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I. FINANCIAL PLANNING AND MANAGEMENT 
IN PAPUA NEW GUINEA 

1. INTRODUCTION 

Papua New Guinea derives a significant amount of its national income from the export 
of basic commodities, namely coffee, copper and gold. Consequently, the global recession of 
the 1980s was particularly hard on the Government's financial planning. In 1985, the 
Government initiated a new economic strategy, which was to concentrate public resources in 
the revenue generating sectors and thus reduce resources for the social sectors. This has 
meant an annual cut of 5% in real terms in the health budget. These events have made the 
Health Department acutely aware of the need for improved financial planning and 
management in the health sector. 

Papua New Guinea is a Pacific island nation with a population of 3.4 million (1986). 
Population growth is 2.3%, life expectancy is 50 years, and the infant mortality rate is 72 per 
1000 live births. Major causes of morbidity and mortality include upper respiratory tract 
infections, malaria, diarrhoea and perinatal conditions. The gross domflStic product per capita 
is a little over US$700, approximately 5% ($35) of which is spent on health. 

2. BACKGROUND 

In 1983, a significant decentralization of responsibility for the management of health 
services took place. Funding for the decentralized services is provided by a combination of 
direct national government grants and allocations by provincial governments. Provincial 
revenue comes from national allocations and taxes levied at the provincial level. The health 
services are guided by a five year national health plan. The emphasis of the current plan 
(1986-1990) is on: 

(1) provision of primary health services to as many as possible; 
(2) emphasis on healthy life-styles; 
(3) development of hospitals to support primary health care; and 
(4) decentralization of management. 

The plan also states that a major effort is needed to bring available resources to the least 
served areas, so as to achieve greater equity of access to services. 

Health services are provided through aid posts, health sub-centres, health centres and 
hospitals. All provinces except two have a hospital and there is one national referral hospital 
located in the national capital. The rural primary health care system provides the main means 
of health care delivery, as 87% of the population live in rural areas. Christian missions playa 
major role in the provision of rural health services. 
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3. INITIATIVES 
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A series of studies were planned to provide the information that would now be needed 
to strengthen Papua New Guinea's financial planning and management activities. These 
included: 

(1) an inventory of rural health facilities; 
(2) a health sector financing and expenditure study; 
(3) a rural health services cost study; 
(4) a hospital cost study; 
(5) the development of a health resource allocation model; 
(6) a study of alternative financing for the health sector; 
(7) a detailed alternative financing study; and 
(8) preparation of a financial master plan to complement the next national health plan. 

Most of these steps have been taken, and have provided management with vital 
information for policy-making, programme planning or operational management. These have 
contributed to making the Papua New Guinea system more effective. The key contributions 
of these initiatives are briefly summarized below. 

3.1 Inventory of rural health facilities 

This work has produced a comprehensive description and assessment of all rural health 
facilities in the country. The inventory describes the location, type of facility, accessibility, 
availability of equipment, and condition of the facility for each district in all provinces. The 
information is computerized for ease of analysis and updating. This information is useful for 
planning facilities, managing the programme and making resource allocation decisions. 

3.2 Health sector financing and expenditure study 

The health sector finance and expenditure study made an assessment of how existing 
financial resources are used in the health sector. This study provides baseline information for 
planners and policy makers in their decision-making. It shows: 

(a) total health finances (1986) by source: public, private and foreign; 
(b) expenditure by capital and recurrent costs; 
(c) expenditure by type of service, primary or secondary; 
(d) expenditure by geographical area; 
(e) expenditure for personnel training. 

The study also provides an analysis of this information in terms of implications for 
equitable and efficient use of resources to achieve the 1986-1990 national health development 
objectives. 

3.3 Rural health services cost study 

The rural health services cost study supported by the Asian Development Bank was 
completed in 1988. The study provides a description and assessment of staffing, operating 
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efficiency, and the recurrent and capital costs of health centres and health sub-centres 
throughout the country. 

The study shows 

(a) the costs of delivering a variety of services at the health centre, sub-centre and aid 
post level; 

(b) the variation in total and average costs (i) between regions; (ii) between districts 
and facility types; and (iii) between government and church-operated facilities; 

(c) factors determining differences in service productivity such as personnel, 
geography, population density, management, supervision and utilization of services; 

(d) services performed by the various health facilities relative to cost. 

A complementary study of the costs of hospital services will be conducted in 1989. 

3.4 Healtb resource allocation model 

The health resource allocation model project was an attempt tq identify the priority 
factors that should be used in national level allocation decision-making. The idea was to have 
an objective formula for determining where the health money should be used in order to have 
the greatest impact on health improvement. 

The project's initial scope of application has proven to be too complex. However, the 
principle of using a rational decision-making tool for resource allocations has been applied for 
the first time this year in the 1990 budget preparations. 

3.5 Alternative financing for tbe bealtb sector 

The purpose of this study was to present a range of alternatives for financing health 
services in Papua New Guinea. The study examines the current state of the health system and 
its level of financing and discusses the feasibility of alternatives for generating more funds to 
maintain and expand the level of health services. The study reviewed the potential for grant 
aid, philanthropic and charitable organizations, user fees, private health insurance, 
privatization and community financing. This study forms the background for a more detailed 
examination of specific alternatives for financing the health sector in 1989. 

4. ASSESSMENT 

On the basis of these studies, Papua New Guinea, within its overall health development 
goals, has set the following financial policy objectives: 

(1) to increase the equity of health care between provinces; 
(2) to increase the effectiveness of foreign aid; 
(3) to increase the role of the private sector and direct user contributions; 
(4) to decrease expenditure on personnel; and 
(5) to increase urban health centres. 

-
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The studies also produced a considerable amount of valuable information on the current 
financial situation of the Papua New Guinea health system. The information applicable to the 
financial framework (see Figure 1, Annex 1) can also be used to guide the next steps. 

Figure 1 shows the analysis framework that can be used to describe the health sector in 
terms of financing and service delivery relationships. 

4.1 Intersectoral resource allocation 

In Papua New Guinea, public expenditures represent 35% of gross national product. 
Since health already consumes over 9% of the public expenditure, it can be assumed that this 
percentage will not be increased. 

Public sector expenditure 

Health 
Defence 
Education 
Economic development 
Other public organizations 

4.2 Health care service structure and focus 

Public service expenditure 

Secondary care 
Primary care 
Training 
Others 

Private health expenditure 1 

Drugs 
Physicians 
Hospitals 
Dental 
Others 

1 The services that are purchased in the private sector. 

Percent 

9.4 
4.5 

17.0 
18.6 
50.5 

Percent 

38.0 
47.0 
9.0 
6.0 

Percent 

42.0 
21.0 
28.0 
6.0 
3,0 
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Provincial service expenditure 1 

Preventive 
Curative 

Percent 

12.0 
88.0 

The primary to secondary care ratio in Papua New Guinea has always been quite 
favourable to primary services. This is obviously an indicator to monitor closely. However, 
there is concern about the distribution of spending, as there is a variation of almost 3 to I from 
province to province in the amount spent on health. 

The private sector distribution is very much in line with private expenditures in other 
countries, with a high percentage for drugs. There would no doubt be a gain in efficiency to 
be made here. If the private sector's role in health care is expanded, an effort should be made 
to improve the distribution of the expanded services, rather than simply to replicate it. 

The wide variation in expenditures on health between provinces is a serious equity issue. 
It appears that only through firm national p~licies can this be significantly minimized. 

4.3 Health care service resource mix 

Public service expenditures are broken down as follows: 

Public service expenditure 

Personnel 
Supplies 
Drugs 
Transportation 
Others 

Percent 

71.0 
9.0 
8.0 
7.0 
5.0 

The Government is concerned about the high percentage of expenditure for personnel 
(71%). Health is by definition a labour-intensive industry. On a global comparison, Papua 
New Guinea does not represent a particularly alarming situation. For example, the 
corresponding figure for the South Pacific islands is about 65%, while for Malaysia personnel 
expenditure is also 71 %. There may be a basis for some intervention, but the real test will be 
to obtain productivity gains within this percentage. There is a critical balance to be reached. 
For example, it is possible that with low salaries staff turnover will be high, which will have a 
negative impact on efficiency. There is also the concern to contain salaries since they are 
indexed to inflation. This link often produces an automatic percentage increase for salaries. 

1 How the money is u.ed at the provincial level. 

-

.. 



--' 

-. 

4.4 Organization of the health sector 

Provision of services 

Government 
Missions 
Private 

Financing of services 

Public 
Private 
Overseas aid 

Percent 

55.0 
43.0 
2.0 

Percent 

89.0 
9.01 

2.0 
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The Government is not the only major health service provider: . this situation has both 
positive and negative implications in terms of managing development changes. On the other 
hand, in terms of expanding the private sector, the service base here is very small, so that 
absolute growth will be very slow. 

The health system is mostly public sector financed. Only 13% of the economically active 
population are working on a wage-earning basis; therefore, the expansion in private sector 
spending is bound to be quite slow. 

5. CONCLUSION 

Papua New Guinea appears to be a typical case where no one financing solution will 
solve all the problems. In some ways this is good: it is generally more politically and 
technically feasible to obtain agreements on incremental solutions rather than major new 
revolutionary changes. On the other hand, this strategy provides management with many 
challenges since one change will affect many parts of the system. And as changes are 
occurring simultaneously, the monitoring and evaluation instruments and processes of 
management need to be acutely sensitive to goals with mechanisms for immediate correction 
once problems are identified. 

Papua New Guinea bas produced a lot of useful information, set some specific financial 
objectives, and initiated some changes to correct the problems identified. Financial issues 
were a concern of the health managers and they made a concerted effort to ensure that 
financial information was a part of major policy and operational decision-making. 

1 7% of private is direct individual spending. 
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II. PHILIPPINE HEALTH CARE SECTOR: 
PAST PERFORMANCE AND CURRENT POLICY INITIATIVES 

This paper describe.., the salient features of past health sector performance in the 
Philippines, and current policies for improving the sector's efficiency and equity. Section 1 
describes the role of health care and non-health care factors in understanding recent trends in 
health status. Section 2 also describes the shift in intersectoral resource allocation within the 
government sector. Section 3 examines the health service structure with attention to trends in 
the early 1980s and the changes under the new Government since 1986. Section 4 describes 
initiatives affecting health care resource mix. Section 5 discusses financing issues and 
initiatives. 

1. HEALTH STATUS TRENDS AND DETERMINANTS 

Recent mortality estimates suggest a slackening in health status improvements since 
1975. Life expectancy at birth increased more slowly than expected, from 61.3 years in 1975 to 
62.3 years in 1980, and to 62.9 years in 1984. On the other hand, while the infant mortality 
rate declined from 60.3 per 1000 live births in 1975 to 56.9 per 1000 in 1980, the rate rose 
again to 62.8 per 1000 in 1984 (de Guzman, 1989). Though surprising, the rise in infant 
mortality rates during the first half of the 1980s is not inexplicable, considering the poor 
aggregate economic performance, increased poverty rates and cutbacks in government 
expenditures for health and social services that characterized the period (Herrin and Paqueo, 
1985). 

Communicable diseases continue to be the leading causes of death for all ages. In 1984, 
tuberculosis accounted for 11 % of reported deaths, while diarrhoea, nutritional deficiencies 
and measles added another 11 %. Altogether, these readily preventable diseases accounted for 
41 % of all reported deaths. In contrast, degenerative diseases accounted for 28% of all 
reported deaths. 

Infant deaths accounted for roughly 20% of all reported deaths. Among the leading 
causes of infant mortality, pneumonia appears to be the single most important cause with no 
clear indication of significant decline from 1978 to 1984. In 1984, 24% of all infant deaths 
were from this disease. Other respiratory diseases accounted for 16%, while diarrhoea, 
nutritional deficiencies and measles accounted for another 17%. Altogether, these 
interrelated diseases accounted for more than half (57%) of all infant deaths. 

The. lack of significant progress in health status improvements is due not only to the very 
low level of health care service utilization but also to other factors. These other factors 
include the slower decline in fertility since 1975, the slow improvements in environmental 
sanitation, and the confirmed high rates of infant and child malnutrition, which are partly 
associated with the declining prevalence and duration of breast-feeding. Beyond these more 
direct determinants of health status are socioeconomic factors including the increased poverty 
rates associated with the slowing down of economic performance in the early 1980s and the 
slow progress in reducing illiteracy rates, especially among women in the rural areas. (World 
Bank, 1988). 
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Thus, more significant health status improvements were prevented by many factors 
related to the performance of not only the }1.ealth care sector but other sectors, particularly 
population growth, food and nutrition. water find sanitation, education and the various 
employment and income-generating sectors of the economy. 

2. INTERSECTORAL RESOURCE ALLOCATION 

RecOgnizing the failures of past '. policies and government priorities, the current 
Government has embarked upon a series of major policy reforms designed to achieve 
economic recovery and sustainable growth in the context of equity and social justice. Of these 
reforms, the one that has a more immediate bearing on health status improvement is the 
increased priority given to social services, particularly health and education, in the allocation 
of government resources. Thus for health, the share of the Department of Health in the 
national budget rose from 4.2% in 1985 to 5.9% in 1989. As for education the share of the 
Department of Education, Culture and Sports in the national budget rose from 10.5% in 1985 
to 20.2% in 1989. 

3. HEALTH CARE SERVICE STRUCTURE' 

Given the persistent disease pattern described above, one would expect the structure of 
health care services to emphasize promotive and preventive programmes such as family 
planning, immunization, environmental sanitation, nutrition and breast-feeding, in conjunction 
with basic curative care services, particularly for the control of diarrhoeal diseases and acute 
respiratory infections. Moreover, such services should be more focused in rural areas where 
about 70% of the population lives. The public and private health care service structure that 
evolved, however, was characterized by its heavy emphasis on hospital-based, 
physician-oriented curative care, available mainly in urban areas. The public sector, which 
might have been expected to correct such an imbalance, has actually aggravated it in the 
recent past. Available data on public sector expenditures for health in the early 1980s reveal 
that they have increasingly shifted from preventive to curative care, with an increasing 
proportion of government health resources being spent to support public hospitals. 

The following data illustrate the nature of public choices in health care in the recent 
past. Of the total government spending on health between 1981 and 1985, 57% on average 
was spent on curative care, as opposed to only 33% on preventive care (Table 1). 
Administrative and training costs accounted for the remainder. From 1982, the proportion of 
total government spending for preventive care declined. In 1982, it was 37% and in 1985 it 
was only 28%, whereas government spending for curative care rose from 54% to 63% in the 
same period. Of total government expenditures, 65% were accounted for by the Department 
of Health on average between 1981 and 1985, the other 35% being spent by social services and 
other departments. A closer look at the Department of Health expenditures between 1981 
and 1985 shows that 22% on average were for preventive care, while 69% were for curative 
care. 

Recognizing the imbalance between the existing health care service structure and the 
health care needs of the large majority of the population, the current Government adopted a 
more vigorous approach to preventive and promotive health measures. Recent data showing 
the breakdown of expenditures comparable to those in Table 1, however, are not available, so 
we cannot yet see how much shift in government expenditures occurred towards preventive 
care. On the other hand, while a greater emphasis is now being placed on preventive care by 

-.. 
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the Government, the overall health care service structure is still mainly curative in orientation. 
This is because private sector spending, which accounts for 75% of total health expenditures, 
is mainly curative. 

4. HEALTH CARE SERVICE RESOURCE INPUT MIX 

To increase efficiency in the production of health services, input substitution 
possibilities were explored. The aim was to use cheaper inputs to produce the same output. 
Two recent initiatives which serve to modify the input structure of health care services towards 
greater efficiency can be cited. These are an innovative programme in the control of acute 
respiratory infections, and the Philippine Generics Act, which came into effect in 1988. In 
addition, data on Department of Health expenditures by major input categories reveal shifts in 
input combinations with implications for efficiency. 

-. 4.1 Control of acute respiratory infections 

-

The Department of Health has planned a national progra~me to control acute 
respiratory infections among infants and children. The plan is based on the experience of a 
project which was started in Bohol Province in 1983. The project demonstrated that midwives 
at the barangay health stations could be taught to detect and treat moderately severe ARI 
cases using prescribed oral antibiotics combined with home management, and that their 
treatment did not have an adverse impact on the mortality rate of children from ARI. This 
innovative approach represents a shift in treatment protocols for moderately severe cases from 
expensive hospital-based treatment involving physicians, nurses, sophisticated diagnostic tests, 
and expensive drugs (intravenous penicillin) to an economical health station-based treatment 
involving midwives, simple diagnostic procedures, and less expensive drugs (oral antibiotics). 

Although data are incomplete, calculations by an external review team using data from 
field informants in 1987 suggest that the new combination of inputs is less costly than the 
previous combination of inputs in producing the. same level of output. The output under 
consideration is the number of moderately severe ARI cases treated in the study area. During 
the one-year period of observation (July 1985 - June 1986), 1694 moderately severe ARI cases 
were treated in barangay health stations by midwives using the new case management 
protocol. The total cost of treating a case was estimated at about 106 pesos, 75% of which was 
inputs provided by the Government (drugs, midwife's time, supplies and materials and 
training), while 25% was borne by the household (time cost in travel and waiting at the health 
station and home treatment). If these same moderately severe ARI cases were treated in the 
hospitals using the standard protocol, the cost per case would be roughly 700 pesos, 72% of 
which would be provided by Government (drugs, physician and nursing time, hospital room 
cost, X-rays and other tests, and supplies and materials) while the remaining 28% would be 
borne by the household (transportation cost to the hospital, time cost of waiting for transport, 
time cost of adult member to stay with patient in the hospital). Thus, the protocol, which 
represents a shift to a less costly combination of inputs, makes a saving of up to 85% on 
treatment costs. 

These cost estimates are rough for lack of more detailed information (unfortunately 
obtaining cost information was not part of the activities of the project). However, they 
provide some insight into the order of magnitude of the benefits to be expected from such a 
change in input mix. The savings would in fact be larger since many moderately severe cases 
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are now easily treated in barangay health stations and therefore do not degenerate into severe 
cases, which are more expensive to treat. 

4.2 Generic drugs 

In 1985, about 33% of total private expenditures for health were on drugs. Private 
health expenditures in tum accounted for 75% of total health expenditures (see Table 1). A 
major reduction in health care expenditures on drugs might be made by controlling 
unnecessary use of drugs and by controlling the price of drugs. Since brand name drugs are 
normally more expensive than generic drugs, a shift to the use of generic drugs should reduce 
the cost of drugs and free resources for other uses. 

In 1988, the Philippine Government passed the Generics Act which called for the use of 
generic terminology in the manufacture, marketing and dispensing of essential drugs. This 
shift to generics is expected to reduce the cost of essential drugs. 

4.3 Department of Health expenditures by input categories 

The production of health care services is labour intensive. However, the health 
work-force must be complemented with various other inputs. Table 2 shows that from 1981 to 
1985, Department of Health expenditures for maintenance and operating expenses declined 
from 63% of the. total expenditures in 1981 to 51%. This made the overall input mix in the 
production of health care services less efficient by under-equipping the work-force. This 
problem was recognized by the new leadership in 1986 and in subsequent years the proportion 
of expenditures allocated to maintenance and operating expenses was increased to the extent 
feasible within the overall budget. 

It is interesting to note that the proportion of expenditures going to maintenance and 
operating expenses fell sharply when the overall Department of Health budget was reduced 
during the crisis years of 1983-1985. When health budgets have to be reduced, it is often 
difficult to reduce personnel, so maintenance and operating expenses are cut instead. The 
ability of personnel to provide quality services normally decreases when this is done. 

5. HEALTH CARE FINANCING 

The public sector expenditures, which accounted for roughly 25% of total health 
expenditures in 1985 were financed mainly from tax revenues. User charges in public hospitals 
are limited, and cost recovery from users is less than 10%. On the other hand, private sector 
expenditures were covered mostly by users directly and partly by a government-sponsored 
social insurance scheme (Medicare). Voluntary private insurance is very limited (less than 5% 
of the population is covered). 

A major issue confronting health insurance is that the neediest part of the population is 
not covered. Roughly 42% of the population is covered by the compulsory and voluntary 
health insurance schemes combined. Since these schemes are for salaried people, those 
covered are richer than the majority of those not covered, namely the unemployed and 
self-employed. Options for expanding insurance or risk coverage to the rest of the population 
are being studied. 

-
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The current Medicare programme provides health care benefits to some 21 million 
public and private sector employees and their dependants. The support value of Medicare, 
however, declined from 70% in 1972 (the insurer paid 70% and the insured paid 30%) to 30% 
in 1988 (the insured now paid 70% of the medical bill). The main reasons for the decline in 
the support value of Medicare are the increasing cost of health care, the unchanged premium 
contribution structure, abuses in benefit claims, and inefficient management of funds. The 
increased cost of health care is caused by increasing demand (partly induced by the insurance 
scheme itself), increasing labour costs, the increasing proportion of degenerative diseases that 
are expensive to treat, and rising prices in general. 

To arrest the declining support value of Medicare and to restore its original support 
value, the Government recently increased the support value of benefits to 90% based on 1987 
costs. Anticipating further cost increases bctween 1987 and 1989, this support value is 
expected to be at least 70%-80% of current costs of hospitalization expenses. This increase in 
support value will initially be financed by Medicare's reserve funds and from government 
subsidies. By 1991, the increased benefits will be financed by increasing the premiums paid by 
Medicare members. To ensure that greater benefits can be obtained from premium 
contributions, the Medicare Commission is also stepping up efforts to control abuses of 
benefit claims and encouraging better financial management of Medicare funds to realize 
higher net earnings. 

The Department of Health, in trying to increase the support value of Medicare without 
increasing the premiums, has experimented with an alternative financial and service delivery 
scheme. This scheme involves linking Medicare to a health maintenance organization, which 
consists of a group of accredited hospitals and other health care providers. Medicare members 
who choose to join the scheme receive treatment as needed from this organization, which is 
financed by Medicare for an amount equivalent to their premiums. In this way the health 
maintenance organization shares financial risks with Medicare and therefore has an incentive 
to be efficient in providing health care. Thus, in addition to inpatient care, this organization 
provides outpatient car~, so that hospitalization can be avoided when possible. 

The experiment has been in operation for about 9 months. As of May 1989, the numbcr 
of members enrolled was 12 567 from 32 government agencies and 125 private companies. 
This number represents only 0.6% of the total of Medicare members and so far the scheme is 
limited to the Manila urban area. Available data indicate that for the same amount of 
resources the health maintenance organization has been able to provide a support value of 
44%, an improvement of 14% on the standard Medicare plan (prior to the increase in support 
value to 90% described earlier). Thus, it appears that this financial scheme has the potential 
to provide more health care service benefits to members for the same level of financial 
resources. 

As mentioned above, the Medicare plan covers only government and private employees. 
The rest of the population has still to be provided with some form of insurance coverage. 
While reforms and experiments are being undertaken under the existing Medicare plan, a 
major study is expected to be undertaken soon to identify various risk coverage schemes that 
will benefit the rest of the population. 
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Total 
National HCE 
% of GNP 

Breakdown as to: 
Government 
Private 

(Government only) 
Preventive 
Curative 
Admin/training 

(Department of Health only) 
Preventive 
Curative 
Admin/training 

Source: Intercare, 1987. 

1981 
Amount 

984.9 
2.6 

342.0 
642.9 

119.2 
187.9 
34.9 

54.7 
147.5 
23.1 

I) 

(%) 

(34.7) 
(65.3) 

(34.9) 
(54.9) 
(10.2) 

(24.3) 
(65.5) 
(10.2) 

) 

Table 1. Total health care expenditures (HeE) 
(in US$m) 

1982 
Amount 

1035.9 
2.8 

367.7 
668.2 

134.7 
198.5 
34.5 

61.5 
155.8 
21.6 

(%) 

(35.5) 
(64.6) 

(36.6) 
(54.0) 

(9.4) 

(25.7) 
(65.2) 

(9.1) 

1983 
Amount 

842.0 
2.9 

301.6 
540.4 

97.2 
178.1 
26.3 

47.4 
140.7 

16.6 

(%) 

(35.8) 
(64.2) 

(32.2) 
(59.1) 

(8.7) 

(23.2) 
(68.9) 

(7.9) 

) 

1984 
Amount 

686.4 
2.3 

199.8 
486.7 

68.6 
112.1 
19.1 

31.1 
82.9 
12.2 

, 
• 

(%) 

(29.1) 
(70.9) 

(34.3) 
(56.1 ) 
(9.6) 

(24.6) 
(65.7) 

(9.7) 

1985 
Amount 

762.9 
2.4 

198.9 
564.0 

56.4 
125.8 

16.7 

17.8 
100.1 

9.8 

(%) 

(26.1) 
(73.9) 

(28.4) 
(63.2) 

(8.6) 

(13.9) 
(78.4) 

(7.7) 

~ 
~ 

j 
'"00 
'" 0 ~() 
V:~ 
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Table 2. Department of Health (DOH) expenditures 

Category 1981 1982 1983 1984 1985 

Total DOli 
expenditures (in US$ m) 191.4 211.9 154.6 108.5 130.9 

Per cent orDOn expenditures (%) 

Manpower services 35.3 35.0 35.6 44.1 43.2 

Maintenance and 
operating expenses 62.9 59.4 58.7 51.1 50.9 

Capital outlays 1.8 5.6 5.7 4.8 5.9 

Sources: Data for 1981 to 1985 from the Department of Health (DOl-I), "Health Care Financing: Philippines". 
Report prepared for the Regional Seminar on Health Care Financing, July 1987. 
Data for 1987 and 1988 from the Department of Health briefing materials. 

1987 1988 

218.9 2·15.1 

39.4 33.9 

51.5 56.2 

9.1 9.9 

-
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III. NATIONAL FINANCIAL STUDY OF THE HEALTH SECTOR 
IN VANUATU 

1. INTRODUCI'lON 

The Republic of Vanuatu consists of a chain of some 80 islands in the Southwest Pacific 
Ocean, with a population of 145 000. Population growth is 3.1 %, average life expectancy is 
55 years and infant mortality is 94 per 1000 live births. Major causes of morbidity and 
mortality are respiratory infections and malaria. About 80% of the population lives in rural 
areas. Their main source of income is copra. &timated per capita gross domestic product is 
over US$800, approximately 5.5% ($45) of which is spent on health. 

Vanuatu's economy was growing until 1985. Government revenue was increasing 
rapidly and expenditures were under control. However, in 1986, government revenue began a 
dramatic decline caused by lower receipts from taxes associated with international trade and 
tourism. The Government therefore introduced cost containment measures. 

2. BACKGROUND 

In 1980 the newly independent country inherited relatively developed and expensive 
government health services from two colonial powerS. At that time the service was completely 
financed by aid, while today only 20% of recurrent expenditure is supported by foreign aid. 
There is concern that the government services have not been able to expand to keep pace with 
population growth. 

Sources of funds for recurrent expenditure on health in 1986 were as follows: 

Ministry of Health 61.0% 
Other ministries 4.0% 
Local governments 2.0% 
Private payments1 11.0% 
Foreign Aid 21.0% 
Other 1.0% 

Total 100.0% 

The Ministry of Health consistently spends approximately 60% of the total spent on 
health care. Of the total expenditure in 1986 (707 million vatu), it is estimated that 47% was 
used for primary health care activities while the remaining 53% was used for hospitals. 

1 Excludes expenses for traditional practitioners. 
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Primary health care expenditures weJ;"e broken down asfollows: 

Rural health offices 
Aid posts 
Drugs 
Sanitation 
Malaria control 
Rural water supply 
Other 

Total 

33.0% 
12.0% 
13.0% 
10.0% 
7.0% 

.. 7.0% 
18.0% 

100.0% 

Hospital expenditures consisted of the following: 

Central hospital 
District hospitals 
Rural hospitals 

Total 

52.0% 
44.0% 
4.0% 

100.0% 

The health services are provided principally by the Central Government. The private 
sector is small. The health services are organized in five districts, and provided by local 
government councils through aid posts, dispensaries, health centres, and mobile maternal and 
child health teams. 

3. INITIATIVES 

The Ministry of He'alth has expressed concern about the effectiveness of their resource 
utilization and the efficiency of the whole health sector. It therefore decided to review the 
previous health expenditures and prepare a financial plan for the future. In 1987 a 
comprehensive financial review of the health sector was undertaken. 

Since 1986, the general economic situation has continued to deteriorate. In both 1986 
and 1987 the Government issued bonds to finance their deficit. The budgetary performance 
of the Ministry of Health in 1987 and 1988 was considered satisfactory. Starting in 1989, the 
Ministry was required to make major reductions in their recurrent expenditures. This 
situation is expected to continue at least until the end of 1991. 

4. RECOMMENDATIONS 

A study was made of Vanuatu's health sector in 1988. 1 The recommendations it 
made fall into the two main categories of increasing financing and making expenditures 

1 National Study of lIeallh SeClor Expendiolre and Financing and National Fi'lancial Masler Plan for lIealIh, 1987·1991, 
Coordinated and L,(\ited by E.I'. Mach and oJ~. Small. 

-

-
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more effective. To increase financing, alternative funding sources should be mobilized as 
follows: 

4.1 Local government councils and village communities 

In accordance with government policy, local government councils should take charge of 
the operational costs of peripheral health services. At present these councils provide some 
funds for aid post and village sanitarian services. Some Department of Health clinics have 
active management committees which raise funds for their associated health facility. 
Promotion of and support for such arrangements should be encouraged as a task for district 
level health managers, together with the local government councils. 

4.2 Financing by church missions 

Prior to the creation of an integrated national health service, churches were responsible 
for running two district and two rural hospitals, 14 health centres and 31 dispensaries. If 
agreement were reached to return these facilities to church control, savings of just over 20% 
of the annual budget could be made. 

4.3 External funding 

The Ministry of Health should make constant efforts to restore the share of external 
funding to the 1983-1984 levels. At that time external funding represented 26% of all 
recurrent health expenditure. The figure now is around 21%. At all opportunities donors' 
should be briefed on the need to assist with the financing of recurrent costs. Donors should be 
persuaded to finance the entire emoluments of expatriate health workers, without Vanuatu 
counterpart payments. 

Foreign aid at present is used as follows: 

Central Hospital 
Other hospitals 
Headquarters administration 
Public health 
Training 
Others 

Total 

19.0% 
6.0% 
9.0% 

37.0% 
9.0% 

20.0% 

100.0% 

The present excessive numbers of staff training projects should be reduced to a level 
that assures a reasonable level of staffing. Savings made this way could be used to finance 
other health priorities. 

4.4 Long-term soft loan from external sources 

It is government policy that foreign loans should be used to finance recurrent public 
expenditures. In the event of a policy change, the structure of a loan could be similar to that 
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related to a maternal and child health. project granted to another country by the World Bank. 
This was a 30 year 10;10 with a lO-year grace period before repayments were to commence. 
Interest rates were yery low and were to be funded out of revenues generated by the 
government health services. 

Regarding expenditure, the following measures were recommended: 

(1) If budgetary cuts become unavoidable, each unit within the Department of Health 
should be given a list of average salaries by major category of personnel and the amount of the 
budgetary saving required for that unit. The senior management of the Department of Health 
and the unit heads should then prepare detailed recommendations. 

(2) Half-time work could be introduced, with half salaries .paid for a number of posts. 

(3) Cost-effectiveness studies of selected health facilities should be made. 

The Ministry of Health budgets 95% for recurrent expenses and 5% for capita\. Its 
recurrent expenses are broken down as follows: 

Personnel 70.0% 
Drugs 11.0% 
Transport 5.0% 
Utilities 5.0% 
Others 9.0% 

Total 100.0% 

In addition to these measures, a mid-term review of the financial master plan for health 
should be scheduled for 1989, and used as an opportunity to evaluate the impact of reduced 

-

funding on health services. Projections should be revised and adjusted to the actual situation. .-
The exercise should be carried out jointly with the national planning and statistics office. 

s. ASSESSMENT 

The financial plan prepared for Vanuatu has made a significant contribution to 
understanding the situation in the health sector. It has also enabled the Ministry to see some 
potential options for handling the difficult financial situation they have had over the last few 
years. 

Some of the structural features of the health system in Vanuatu which will have a 
decisive influence on the development of the system include the following: 

(1) The Ministry of Health provides 60% or more of the total health expenditure; 
therefore, a significant amount of resources come from other sources. 

(2) Primary health care received 46% of the health expenditures. 
(3) Foreign aid appears to contribute less than 46% to primary health care. 
(4) Personnel costs consume 70% of the Ministry of Health expenditures. 

-
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(5) The overall percentage of gross domestic product spent on health will probably not 
expand in the medium term. 

The areas that have not been thoroughly reviewed and which can contribute to 
evaluating the impact of current interventions incIl'Je efficiency of resource utilization and 
equity of service delivery. Until these are dealt with, the main impact of the Ministry of 
Health is measured only by whether the budget is within the limits set by the Ministry of 
Finance, and whether it is politically acceptable to the people. 
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ANNEXl 

Fig. 1. A framework for analysing the health care sector 

Health Care Sector 

Economic 
Economic Health Health status resources 

Resources specific to care improvements 

(A) health services (E) 
(8) (C) 

• 
Non-health 
care sectors 

~) 8 
(D) 

(0 2,b,c, 1,a 
d,h 

Inputs and outputs 

Land, labour, capital, technology A 
B. 
C. 
D. 

Physicians, nurses, village health workers, hospitals, health centres, pharmaceuticals, etc. 
Physician consultations, diagnostic tests, hospital care, etc. 

E. 

Includes outputs of other heallh-impacting sectors, e.g. water supply, environmental sanitation, 
nutrition. 
Mortality, morbidity and other indicators for health. 

Selected policy issues 

l. 
2. 
3. 
4. 
5. 

Intersectoral resource allocation 
Health care service structure, focus and utilization 
Health care service resource mix 
Management structures and procedures 
Organization of the health care sector (public-private sector mix) in terms of service delivery 
and financing. 

Selected indicators of economic performance 

a. Intersectoral allocative efficiency 
b. A1localive efficiency in heallh care service structure 
c. Service focus efficiency 
d. Service utilization efficicncy 
e. A1locative efficiency in health care resource mix 
f. Managerial or operational efficiency 
g. Financial efficiency 


