financial
intermediary that collects premium payments and reimburses claims, as in public
insurance schemes in China and unmanaged private schemes in the USA, the volume of
services consumed tends to rise dramatically, increasing total costs. In systems where the
insurer functions as an active purchaser of services in pursuit of savings and efficiency, as
with fund holding arrangements, cost increases have been limited. There are potential
drawbacks to an ont-and-out atternpt to achieve savings, since they may result in
underprovision of care and generally involve restrictions on the patient’s choice of
providers. In the search for a system of insurance compatible with conditions in a
specific country, decision-makers must balance considerations of cost, coverage, quality,
and consumer satisfaction.

Decentralization

Decentralization can be defined as "the transfer of authority, or dispersal of
power, in public planning, management and decision-making from the national levels to
sub-national levels, or more generally from higher to lower levels of government” (Mills
1990b). This general definition can, however, obscure the fact that there are an
enormous variety of forms of decentralization. This point is of particular importance, as
different forms of decentralization can lead to very different policy outcomes. In trying
to assess how alternative decentralization strategies may affect decision-making, certain
key elements of the decentralization process may be considered.

First, to what level will power be decentralized? Will it be to the province, the
district, or the health centre? Secondly, to whom will power be decentralized? Will it be
to elected local counciilors, bureaucrats or local health professionals? Thirdly, what kind
of power will be decentralized? Will the local authority have legal powers, i.e., be able
to raise revenue and set its own terms and conditions for staff or will it only be able to
make administrative decisions and have limited control over its budget (Conyers er al.
1994).

It can be seen from this list of questions that decentralization can take a vast
variety of forms. Some authors have atternpted to make the concept more manageable by
introducing certain models of decentralization (Rondinelli 1981). Three models that are
frequently used to provide a broad illustration of particular types of organizational reform
are deconcentration, devolution, and delegation.
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Mills (1990b) summarizes the different features of these models. Deconcentration
refers to the transfer of administrative responsibility to field-based offices of the central
government. In this model, lower levels will have fairly limited power of decision-
making and little say over allocation of resources. Devolution, on the other hand, is the
transfer of significant decision-making or political power to a level of government such as
an elected local council. This will often have considerable authority to make payments,
fix terms and conditions for staff, and also raise revenue. Lastly, delegation is where the
state transfers managerial responsibility to orgamzatlons that are only indirectly controlled
by government, such as parastatals,

Desired Effects of Decentralization. Many countries are adopting
decentralization policies for the health sector with high expectations of the benefits to
follow. However, it is important to note that the impetus for decentralization has come
from two different directions,

Firstly, there are those analysts who see decentralization as an important tool for
implementing primary health care policies (Green 1992). In this case it is a means of
empowering local communities, improving multisectoral coordination of activities at the
tocal level, stimulating participatory planning that is more responsive to local demands,
and strengthening community participation (Taal 1993).

More recently, decentralization has also been promoted by bodies such as the
World Bank (1993a) as a means of improving the efficiency, management, and
responsiveness of government health services. Moreover, decentralization seems to be
increasingly linked with the transfer of assets from the public to the private sector and the
use of market mechanisms, such as the internal market and the purchaser—prowder split,
to allocate resources (Colling 1989).

Potential problems with decentralization. It is not always easy to design
decentralized health sector reforms that achieve the desired effects. This may be because
inadequate attention is paid to the political and economic context in which decentralization
policies are implemented. For example, powerful interest groups, such as civil servants,
may not be willing to be employed by local government and may undermine any attempts
to decentralize decision-making to the districts. Decentralization may also be occurring in
an environment of economic recession. If the central government is unable to pay the
costs of the transitional phase, such as the additional training and equipment of
decentralized units, then the effective implementation of policies will not be possible.

Policies must also be designed to deal with certain problems that seem 1o be
inherent in the decentralization process. These relate to tension between central control
and local autonomy,

Firstly, inter-regional equity may suffer under decentralization unless steps are
taken 10 redress the balance. This will occur particularly where decentralization includes
local generation of resources such as local taxes or user fees. In this case health
expenditure is dependent on the ability of the local authority to generate income, the
wealthier districts being able to spend more on health care and offer better conditions of
service for staff, thus exacerbating existing inequities between regions. This, in fact,
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seems to be the situation in Papua New Guinea where existing inequities between
provinces where perpetuated and even heightened following decentralization (Thomason,
Kolehmainen-Aitken, and Newbrander 1991). In addition, if local authorities have
substantial freedom to allocate resources within their district according to local defined
priorities, then residents of different areas with similar conditions may not have the same
access to health care. These inter-regional inequities may be mitigated by thoughtful
resource allocation from to local authorities from the centre. However, several countries
have had difficulties in designing appropriate and politically acceptable criteria to allocate
resources in a manner that actually reduces inter-regional inequities.

The second major problem inherent in decentralization policies is how to balance
the need to set national health priorities such as policies on family planning, AIDS
control, or financing mechanisms against allowing local authorities the flexibility to set
their own priorities and allocate resources as they see fit. This central-local tension can
be a source of conflict. For example, Canada, which has a highly devolved system of
health care to the provinces, faced a difficult situation in 1983. Alberta Province
introduced a user-fee system which was perceived by the central govermment as a threat
to the national health system. The central government could not legally stop Alberta
going ahead, so instead they introduced legislation which reduced federal cash transfers
by the amount represented by extra-billing and user fees. This led Alberta and other
provinces to rethink their financing policies (Werlin 1992).

Thirdly, decentralization can create a great deal of confusion about lines of
authority and lines of accountability. This is particularly the case when only some
functions are decentralized but others remain under the control of the original ministry.

For example if decisions on resource allocation have been decentralized to local
authorities, but health care staff are still paid for and employed by the ministry of health,
10 whom are staff answerable? Should it be the local authority which is trying to manage
the health care services or its paymasters in the ministry of health? In these
circumstances, how much power does the local authority really have to determine
resource allocation if it cannot hire, fire, and deploy staff as it sees fit? Finally, what
does this mean for lines of accountability, should the local authority still be held
accountable to its electorate, or can it pass the responsibility back to the ministry of
health?

Lastly, there are four very common operational problems that face decentralized
systems: (1) local authorities lack the managerial capacity to run a decentralized system;
(2) such a system results in an increase rather than a decrease in administrative
expenditure; (3) it adds to the number of bureaucratic layers and creates more bottlenecks
in decision-making (Bossert 1993); and (4) the central ministry is unable to reorient itself
to play a supervisory/monitoring role in a decentralized system, as opposed o the earlier
focus on direct service delivery. This latter issue has been discussed earlier in this paper.

These features of a decentralized health care system inevitably mean that difficult
decisions will have to be taken on the relative importance of different policy objectives.
For this reason, and to reduce areas of potential conflict in the implementation phase, it
is extremely important for policy objectives to be clearly stated. Moreover, the particular
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form of decentralization that a country selects should be designed to meet these specific
objectives. '

Experience to Date. A variety of policies have been implemented by countries
under the heading of "decentralization". Indeed, for some of the reforms discussed
elsewhere in the paper, such as user charges and contracting, the delegation of
management authority to a regional, district, or facility level is an important condition for
successful implementation. Selected examples of health sector decentralization are given
below.

In the regency of Banjarnegara, Indonesia, health care services were expanded and
improved during the 1970s without major inputs of external assistance from either donor
agencies or the central government. Communities within the regency conducted
assessments of local needs with the support of health facilities (mostly government health
centres). A special nongovernmental agency was established to link the services of
government and voluntary agencies and improve information exchange. These partners
jointly implemented the training of community workers in health and nutrition. The
community also mobilized resources for medical supplies through a voluntary insurance
scheme. Village councils actively managed the community workers, who were directly
accountable to them. Reportedly, the programme targeted at-risk groups for health and
nutrition measures and was responsible for reducing the infant and maternal mortality
rates by 50% between 1972 and 1980 (Haliman and Williams, cited in Taal 1993).

Guinea’s experience with the Bamako Initiative illustrates the importance of
commuruty involvement. Health service needs were assessed through a joint effort by
UNICEF, the government, nongovernmental organizations, and village health committees.
The organization of services relied on institutions created by communities thus, for
example, the health cenire management team included the head of the health centre, plus
three members of the community selected by local councils. The village health
committees actively supported initiatives with health centre workers, and their
chairpersons were accountable to their communities for health centre management,
including budget preparation, drug stock supervision, and the collection and management
of local health funds (revolving drug funds). Health committee personnel received
management training from UNICEF and central health ministry officials. Although the
programme was centred on the sale of drugs for curative purposes, its growth gave an
increasing share of the population geographical access to other services, such as
immunization. Guinea is an example of functional decentralization in which the
management of the entire programme was highly centralized, while services and
management were integrated at the health centre/health district level. Finally, the
government and external agencies provided institutional support for the reforms through
training activities (Taal 1993).

Devolution in Papua New Guinea caused an increase rather than a decrease in
health sector costs and exacerbated rather than reduced regional inequality. Provincial
health administrations (the main units to which management authority was decentralized)
are top heavy, and decentralization has done little to reduce duplication of services. Most
provinces with poor demographic and health service coverage originally experienced
reductions in per capita government health spending, whereas better-off provinces saw a
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substantial growth in government spending after decentralization. In part, this was due to
the capacity of wealthier areas to generate local revenue. The central level has proven to
be ineffective at redistributing resources to needier areas of the country (Thomason,
Kolehmainen-Aitken, and Newbrander 1991).

Decentralization in Ghana has had profound implications for the organization of
the health sector, and the Ministry of Health is restructuring itself to facilitate the
process. (Ghana’s experience also demonstrates a potential role for an intermediate level
of management between the centre and the district. In 1988, 110 District Assemblies
were elected with responsibility for planning activities for all sectors, and a Planning and
Budgeting unit in each district government was entrusted with preparing integrated district
plans. District Health Management Teams must submit annual plans for approval by
these units, while government health personne! are paid by, and report to, the district
governments. Coordination and management of 110 such teams are beyond the capacity
of the central health ministry, and these functions have been undertaken at a regional
level. Prior to decentralization, personnel at regional level functioned as line managers;
they are now a source of technical support for the districts. Although the government
would like to give districts budgetary authority and responsibility staff management,
individual districts are at different stages of readiness to assume these functions. There is
thus a need for an interim, transitional phase in the devolution of power from regions to
districts. Regional teams play an important role by developing functional managerial and
support systems for such needs as supplies, transport, and information for the districts.
Perhaps most importantly, a regional team must know which of its districts need what
kinds of support, and which can largely run their own affairs. In sum, the role of
regional health teams should consist of coordination, policy advice, and technical support.

Their power should relate increasingly to the quality of their support to the districts rather
than their control of resources (Cassels and Janovsky 1992).

Conditions Associated with Improved Equity. It is often argued that
decentralized delivery of soctal services has the potential to be more effective at reaching
the poor than centrally run systems, because of the latter’s limnited range, in capacity to
adapt to local circumstances, inability to sustain local initiatives, and fostering of
dependency (Taal 1993). However, it has already been pointed out that decentralisation
may actually act in the opposite direction and increase inter-regional inequities. In
addition, it decentralization merely transfers power from central government to local
elites, then intra-regional equity may deteriorate as a resuft. Lastly, decentralization
might also serve as an excuse by central government authorities to transfer the burden of
financing development to the local community, thereby reducing the possibility of
alleviating poverty.

In practice, the consequences of decentralization for equity largely depend on the
basis for allocating resources to decentralized units. If formulae for such allocation are
transparent, the process can highlight any regional inequalities and provide a means of
correcting them (Gilson and Mills 1993). Before evaluating the consequences of
decentralization for equity, measurements of equity must be defined. A first
approximation of an equitable allocation might consist of resource distribution in direct
proportion to the relative size of the population in each region. However, analysis by
country is needed to develop allocation measures that address problems such as previous
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inequities, regions with special needs (for example, an area with relatively low population
density may require more resources to serve the same number of people as one with a
higher density), or the provision of a larger share to lower-income regions.

Where regional disparities in health conditions or services exist, central authorities
must take responsibility for reallocaring resources to promote equitable access. If not, the
likelihood is that decentralization will cause the disparities to be exacerbated.

Conditions Associated with Improved Efficiency. The unit of administration to
which management responsibility is decentralized can have consequences for sectoral
efficiency. In particular, if the decentralized administrative structure is not consistent
with the organization of the referral system between first-contact and first-referral
facilities, the efficiency of patient management will be compromised. In Nigeria, for
example, state governments are responsible for secondary care (i.e., first referral
hospitals), and local governments are responsible for primary care (i.e., first contact
facilities). National health policy calls for an integrated referral system, yet the
organization of the sector inhibits this because the administrations of the two levels of
care are entirely separate. Also, because the budgets of state and local governments are

distinct, there is no scope for a reallocation of resources across levels of care (World
Bank 1993c).

Efficiency would be improved through decentralization if the gains from the policy
were grealer than the cosis of implementing it effectively (e.g., by improving local
management and information systems). Decentralization may lead to an increase in
admumistrative costs if central level costs cannot be reduced when decentralized
administrative units are created. In other words, economies of scale in administration that
may have existed prior to decentralization may be lost upon implementation of this
reform. Mills (1994) notes that the trade-off between the costs and potential saving from
decentralization has yet to be explored. Research is needed on the incremental
administrative costs of decentralization, accounting for increases at the local level and any
decrease that may occur centrally. Such research will assist govermuments to make cost-
effective decisions regarding decentralization (Bossert 1993).

The success of decentralization policies depends critically on the administrative
and managerial capacity of the unit to which responsibility is devolved. For example,
decentralization to the district level may be going too far if sufficient managerial skills are
not available at this level, or if local institutions are not well developed or if higher levels
do not provide adequate support (Gilson and Mills 1993). The administrative and
management skills needed to run a decentralized prepayment scheme (such as the
Bwamanda prepayment plan in Zaire, described in Shepard, Vian and Kleinau 1950)
efficiently are the major constraint on their development. As Korte ez al. (1992) suggest,
systematic evaluation of existing rural prepayment plans is needed to identify the
managerial factors that are essential for their sustainability. Similarly, a review of
Bamako Initiative schemes in five African countries concluded that strengthening the
capacity of lower levels of the health system is a prerequisite for successful
decentralization (McPake, Hanson, and Mills 1992). Defining managerial and other
institutional requirements is clearly a priority area for research and analysis.
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Allocative efficiency implies a service mix that is highly valued by consumers, and
thus decentralization can improve allocative efficiency if it enables local preferences to be
reflected in the service mix. However, there is a danger that decentralization of
responsibility for resource allocation to the district level will lead to a greater emphasis
on facility-based curative care and in particular on dispensing pharmaceuticals in response
to consumer demand.

Although it is important to be responsive to consumers, market failures lead
individuals to undervalue the social benefits of preventive and promotive action.
Therefore, local decision-making structures must be developed to integrate the expertise
of planners with community values and preferences in order to make decentralized systems
more effective and responsive (Hurley, Birch, and Eyles 1992). In Ghana, the Ministry
of Local Government is attempting to address the problem through efforts to educate
politicians, local leaders, and community members about the benefits of such measures.
In addition, the central health ministry provides guidelines to district assemblies on
resource allocation and monitors policy implementation of the district level. The
ministry’s Directorate of Policy and Planning provides guidance on appropriate policy
norms, which must then be translated into resource allocations (Cassels and Janovsky
1992).

Evidence suggests that it is possible 1o build up a capacity for decentralized
management with a sustained commitment. Ghana’s health ministry has emphasized
capacity-building at district level through its Strengthening District Health Systems
Initiative, which was begun in 1988 with support from WHO and other donors. Through
a series of workshops followed by implementation and supervision, this programme has
helped staff at the district level develop planning and managerial skills. The development
of Ghana’s district health systems reflects in part the importance of building up the
capacity to define informational needs, collect the relevant data, and use these data for
decision-making. District staff have gained confidence in managing their own services,
and they have also been able to influence regional and national reforms (Hiscock 1993).
A USAID-supported project in Indonesia achieved similar results by improving local
officials’ capacity to collect and use data to inform managerial decisions (Bossert,
Socbekti, and Kumara Rai 1991).

Conditions Associated with Improved Health Status and Consumer
Satisfaction. As with the conditions for efficiency and equity, management capacity at
the decentralized level is of vital importance for maintaining the quality of services, and
thus, by extension, health status. In Papua New Guinea for example, there were only a
small number of skilled ‘administrators working in the health services prior to
decentralization. Decentralization of administrative responsibility to the district level
overwhelmed the managerial capacity of the country and led to a loss of control over
transport and other resources that had previously been managed by "health division"
authorities. A consequence of this was a marked drop in imununization coverage over a
period of three to four years, followed by an increase in the incidence of measles
(Newbrander, Aitken, and Kolehmainen-Aitken 1991).

Summary. Cassels and Janovsky (1992) note that decentralization requires not
only the willingness of the central government to give up some authority but also the
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capability of local governments to assume it. The advantages come from the ability to
use locally generated information to improve decision-making, particularly with regard to
local values and preferences as well as institutional issues and problems of the local
services. Decentralization does not, by itself, solve any problems, but, by being closer to
the community it serves, local managerial authorities are in a better position to respond
quickly to local needs than in a system in which all important decisions must be taken at
central level. But local management must also have the capacity to respond
appropriately. Indeed, as Taal (1993) notes, decentralization must be supported by efforts
to strengthen local institutions if it is to result in a successful transfer of power from
central to local decision-makers. There is thus a need for the local staff to have sufficient
expertise in a variety of disciplines, including, for example, epidemiology, clinical care,
and health service research. This implies a need for training in the requisite skills to
develop local planning and managerial capacity, a definition of the key information needs,
investment in systems to supply the information to local managers promptly, and an
organizational structure that integrates expert knowledge with the values and preferences
of the community (Hurley, Birch, and Eyles 1992).

For decentralization to lead to progress in meeting health objectives, central health
ministries need to be restructured with a view to supporting and serving the needs of
district health authorities. In particular, health ministries need the skills and experience
that will enable them to (1) manage central support services (procurement and supply,
maintenance, personnel management); (2) develop guidelines and procedures for planming
and mmplementing district health programmes (to maintain operational links between the
centre and the district); and (3) formulate health policy and planning (developing and
evaluating technical strategies, translating objectives into recommendations for resource
allocation reviewing, expenditure patterns, developing indicators for assessing policy
implementation, monitoring performance). These responsibilities require the central level
to have a mix of managerial and technical skills combined with operational experience
(Cassels and Janovsky 1992).

Contracting of Publicly Provided Services

The use of government funds to buy clinical or non-clinical services from private
providers is a strategy generally intended to increase the productivity of public resources
by purchasing gains in efficiency perceived to exist in the private sector. The usual
mechanism for this is a contractual relationship between a private provider and a public
purchaser, such as a health ministry. In some countries, public providers also bid for
contracts, and explicit contracts can be used to encourage better performance by
separating the health ministry’s role as purchaser of services from that of service
provider, thus organizing "internal markets" within the public sector. Contracts generally
specify cost and performance criteria. Another form of public financing of private
providers that is common in some developing countries is the partial subsidization of non-
profit-making nongovernmental providers. This may be accompanied by explicit or
implicit contracts with the providers but, in general, does not involve a competitive
element,

Mills (1994) describes two potential types of reform involving contracting reforms:
competition among providers for public contracts and consumer-led competition. Both
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entail competition among providers, but in the former the selection of the "winning”
contractor(s) is made by the government or a public sector body, such as a public
hospital. With the latter, "winners" are determined by the choices of consumers, and the
flow of both public and private funds follows these choices. Where the competition is
strictly for government contracts (e.g., non-clinical hospital services), suppliers market
themselves to the government agency evaluating the contract bids. Winning contractors
are generally paid on a prospective basis. With consumer-led competition (e.g., general
practitioner services), providers market themselves to consumers (or employers on behalf
of consumers), and the amounts paid to individual winning providers are usually
determined by the number of consumers choosing them, and sometimes by the quantity
and type of services they provide. Consumer-led competition can involve choice either of
an institutiopal purchaser (as in the Dutch "regulated competition" model where
individuals select from among a number of qualifying insurers) or of a provider (as with
the choice of a general practitioner in the British National Health Service).

Desired Effects of Contracting, Service contractmg is primarily a strategy to
improve the quality and/or increase the quantity of services that can be made available for
a given amount of government expenditure. Competition for contracts among potential
providers should yield improvements in efficiency on the supply-side. The change from
direct provision of services to contractual arrangements should also enhance efficiency
through an increase in the transparency of accounting practices (prices, quantities, and
quality) and in greater decentralization of management (Broomberg, cited in Mills 1994).
In other words, it is primarily a strategy for improving (technical) efficiency. However,
a reform that enables a greater quantity or quality of services to be available may, by the
mere fact of this greater availability, improve access for disadvantaged groups. It is
possible, therefore, for contracting to have beneficial effects for equity and the health
status of the poor, as well as for efficiency.

Contracting is a means of introducing market mechanisms in a selective way in
order to gain the benefits of competition, while limiting or avoiding the market failures of
a purely private system. A balance can be established between professionally derived
standards for service delivery, including the delivery of public goods and other services
with externalities, and consumer satisfaction as expressed in the willingness to pay for
services. Contracts that pay providers on a global budget basis lay a greater emphasis to
on normative standards, whereas contracts that include some element of cost per case or
fee for service give greater weight to consumer decisions. Public financing allows control
over total spending to remain in government hands. It also spreads the risks and
uncertainties across the tax-paying population, Competition for government contracts can
allow for elements of "government failure” to be overcome, especially the lack of
accountability and of technical efficiency found in the public sectors of many countries
(McPake and Ngalande-Bande 1994).

Experience to Date. In developing countries, contracting most commonly occurs
for the non-clinical services of public hospitals in Jarge urban areas. For example,
hospital laundry services are contracted to private suppliers in Bangladesh, India,
Indonesia, Malaysia, Mexico, Pakistan, Sri Lanka, Thailand, and Zimbabwe (Mills
1994). Cleaning services and canteens are contracted out in many Mexican public
hospitals, and contracts are also used for the maintenance of some high-tech equipment
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(Cruz, Zurita, and Zapata 1992). The principal referral hospital in Uganda contracts out
staff catering, elevator services, and management and maintenance of steam and boiler
systems. Contracting may also be a way for government health authorities to circumvent
corruption as well as civil service obstacles. In Lesotho, for example, bureaucratic
regulations prevented government from firing corrupt security staff promptly, so the
health ministry circumvented the problem by contracting out security services (McPake
and Ngalande-Bande 1994).

As Mills (1994) points out, however, there has been very little assessment of the
success of these reforms with regard to progress on health care objectives. The limited
evidence to date is not the product of systematic study but rather of anecdotal TEpPOITS.
For example, the cleaning and portering services of three large Jamaican public hospitals
were contracted to private providers, beginning in late 1987. The quality of these
services has reportedly improved at a cost of about half the previous budget (Abel-Smith
1989). The World Bank (1993a) reports that contracting out catering, cleaning, and
security services at a large Tunisian public hospital has also yielded improved quality at
similar or lower cost.

The contracting of clinical services is more widespread in industrialized countries.
A key fearure of the reforms to the National Health Service in the United Kingdom is the
"purchaser/provider split"; that is, the purchaser of services for a defined population
(usually a district health authority budgeted on an age- and health-adjusted capitation
basis) is distinct from the providers of care (public, private, or "trust" hospitals, for
example). The reforms call for selective contracting by the fund-holder (purchaser) of
hospital services; therefore, hospitals compete for contracts to serve the fund holder’s
population (Secretaries of State 1989). The contracting of government-financed clinical
services is perhaps most developed in the USA, where contracting by the Federal
Government and a number of State governments to private providers operating for profit
has reportedly yielded savings as high as 35%. The types of service typically contracted
out include prison and military health facilities. Contracts specify performance standards
and are usually rebid annually. Such arrangements are attractive to governments because
they are relieved of responsibility for direct provision of services and instead can
concentrate on contract management. One problem that has arisen is that of the status of
civil servants who may be supplanted by the contractual arrangements (Honderick, Prado.
and Nagpal 1994).

An important feature of the internal market approach to contracting clinical
services is that it is consumer-led: consumers of health care are given the power to
choose their primary provider, and public funds follow the consumer’s choice (Muschell
and Creese 1994). In Sweden, for example, public primary care clinics are budgeted
according to the number of people enrolled with them (i.e., capitation). County
government fund holders establish reimbursement contracts with public hospitals based on
a combination of expected outputs and costs, and all contracts contain either a cost or a
volume ceiling (Anell and Svarvar 1993).

In developing countries, contracting may be most relevant for services delivered in
large hospitals in major urban centres, where a competitive market for the supply of
specific services is most likely to exist. One option that has been suggested for reducing
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