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EXECUTIVE SUMMARY 

The gains in recent years in improving the quality of life for the people of the Region 
have been remarkable. Much of this improvement can be attributed to the Region's economic 
performance coupled with hard work and viable leadership. But it is generally recognized that 
continuing gains in health status will not come from doing more of what was done in the past. 
All information on the needs of today indicates that some fundamental changes are required 
in the way health sectors operate. 

There are two principal areas in which change is needed: the delivery of services and 
the financing of those services. In future, significant gains in the quality of life of a nation as a 
whole will come only when it can ensure that the currently poorly served sectors of society 
receive care on a par with the rest of society. Consequently, the first principal change will be 
the emergence of a health policy which is based on equitable and efficient service delivery 
strategies. This is often advocated but seldom achieved. 

The second principal change is in financing. There are very few operational or policy 
decisions that can be made in the health sector today without a careful assessment of their 
financial implications. 

The paper presents a framework for the collection and analysis of information that 
structures the health policy decision-making process around these two key concerns of 
financing and improved service delivery. 

The paper first introduces this framework within the context of typical policy issues 
which encompass most of the current health sector concerns. These are intersectoral 
allocations, health programmes and their intended beneficiaries, health resources, and 
management and organization of the health sector. The framework allows the policy-maker to 
visualize more clearly the relation of these issues to health improvements in the population 
and, equally important, the relationship of each issue to the operation of the health system as 
a whole. This section then goes on to outline a number of economic performance indicators 
that can be used to judge the validity of a specific policy on an issue. 

The next section of the paper discusses selected financial interventions which are 
currently popular: general tax revenue, social insurance, user charges and community 
financing. It relates these interventions to the policy framework. The purpose of this section is 
to explain the current difficulties with the implementation of these interventions and to 
suggest ways in which they might be made more effective and equitable. 

Finally, the paper briefly describes how to make use of a framework for analysis in 
formulating health policy. It refers to policies which will achieve immediate results as well as 
facilitate long range plans to improve the performance of the health sector as a whole. 

The thesis of this paper is that significant immediate health status improvements can be 
made by improving the internal operations of the health sector. In addition, long-term 
improvements are also achievable through financial policies that are directly focused on health 
improvements and take into consideration the explicit link between the operational 
performance of the health system and the way it is financed. 

--



-
'--

-

1. INTRODUCflON 

WPRJRC40/12 
page 3 

In most countries the aggregate health status is improving, but there is rising concern for 
those segments of society that are not benefitting fully from the overall development gains. At 
the same time, rising incomes, aging populations and rapid urbanization are increasing the 
demand for conventional hospital and physician services. These competing demands are 
causing increased pressure on the fmancial resources of most countries. On the other hand, 
economic difficulties experienced recently by many countries have reduced the prospects for 
generating substantial increases in resources for health from national economic growth or 
from external support. While the problems confronting different countries in the Region 
differ in intensity and context, all countries face a common challenge: how to make the best 
use of their current resources and how to generate even more resources to achieve 
health-for-all objectives in the context of their own national development goals. 

Countries have various ways of financing health. Some aspects of health care are 
financed directly by consumers through fees for service. Other aspects of health care are 
directly financed by the government through taxes. In between, other approaches are used 
such as health insurance and community financing. Many countries are experimenting with 
different financing methods. However, the effects of each of these financing methods on 
health status improvements remain inadequately assessed, and their impact on the operation 
of the health care system has not been analysed in terms of efficiency and equity. There is an 
urgent need for policy analysis to determine the effects of financial strategies on health status 
and on other health policy objectives such as efficiency and equity so that what works can be 
made available to guide others. In short, change in financing alone is not enough, it must be 
accompanied by a systematic review of all resource allocation decisions. The converse is also 
true: the planning and management of the health care sector cannot be separated from its 
financing. 

This assessment of the situation is the basis for WHO's priority emphasis for the future 
and is more clearly stated in a recent WHO publication Health Economics: A Programme for 
Action (Geneva, 1988). This document outlines two priority needs, namely: 

(1) Policy analysis in relation to financing mechanisms, and 

(2) Policy analysis in relation to the efficiency and equity of resource allocation patterns and 
practices. 

This statement of need could be interpreted as saying that today no policy analysis is 
being done, which is not a fair statement. However, what appears to be inadequately debated 
is the need for a more developed conceptual or analytical framework to structure the data 
collection, analysis and evaluation components of a policy review and policy formulation 
process, particularly in the area of financing. 

The purpose of this paper is to describe such a framework and to illustrate its use for 
planning and managing financial interventions for health. 
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2. A FRAMEWORK FOR ANALYSING mE BEALm CARE SECTOR 

2.1 The Framework 

The health sector may be described in terms of a simple process as depicted in Fig. 1. 
Economic resources (A), i.e. land, labour, capital and technology, are marshalled. They are 
then transformed into resources specific to the health care sector (B), e.g. physicians, nurses, 
village health workers, hospitals, health centres, pharmaceuticals, etc. They are then 
transformed into health care services (C), e.g. physician consultations, inpatient days, 
diagnostic tests, information, etc. These, when utilized together with the outputs of other 
health-related sectors (D), result in health status improvements in the population (E). 

An alternative way of looking at the same process is to say that health status 
improvements taken as an output are determined by the utilization of health care services and _ 
of the outputs of the other health-related sectors, such as water supply, environment and 
agriculture. In its turn, a particular health care service taken as an output is determined by a 
combination of health care resource inputs (health manpower of various categories, and 
health facilities, equipment and supplies). Each of these health care resource inputs is in tum ..... 
produced by a combination of economic resource inputs. For example, a hospital facility or a 
particular piece of medical equipment is produced by a combination of land, labour and 
capital, according to the prevailing technology. A particular category of health manpower with 
a specific skill is produced by a combination of inputs such as teachers, physical facilities and 
equipment, according to a particular curriculum and teaching technology. 

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

Health Care Sector 

Economic Health Health status 
Economic resources care 
Resources specific to improvements 

(A) heaIIh services (E) 
(8) (e) 

+ 
Non-health 
care sectors 

9 
(D) 

(0 4,1 2,b,c, 1,a 
d,h 

Source: Schematic adopted from Economic support for health for all, a paper prepared 
for WHO by Dr Ralph Andreano and Dr Thomas Helminiak, University of Wisconsin, 
United States of America. 
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B. Physicians, nurses, village health workers, hospitals, health centres, 
pharmaceuticals 

C. Physician consultations, diagnostic tests, hospital care, information 
D. Includes outputs of other health-related sectors, e.g. water supply, 

environment, agriculture 
E. Mortality, morbidity and other indicators of health 

Selected policy issues 

1. Intersectoral resource allocation 
2. Health care service structure and focus 
3. Health care service resource mix 
4. Management structures and procedures 
5. Organization of the health care sector 

Indicators of economic performance 

a. Intersectoral allocative efficiency 
b. Structure efficiency 
c. Service focus efficiency 
d. Service utilization efficiency 
e. Allocative efficiency in health care resources 
f. Managerial efficiency 
g. Financial efficiency 
h. Equity in access to health care services 
i. Financial equity 

Ultimately, the economic performance of the health sector should be judged by the 
extent to which it achieves a health status improvement by means of an input of resources 
while at the same time achieving a level of equity that is judged by society as acceptable. It 
must be stated at the outset that there are difficulties in applying economic analysis to the 
performance of the health care sector - at least at the operationallevei. These arise from the 
fact that among the determinants of the health status of the population, the formal health care 
sector is only one factor - a lesser one at that - of several. For example, clean water, 
sanitation, safe food and other environmental factors, as well as behaviour, are all recognized 
as important determinants of health status. Changes are usually occurring in these latter 
factors. This makes it extremely difficult to assess the separate influence of the formal health 
care sector on health status at least in the conventional terms of mortality and morbidity rates. 
Given the complexity of the health care sector, the economic analysis outlined below is initially 
confined to the transformation of health care resources into health care services, and the 
transformation of health care services into health status improvements. 

2.2 Policy issues and indicators of performance 

Using the framework just described, it is possible to identify major issues that confront 
policy-makers and health administrators in their attempt to improve health status as efficiently 
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and equitably as possible. These interrelated issues fall into the following broad categories 
(see Fig. 1): 

(1) intersectoral resource allocation, 

(2) health care service structure, focus and utilization, 

(3) health care service resource mix, 

(4) management structures and procedures, 

(5) organization of the health care sector. 

The framework not only shows the policy issues that need to be addressed but, equally 
important, it indicates what should be considered in evaluating the performance of a policy 
decision. For example, under the policy issue of intersectoral resource allocation (1), the 
performance indicator is allocative efficiency (a). The following discussion examines the five 
policy issues featured in this framework. 

2.2.1 IntersectoraJ resource allocation 

How much money should be allocated to the health care sector relative to the other 
sectors of the economy? The money referred to here includes private expenditures on health 
by individuals and households, in addition to publicly budgeted expenditures for health care. 

A measure of performance that is relevant here is what is known as intersectoral 
allocative efficiency. This involves allocating resources between sectors so as to achieve the 
highest possible social benefits. It is recognized that all sectors need some resources. 
However, more resources should be given to those sectors offering higher benefits and -
possibly taken from those offering lower social benefits. 

Intersectoral allocative efficiency is perhaps the most abstract of the economic 
performance indicators, and the most difficult to measure. This is mainly because of the 
problem of measuring both health status and each sector's contribution to health status 
improvements. Common approaches to resource allocation without the ideal information for 
measuring social benefits include comparing statistical percentages of the gross domestic 
product (GDP) or of the public sector budget allocated to health to those of previous years or 
of other countries. It is also possible to examine relative sectoral allocations in a historical 
perspective in order to judge whether more or less resources allocated to a particular sector 
will improve efficiency in resource allocation. 

It is recognized that methodologies to provide more meaningful indicators of 
appropriate national allocations to the health-related sectors are lacking. None the iess, 
policy-makers responsible for resource allocations between sectors are expected to take into 
account the relative social benefit associated with individual sector allocations. For example, 
in most countries there is a relationship between the allocations to health and education and 
the economically productive sectors such as mining and manufacturing. Thus, while economic 
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analysis does not provide accurate quantitative measures of performance, it does provide a 
criterion for intersectoral resource allocations. 

It is difficult to determine whether the amount of fmancial resources currently being 
allocated to the health sector is sufficient. However, there is a strong belief, at least by health 
care sector advocates, that in the case of some developing countries, the health care sector is 
underfunded. This is inferred from the observation that a large part of the population still 
lacks access to basic health care services. However, there is often no evidence to support the 
inference that existing health care services are improving the health status. That is, would not 
the same level of financial resources produce larger health status improvements if the 
structure of health care services were modified? In some developed countries, on the other 
hand, there is a growing argument that the health care sector is overfunded. Such an 
argument is based on an analysis that financing systems have encouraged utilization 
inefficiencies in addition to the concern about the large and increasing proportion of national 
resources being allocated to health. 

2.2.2 Health care service structure, focus and utilization 

What health care services should be produced? For instance, preventive or curative? 
Primary, secondary or tertiary level services? Advice or information? What population 
groups and what health problems or diseases should get priority in the provision of health care 
services? How should these services be utilized by the population? 

The indicators of performance in this area are as follows: 

(a) Structure effteiency - This involves selecting the combination of health care services 
to be delivered that will achieve the greatest impact on health status improvements. For 
example, it may mean directing health care services to the health problems or diseases that are 
most detrimental to health status, in other words setting programme priorities. 

(b) Focus effteiency - This means determining what population groups should receive 
priority services. It involves directing health care services to the population groups or areas 
most in need of health improvements. 

(c) Service utilization effteiency - This involves achieving the best use of health care 
services by the population. This implies the following: 

(i) That the individuals using health care services are those who can best benefit 
from them. Thus people with minor concerns should not crowd out patients 
with major health problems, and patients with significant health problems 
should seek health care. 

(ii) That individuals seeking health care should choose the service mode, i.e. 
referral level, that is most appropriate for their problem. Thus individuals with 
problems that could be appropriately attended to by a health centre should not 
go to a tertiary hospital. 
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(iii) That individuals with health problems seek the appropriate amount of services 
from a service mode. For instance, they neither fail to attend necessary 
follow-up consultations nor claim more service or drugs than they need. 

(d) Equity in access - In addition to these efficiency concepts is the idea of equity. 
Equity refers to "fairness" of treatment among different members in a society according to 
some ethical standard for the society. With respect to the use of health care service, the 
relevant equity concept is that of equity in access, or distribution equity. This means fairness 
in the way that different members of a society benefit from health care services by having 
effective access to them according to their need. 

2.2.3 Health care service resource mix 

What resources (and in what combination) should be employed to produce the needed -
health care services? A1locative efficiency in health care service production involves the 
production of health care services by employing the least costly combination of health care 
resource inputs. 

A major resource input in the production of health care services is personnel. Owing to 
changing health needs and technology as well as the orientation in health care delivery, the 
human resource inputs which may have been appropriate in the past may no longer be 
appropriate. There is a need to explore various input substitution possibilities between 
different human resource categories, and between human resource and other resource inputs. 

In addition to budgetary constraints, such substitutions face legal, social, and cultural 
obstacles. For example, the potential for substituting nurses for physicians in the delivery of 
certain health care services may be hampered by existing legal restrictions on the tasks 
performed by different categories of health professionals. In some cases, the potential for 
substituting nurses for physicians may be hampered by social and cultural factors that 
discourage employment of young women outside their communities. 

2.2.4 Management structures and procedures 

How should the resources for health, particularly the human resources, be managed in 
order to achieve better performance in terms of quantity and quality of health care services? 
The efficiency of the mix of resources for health care service will, at any point in time, 
determine how much service can be produced. However, the actual quantity and quality of 
health care services available can vary depending upon a number of factors, particularly 
personnel. They will fall short of their potential, for example, if health personnel are lax about 
reporting for work or provide poor quality of service to patients, or if administrators fail 
through incompetence to provide the necessary supplies and pharmaceuticals to health 
centres. 

Thus, apart from the issue of allocative efficiency in health care service production, 
there is the issue of managerial efficiency. The effort or capability of given resource inputs to 
produce health care services can usually be increased. 

Factors causing managerial inefficiencies include inadequate incentives for personnel, 
inadequate or inappropriate management and leadership skills among managers, unclear aims 

-
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and targets and unclear delineation of responsibility and accountability for achieving such aims 
and targets. In addition, the existing management structure which defines decision-making 
responsibilities among various levels of management may affect the performance of health 
workers in certain health care institutions. 

Several types of management choices exist, including various management structures 
such as decentralized versus centralized management, incentive arrangements for efficient 
performance of personnel, and specific methods for improving drug and supply logistics, 
budgeting, etc. The importance of achieving improved managerial efficiency cannot be 
overemphasized: the potential for generating new resources for health through improved 
managerial efficiency can be enormous. 

Z.Z.S OrgaDizatioD of the health care sector 

How should the health care sector be organized in terms of services and financing? 
What is the appropriate role of government as provider, funder and regulator of the private 
sector? 

Different approaches are possible in providing and fmancing any health care service. A 
health care service can be (a) publicly financed but privately delivered; (b) both privately 
financed and privately delivered; (c) both publicly financed and publicly delivered; and 
(d) privately financed but publicly delivered. In addition to the delivery of health care 
services, government can generally influence the production of services by regulating what, 
how and for whom health care services are privately produced. Moreover, there are various 
options that the government can use in financing health care. These include direct budgetary 
support to the private sector and subsidies or taxes on either the supply side or the demand 
side of the private sector. 

There are basic principles derived from economic theory that should guide government 
action in the health field. Public interventions, either in the delivery or in the financing of 
health care service should be undertaken only (a) where situations yield inefficient outcomes 
and where the cost of public intervention is less than the benefit of correcting the situation; 
and (b) where the situation produces undesirable inequity and can be improved by public 
intervention at socially acceptable costs. 

There are also a number of more specific situations in the health field where economic 
principles can help determine the appropriate intervention. Perhaps the most important of 
these are. the following: 

(a) When certain services are jointly consumed and the producer cannot exclude 
consumers who refuse to pay for them from consuming them, e.g vector control. In these 
situations, the service is likely to be underproduced or not produced at all by private 
producers. These services are called "public goods"; 

(b) When the cost and benefits of an individual using a service are not confined solely 
to the individual but are also enjoyed by others. For example, the decision to seek treatment 
for a contagious disease benefits not only the individual but also others in the community by 
reducing the transmission of the disease. This situation is called an "externality". 



WPR/RC40/12 
page 10 

(c) When the population is uninformed. For example, if people do not have enough 
information about their own or their family's health needs or about the services themselves, 
they are likely to consume fewer health care services than they should or more than they 
should. 

In any of these situations there is justification for the government to intervene to 
achieve greater efficiency in resource allocation. Moreover, health care systems are usually 
impersonal: if the distribution of income is inequitable, the allocation of resources by the 
system operating freely, although possibly efficient, will also be inequitable.1 Thus another 
justification for government intervention in a system is to achieve a more desirable level of 
equity. 

The case for government intervention, however, does not mean that governments must 
necessarily intervene, but only that intervention can be considered. The decision to intervene 
must be based on a careful consideration of the social benefits of eliminating the inefficiency 
or inequity against the cost of the intervention. 

The economic performance of the health care sector can be judged in terms of the 
performance of its various components, in terms of the efficiency and equity concepts 
described earlier. With regard to alternative financing methods, two other indicators of 
performance are relevant: financial efficiency and financial equity. Financial efficiency in this 
context refers to efficiency in collecting financial resources. There are forms of user charges, 
insurance, and special taxes, for example, which have extremely high administrative costs. 
Financial equity, on the other hand, refers to "fairness" in the proportion of resources that 
different members of a society are required to contribute to support the health care services 
from which they benefit. In short, it refers to fairness in who pays for health care services, and 
how much they pay. 

2.3 Summary 

The health care care sector is described in a framework whereby economic resources are 
transformed into resources for health, which are then transformed into health care services, 
the utilization of which, together with the utilization of other health-related resources, 
determine the health status of the population. In each part of the process there are issues of 
efficiency and equity. In addition there is the broad issue of how the health care sector should 
be organized in terms of health care service delivery and financing, particularly with regard to 
the role of government. Various indicators of economic performance in terms of efficiency 
and equity have been described. It is suggested that when policy-makers have a firm 
understanding of this process, policy decisions can be based explicitly on the priority problems, 
and the planning, management and evaluation of these decisions can be significantly 
improved. 

1 This is illustrated by the information from a country in the Region comparing the distribution of health selVices 
utilization and income: 

Poorest 
Middle 
Richest 

Population 

20% 
60% 
20% 

% of total % of all hospital 
national income inpatients 

7 14 
44 36 
49 50 

-, 

-
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The common view among countries in the Region is that resources currently devoted to 
health care are inadequate. This view is based largely on the fact that a large majority of the 
population, particularly in rural areas, still do not have access to basic health care services on a 
par with urban people. It is argued that new sources of finance must be developed to provide 
the resources needed for health. Such arguments, however, often do not take into account the 
fact that the current use of resources for health may be inefficient. For example, some aspects 
of health care may indeed be underfunded, such as public health services and basic curative 
care and referral services in the rural areas, but other aspects may be overfunded, such as 
expensive modem hospital services in urban areas. Given such a case, one could argue that 
even with the current level of resources, access to basic health care services could be opened 
up to a larger part of the population by merely shifting funding towards more cost-effective 
health activities. This implies that the introduction of new financing schemes - to simply 
obtain more money - may not be the appropriate initial response to the perceived inadequacy 
of resources for health. The inadequacy of financial resources is in fact a combination of 
absolute shortage and inefficient use of resources. Until the second type of inadequacy is 
dealt with, additional resources from new financing schemes will not necessarily solve the 
major problems. Hence the initial response should be to eliminate or minimize these 
inefficiencies before tackling the issue of new financing sources. However, one must also 
consider that the existing financing schemes may be responsible for some of the inefficiencies 
in the health care sector, and further, that initiating new financing schemes may introduce 
incentives for greater efficiency. In other words, one cannot deal with inefficiencies and 
inequities in the health care sector without examining the financial schemes being used, nor 
can one discuss new financing schemes without examining the current economic performance 
of the sector. 

This section will briefly discuss the financial schemes currently used by countries in the 
Region, l emphasizing the schemes of general tax revenues, social insurance, user charges and 
community financing. Each will be evaluated from the standpoint of efficiency and equity with 
regard to both financial performance (how the money is obtained) and health care delivery 
(how the money is used). This discussion will therefore also highlight the relationship 
between mobilizing and using money. This assessment of the current regional situation will 
then be used as background material for the discussion on how to make potential 
improvements. 

3.1 General tax revenues 

In some countries, the general tax revenues are the most important source of financing. 
This is highly efficient as a source of finance in the sense that the net yield (the amount of 
taxes collected minus the administrative cost of cost is usually high. The financial equity 
impact depends on the taxation system of the country. Tax systems may be progressive (taking 
an increasing portion of income as income rises) or regressive (taking a decreasing proportion 
of income as income rises). For example, if a large portion of taxes comes from progressive 
income taxes, then the system might be considered relatively equitable. On the other hand, if 
a large portion of total taxes comes from indirect taxes, i.e. taxes on goods and services, then 

1 According to country information from the 1987 health-for-all monitoring repons, countries are doing the following: 
improving internal health service management (mentioned by 36% of the countries respondinll), improving programme 
allocation decision-making (24%). using an insurance scheme (16%). initiating reorganization (12%). promoting community 
financing (8%) and taking cost containment measures (4%). 
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the tax system might be regressive and inequitable. 1 This would be so because the poor, who ~, 
spend all or most of their income on goods and services, would end up paying more tax in "
relation to their income than the rich. The incidence of tax (who actually pays the tax) varies 
from country to country and a study of tax incidence is necessary to determine whether the tax 
system concerned is progressive or regressive. 

Financing health care services entirely or almost entirely from general tax revenues 
means that these services are provided free or at low prices to the population. This creates 
problems of inappropriate health care service utilization. Consumers tend to crowd into 
institutions providing higher (and therefore more expensive) levels of health care because 
there is no monetary incentive not to do so. As a consequence, many services are delivered 
unnecessarily through costly facilities and personnel, while lower-level services that are more 
appropriate remain inadequately utilized by consumers (service utilization inefficiency). 
When crowded expensive facilities are then expanded to accommodate high patient loads, the 
inefficiency in service utilization is reinforced. 

Moreover, when price no longer acts as the allocation mechanism, other mechanisms 
take their place. One of these is rationing by queue. Long waiting lines, however, produce 
further inefficiencies. Firstly, the clients' time is poorly used: the time could be used for 
something else. Moreover, the value of time that is given up to get the service is not 
something the provider can use to finance other services: something is lost but nothing is 
gained. Secondly, long waiting time means that those who can afford to wait get the service 
rather than those most in need. This promotes inefficient focusing on population groups or 
health problems. Thirdly, long queues put pressure on providers to minimize time spent with 
each patient, irrespective of how much attention they need, so the quality of care goes down. 

A further problem with predominantly tax-financed health care delivery arises among 
countries where the tax efficiency (ratio of taxes to GNP) is low.2 This means the general tax 
revenues extracted from the economy are low, and therefore so too are the resources available 
for health. Pressure to expand the health care sector to cover a growing population could 
lead to insufficient expenditure on critical complementary inputs, such as fuel, drugs and 
maintenance of vehicles, buildings and equipment. This also leads to a reduction in the 
efficiency of health personnel (inefficient allocation of health care resources). 

t The World Devdopmentl988 Repon published by the World Bank shows the (ollowing (or selected countries o( the 
Region: 

Australia 
Japan 
M81aysia 
Papua New Guinea 
Philippines 
Republic o( Korea 

Central Government Revenue 

Income 
taxes 

60 
67 
43 
48 
27 
25 

Percentage (rom 

Indirect 
taxes 

24 
19 
18 
24 
36 
43 

Othenl 

16 
14 
39 
28 
37 
32 

2 The World Development 1988 Repon published by the World Bank, shows the (ollowing for selected countries o( the 
Region. The total central government revenue as percenta/ie of gross national product in Australia is 26%, in Japan 13%, in the 
Republic o( Korea 19%, in Malaysia 29%, in Papua New GUinea 22% and in the Philippines 12%. 

-
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All countries and areas of the Region use general tax revenues to finance their health 
services to some degree. In summary, the main advantage of using general tax revenue is that 
it is normally an efficient way to collect funds and it is also equitable when the scheme is 
primarily supported by income taxes. The significant disadvantage is that when too much of 
the total health service is financed from the tax revenues many utilization imbalances occur. 
For example, costly services are demanded by the tax payers beyond their actual need. 

3.2 Social insurance 

Social insurance is a quasi-public source of finance used in some countries. Funds are 
conventionally obtained by imposing mandatory insurance payments on employed workers as a 
percentage of their wages, and by imposing a similar or somewhat higher payroll tax on their 
employers. Government also contributes to such a scheme, in the case of workers employed in 
the government sector. Beneficiaries (workers and their dependents) often have to pay a user 
fee (co-payment) in addition to their wage contribution. 

Social insurance contributions for the employed sector are administratively easy to 
collect, and therefore, social insurance schemes have high financial efficiency. On the other 
hand, social insurance has some negative implications for financial equity. First, even if the 
workers' contribution to the insurance fund is a constant percentage of their wage, they are 
likely to be regressive because there is usually a maximum contribution. Thus, beyond a 
certain wage category, workers with high or low wages contribute the same amount. The 
financial inequity worsens if the contribution schedule is not updated to reflect overall 
increases in wages over time. Secondly, social insurance schemes are often designed with 
co-payments, whereby the insured pays some proportion of the total cost of health care. 
Co-payments represent a heavier burden on the poor than on the rich, since they represent a 
higher proportion of their income. 

Beyond the issues of the financial efficiency and financial equity of social insurance is 
the question of its impact on health care sector performance, which tends to promote 
inefficiencies and further inequities. First, it tends to promote the use of unnecessary and 
expensive services, usually hospital-based, physician-centred, curative health care. This is so 
because the cost of such services is no longer largely borne directly by the consumers (the 
insured). Moreover, since the cost is borne by social insurance, there is no incentive on the 
part of the provider to minimize cost of health care provision. Thus, it promotes 
cost-escalation and reduces service utilization efficiency. Secondly, if in order to 
accommodate the increased demand for such hospital-based curative care, more resources are 
used to provide such care, this affects the structure of health care services and reinforces 
inefficiency in the health care service mode. Thirdly, the coverage of social insurance often 
includes only the employed sector who are predominantly urban-based, thus leaving the large 
rural population and the informally employed urban population with less access to health care 
services than those covered by social insurance. This could aggravate existing access 
inequities. However, because social insurance helps to recover the cost of health care of a 
portion of the population, mainly urban-based, more of the available resources from general 
tax revenues can be used to finance health care services in the rural areas to improve access 
equity. 

Efforts to expand the coverage of social insurance to the unemployed and self-employed 
also have important implications for efficiency and equity. First, the administrative cost of 
collecting payments from the unemployed and self-employed is likely to be heavy, thus 
reducing financial efficiency. Also, the amount that can be collected for social insurance from 



WPRJRC40/12 
page 14 

the relatively low-income rural population is likely to be low, thus further reducing the 
financial efficiency of the scheme. Secondly, because most hospital facilities are in urban or 
more densely settled areas, people in rural and less densely settled areas would have less 
access to such facilities even if a large part of the cost of health care can be paid for by the 
insurance. The costs for these people would tend to be higher than for urban-based people 
because of the transportation cost of going to hospitals. Thus inequality in access remains, at 
least as far as physical access is concerned. Thirdly, the inefficiencies introduced by social 
insurance for the employed sector will probably be magnified with the expanded coverage to 
the rest of the population. This is because the tendency to provide hospital-based, expensive 
curative care instead of the more cost-effective types of care (health care mode inefficiency) is 
reinforced. Likewise the tendency for clients to over-use expensive hospital-based care is 
reinforced (service utilization inefficiency) unless an effective referral system is built into the 
social insurance scheme. 

Many countries in the Region employ a social insurance scheme, while others are . 
considering the introduction of such a scheme. In summary, the major advantage of this type 
of scheme is that it contributes additional funds directly to health services. It also normally has 
the benefit of high collection efficiency. However, there are a number of potential 
disadvantages as well. The scheme often creates an inequitable source of funding since the 
premium and the frequently used co-payments are equal for all members of the scheme. The 
poor pay the same as the rich. It also has the same disadvantages as a free health service: 
namely effective utilization of services is difficult to achieve and cost escalation is frequent. 
These schemes are also inequitable because they usually only cover government and business 
employees. 

3.3 User charges 

Outside the public sector, health care is largely financed from user charges. User fees 
no doubt rank high in terms of financial efficiency. The administrative cost of collection is 
very low compared to the revenues generated to finance health care. The main argument 
against user fees, particularly high user fees, is that of equity. Two aspects of equity can be 
distinguished: cost and access. If user fees are fIXed for everyone, rich and poor pay the same 
price for the same health care service. This situation is considered unfair as the fIXed price 
that is paid by the poor represents a higher percentage of their income. This financial 
inequity, however, is often reduced by the discriminating pricing policies of providers. For 
example, a physician may charge a higher fee for services rendered to a rich client and a lower 
fee for the same service to a poor client. With or without discriminating pricing, however, user 
fees are sometimes too high for poor people to afford, and hence they are excluded from the 
services they need. In this situation, the rich and the poor have unequal effective access to the 
same services. 

User charges also have implications for other forms of efficiency in the health care 
sector. In certain ways, user charges make the utilization of health care more efficient. When 
they have to pay themselves, consumers are more sensible in their demand for health services: 
they make better use of the existing referral system, they avoid services they do not need, they 
are encouraged to use preventive health care, etc. Providers will also tend to be more sensible 
in their provision of health care services. For example, they will be less inclined to 
overprescribe and use unnecessary diagnostic tests if they know patients will have to pay the 
cost of such drugs and services. Thus user charges provide some incentives toward greater 
service utilization efficiency. 

-
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On the other hand, high user fees can also lead to inefficient service utilization. Poor 
people who cannot afford certain services tend either to do without them or to use them too 
late, or to use cheaper but inappropriate substitutes such as folk medicine. As a result, they 
may become even more seriously ill and end up paying even higher prices for acute care that 
would not have been necessary if they had used the services they initially needed. 

User charges also tend to promote or reinforce an inefficient health care service mode. 
Private providers produce the services for which there is a demand. Demand is determined 
not only by health need but by purchasing power. People with high purchasing power would 
naturally have needs which are influenced by their demographic situation (usually urban and 
older people) and their life-style (high risk of certain diseases). Thus, the structure of health 
care services that will evolve in response to demand will probably be predominantly 
urban-based, curative care, which may have little impact on the health status of the large 
majority of the population. Thus, the resulting health care structure would tend to be less 
efficient in terms of achieving the best health improvements possible for the population. 

In summary, the advantage of user fees is that they can normally be collected fairly easily 
and it is a good way to control the over-utilization of services; people use only what they can 
afford. On the other hand, if there is only one fee per service, it creates financial inequity; the 
poor pay the same as the rich. Another potential problem with user fees is that demand is 
allowed to influence the investment in services. That is, the providers may only provide 
services people are willing to pay for. This can result in lack of preventive services. Again, 
many countries employ some type of user fee, but very few of these countries have an explicit 
policy on what they hope to achieve with this scheme. 

3.4 Community financing 

Community financing refers to contributions by individuals or family beneficiaries or 
community groups to support part of the cost of health care services. Contributions can be in 
cash, in kind or in labour. Community financing excludes contributions through taxation or 
formal national social insurance schemes, and individual household spending through ordinary 
purchases of services or drugs. It includes community-determined contributions to finance 
health facilities and services organized through community efforts, and contributions to 
socially organized voluntary community insurance schemes. In addition there are voluntary 
contributions such as gifts in cash, labour or kind to support community activities from which 
everyone benefits, including the donor. 

Although community financing is not a major source of finance in many developing 
countries; it is increasingly looked upon with interest in view of the fact that primary health 
care strategies stress the importance of self-reliance and community participation in health 
care delivery. By mobilizing underutilized local resources such as labour, skil1s and money, and 
by developing affordable and cultural1y appropriate delivery systems, an effort is made to 
provide basic health care which is accessible to all. Another reason for advocating community 
financing is the observation that individual households already spend substantial amounts of 
money purchasing both modern and traditional health care services from the private sector. 
Redirecting such expenditures towards services that can make greater health improvements is 
not expected to incur an additional financial burden for the population. 

Community financing must also be examined from the point of view of financial 
efficiency and financial equity and its probable impact on the overall performance of the 
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health care sector. First, with respect to financial efficiency, it is easy to overestimate the 
amount of unused resources in the community that could be mobilized to support health 
activities. One such major resource that is easily overestimated is the capacity of communities 
to organize for a common objective. Organizational ability may be a scarce resource in many 
communities. Thus, the cost of organizing a community with external support can be very 
high. Moreover, where incomes are low, the amount of contributions in cash is not likely to be 
large, nor can these contributions be sustained over long periods of time. Contributions of 
labour may also be low given that the cost of time even for rural poor households may be high 
relative to their total income. Further, there is the problem that individuals are not likely to 
contribute to an activity where the benefits can be derived by everybody in the community 
irrespective of whether they participate or not. They can let everybody else contribute and -. 
still be assured that they will not be excluded from the benefits of community activity. This 
problem may be solved partly by setting up a governing authority to exact compliance or 
participation. However, this may not always be easy to do. Thus, all in all, the cost of 
organizing the community to obtain resources for health activities might indeed be large 
relative to the amount of resources that can be mobilized. In these circumstances the financial -
efficiency of this scheme would tend to be low. 

One reason advanced for the need for caution in promoting community financing is that 
it may not promote equity. If the distribution of health care services is such that poor 
communities have little access to services that are provided free or at low cost to others, 
making them pay themselves for the same services would be inequitable. In effect, these poor 
communities are now being made to pay all or part of the cost of services which better-off 
groups in predominantly urban areas are receiving free of charge or at relatively low cost. 
Thus, community financing in this instance tends to promote financial inequity. 

In some community financing schemes, the government provides counterpart funding to 
support community activities based on the amount of resources raised by the community. But 
the communities that are unable to organize and raise the necessary amount of resources are 
likely to be the poor ones, and these are the ones that need external support the most. The 
richer communities may obtain government support more often or much sooner than poorer 
communities, leaving the latter with less access to health care services. 

Community financing schemes also influence the performance of some parts of the 
health care sector. Without a major educational effort, most consumers are only willing to pay 
for services that are in line with their own immediate assessment of health requirements rather 
than a professional one. Thus individuals in the community may get organized to finance 
certain facilities or activities which are not likely to have a significant impact on their health 
status. This will only lead to service utilization inefficiency and further inefficiency in the 
health care service mode. 

Many countries of the Region have attempted experiments in community financing, but 
it is probably the least understood and the most misused health financing scheme. In 
summary, first of all, it is usually financially inefficient since the collection of funds is 
expensive. There are equity problems since the services being purchased are still often only 
found in the cities and these schemes are usually rural. In addition, utilization patterns are 
often found to be out of balance because what is purchased is not necessarily what is needed. 
On the other hand, the main advantage of these schemes is the generation of additional funds 
by and for the people who use them. Consequently, this approach has great potential plus the 
principle of self-reliance. 

-
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4. IMPROVING THE USE OF RESOURCES FOR HEALTH: 
SOME FIRST STEPS 

This discussion started with the common challenge facing many countries in the Region: 
how to make the best use of currently available resources and how to generate more resources 
to achieve health objectives in the context of their own national development objectives. In 
general, from the assessment made in the previous chapter, it is clear that most of the 
currently popular financial schemes have some benefits. However, this assessment has also 
highlighted the fact that these schemes have often created as many problems or imbalances as 
they solved. Consequently, the theme of this paper is that careful study from a more 
systematic perspective is required in defining new financial strategies. This section outlines 
action that can be taken today to increase the impact on health of the limited existing and 
potential resources available for it. Some first steps in which this challenge can be met might 
be as follows. 

4.1 Potentials for improving efficiency and equity 

The potentials for improving efficiency and equity in health sector performance given its 
current organization are implied from the framework described earlier. First, almost all 
governments can gain additional resources for health just by managing what they have better. 
The question then arises of how to improve managerial performance in the public system. To 
answer this question a closer look is needed at the management structure, incentives and 
procedures being used. Specific improvements in this area have been mentioned above. 

Secondly, patterns of expenditure in the public sector can be modified by redirecting 
expenditures towards more cost-effective (public health) activities and focusing them on the 
needier population groups or on the more detrimental health problems. This approach helps 
to improve the efficiency of the health care service mode and of the service focus. Moreover, 
efficient service utilization can be achieved through an effective referral system in place of 
free access to existing health care services. This not only leads to large health improvements 
but also helps to contain the cost of overall health care. 

Thirdly, cost-containment measures can be achieved by a more efficient combination of 
various health care inputs, such as drugs, personnel, equipment and facilities. This will 
improve health care resource mode efficiency. 

Fourthly, existing health care financing schemes may be modified to reduce their 
inefficiency and inequity. For example, increased user fees for certain types of health care 
services is a way to discipline consumers and providers in their use of appropriate health care 
services. Likewise, the contribution structure of social insurance schemes can be modified to 
make it less regressive. The claims review process can be strengthened to control abuses. 
Certain reimbursable items can be modified, for instance by using generic drugs. 

4.2 Reorganizing the health care sector 

Going beyond the immediate approaches to increasing the efficiency and equity of 
resources for health outlined above, there is a need eventually to consider the broader and 
more difficult issue of whether the health care sector itself should be reorganized. Should the 
services provided and the ways used to finance them be completely reorganized? One of the 
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major tasks is to define what the public sector should do about health care and what should be 
left for the private sector to provide. In order to resolve this issue it is clear that each country 
will need to examine such questions as the following: Is the private sector more efficient in 
health care delivery than the public sector? Is it more equitable? What should be the role of 
the private sector in health care delivery and can private activities promoted by government 
policies play that role? How can the financial system (combination of various financing 
schemes) be redesigned to improve efficiency and equity in health care service delivery? 

4.3 Summary 

Apart from considerations of general economic principles and administrative and 
political feasibility, specific improvements and strategies for improving financial planning and 
management are unique to each country. Hence it is incumbent upon governments who are 
considering reorganizing their health care sector to conduct a comprehensive policy analysis of 
the various issues raised by the framework and then experiment with some changes to discover 
what is manageable and effective. Those experiments can then contribute towards the degree 
of restructuring desired. 

This discussion has attempted to show that there is nothing inherently good or bad 
about most of the financing schemes now being used by countries of the Region. However, 
two points have been highlighted. Firstly, the impact of financing schemes depends directly on 
the structure and focus of existing delivery systems. Secondly, each financing scheme has its 
potential positive and negative features. Therefore, the conclusion is reached that each 
country should develop a thorough understanding of its health care system in terms of the link 
between delivery and financing. This paper has outlined a framework based on economic 
principles and the ideas of primary health care which can be used by countries to achieve the 
necessary understanding of their health care systems. It is the thesis of this paper that through 
this improved understanding more effective financing strategies can be planned, managed and 
evaluated for the greater health improvement of the entire population. 

This paper will be supplemented by three or four country case studies, which are now in 
progress. Through the information and results provided by the case studies, it is anticipated 
that countries will gain a clearer picture of how to evaluate their current financial strategies 
more effectively and how to plan more efficient and equitable strategies for the future. In 
addition, it is anticipated that the framework will greatly facilitate the sharing of experiences 
between countries. 

5. REGIONAL COMMlITEE DISCUSSION 

There is already a wealth of information and experience on health sector financial 
planning and management within each country of the Region. However, much of this 
experience has provided limited learning potential for other countries. This is partly because 
learning takes place in a fIXed context and every country is in itself a unique situation. 
Therefore, it has been difficult for anyone country to identify aspects of the experience of 
another country that are applicable to its own. This paper has attempted to describe a 
framework which is based on a set of common values which all countries are believed to have 
in common, namely the health-for-all principles. Consequently, with this framework it is 
possible not only to identify what is needed in one's own country, but to understand more fully 
what has been learnt from the experience of other countries and how this might be applicable. 

-
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The purpose of the Regional Committee discussion is to initiate a new dialogue among 
countries on their experience in health sector financial planning and management. Through 
this dialogue it is anticipated that existing health policy may be refined to address health needs 
more clearly and that new policies may be formulated where necessary. 

Progress in spreading new ideas and challenging old ones between countries has been 
slow because evidence of the potential benefits and purpose of the ideas has not been clear or 
convincing. This paper maintains that there is a great deal that can be derived from past 
experience before the search for a new "miracle" solution is sought. Therefore, it is proposed 
that much of the Regional Committee discussion should focus on the experience of countries 
in employing various health sector financial ideas. This experience, highlighted within the 
context of the framework outlined in this paper, will yield a wealth of new knowledge on 
health financing. 

The central issues are clear: how to achieve greater equity in the health sector, how to 
improve various aspects of efficiency, and how to institutionalize a sense of cost containment. 
Therefore, much can be learnt from countries that have positive and negative experiences in 
the following areas: 

(1) How accessible are services now and how good are they? What nongovernmental and 
individual contributions to health services are there? How is utilization of services affected by 
people having to pay for the service, particularly in the poorer groups of society and for 
preventive care? 

(2) How much revenue can be raised by fees? Is the collection cost important? How can 
collection costs be reduced? What fee schedules are most effective, considering equity, 
efficiency and cost containment? 

(3) What is the experience with insurance programmes? Who is covered for what? Are 
there any other types of insurance, informal family or cooperative schemes being used? 

(4) How equitable is the system and what measures are being taken to improve it? What is 
the cost of equity? How to reach those who do not have equal access? 

(5) What is the role of nongovernmental agencies, particularly private systems? How can 
the private system, physicians, pharmacists, and other practitioners find profit in rural areas? 
What is the role of government in relation to the nongovernmental sector? 

(6) How can the government make the most effective allocation of its limited resources? 
How can a better utilization of resources be obtained, such as through planning, programming 
and budgeting? How can the government services be organized more efficiently? How to 
obtain and maintain political and popular support for new financial initiatives? 

Again, it is recognized that all such experience has been obtained within a particular 
context. However, by reviewing this experience within the context of one's own political 
concerns and health policy issues it is possible to gain additional knowledge from these 
valuable lessons. The experience of countries in evaluating their financial strategies would be 
particularly valuable. 
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There is very little doubt in anyone's mind that much additional analysis will be needed 
to reduce the essence of these experiences into meaningful information for policy 
decision-making. However, with the increased dialogue that is anticipated between countries 
and the collaboration of WHO in whatever area is required, it should be quite possible to 
make significant improvements in the impact of financial strategies for the future. 

-


