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Achieving Universal Health Coverage requires the full engagement of all 
levels and types of care throughout a nation’s health system. Sustaining 
Universal Health Coverage requires the efficient use of resources as well 
as an effective resource mobilization strategy to support the provision of 
preventive and curative health care across different levels of the health 
system. In all settings, hospitals account for a very significant proportion of 
total health expenditures. It is not uncommon for OECD countries to report 
spending on inpatient care as the single biggest cost component, consuming 
one quarter to one third of total spending (OECD, 2013). It is safe to assume 
that in the Asian emerging economies, a similar or even larger proportion 
of total spending on hospitals exists, in part due to the region’s relative 
insulation from the 2008 financial crisis and consequent slowdown in health 
spending seen in many European and North American countries (Thomson, 
2014). As such, reforms that aim to improve hospital efficiency are at the 
center of policies that will effect sustainable achievements in Universal 
Health Coverage. Given this background, it is actually quite remarkable 
how limited comparative understanding remains of the leading experiences 
with hospital reforms in countries of the Asia Pacific region. 

This is not because there is limited experience with hospital reform in 
Asia and the Pacific. The reorganization and restructuring of hospital 
management in the region has been underway for several decades, with 
different approaches being tried over time, as is shown in this book.  
Most reforms are taken up in response to common problems such as 
waste, inefficiency, failure to serve the poor, substandard quality, high 
costs, brain drain and public dissatisfaction. Public sector hospitals have 
implemented wide-ranging changes, generally under policy guidance that 
aims to increase autonomy and regional organization. Private management 
practices have been introduced in public hospitals, blurring lines between 
public and private. The growth of privately owned and operated hospitals 
has also occurred, and governments throughout the region are reacting 
to gain benefits from a mixed hospital system. Governments have 
introduced policy changes to adapt to these changes, aiming to manage 
and influence hospitals with the goal to improve efficiency, quality and 
patient responsiveness. A generalized focus of the reforms in most countries 
has been the governance of public hospitals, in particular the degree of 
autonomy provided to public hospitals. 



4

In health policy the terms “public hospital” and “governance” have mixed 
connotations and vary across settings (Hort and Annear, 2012). There is 
a consensus that the public/private distinction refers to state/non-state 
hospital ownership. However, the dichotomy is complicated by real world 
experiences of mixed state/non-state hospital financing, differences in 
autonomy, blends of state-employed and non-state employed providers in 
a single hospital, and for-profit versus not-for-profit financing. “Hospital 
governance” refers to administrative or proprietary relationships that 
are external to a hospital’s individual organizational structure (Hort 
and Annear, 2012; Saltman et al., 2011; Ramesh et al., 2013). Governance 
may be conceptualized as centralized, decentralized, or network-based; 
hierarchical, non-hierarchical, or collaborative; and/or government-based or 
market-based structures (Ramesh et al., 2013). 

Ideally, good public hospital governance implies that the internal hospital 
management follows the performance objectives set by its external 
ownership (Saltman et al., 2011). In practice there can be mismatches 
between the owners’ performance objectives and the incentives of hospital 
managers who have multiple and different types of accountabilities that 
complicate relations between owners and managers.  Hospital governance 
reform is enacted to amend the governance system to enhance the 
functionality of those relationships with improved outcomes related to 
efficiency, quality and patient responsiveness. These reforms are highly 
setting-specific and are driven by differing contextual factors, structured 
in a range of ways, and with varied outcomes. Importantly, public hospital 
governance reform may be in response to, or an integral component 
of, larger public administrative reforms, such as decentralization or 
marketization (Jakab et al., 2002). 

In the context of public hospital governance, the trend over the past several 
decades has been away from centralization, that is, command and control 
by the central ministry (Ramesh et al., 2013). Rather, measures that lessen 
central authority and increase the management autonomy of individual 
hospitals, accompanied by marketization forces, have been a pronounced 
trend in hospital governance reforms worldwide (Jakab et al., 2002). 
Experiences are diverse, but in general examples fall across this spectrum: 
(a) autonomization, in which the state may still support the hospital but 
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with reduced centralized governance of certain aspects of the hospital’s 
functioning (e.g. financing); (b) commercialization or corporatization, 
in which hospital governance becomes market-based and subject to 
competition with other hospitals; and (c) privatization, in which state 
governance is replaced by a board of hospital owners/shareholders (Jakab 
et al., 2002; Ramesh et al., 2013). 

I.  Overview of public hospital governance reform in the Asia 
Pacific region

Late 20th century 
The economic system changes and crises that occurred throughout the 
Asia Pacific region from the late 1980s to the 1990s were accompanied by 
widespread public administrative reforms that aimed to maximize the 
reach and quality of services while minimizing the cost to the state. As a 
component of these larger multi-sector reforms, many governments looked 
to streamline or reallocate their centralized governance of hospitals through 
autonomization, corporatization, or privatization as they faced persistently 
high health expenditures with limited efficacy and gross inequity in health 
care accessibility (Jakab et al., 2002). This period of hospital governance 
reform reflected elements of the “new public management (NPM)” 
paradigm emerging from OECD countries (notably Australia and New 
Zealand, which were in the forefront of public administrative reforms 
described by the NPM terminology). This quickly spread throughout the 
Asian region as countries learned from the successes and challenges of NPM 
reforms (Barzelay, 2001;Cheung, 2002; Hood, 1995; Jakab et al., 2002). Two 
examples are cited of this trend: Hong Kong SAR (China) and Singapore.

Hong Kong SAR (China) was one of the earliest adopters of public 
hospital governance autonomization. Prior to its major health sector 
reforms beginning in the 1980s, the state’s governance of the hospital 
system was confronting multiple challenges, including unsustainable 
health care expenditures, inflexibility in management, low staff morale, 
poor responsiveness to patients’ expectations, long waiting lists, and 
overcrowded conditions (Caulfield and Liu, 2006; Cheung, 2002; Gauld, 
1998, 2007; Ramesh, 2012). After a series of comprehensive reviews of its 
hospital governance structure, a regionalized hospital structure and a 
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more streamlined, centralized administrative body were recommended. 
Thus, in 1990, the Hong Kong Hospital Authority was established as a 
statutory body and transitioned governance responsibility from the Medical 
and Health Department to a more independent entity. The new Hospital 
Authority structure was comprised of a headquarters with a board, regional 
offices, and individual hospital management (Cheung, 2002). In essence, 
the new governance structure attempted to balance increased hospital 
autonomy with government oversight and financing (Cheung, 2002; 
Caulfield and Liu, 2006). 

Like Hong Kong SAR (China), Singapore was among the first to employ 
elements of the NPM paradigm in its public hospital governance reforms, 
but ultimately the country tended towards privatization rather than 
autonomization (Ramesh, 2008). Aiming to make significant reductions 
in public expenditures on health care while enhancing service quality, 
Singapore began its hospital governance reforms through marketization 
and promoting competition between public hospitals in the late 1980s. To 
facilitate this process, the government established the Health Corporation 
of Singapore Private Limited to govern autonomous public hospitals. 
However, as the new market-based hospital governance structure proved 
unable to drive down health care costs, in the early 1990s the state became 
a stronger, more directive presence in regulating hospitals. By the late 
1990s, Singapore had created an autonomized governance system that 
was harmonized with continued state guidance and control. Dissolving 
the Health Corporation of Singapore, the Government enacted a different 
privatization approach by dividing the country’s public hospitals into 
two privatized groups owned by a Ministry of Health holding company. 
Notably, the enacted reforms received widespread public support as the 
Government paid close attention to public interests in their development 
and iterations. Singapore has seen vast improvements in its national 
health outcomes, and it continues to receive international attention for 
the achievements of its health system in its ability to provide quality and 
accessible health care at a low cost (Ramesh, 2008). 

While the reforms in Hong Kong SAR (China) and Singapore featured 
prominently during this NPM period in the health policy and development 
domain, other countries such as Australia, China, Indonesia, Malaysia 
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and New Zealand undertook similar market-based reforms in the face of 
heightened economic and political pressure (Ramesh and Wu, 2008; Hort 
and Annear, 2012; Merican and bin Yon, 2002; Paphassarang et al., 2002). For 
most engaged in public administration reforms in the Asia Pacific region, 
the initial emergence of the NPM paradigm was only the beginning of an 
iterative process of adjusting governance functions of public hospitals that 
continued into the 21st century.

21st century 
During the first decade of the 21st century, rapid economic and social 
development in the Asia Pacific region, accompanied by a growing 
movement towards the attainment of Universal Health Coverage, acted to 
drive a renewed wave of public hospital governance reform. During this 
new period of reform, discourse evolved as well, and reforms become less 
characterized by terminology from the NPM paradigm (which was not so 
new any longer). Output-based aid, pay for performance, contracting-in and 
contracting-out and a variety of public-private partnership models became 
mainstream. Aid effectiveness agreements, initiated in the Paris Declaration, 
were refined and reaffirmed in subsequent conferences, developing a 
stronger set of government accountability measures (OECD, 2005). 

Against this changing set of public administrative reforms, some countries 
adjusted and refined prior decentralization reforms that had increased 
autonomy, and others began their first decentralization reforms that enacted 
profound changes in local government authority. For other countries, 
actions taken early had resulted in increased health care expenditures and 
very limited performance improvement, leading governments to revert 
to re-centralizing some components of hospital governance. Social health 
insurance schemes expanded coverage during this period, having significant 
effects on hospital financing systems and governance in many countries. The 
global push for Universal Health Coverage developed a political dimension, 
as the growing middle class in Asian emerging economies brought increased 
expectations for health care and assertiveness in voicing patient demands.

Hong Kong SAR (China) continued its intensive public hospital governance 
reform process, introducing changes to the Hospital Authority’s autonomy 
after the millennium and moving steadily across the decentralization 
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spectrum (Cheung, 2002). In 2000, the central government proposed that all 
outpatient cases be managed under the Hospital Authority rather than in 
the private sector where they had previously been located, aiming to create 
a more collaborative private/public hospital system. The SARS epidemic 
in 2003 revealed that public and private entities were confused about their 
roles. After a series of small health system failures and a realized lack of 
public support, the central government requested another assessment 
of its health sector in 2005 (Ramesh, 2012). This assessment, conducted 
by Harvard University, concluded that the public and private health 
domains should be more integrated and competitive rather than aiming to 
achieve predominance over the other (Ramesh, 2012). In 2010, the central 
government turned to increased support of private hospitals, as its previous 
reform measures had been unsuccessful in terms of ensuring economic 
sustainability, efficiency, and improving performance outcomes (Ramesh, 
2012). 

During this period a new set of countries embarked upon reforms, joining 
Hong Kong SAR (China), Singapore and others that had begun earlier. 
For example, beginning in 2000, the Kingdom of Cambodia piloted a new 
decentralization reform strategy to improve efficiency and expand access 
to services (Khim and Annear, 2013). The Ministry of Health contracted 
nongovernmental organizations to work within the government system to 
manage a region’s public hospitals as a more neutral entity. In 2009, as part 
of the 2008–2015 Strategic Plan to further decentralize public administrative 
governance (including public hospital governance), the Government refined 
its earlier approach by establishing Separate Operating Agencies with semi-
autonomous status in each previously contracted region. 

By the end of the first decade of the 21st century, most countries in the 
Asia Pacific region had gained experience with reforms broadly related to 
public administration, including new modes of financing and systems of 
accountability across government and within the health sector: changes 
in public hospital governance have been a prominent element of these 
changes. However, as suggested earlier, there has been a gap between the 
experience of policy development and implementation and the evidence 
base on the nature of these reforms and their impact on efficiency, quality 
and patient responsiveness. 
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The Asia Pacific Observatory on Health Systems and Policies Study
Against this background, the Asia Pacific Observatory on Health Systems 
and Policies (APO) launched an initiative in 2013 to undertake an in-depth 
analysis of public hospital governance. A two-stage project was initiated with 
the following objectives:

1. to describe the policy context, recent policy developments 
and reforms in regard to public hospital governance and 
performance;

2. to describe and assess publicly-owned hospital governance and 
performance in selected countries; and

3. to contribute to comparative analyses across different country 
settings on public hospital governance and performance (stage 2).

This volume reports on the first stage of the project, presenting results 
from a series of country case studies produced by national authors from 
seven countries in the region. Each country case study was based upon the 
conceptual framework (Figure 1), developed by an APO Public Hospital 
Study Group1. 

1 The following are members of the public hospital governance study working group who 
developed the conceptual framework: Gerald La Forgia, Krishna Hort, Dale Huntington, 
Sjoerd Postma, Ravi Rannan-Eliya and Viroj Tangcharoensathien
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Figure 1: Conceptual Framework of Public Hospital Governance

Hospital Governance Features

Different Policies
Public, Institutional 
Management, Health 
System Hospital 
specific

Management Capacities
• Professionalized management
• Use of information
• Reward and sanction of staff based on performance
• Listens and responds to patients voice
• Continuous Quality Improvement
• Performance tracking and correcting actions
• Leadership
• Conflict resolution between patients and professionals

Key Decision Rights / 
Structures
• Decision making structure
• Degree of autonomy in
   decision making power
   and authority over managing
   resources (human,financial, 
   service delivery)

Key Accountabilities / 
Incentives
• Representation and 
   participation of stakeholders
   in governing body
• Responsiveness and 
   transparency
• Behavioral motivations of
   hospitals or individuals

Technical Capabilities
• Availability and competency (knowledge, 
   skills) of staff (medical, nursing, clinical 
   support and administrative)
• Professional ethos / ethical conduct and 
   work ethics
• Infrastructure: availability, quality and 
   functioning
• Medical equipment: availability, quality and 
   functioning

Relative Hospital Performance
• Efficiency
• Equity
• Quality of care
• Effective coverage
• Responsiveness
• Integration with different level of care
• Contribution to health system goals

Cross-cutting External Environmental Factors: 
Socioeconomic environment; Political system and historical legacy; Level of decentralization of health 
systems; Level and type of competitions; Budget, financing / payments and purchasing incentive structures 
(e.g. P4P); Quality requirements of different purchasing agencies; Benchmarking; Patient rights; Rule of 
Law

P4P: Pay for performance 
Source: Asia Pacific Observatory on Health Systems and Policies

This framework is an adaption of elements from other publications and 
grey literature (Harding and Preker, 2003; Jakab et al., 2002; La Forgia et al, 
2013; Saltman et al., 2011) and recognizes that hospital governance features 
are a product of, and an adaptation to, different policies that may be public 
administration reforms, institutional management reforms, health sector-specific 
(as opposed to government wide) or hospital-specific (that is, affecting a single 
hospital or category of hospitals). 
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The process of hospital governance on an institutional level operates 
through two broad sets of features: decision rights and structures, and 
accountabilities and incentives. Decisions are made within a space of 
varying degrees of freedom depending upon the subject matter or local 
context (Bossert, 1998; Bossert and Beauvais, 2002). A public hospital 
may have a large degree of autonomy with financing (such as raising and 
retaining revenue) but limited autonomy with personnel or procurement 
practices. Different sets of accountabilities and incentives interact with the 
varying levels and types of decision rights, causing multiple and changing 
patterns of stakeholder participation in a governing body, less or more 
transparency, and effects on individual motivation and institutional culture. 
For example, in settings where a public hospital has strong autonomy 
with human resources, the governance feature would likely include 
accountability measures to oversee staffing decisions as well as incentives to 
influence them. 

The outcome of the mix of hospital governance features will be mediated 
by the hospital’s management and technical capacity. The APO framework 
cites a number of management capacities that are considered critical to a 
hospital’s operations, including: the use of information; effective personnel 
policies in practice (rewards and sanctions); a system for collecting patient 
feedback and resolving conflicts between patients and professionals; 
continuous quality improvement including performance tracking and 
measures for taking corrective action, and leadership qualities coupled with 
a professionalized cadre of hospital managers. Along with management 
capacity, a hospital’s technical level will affect the implementation 
of governance decisions. Key technical issues described in the APO 
conceptual framework include: the skill mix and competencies of all 
staff – physicians, nursing, clinical support as well as administrative; the 
degree of professional ethos and work ethic exhibited by staff; and basic 
infrastructure features and medical equipment – availability, quality and 
functional status.

The goals of hospital reform are generally grouped around three 
performance measures: efficiency, quality and responsiveness (Saltman, 
2011). The APO conceptual framework unpacks these dimensions by 
adding performance indicators of equity, effective coverage, integration of 
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the hospital within the overall health delivery systems (levels of care), and 
the contribution to national health goals. 

Each element of the conceptual framework is profoundly influenced 
by a host of external factors: socioeconomic environment; the country’s 
political system and historical legacy; decentralization and devolution of 
government and the health sector; level and type of competition between 
hospitals both within the public and across to the private sector; financing 
systems, including payment and purchasing requirements; benchmarking; 
patient rights and the rule of law. These external factors profoundly 
influence public hospital governance features, acting to shape incentives 
and accountabilities that operate at an institutional level and system wide. 

The application of the APO conceptual framework conceptual model to a 
real world setting is best characterized by an understanding of complex 
adaptive system theory (Plsek, 2001) in which adjustments are continuously 
in progress both within each domain, in the interactions between them and 
with the external environment. 

Based upon this conceptual framework, a common set of research questions 
were developed to guide the country case studies’ investigations. 

1. What and how are policies affecting governance of publicly-
owned hospitals and what recent reforms have been 
undertaken?

2. What and how do different internal factors, including 
organizational capacities (technical and managerial), contribute 
to quality and efficiency? 

3. What and how do external factors interact with hospital 
governance and operations?

4. How is hospital performance measured (internally and relative 
to other hospitals) and how is this information used by policy-
makers, hospital managers and the public?
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Methodology
The following countries produced case studies included in this volume: 
India, Indonesia, New Zealand, Philippines, Sri Lanka, Thailand, and 
Viet Nam. 

The country teams were given a great deal of flexibility in the use of the 
conceptual framework and research questions (detailed descriptions of 
data sources and an annotated outline of the case study report were also 
provided to each country team) in order to best adapt the country’s case 
study protocol to the local setting. Case study authors were encouraged to 
be entrepreneurial in focusing in on a set of topics/issues for which there 
was robust evidence, while indicating gaps in evidence, helping to identify 
areas for future research. 

For each site, the teams were asked to focus on the type of public hospitals 
that account for the bulk of budgets and patient load. These could be public 
hospitals that are experiencing health policy change directed towards their 
governance or operations, or which are adapting to other changes in their 
environment that are not necessarily coming from within the health sector. 
Case study authors determined the unit of analysis for the in-depth analytic 
work. For example, single hospitals or small groups of hospitals might be 
focused upon for more detailed analysis of exceptional or leading-edge 
reforms, while larger public hospital system-wide characteristics may be 
analyzed to describe broader trends in public hospital governance. 

Thus a considerable degree of latitude in grounding the study’s conceptual 
framework, research questions and selection of hospitals for investigation 
within each of the selected countries was granted as a means to capturing 
the range of diversity within the region. Also, by allowing each country to 
bear down on a particular set of issues, the resulting case study would be 
more relevant to national policy discourse on public hospital governance. 

Summary of the seven case studies 
The case studies from Indonesia, New Zealand and Viet Nam report 
on changes in public hospital governance that have been introduced in 
response to government wide policies related to public administration 
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reforms. Each of these case studies is fairly representative of nationwide 
experiences, and each show a diversity of implementation experiences with 
the reform.

The Government of Indonesia introduced a Ministerial Decree of Financial 
Management (termed by the Bahasa acronym BLU and BLUD) that effectively 
was a government wide, public administrative reform policy. In the health 
sector, BLUD has had a large effect on the governance and operations 
of hospitals. The reform grants all public hospitals greater flexibility in 
operational management and allows them to apply not-for-profit business 
principles to gain efficiencies and improve performance. The study reported 
on in this volume of papers was conducted in five BLUD district hospitals 
owned by district/municipal governments: Meuraxa Hospital (MH) in 
Banda Aceh City; Tidar Hospital (TH) in Magelang City, Central Java; Kota 
Yogyakarta Hospital (KYH), Panembahan Senopati Hospital (PSH), and 
Sleman Hospital (SH) in Yogyakarta Province. Since these hospitals are now 
governed under BLUD, they work under a five-year business planning model 
and use their operational revenue to fund all operating costs, with benefits 
noted. For example, PSH used its income retention to build new wings, 
expanding its capacity. 

These BLUD hospitals also have a full authority to contract more staff to meet 
Class B hospital requirements, retain retired specialists or build cooperation 
with medical faculty from university hospitals to fill capacity gaps. Therefore, 
hospitals are expanding their capacity and range of services, improving 
efficiencies and responsiveness to patients through BLUD. The hospitals 
were found to apply a Minimum Service Standard, which included clinical, 
managerial, and customer satisfaction indicators, with some evidence of 
improved quality noted. The majority of the BLUD hospitals are governed by 
Supervisory Boards which act as owner (local government) representatives; 
these boards appear to have improved the hospitals’ accountability. 

New Zealand has a long history of a devolved health system with multiple 
evolutionary stages that occurred, in part, as elections changed the executive 
branch of government. The health system is currently managed through 20 
District Health Boards (DHBs), each with responsibility for planning and 
funding services for their populations. In the country, hospitals are public 
institutions while primary care services are almost exclusively in the private 
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sector. Five DHBs representing different regions were chosen for the in-
depth analysis described in the paper in this volume. The devolution of 
governance, albeit with strong central government oversight, means there is 
considerable variation and flexibility in local arrangements. 

A recent focus on building “whole of system” service delivery approaches 
means the lines between hospital and community care governance are 
becoming increasingly blurred. The objective of the stronger emphasis 
on integration with primary care and community providers is to not 
only reduce pressure on hospitals, but also to proactively plan for the 
demographic transition and rising burden of chronic diseases. The study of 
five districts reveals that the recent emphasis on performance improvement 
has led to concrete activities promoting quality and process improvement 
at the DHB level. However, the decentralization of hospital governance has 
also posed several challenges, including with coordination and cooperation. 
Due to the complexity of New Zealand’s health system, performance 
measurement is also proving complicated.

Viet Nam began a government wide movement from a central subsidy 
system to a market economic system in 1989; policy changes introduced 
as part of that broad public administration reform movement also effected 
the health sector. The first change was the 1989 Law on Health Care for 
People which allowed Vietnamese people to seek health care services at 
any public health care facility without a referral document. Prior to this 
law, patients were entitled to all health care services free of charge, but 
they were not allowed to bypass to upper-level hospitals without referral 
documents. During the early years of the socioeconomic reforms, Viet Nam 
had difficulty ensuring a government budget for all activities of the health 
sector. Therefore, in 1994, the Government allowed public hospitals to 
collect fees for services to increase hospital revenue; correspondingly, 
it started to reduce the state budget for public hospitals. In 1995, the 
Government launched Resolution 90-CP that targeted the health and 
education sectors, which allowed public institutions to obtain funding 
from other sectors and non-state sectors. This policy was subsequently 
strengthened by other decrees. 

In 2004, new policies allowed hospitals to gain autonomy in financial 
management. Two years later, an even stronger measure of autonomy was 
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authorized that granted all public hospitals autonomy in both financing and 
recruitment of staff, as well as other management and operational matters. 
These new policies have enabled public hospitals to achieve three levels of 
autonomy: 1) self-financing institutions (those able to finance their entire 
operating costs); 2) partially self-financing institutions; and 3) institutions 
fully subsidized by the state budget (revenue covering less than 10% of 
total expenditure). Currently all public hospitals utilize three main types of 
payment methods: (i) fee-for-services; (ii) capitation (applied only in district 
hospitals for both inpatients and outpatients); and (iii) health insurance 
payment based on actual expenditure. 

Significant problems identified in the current system in Viet Nam include 
bypassing of lower level hospitals and overloading of central and provincial 
level hospitals, increasing total health expenditure, and persistently high 
levels of out-of-pocket expenditure. The case study reveals that health 
insurance payments and user fees are the dominant source of finance 
for public hospitals, and that central and provincial hospitals are better 
able to increase their revenues. As a result, district hospitals face lower 
levels of funding and have difficulty attracting staff, contributing to poor 
quality of services and bypassing. Despite nominally significant autonomy, 
hospitals need approval from local or central government bureaucracy 
for most human resource and investment decisions. On the whole, 
changes in autonomy, finance and accountability pursuant to reform have 
provided more autonomy for public hospitals in management of finance 
and investments in clinical services, but accountability, particularly for 
clinical quality and patient safety, is weak. Corresponding changes in 
the governance structure of hospitals has not kept pace with the financial 
reforms. In effect, the centralized command and control governance system 
has not been replaced with localized or institutional governance bodies. 

The case study from Thailand reports on nationwide changes in public 
hospital governance which were associated more with health sector-
specific policy than with government wide reforms. Hospitals in Thailand 
are dominated by the public sector: approximately 75% and 79% of all 
hospitals and hospital beds, respectively, are publicly provided. Although 
there have been ups and downs in the proportion of privately-owned 
and operated hospitals in Thailand, overall the proportion of public 
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sector hospitals and beds has been relatively stable. The largest proportion 
of public hospitals falls under the Ministry of Public Health (MOPH), which 
has achieved full geographical coverage to all districts and provinces. District 
hospitals (comprising 75% of all public hospitals) are easily accessed by the 
rural population, who are covered by government health subsidies in favour 
of the poor. The case study in this volume reports on adaptive responses by 
public hospital governance to three important shifts within the Thai health 
sector: (i) the Universal Coverage Scheme (UCS) introduced in 2002, (ii) health 
care facility accreditation introduced in 2003, and (iii) an emerging context of 
medico-legal regulatory authority (malpractice lawsuits). 

The UCS scheme introduction in 2002 benefited from the pre-existing strong 
hospital governance capacities. Although UCS was not intended to explicitly 
contribute to the improvement in these capacities, hospitals did adapt to this 
important change within the sector. The nature of purchaser-provider split 
defined a clear accountability framework across three key actors: the National 
Health Security Office (NHSO), public hospitals and the UCS members. As 
a result, hospital governance has become more responsive to UCS members 
compared to the previous integrated model in which MOPH owned and 
financed hospitals through supply-side financing (annual budget allocation). 
The UCS annual budget is based on estimated outpatient and inpatient 
utilization rates and unit costs of services, multiplied by the number of 
beneficiaries. 

Closed-end payment mechanisms such as capitation and diagnostic-related 
groups have improved technical efficiency in public hospitals. Such payment 
schemes incentivize efficiency through, for example, the use of quality generic 
medicines, provincial bulk purchasing, active screening and prevention 
of chronic noncommunicable diseases (NCDs), offering health promotion 
to keep the registered population healthy. The Healthcare Accreditation 
Institute, which has no contractual relationship with hospitals, is aligned with 
the NHSO’s financial incentives to boost quality assurance and accelerate 
accreditation. As in New Zealand, the Thailand case study reports on the 
system integration of hospitals with lower-level health facilities. In Thailand 
the lines between levels of care are blurred as the result of a financing 
mechanism: the NHSO allocation of outpatient capitation budget for all UCS 
members in a given district has contributed to significant improvements in 
district health systems governance. 
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The Philippine case study discusses how a few hospitals have innovated to 
take advantage of national policy aiming to corporatize public hospitals. 
These hospitals are more of the exception than the rule in the country, as 
the highly devolved system of government, including the health sector, 
poses difficulties for the implementation of national reform. Under 
devolution, local government units are entitled to a set level of internal 
revenue allotment that is based on selected socioeconomic indicators which 
local government officials are then free to allocate across various social 
services including health. The Department of Health has retained its roles 
of stewardship, policy-making, and regulation as well as the ownership 
and management of 72 regional and upper-level hospitals (out of a total 
of 1700–1800 public hospitals in the country). The immediate effects of 
devolution were the rupturing of the referral system and the fragmentation 
of the financing of health services as the administrative, operational, and 
financial burden of devolved health facilities and programmes was turned 
over to local government while upper-level hospitals remained under 
Department of Health. 

Thus, the previously integrated public health and upper-level hospital 
services were delinked, weakening the referral system that had been built 
over the years under a centralized system. In many local government units, 
the budget required by the devolved functions far exceeded the devolved 
fiscal resources available. The lack of inter-jurisdictional payment system 
for referrals, the mobility of patients, and frequent bypassing of primary 
care and district hospitals has led to the further fraying of the financing 
and delivery system. This has manifested in overcrowded provincial and 
Department of Health hospitals, and under-utilized health centres and 
district hospitals. The Department of Health has enacted a series of reforms 
in response to these (and other) stress points, including both supply- and 
demand-side interventions and a massive increase in the national health 
budget. 

Against this background the Philippines case study examines how the 
Department of Health moved away from its centralized authority and 
toward a policy of corporatized hospital governance. The experiences of 
four tertiary referral hospitals are examined in the case study. In one case, 
the reforms were far-reaching and accompanied by executive order and 
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congressional mandates, turning one hospital into a non-stock, non-profit 
local government-owned corporation with its governance controlled by 
a board of trustees. The changes in accountability and decision-making 
pertained to a wide range of functions, including hiring and firing of staff; 
procurement of civil works, equipment, goods and services; fee-setting and 
retention; generation/mobilization and use of internally-generated funds, 
and contracting arrangements. 

In another site, the study found two complementary sets of a hospital 
reform programme: (i) provincial hospital reforms in the form of financing 
and supply-side reforms; and (ii) reforms in the PhilHealth social health 
insurance programme to provide premium subsidies to the poor and to 
quicken the eligibility verification system so that members can access 
services quickly and thereby increase and expedite reimbursement 
payments to the provincial hospitals. These reforms are deemed innovative 
in the Philippine context because they focused not on infrastructure (the 
usual starting point of many hospital upgrading programmes in the 
country) but on building a self-sustaining system of health financing that 
will make it possible for capital and human resource improvements to be 
made to public hospitals without entailing direct fiscal infusion from the 
provincial treasury, which most LGUs cannot afford. 

The last two case studies in the volume, from India and Sri Lanka, report 
on a different type of experience in the governance of public hospitals. Both 
cases are somewhat unique for the region, and both are notable. 

The case study from India draws upon the experience of the All India 
Institute of Medicine Sciences (AIIMS) hospital. AIIMS was established in 
1956 by an Act of Parliament, completely autonomous from the Ministry 
of Health and Welfare in all aspects of its governance and operations, 
including financing with direct budget allocation coming to AIIMS from 
the Ministry of Finance. Very quickly AIIMS established itself as the 
country’s premier public sector medical institution, a centre of excellence 
that set standards in teaching and research and provided top-quality 
specialized health care. However, over the years AIIMS gradually shifted 
from a “referral” to a “referral and general” role. Having started as a single 
centralized institute, AIIMS has branched out with emergence of a number 
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of super-specialty, secondary and even primary care centres within the 
Institute’s framework. 

AIIMS today is the largest public sector, tertiary-level teaching hospital in 
India, and has dual patient care roles as a specialized referral hospital and 
as a large general hospital. It has grown from nearly 750 beds in the 1970s 
to 2328 beds in 2013. The bed occupancy rate has been brought down in the 
same period from around 95% in the early 1970s to about 80% in 2013; the 
average length of stay during the same period has also been reduced from 
17.9 days to 5.5 days. Outpatient department attendance has risen from 
around half a million annually in the early 1970s to 1.2 million in the late 
1990s, and further to 2.75 million in 2012–13. Nearly 55% of the outpatients 
come from outside Delhi, reflecting their trust in the quality care provided by 
the Institute at subsidized rates; the cost to the inpatient being less than a US 
dollar per day with treatment for those “below poverty line” being provided 
free. 

In this context, the governance of AIIMS has evolved since its founding and 
sometimes in unexpected ways. Originally AIIMS was given the mandate to 
develop itself, enabled by its autonomy, and to provide clinical and academic 
leadership. In order to become efficient, however, it often had to leverage its 
unique placement within the health system and many changes appeared as 
much as a matter of need as design. The level of its autonomy has changed 
over time: AIIMS was originally accountable to Parliament only, but recently 
it relinquished some independence on its governing board and now has 
closer control exercised by the Ministry of Health and Welfare. Over time, the 
accountability mechanisms have also become broader and more complex and 
other mechanisms such as a people’s charter and the right to information have 
been introduced. At the time of writing, the Government of India announced 
the creation of 8–10 new AIIMS throughout the country, increasing the 
significance of this model of hospital governance but ending the uniqueness 
of its condition.

The case study from Sri Lanka describes a fairly constant set of policies and 
operations for the country’s hospital sector, with little evidence of major 
reforms being implemented either as a consequence of government policy 
shifts or sectoral initiatives. The central Ministry of Health in Sri Lanka 
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has a predominant role in the governance of public hospitals, although 
administratively the majority were decentralized to the provinces in 1987. 
Unlike in other decentralized settings, there remains a highly centralized 
health sector within Sri Lanka governing public hospitals, including 
the following elements: financing system (based on historical budgets); 
procurement of essential drugs and medical supplies; and the recruitment, 
assignment, and promotion of medical officers and medical administrators. 

There have not been any major changes to hospital governance since the 
decentralization of power to the provinces in 1987. However, several 
notable public hospital operational reforms have improved the quality of 
care. For example, the upgrading and re-categorization of hospitals, the 
establishment of quality improvement programmes, and the establishment 
of a postgraduate qualification in medical administration are all centrally-
driven initiatives which were implemented with little change in governance 
at the individual hospital level. Hospital directors have limited autonomy 
in terms of the strategic and financial direction of their hospital although 
they have sole authority to carry out day-to-day operational management 
with the resources provided. The performance of public hospitals has 
shown improvement over the years as seen through a number of efficiency 
and quality indicators. In Sri Lanka, stewardship and a centrally-dominated 
governance processes appear to have made a substantial contribution to 
the observed level of hospital performance, while the operations-level 
contributors are harder to identify.

A key policy decision taken in Sri Lanka was to ensure that higher-level 
medical administrators (including hospital directors in secondary and 
tertiary level hospitals) who are already qualified medical officers should 
also have an MSc or MD in medical administration or community medicine. 
Given their limited autonomy, the main function of hospital directors is 
operational day-to-day management within the resources allocated to them 
(e.g. budget, staff, medical supplies and drugs, budget for local purchasing 
of drugs). Supervision of hospital directors is conducted by their respective 
central or provincial ministries of health, and the bimonthly hospital 
management committee meetings among all hospital directors of secondary 
and tertiary hospitals provide a forum to share experiences. 
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Conclusion
The experiences in governing public hospitals that are described in this 
volume of papers clearly show that hospitals in the Asia Pacific region are 
undergoing profound changes in their governance and operations. In part, 
this is due to the rapid economic growth in the region that has brought with 
it increased aspirations for better health care. The early development of 
public administration reforms in Asia and the Pacific is another important 
influence on the willingness of governments to try new and different 
ways to manage the increased opportunities that economic growth brings, 
and the better governance and accountability that a middle class expects. 
These forces have played out within the arena of public hospitals, as the 
seven country case studies show responses have been highly adaptive 
and vary across settings. The importance of effective governance bodies 
and authority is revealed, as the different dimensions of the conceptual 
framework were effective in revealing important aspects of hospital 
performance across diverse settings. 

Although the case studies suggest a direction of change, for example 
increased autonomy coupled with early stages of localized governance, 
the overall integration of public hospitals into their respective health care 
systems remains a challenge in the settings of these case studies. Given the 
demographic trend towards a rapidly ageing population and the growth 
in NCD burden, public hospitals will need to continue their adaptive 
responses and develop new forms of integration. 

 A close reading of the case studies will leave the reader with a good 
understanding of the extremely dynamic and resilient nature of public 
hospital governance – as well as a respect for the complexities that a 
governing body responds to. The case studies are also indicative of the large 
scale and rapid pace of change in the middle-income countries of Asia, 
driving public hospital reform at a speed unlike other regions. More studies 
of public hospital governance are needed to assist in understanding the 
direction and consequences of this change, and robust comparative analyses 
are called for to guide national policy decisions towards attainment of 
sustainable Universal Health Coverage. 
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Case Studies:
A. Public hospital governance in Indonesia
A case study on public hospitals designated as “Local Public 
Service Agencies”
Ni Luh Putu Eka Putri Andayani,Tiara Marthias, Likke Prawidya Putri, Armiatin



Public hospital governance in Indonesia

27

Abstract
Since 2009, all public hospitals in Indonesia have been managed according 
to the 2007 Ministerial Decree on Financial Management Pattern of Public 
Service Agencies (Badan Layanan Umum Daerah, BLUD). The reform 
grants all public hospitals greater flexibilities in operational management 
and allows them to apply not-for-profit-business principles, e.g. hospitals 
may use their operating revenue directly to buy medical supplies, involving 
far less bureaucratic processes, thus increasing efficiency. This case study 
describes and assesses these important policy developments and practice 
in public hospital governance and performance in Indonesia after these 
reforms.

The study was conducted in five BLUD district hospitals owned by district/
municipal governments in Indonesia: Panembahan Senopati Hospital 
(PSH), Kota Yogyakarta Hospital (KYH) and Sleman Hospital (SH) in 
the Special Region of Yogyakarta; Tidar Hospital (TH) in central Java; 
and Meuraxa Hospital (MH) in Banda Aceh. Data were collected from 
interviews with hospital managers and some external key stakeholders, 
such as the Head of the Organization and Governance Bureau, Financial 
and Asset Management Officer, District Secretary, and Head of the Local 
Staffing Agency, as well as from a review of documents.

The five hospitals involved in the study were designated as BLUD and 
therefore permitted to develop their five-year business plans. These 
hospitals use their operational revenue to directly fund their operating 
costs. For example, PSH used its previous years’ savings to develop new 
buildings. They also have full authority to contract more staff to meet 
B-class hospital requirements2  (PSH, KYH and TH), contract retired 
specialists (MH), or build cooperation with other medical faculties (SH) to 
suit their needs. This means that hospitals can expand their services and 

2 According to Health Ministry Regulation No. 340/2010, B-class hospitals have higher 
competencies than C-class hospitals, including: the presence of a full-time Medical 
Rehabilitation Specialist; 1–12 kinds of specialist medical services other than the core types 
(paediatric, internal medicine, general surgeon and obstetrics-gynecology); 1– 4 kinds of 
subspecialist medical services; more than nine general practitioners; more than two dentists.
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capabilities, improve revenue allocation to increase staffing levels, and 
upgrade medical equipment. They also apply a Minimum Service Standard 
that includes clinical, managerial and customer satisfaction indicators to 
improve quality control and management. The presence of an internal 
auditor (in PSH, KYH and SH) and an external auditor from the central 
Government appears to have improved the hospitals’ accountability. All 
hospitals except MH have Supervisory Boards which act as owner (local 
government) representatives.

Overall, these public hospitals have shown improvement in capacity as 
well as accountability following the implementation of BLUD, which 
has enabled them to meet patient needs better. Nonetheless, there are 
still challenges for public hospitals to deal with concerning subsidies 
and politics. In every election (local or national level), health care always 
becomes a “sexy” political commodity to win votes. Politicians promise 
to make health services free for the poor, but after election, most political 
leaders are unwilling to allocate enough budget to subsidise public health 
care facilities.
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Acronyms and abbreviations
APBD Local Revenue and Expenditure Budget

APBN National Revenue and Expenditure Budget

Bansos Social Assistance Fund

BLU Public Service Agency owned by central government  
(Badan Layanan Umum)

BLUD Public Service Agency owned by local government  
(Badan Layanan Umum Daerah)

PPK-BLUD Financial Management Pattern of Local Public Service Agency

BOS board of supervisors

BPKRI Supreme Audit Agency, Republic of Indonesia

BPS Statistics Indonesia

BPJS Social Insurance Fund Organizing Body

BUK Directorate General of Health Services, MOH

DAU General Allocation Fund

DAK Special Allocation Fund

GDR gross death rate

Jamkesmas National social insurance scheme

Jampersal Social insurance specifically for maternal care

JKN National Health Insurance (Universal Health Coverage Scheme)

KARS National Hospital Accreditation Committee

KYH Kota Yogyakarta City Hospital

LAKIP Government Performance Accountability Report
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NCS non-civil servant

MH Meuraxa Hospital 

MOH Ministry of Health

NDR net death rate

NTB West Nusa Tenggara Province

NTT East Nusa Tenggara Province

PERUM Perusahaan Umum (government-owned corporation)

PERJAN Perusahaan Jawatan (government-owned corporation)

Persero Government-owned corporation

PNBP Non-Tax Revenue Unit

PSH Panembahan Senopati Hospital

RKA Annual plan for government institution

RKA-SKPD Annual plan for government institution – Local government 
working unit

RSUD Public hospital owned by provincial or district/municipality 
government

SKPD District Agency

SH Sleman Hospital

SMS short message service (text message on mobile phone)

SPM Minimum Standard Service

TH Tidar Hospital

VCT voluntary counselling and testing
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1.  Introduction
Since 2007, Indonesia has been implementing a Government wide reform 
known as the Ministerial Decree on Pola Pengelolaan Keuangan – Badan 
Layanan Umum Daerah (PPK-BLUD) or Financial Management Pattern 
of Public Service Agencies. This initiative introduced public hospital 
governance reforms, the main principle of which was to grant all public 
service institutions (including hospitals) a wider autonomy in financial and 
operational management. In effect the reform transforms public hospitals 
from bureaucratic institutions into corporate-like organizations to improve 
their ability to respond to patients’ needs. 

Previous literature suggests that the benefits of affording some hospitals 
wider autonomy include the clearer responsibilities of managers, ability 
to build effective management systems, increased awareness of hospital 
quality, wider community participation due to routine consumer 
satisfaction surveys, and better accountability (Praxis, 2007; Roubal & 
Hrobon, 2013; Docteur & Oxley, 2003). However, little is known of the 
contrasting experiences between hospitals and the attributing factors to 
such variation. 

Out of the 548 public hospitals owned by the provincial and district 
governments of Indonesia, less than half have enacted the new reforms 
to date. The remainder have not yet started implementation. Some 
hindrances perceived by hospital managers and staff in implementing 
the new regulations are: a lack of staff capacity, apprehension about the 
organizational transformation and a lack of supporting regulation from the 
local governments (provincial and district). 

Therefore, it is important to explore the benefits and disadvantages of the 
hospital reforms in order to encourage and support other hospitals to start 
implementing the initiative. It is also critical to derive lessons learned from 
earlier implementations as well as to assess recent policy developments on 
hospital reform to provide technical guidance and recommendations for 
hospitals about to make a start or continue towards implementation.
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This study focuses on Yogyakarta, central Java and Aceh Province 
and involves five autonomous public (Government owned) hospitals. 
It included five hospitals in three provinces: Panembahan Senopati Hospital 
(PSH), Kota Yogyakarta Hospital (KYH) and Sleman Hospital (SH) in the 
Special Region of Yogyakarta; Tidar Hospital (TH) in Central Java; and 
Meuraxa Hospital (MH) in Banda Aceh, Aceh Province. All of the hospitals 
have implemented the new reforms for at least two years. MH in Banda 
Aceh was chosen to provide an example from outside of the island of Java. 

Table 1: Hospitals involved in the case study

Hospital City or district Province Class

Sleman Sleman District Yogyakarta B, non-teaching

Kota Yogyakarta Yogyakarta City Yogyakarta B, non-teaching

Panembahan Senopati Bantul District Yogyakarta B, teaching*

Tidar Magelang City Central Java B, non-teaching

Meuraxa Banda Aceh City Aceh B, non-teaching

* The hospital is in the network of Sardjito Hospital (the main teaching hospital affiliated with 
the Medical Faculty of Gadjah Mada University in Yogyakarta)

Data in this study derived from primary and secondary sources and were 
collected during last half of 2013. Primary data consisted of in-depth 
interviews with the Directors/Chief Executive Officers (CEOs), Medical 
Directors and Finance Directors of the hospitals and/or relevant middle 
managers, such as heads of medical service divisions, heads of finance, 
and chiefs of medical committees. Secondary data included documentation 
gathered from each hospital, i.e. annual plans and hospital profiles. 

The in-depth interviews, focus group discussions and document review 
collated explicit and tacit data. The following table outlines the types of 
information and sources of information in the study.
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Table 2: Types and sources of information

Types of information Method of data collection Source of information

Policies and regulations related 
to hospital reform at national 
and sub-national level; external 
influencing factors in hospital 
governance

Document review Ministry of Health decree 

Ministry of Home Affairs decree 

Mayor or Governor decree

Hospital infrastructure Document review Hospital profiles 2012 obtained 
from hospital documentation 
(surveys conducted in 2013)

Governance aspects: financial 
management, accountability, 
human resource management

Document review Technical guidance for hospital 
management 

Planning and budgeting

Standard operational procedures 
for recruiting human resources

Technical guidance for 
procurement

In-depth interviews and focus 
group discussions

Hospital managers

Hospital performance: patient 
load, gross death rate, increase 
in revenue

Document review Hospital profiles (as above)

Financial and accounting 
documents

The overarching aim of the study is to record lessons learned from 
experience in implementing hospital reform and provide best practice to 
improve hospital management and governance in Indonesia.



34

The specific objectives are:

• to describe the policy context, recent policy developments and 
reforms of public hospital governance, and performance in 
Indonesia;

•  to describe and assess the change in governance, management 
and performance of the hospitals before and after the 
implementation of the new PSA regulations;

•  to describe and assess variation in reform implementation 
between hospitals; and

•  to identify benefits and disadvantages, as well as barriers and 
enablers, of the new hospital reform in terms of governance and 
performance.

1.1  Country context

1.1.1 Decentralization

Indonesia consists of 34 provinces under which there are 410 districts and 
98 municipalities.

Decentralization took place in 2001. Central government roles were 
decentralized to the district level, which took on the responsibilities of 
planning, managing and financing most public services. A result of this 
government wide decentralization has been an increase in the number of 
provinces and districts, mainly in areas that are rich in natural resources. 
In every regional division, central government provides subsidies to newly 
formed districts. The “new” districts tend to split off from the main district 
in order to access revenue-sharing funds from natural resources. The funds 
go to the central government and 10% of that will be transferred back to the 
district of origin. Since 2000, there have been at least 170 additional districts 
formed nationally. The Ministry of Health (MOH) still continues to operate 
a number of tertiary and specialist hospitals, but its function has shifted 
mostly to regulation, including the regulation and supervision of hospitals’ 
resources. The MOH has no direct authority over the sub-national health 
offices either. The provincial health offices have now assumed a supervisory 
role over the district health offices, instead of the directional and financial 
roles they used to occupy. 
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1.1.2 Financing mechanism

In general, the budget mechanisms for health can be divided into two 
categories: the State Revenue and Expenditure Budget (Anggaran Pendapatan 
dan Belanja Negara, APBN); and Local Revenue and Expenditure Budget 
(Anggaran Pendapatan dan Belanja Daerah, APBD). The APBN includes funds 
for: MOH and the Central Executive Technical Unit; the De-concentration 
Fund; and the Assistance Fund. The De-concentration Fund originates 
from the state budget and is executed by the provincial government as 
the representative of central government for all activities necessary for the 
implementation of de-concentration. Since decentralization, provincial 
governments have greater authority over cross-district problems, such 
as health and education, and the De-concentration Fund enables them 
to implement related programmes. The Assistance Fund comes from the 
state budget and is executed by district-level government to implement 
programmes and tasks that fall under this Fund, such as developing 
infrastructure or purchasing medical equipment for public hospitals. 

APBD consists of local revenues, the Balanced Fund and other legal revenues 
at the sub-national level. The Balanced Fund originates from central 
government but constitutes part of the local budget and aims to reduce the 
fiscal gap between central and local government as well as between districts. 
The Balanced Fund consists of: the Profit-sharing Fund; General Allocation 
Fund (Dana Alokasi Umum, DAU); and Special Allocation Fund (Dana 
Alokasi Khusus, DAK). DAU can be used for operational costs, employees’ 
wages and to fund local needs in implementing the decentralization. DAK 
can be used for asset or infrastructural investments that are locally focused 
and in accordance with national priorities. 

In addition, the Social Assistance Fund (Bansos) was in place until 2013 and 
consisted of an insurance fund for poor populations (Jaminan Kesehatan 
Masyarakat, Jamkesmas) as well as a user-fee exemption fund for maternal 
and neonatal health services (Jaminan Persalinan, Jampersal). As of January 
2014, all insurance funds were pooled into a single-payer mechanism under 
the Universal Health Coverage Scheme (Jaminan Kesehatan Nasional, 
JKN) organized by the Social Insurance Fund Organizing Body (Badan 
Penyelenggara Jaminan Sosial, BPJS).
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1.1.3 Fiscal capacity

Indonesia is now the fourth largest economy in East Asia after China, Japan 
and South Korea. The gross national income per capita decreased from US$ 
2120 in 2000 to US$ 790 in 2013, according to the World Bank (World Bank, 
2014). There have been some economic recessions – notably during the 
1997–1998 political turnovers and the 2008–2009 global economic crises – but 
the country has now returned to macroeconomic stability, with a growing 
fiscal space. Still, over 32 million people (13.67%) live below the poverty line 
(this is defined at a monthly per capita income of 292 265 rupiahs which 
is equivalent to US$ 22). Wealth inequality exists with vast geographical 
discrepancies. For example, according to the 2012 Indonesia Demographic 
and Health Survey, 47.2% of Jakarta’s population is in the highest wealth 
quintile, while only 3.3% of Papua’s residents fall under the wealthiest 
category (Statistics Indonesia [BPS] et al., 2013). 

One of the impacts of decentralization is the growing discrepancy in fiscal 
capacity between provinces and districts in Indonesia. With greater authority 
over local revenues and local government shared funds, provinces that are 
rich in natural resources have much higher local revenues compared to 
others. Some districts with low population density – e.g. Kutai Kartanegara 
and Natuna – are substantially wealthier than other areas with denser 
populations. However, most districts that are rich with natural resources also 
have higher proportions of poor residents. Other districts with low natural 
resources rely on revenue from taxes, because they have higher proportions 
of middle- and high -income residents. Such districts include Badung (in Bali) 
and Jakarta, as well as Yogyakarta City, which features in this case study. 
However, there are also many districts with low natural resources and a high 
proportion of low-income residents, including Lembata and Waikabubak in 
East Nusa Tenggara Province. 

2.  Indonesian health system overview
Following decentralization, MOH services were devolved to the district level. 
Provincial and district health offices now oversee the planning, managing 
and financing processes for most public health services. The district also 
has the responsibility and power to plan and finance the delivery of district 
health services, including for primary health care and district hospitals. 
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As of 2013, Indonesia has 9601 primary health centres (Puskesmas), which 
provide different levels of care – i.e. primary or outpatient Puskesmas, 
along with referral or inpatient Puskesmas that provide secondary-level 
care in addition to basic emergency obstetric and neonatal care. Hospitals 
receive referral cases from both inpatient and outpatient Puskesmas. 

There are in total 2195 secondary and tertiary hospitals in Indonesia. The 
MOH operates some of these tertiary and specialists hospitals (A-class, 
teaching hospitals) as well as a number of district-level vertical hospitals3 
(B-class). At the sub-national level, the provincial and district governments 
manage province- and district-level hospitals (rumah sakit umum daerah 
[RSUD], or regional general hospitals) consisting of B-class teaching and 
non-teaching, C-class4 and D-class5 hospitals, and are also responsible for 
the planning and financing of the hospitals. RSUD financing is determined 
through local planning processes that require the budget approval of local 
parliament. 

3 “Vertical hospitals“ are hospitals owned by the Ministry of Health

4 According to Regulation of Ministry of Health No. 340/2010, the standards for C-class 
hospitals are that they must employ specialists in the four basic types of medical care (i.e. 
paediatrics, internal medicine, general surgery and obestetrics-gynecology), and at least 
four of these specialists must be employed full-time.

5 According to Regulation of Ministry of Health No. 340/2010, the standards for D-class 
hospitals are that they must employ specialists in at least two of the basic types of medical 
care, and at least two of them must be employed full-time; there is no requirement to have 
an intensive care unit but a high care unit is required instead.
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Table 3: Hospital numbers based on ownership and classification,  
1 January 2013

Types of 
hospital Ownership/types

Hospital classification Non-
specified 

class
Total

A B C D

Public 
hospital

Ministry of Health 23 7 1 0 1 32

Provincial government 19 38 18 3 11 89

District government 1 65 228 120 33 447

City government 3 44 29 9 3 88

Non-profit organizations 1 53 195 164 314 727

Military 0 2 5 5 103 115

Police 0 2 3 0 34 39

Other ministries 0 1 0 0 2 3

Private 
hospital

Private 2 31 81 71 106 291

Enterprise/company 4 7 42 15 57 125

Individuals 1 0 10 17 24 52

State-owned enterprise 2 6 18 12 37 75

Total  56 256 630 416 725 2083

Source: Directorate General of Health Services (BUK), 2013

Private hospitals include those owned by not-for-profit (NFP) organizations 
and private providers. Private health-care providers are self-financed and 
regulated by the Health Office and MOH through accreditation, licensing 
and registration. Both for-profit hospitals and NFP hospitals face the 
same tax and levy burdens, and there is no difference in the burden of 
taxes applied to the purchase of medical equipment and supplies versus 
luxury cars or houses. This has resulted in stagnation in the growth of NFP 
hospitals and an increase in the number of for-profit hospitals over the last 
10 years. The total hospital beds are 251 965 or about 10.4 beds per 10 000 
people, and this number is growing steadily. However, public hospitals still 
account for the largest share, with ratio of around 70:30. 

The acceleration in the growth of public hospitals is related to the increased 
number of districts as a result of the decentralization. While the number of 
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hospitals is still lower than the actual need, it is not subject to geographical 
inequalities. Figure 1 shows that the ratio of the number of hospital beds to 
the population ranges from between 0.96 in eastern part of Indonesia to 1.38 
in Sulawesi region. There seems to be no large discrepancy in the hospital 
beds ratios between different regions in Indonesia. 

Figure 1: Ratio of hospital beds per 1000 population in different regions in 
Indonesia, 2012
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Figure 2: Ratio of beds in acute-care hospitals per 1000 population in 
Indonesia, 2012
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The number of beds was derived from the national registry database, 
which, in 2008, began to monitor all infrastructure in both the public and 
private health-care systems. Figure 2 shows steady growth in the overall 
number of beds in acute hospitals. A similar trend was observed in the ratio 
of beds to 1000 population. 

Table 4 illustrates the utilization rates of public and private hospitals across 
wealth quintiles. Those in the richest quintile have higher utilization rates 
compared to those in the poorest quintile. The gaps between the poorest 
and richest quintiles are larger for inpatient care, with no large difference 
between public and private hospitals.

Table 4: Mean utilization rates of hospital inpatient and outpatient care, 
YEAR

Deciles

Hospital

Inpatient Outpatient

Public Private Total Public Private Total

poorest 10% 0.53 0.04 0.57 0.14 0.08 0.22

2nd poorest 1.14 0.51 1.65 0.26 0.16 0.42

3rd 1.63 0.96 2.59 0.45 0.23 0.68

4th 1.58 0.93 2.51 0.44 0.23 0.67

5th 2.52 1.46 3.98 0.58 0.45 1.03

6th 2.34 1.32 3.66 0.54 0.43 0.97

7th 3.93 2.44 6.37 0.88 0.66 1.54

8th 3.72 2.28 6.00 0.84 0.63 1.47

9th 7.35 6.29 13.64 1.39 1.13 2.52

richest 10% 7.19 6.15 13.34 1.35 1.10 2.45

Population 3.19 2.23 5.43 0.68 0.51 1.19

Notes: Utilization rates given on an annualized per capita basis, i.e. visits per person per year 
Mean utilization rate given to two decimal places, e.g. 2.32 visits per capita per year

Source: Harbianto & Trisnantoro, 2011 

Workforce availability in Indonesia has seen rapid growth over the last 
decade, shown by the increasing ratio of the number of health workers 
to population size. However, there are two remaining issues with the 
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workforce: first, the ratio of health workers to population remains low 
compared to World Health Organization recommendations, and second, the 
distribution of the health workforce is geographically uneven. 

Table 5: Health workers in country per 1000 population, selected years

 2003 2005 2009 2010

Primary care doctors  0.11  0.11  0.12  0.14 

Specialist physicians  0.04  0.04  0.06  0.07 

Nurses  0.64  0.52  0.73  0.92 

Midwives  0.28  0.29  0.40  0.52 

Dentists  0.03  0.03  0.04  0.04 

Pharmacists  0.01  0.02  0.03  0.04 

Sanitarians  0.06  0.05  0.05  0.07 

Nutritionists  0.03  0.04  0.05  0.07 

Physical therapists  0.01  0.01  0.01  0.01 

Source: Statistics Indonesia (BPS), 2012

As of 2012, the average ratio between general practitioners and population 
size in Indonesia was 36.1; however, this ratio shows substantial variation 
across the country, signifying geographical discrepancies in the distribution 
of human resources for health. In the capital city of Jakarta, for example, the 
ratio was four times the national average (149.5), while the ratio amounted 
to only one fourth (8.9) of the average in West Sulawesi (Statistics Indonesia, 
2012).

Figure 3 shows the ratio of the number of physicians and nurses to beds. In 
2007–2008, the nurse ratio was higher than in other years. The physician-to-
bed ratio shows no significant change during the last 11 years. 
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Figure 3: Physician- and nurse-to-bed ratios in Indonesia, 2012
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According to Law No. 29/2004 on Medical Practice, Indonesian physicians 
are allowed to work in a maximum three health facilities concurrently. The 
intention is to ensure the appropriate distribution of health workers in the 
area and to increase public access to medical care. Few physicians work only 
in one health-care facility and the work hours are regulated by each respective 
facility. However, there is no national or representative data on the number of 
full-time equivalent doctors and nurses. 

2.1 Quality assurance system
Public and private hospitals must be accredited, according to Health 
Minister Decree No. 417/2011. The aim is to improve the quality of service by 
standardizing service provision, which should in turn ensure patient safety. 
At the time the Decree was made, Indonesia had three levels of accreditation: 
basic (five criteria, i.e. administrative and managerial, medical service, 
emergency service, nursing service, and medical records), advanced (i.e. basic 
criteria plus pharmacy, occupational health and safety, radiology, laboratory, 
operating theatre, infection control and high risk perinatology) and higher-
advanced (advanced criteria plus anaesthesia and reanimation, medical 
rehabilitation, nutrition, central sterilization, and other services such as 
blood bank and VCT clinic), respectively. In 2012, the National Accreditation 
Committee (Komite Akreditasi Rumah Sakit, KARS) issued new accreditation 
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criteria focusing on patients, patient safety and continuity of care, among 
others (Directorate General of Health Services [BUK], 2012). 

However, based on the 2011 health facility survey, only 51% of the public 
hospitals in Indonesia had been accredited. Many factors, including an 
unbalanced health workforce distribution outside of Java, contributed to this 
low percentage. Moreover, the accreditation level varied. Most hospitals that 
have been accredited (30.5%) attained the basic accreditation level, 10.5% 
achieved the advanced accreditation level, and less than 10% reached the 
higher-advanced level. In 2012 there were one class-A public hospital and 
six private hospitals accredited based on the new criteria. In 2013, there were 
three class-A public hospitals, one military hospital and 15 private hospitals 
accredited (KARS, 2014). 

3.  Public hospital reform
3.1 Historical and key policy changes
A number of hospitals in Indonesia, particularly those located in Java, have 
gone through financial reforms since 1991, when the hospitals became self-
financing (Chawla et al., 1996). Prior to the 1991 reform, as described in 
Table 6, all public hospitals were generally non-tax revenue units (Pendapatan 
Negara Bukan Pajak, PNBP), managed primarily by Provincial or District 
Health Offices. These hospitals were required to develop annual plans based 
on the Health Office’s Plan and submit their operating revenues on daily basis 
to the Government account. They could use the budget only after approval by 
Parliament, which wouldn’t be received until the second quarter of the year. 
This procedure and timeline caused difficulties for public hospitals to respond 
to their patients’ needs, particularly in emergency situations. For example, 
if the only operating lamp of the hospital or the X-ray machine suddenly 
breaks down, replacement had to wait until the next quarter of the year when 
Parliament approves the budget. At the time, government-owned hospitals 
were not permitted to use their operating revenue without approval. 

An increase in the number of patients, types of services required and increased 
competition drove public hospitals to adapt to these changes in environment 
in different ways. For example, the need for public hospitals to have greater 
authority and autonomy in the area of finance prompted the Government to 
develop new regulations. These were passed through Presidential Regulation 
No. 38/1991 on Swadana Hospitals – public hospitals that have wider 
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autonomy in managing their operating revenues (Republic of Indonesia, 
1991). Based on the Decree, some local parliaments requested that the MOH 
grant Swadana status to some public hospitals in their districts. Meanwhile, 
the majority of public hospitals without Swadana status continued to 
be managed under the previous regulations. However, regardless of the 
self-financing mechanism adopted, the central and local governments still 
retained great control over hospitals’ planning and budgeting. In 2000, 
some MOH-owned hospitals were transformed into Government-owned 
corporate-style institutions (Perusahaan Jawatan, PERJAN) and applied 
business-like accounting systems. 

Figure 4: Spectrum of bureaucratic and corporate types of organization
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The implementation of Swadana and PERJAN brought a new perspective 
that public hospitals needed the authority to improve the health services 
provided for their communities. The public service management reform 
in Indonesia was rolled out nationally in 2003 through Law No. 17 
on State Budget (Republic of Indonesia, 2003). Since then, a series of 
regulations have  been issued, among others Law No. 1/2004 (on State 
Treasury) and Law No. 15/2004 (on State Financial Audit, Management and 
Accountability), Government Decree No. 23/2005 (on BLU transformed all 
PERJAN hospitals into BLU hospitals), Government Decree No. 24/2005 
(on the Government Accounting Standard (Standar Akuntansi Pemerintah, 
SAP) and Decree No. 58/2005 (on District Financial Management) (Republic 
of Indonesia, 2004a, 2004b, 2005a, 2005b, 2005c). All of these decrees built 
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the foundations of the Home Affairs Ministerial Decree No. 61/2007, which 
regulates the PPK-BLUD (Republic of Indonesia, 2007). Law No. 44/2009 
stipulates that hospitals should be managed under the BLU (for MOH-owned 
hospitals) or BLUD (for local-government-owned hospitals) systems (Republic 
of Indonesia, 2009). 

3.2  Differentiation
Theoretically, the implementation of these regulations should have a major 
impact on hospital governance, which should lead to better service outputs. 

Table 6: Difference in hospital management systems before and after BLU/
BLUD

Distinguishing 
aspect

Non-Tax Revenue Unit 
(PNBP)

Swadana (self-
financed) BLU/BLUD

Midterm plan Strategic plan Strategic plan Business strategic plan

Budgeting system RKA-SKPD (budgeting 
document for government 
institution, inflexible)

RKAP (government 
planning document)

RKA-SKPD (budgeting 
document for government 
institution, inflexible)

Business budget plan 

Controlling system LAKIP (Government 
Performance Accountability 
Report)

LAKIP Performance achievement 
report based on SPM 
(minimum service standard) 
Financial report (using 
corporate system) 
Balance sheet 
Independent audits

Revenue 
management

Has to be transferred to the 
local government account 
within 24 hours

Operational revenue 
can be used for 
operational costs, 
service fee and staff 
contracting, with 
certain mechanism and 
restrictions

Operational income goes 
directly into the hospital’s 
account and can be used 
in accordance with the 
hospital’s needs (plan)

LAKIP: Laporan Akuntabilitas Kinerja Instansi Pemerintah; RKAP: Rencana Kerja Anggaran 
Pemerintah; RKA SKPD: Rencana Kerja dan Anggaran Satuan Kerja Perangkat Daerah; SPM: 
Standar Pelayanan Minimal

Source: Trisnantoro, 2007
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3.3  Characteristics and requirements of reform
The following are characteristics of institutions implementing BLU/BLUD: 

• serves as local government work unit;

• does not operate as a separate local revenue unit;

• produces goods/services that are sold fully/partially to the public;

• not-for-profit;

• serves as cost centre and /or revenue centre;

• autonomous and managed using corporate-like efficiency and 
productivity as the guiding principles;

• work and budget plan as well as accountability are consolidated 
with those of the local government or parent institution;

• all revenues, except for grant funds, can be spent directly;

• staff consist of both civil servants and non-civil servants (NCSs); 
and

• not subject to taxation.

Based on the Home Affairs Ministerial Decree No. 61/2007, public service 
institutions that provide public goods for the community, or manage certain 
catchment areas, or specific funding can be awarded BLUD status once they 
fulfil a number of requirements (Republic of Indonesia, 2007). This means that 
the Decree is only effective for qualified institutions. There are three levels 
of requirements for qualification. At the first level the public institution must 
provide services or goods to the community and receive payment for them, or 
manage a special region or special fund. The second level includes technical 
requirements, such as whether improvement of the hospital is feasible and 
the provider has a good financial performance. The third level consists of 
administrative documents that include a statement, signed by the hospital 
director, pledging to improve its performance after BLUD status is awarded; 
hospital governance information; business plan; minimum service standards 
signed by the regent or mayor and the hospital director; financial statement; 
and a financial audit report or letter which states that the hospital’s accounts 
will be made “available to be audited by public accountant”. 
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4.  Case study
4.1 Area characteristics
Based on data from Statistics Indonesia (Badan Pusat Statistik, BPS), 
in 2011, 13–24% of the population in the five areas of this case study 
were classed as poor (Statistics Indonesia, 2012). Based on data from the 
Directorate General of Health Services (Bina Upaya Kesehatan, BUK) of the 
MOH, in 2011 the Sleman District had the highest population and number 
of physicians; nonetheless, a physician there covers more than 5800 persons. 
Magelang City has lowest ratio of physicians to population at 1: 3300. 
However, physicians in Bantul District have the highest burden of work, 
with a physician to population ratio of 1 : 14 600.

Figure 5: Proportion of poor population in the study areas in 2011
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When it comes to the number of beds, Magelang City has the best 
physician-to-hospital bed ratio, with one physician for every 10 hospital 
beds. Bantul District has the lowest ratio, with one physician for every 33 
hospital beds. The best nurse–hospital bed ratios (1 : 1) are in Yogyakarta 
and Banda Aceh. Sleman District has the lowest number of nurses 
compared to hospital beds, with a ratio of 1: 4. 
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Figure 6: Health workers-to-bed ratio in five study areas, 2011–2012
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5.  Hospital profiles
All the hospitals involved in this study are B-class hospitals. According 
to MOH Decree No. 340/2010, a B-class hospital must at least have 
four fundamental specialists (e.g. internist, paediatrics, obstetricians 
and surgeons); four diagnostic and medical supporting specialists (e.g. 
radiologists, clinical pathologists, rehabilitation medicine physicians, 
anaesthetists); eight other medical specialists (e.g. neurologists, 
psychiatrists, eye physicians, ear, nose and throat physicians); and two 
subspecialists (e.g. neurosurgeons, heart surgeons). 

Table 7 summarizes the services provided by the case study hospitals. 
Note that the surveys to compile the hospital profiles for 2012 were 
conducted and reported in 2013. As shown in Table 7, PSH in Bantul 
District has the widest range of specialties compared to other hospitals; 
this is an improvement from 2011, when the district had the worst 
physician- to- hospital bed ratio. 
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Table 7: Services provided in the five hospitals, 2012

Service 
Group

SH (Sleman 
District)

PSH (Bantul 
District)

KYH 
(Yogyakarta 

City)
TH (Magelang 

City)
MH (Banda 
Aceh City)

Emergency and 
ambulatory

All basic 
services as 
required by the 
standard

All basic 
services plus 
nephrology, 
haemodialysis, 
orthopaedic, 
orthodontic 
and cosmetic

All basic 
services plus 
endoscopy, 
orthodontic 
and cosmetic

All basic 
services plus 
acupuncture 

All basic 
services

Inpatient Patient rooms 
in different 
classes 

Patient rooms 
in different 
classes 

Patient rooms 
in different 
classes 

Patient rooms 
in different 
classes 

Patient rooms 
in different 
classes 

Supporting 
specialist

Clinical 
pathology, 
radiology 

Clinical 
pathol-
ogy, radiol-
ogy, electro 
medical, 
medical 
rehabilitation

Labora-
tory, radiol-
ogy, medical 
rehabilitation

Clinical and 
anatomy 
pathol-
ogy, radiol-
ogy, medical 
rehabilitation

Labora-
tory, radiol-
ogy, medical 
rehabilitation

Operating 
Theatre

Available Available Available Available Available 

Pharmacy Available Available Available Available Available 

Source: Hospital profiles 2012 obtained from hospital documentation (surveys conducted in 
2013)

Due to the lack of an anaesthetist, the hospitals cooperate with nearby 
teaching hospitals (Dr Sardjito Hospital in Yogyakarta and Zainoel Abidin 
Hospital in Banda Aceh). This means that at least one anaesthetist from the 
teaching hospital is present in each B-class hospital.

Table 8 shows several performance indicators in each hospital according 
to Indonesian national standards. Based on the data, KYH was under-
occupied while TH was over-occupied. The turnover interval in PSH and 
TH were below the national standard, with bed turnover in PSH especially 
low. Both the gross and net death rates at MH were very low compared to 
the other hospitals.
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Table 8: Certain services and clinical performance indicators in five hospitals, 
2012

Indicators SH PSH KYH TH MH National 
standard

BOR (%) 75.08 83.21 59.88 92.41 71.9 60–85 

LOS (day) 4.99 4.32 4.27 4.50 4 6–9 

TOI (day) 1.73 0.73 2.93 0.38 1 1–3 

BTO (time) 66.34 6.92 50.16 75.16 68 40–50 

GDR (per million) 23.15 27.00 43.79 16.82 3 -

NDR (per million) 12.65 12.60 21.96 31.31 1.3 -

BOR: bed occupancy rate; BTO: bed turnover; GDR: gross death rate; LOS: length of stay; NDR: net 
death rate; TOI: turnover interval

Source: Hospital profiles 2012 obtained from hospital documentation (surveys conducted in 2013); 
MOH, 2005 (for “national standard”)

As shown in Table 9, interviews with the five hospital managers found that all 
hospitals had compiled corporate-style business plans, which contain market 
and financial projections, instead of government-style strategic plans. The 
plans are dovetailed into the annual budget plan that sets out the basis for 
using the BLUD budget. However, TH must develop a strategic plan as well, 
as required by its local government; while KYH faces a different challenge in 
synchronizing its business plan with the local governments. 
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Table 9: Planning and budgeting in the five hospitals after BLUD

Planning 
aspects 

SH PSH KYH TH MH

Business plan Yes Yes Yes Yes, plus 
Strategic 
Plan

Yes 

Budget plan Yes Yes Yes Yes Yes 

The use of 
non-govern-
ment funding 
sources

Daily expen-
diture 

Daily expen-
diture, some 
investment 
and salaries 
of non-civil 
servants 

Daily expen-
diture 

Daily expen-
diture

Daily expenditure, 
salaries of non-civil 
servants (NCSs) and 
also planned salary 
payments to NCS 
specialists, and capacity 
building

The use of 
local/national 
budget

Civil 
servants’ 
salaries and 
investment 

Civil 
servants’ 
salaries and 
some invest-
ment

Civil 
servants’ 
salaries and 
some invest-
ment

Civil 
servants’ 
salaries and 
some invest-
ment

Salary of contracted 
(temporary) staff, 
investment, mainte-
nance or repair of 
medical equipment

Source: Asia Pacific Observatory on Health Systems and Policies

The hospitals’ revenue comes from their main activities (medical services), 
supporting activities (hospital business units), and government subsidies 
(APBD and APBN). The subsidy is used mainly for funding civil servant 
salaries and hospital investment, in which the budget amount and 
mechanism of procurement should be in compliance with the national 
and local regulation, such as: the amount of salary, the mechanism of 
tender for the investments and the guidelines on use of the current annual 
budget. Non- subsidy revenue may be used to fund operational costs with 
a significant amount of flexibility (10% on average), based on the hospital’s 
annual Budget Plan. This flexibility enables hospitals to create innovations 
or to respond quickly to patients’ needs. However, the study found that PSH 
uses hospital-operating revenue to fund some investments; while SH, PHS, 
KYH and TH are able to meet their operational costs from operating revenue.  

According to the Home Affairs Ministerial Decree, BLUD has 14 flexibilities 
that distinguish it from other district agencies (Satuan Kerja Perangkat 
Daerah, SKPD). These flexibilities are designed to: manage revenue and costs; 
manage cash; manage debt; manage claims; manage investment; procure 
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supplies and goods; manage goods; develop a budgeting system; set the 
tariff; manage surplus and deficit; cooperate with other parties; manage 
non-civil-servants; manage operating revenue directly; and, develop the 
standards, policies, systems and procedures of financial management. This 
means that BLUD hospitals are no longer required to comply with many 
operational regulations at the national level (e.g. Presidential Decrees on 
Procurement, regulation on human resources management, etc.). Instead, 
the new BLUD mechanism requires regional regulations (which are 
enacted by the mayor/regent or district/provincial parliament) to provide 
the technical regulations behind these new flexibilities which replace the 
previous bureaucratic system.

Table 10: Implementation of governance and accountability after BLUD

Governance 
aspects SH PSH KYH TH MH

Regent or mayoral 
decrees

Regulate 
technical 
hospital 
financial 
management 

Regulate 
almost all 
flexibilities for 
BLUD except 
for goods 
and services 
procurement 

Regulate 
technical 
hospital 
financial 
management 

No  
information 
on  
governance

Regulate 
technical 
hospital  
financial 
management 

Board of  
Supervisors

Exists Exists Exists Exists Exists 

Board of Trustees Exists Exists None Exists None

Board of  
Supervisors’ role 
in hospital perfor-
mance

Not very effec-
tive in evalu-
ating hospital 
performance

Effective for 
consulta-
tions on the 
changes in  
financial and 
planning 
mechanisms

No  
statement can 
be issued 

No  
statement can 
be issued 

Not very effec-
tive, but the 
hospital can 
ask for inputs 
directly from 
local govern-
ment staff
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Governance 
aspects SH PSH KYH TH MH

Accountability/ 
auditor

Responsible 
to the head 
of district, 
audited by 
national and 
provincial 
financial 
supervisory 
bureaus

National and 
provincial 
financial 
supervi-
sory bureaus, 
public 
accountant, 
Internal 
Supervi-
sory Unit and 
inspectorate

Internal 
Supervi-
sory Unit 
and auditors 
(Development 
Supervisory 
Board and 
the national 
financial 
supervisory 
bureau)

Biannual 
monitoring 
and  
evaluation by 
the Board of  
Supervisors 

Audited by the 
inspectorate, 
BPKRI and 
Ombudsman

Evaluation 3-monthly 
internal 
evaluation of 
service quality

SPM, LAKIP, 
financial 
report

LAKIP Weekly meeting 
report

BPKRI: Badan Pemeriksa Keuangan Republik Indonesia; LAKIP: Laporan Akuntabilitas Kinerja 
Instansi Pemerintah; SPM: Standar Pelayanan Minimal

Source: Asia Pacific Observatory on Health Systems and Policies (drawing from unpublished 
Supreme Audit Agency (BPK) reports) 

Before the BLU/BLUD, public hospitals had Boards of Trustees (BOT). Their 
functions were to give legitimacy to the hospital director’s decisions, to 
raise funds and/or to give political support for the hospital (Trisnantoro, 
2005). Membership of the BOT consists of the mayor (municipality) or 
regent (district), vice mayor or vice regent and regional secretary. After 
the BLU/BLUD, some hospitals maintained their Boards, but senior staff 
from the Health Office and Finance Bureau replaced the previous members. 
According to the Finance Ministerial Decree, the regent or mayor must 
establish a Board of Supervisors (BOS) whenever any public agency’s total 
annual revenue exceeds US$ 1.3 million, or when its assets amount to more 
than US$ 6.5 million. The BOS represents the regent or mayor and monitors 
and evaluates the service and financial performance of the BLUD. Thus, the 
role of BOS is more active in ensuring the quality and accountability of the 
hospital. 

Table 10: Implementation of governance and accountability after BLUD (cont.)
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Table 11: Implementation of Human Resource Management after BLUD

HR  
Management 

aspects 
SH PSH KYH TH MH

Recruitment 
of non-civil 
servants

Allowed Allowed Allowed Allowed Allowed 

Specialists 
recruited by 
hospital

None Paediatricians 
and obstetri-
cians

Orthopaedists, 
surgeons, 
paediatricians 
and internists 

Paediatricians Paediatricians, 
internists, 
anaesthetists, 
pulmonologist, 
cardiologist 
and physio-
therapist 

Remuneration 
system 

The  
development is 
in progress

Established, 
but simple 
Non-civil 
servants’ 
salaries are 
synchro-
nized to civil 
servants’

Established, 
but simple

Under-devel-
oped 

Local govern-
ment pays 
temporary 
staff salaries 
and sets the 
remuneration 
system

Source: Asia Pacific Observatory on Health Systems and Policies (drawing from unpublished 
Supreme Audit Agency (BPK) reports)

When they were Swadana, public hospitals were not allowed to recruit 
temporary or long-term staff. Hospitals submitted their workforce 
requirements to the Regional Staffing Board, through which the recruitment 
process was centralized. However, many newly recruited staff were being 
placed in the hospitals regardless of their qualifications or competencies. 
This caused a high human resources (HR) cost to the hospitals, which 
was exacerbated by the uncompetitive organizational culture within the 
hospitals.

Following implementation of the BLU/BLUD, hospitals are able to 
recruit their own non-civil service staff, as long as the hospitals are able 
to pay the HR costs. Although it remains a big challenge to develop and 
synchronize the hospital HR system with the existing civil service system, 
the policy enables hospitals to meet their HR needs more easily. The five 
hospitals included in this study have had a large proportion of contract-
based employees compared to the total hospital staff. The contract-based 
employees comprise almost all types of staff at the hospital such as: nurses, 
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midwives, pharmacists, general practitioners, radiologists and laboratory 
technicians. PSH and MH also employed specialists by contract, thus not 
only meeting the required number of specialists but also increasing hospital 
revenue by allowing the hospital to keep longer working hours. These 
employees were recruited directly by the hospitals through merit-based 
selection mechanisms.

6.  Factors affecting public hospital governance
6.1 External environment
Hospital autonomy has been known in Indonesia in very simple form since 
1991 through the implementation of Swadana hospitals. This reform took 
16 years – until 2007 – to implement with proper regulations. Despite the 
regulation that mandates all hospitals to conform to BLU/BLUD and the 
introduction of technical regulations over six years ago, only 50% of all 
public hospitals have actually implemented the regulation. There are many 
factors that have contributed to this low implementation rate, including 
the different perceptions between the hospitals and external stakeholders 
(such as the Head of the Organization and Governance Bureau, Financial 
and Asset Management Officer, District Secretary, and Head of the Local 
Staffing Agency) on the hospitals’ readiness to implement the system, as 
well as the lack of overall awareness of the BLU/BLUD reforms.

After decentralization, there were significant fiscal capacity differences 
among local governments as well as populations. Those districts or 
municipalities with greater fiscal capacity attracted more private health-
care providers. Districts with many private providers and highly 
dense populations also have a more positive association with specialist 
distribution (Meliala, 2014). These factors explain why public hospitals in 
Java can recruit more specialists and open new services easily compared to 
other areas. Moreover, hospitals implementing the BLU/BLUD formulate 
their own strategies to adapt to changes in policy, including the direct 
recruitment of specialists in order to provide broader health-care services as 
needed. On the other hand, to put the BLU/BLUD principles into practice, 
hospitals must improve their efficiency, effectiveness and accountability. 
Contracting out non-core hospital business (i.e. laundry, security and 
parking as at PSH) is one example of how to put an efficiency strategy into 
practice. 
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However, the health sector is a salient political issue. A change in local leaders 
due to local elections (i.e. for mayor, regent and/or governor) may also bring 
changes to policies governing public hospitals. It is possible that the incoming 
regents or mayors would treat the hospitals as district revenue centres and 
demand the hospitals’ surplus revenue be used to fund development in other 
sectors. To anticipate this situation, hospital managers must engage in an 
ongoing advocacy and educate the public that “free health services” mean 
that more government subsidies need to be directed to public hospitals. 

7.  Key decision rights, accountabilities and incentives
The BLU/BLUD requires hospitals to meet six administrative requisites to 
ensure public service accountability. These are: (1) a statement letter of ability 
to improve hospital performance, (2) a business plan document, (3) minimum 
service standards document, (4) a governance document, (5) a financial 
statement, and (6) a statement letter indicating that an external auditor may 
audit the hospital. In short, greater flexibility means greater responsibility. 
This responsibility is reflected in the strategic planning process, where the 
onus is on hospitals to define their goals. Moreover, the implementation of 
more businesslike standards in hospital accounting and finance aims to make 
government-owned hospitals auditable by external auditors. In other words, 
the hospitals’ right to use public resources is followed by an obligation to 
become more accountable and transparent. Flexibility in managing financial 
and human resources are the biggest levers in improving the performance 
of the hospital. These changes improve the hospitals’ abilities to respond to 
patients’ needs as well as their competitiveness. 

Hospitals implementing BLU/BLUD may recruit NCS staff as needed, 
whenever they can afford the human resources cost. Government institutions 
are not allowed to hire NCSs unless the regent or mayor has signed a 
technical regulation permitting this. The regent decree regulates how a BLUD 
hospital recruits NCS, the salary, and other aspects of HR management. This 
enables the hospital to select and recruit the most competent staff as needed. 
The study reveals that PSH, KYH, TH and MH have been using this as an 
opportunity to recruit more specialist physicians. Other than to meet service 
standards, the additional staff are intended to offer more specialized services 
that should in turn increase the hospitals’ income. 



Public hospital governance in Indonesia

57

The system of measuring civil servants’ performance is no longer suitable 
for the new corporate-like management structure implemented in the 
hospitals. This means that hospitals have to develop their own systems, 
including devising reasonable remuneration and pay-for-performance 
schemes. But this is a highly sensitive issue since no national standard 
of health professional pay currently exists. The five hospitals included 
in this study are in the process of developing performance-related pay 
systems, in which a large volume of work is considered to be a “high 
performance”. Consequently, doctors receive more fees for treating more 
patients. However, the implementation of JKN – the Universal Health 
Coverage Scheme – at the start of 2014 will influence the way hospitals 
pay professional fees. Quality of work should be considered the basis of 
performance instead of volume. 

8.  Performance outcomes
In the past, one of the performance measures used in the Government 
system was the budget absorption level, rather than budget efficiency. 
Often, travel for work was completed unnecessarily, absorbing more money 
than planned. Other hospitals were forced to refer patients to the nearby 
private pharmacy because they had allocated too little budget for procuring 
a year’s worth of medical supplies. The performance measure used also led 
to a tendency to spend the maximum budget allowed, while the outputs of 
medical programmes were not often associated with any improved patient 
care or patients satisfaction.

As BLUD institutions, hospital achievement is measured through the 
evaluation of performance indicators that are stated in the Business Plan 
and SPM, instead of by budget absorption. The BOS regularly monitors 
and evaluates achievement at quarterly BOS meetings. It produces reports 
for the regent/mayor with suggestions to be followed up by the hospital. 
Meanwhile, the hospitals have developed various strategies to maintain 
their outputs to the desired level of quality. Within the new governance 
system, hospitals may independently establish a Quality Committee (KYH 
and TH), Infection Monitoring Team (TH), via SMS Gateway to deal with 
patients’ complaints via text message/mobile phone (KYH) and regular 
training (KYH) as well as increased ward capacity to reduce infection, 
opening new medical services, appointing officials in charge of monitoring 
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clinical risk, and improving the Medical Committee’s role (PSH). According 
to MOH Regulation No. 755/2011, the Medical Committee is a tool in the 
hospital that conducts clinical governance so that all staff in the hospital 
preserve their professionalism through the credentialing mechanism, 
maintain quality of medical professionalism and maintain medical ethic 
and professionalism as well. Most hospitals also conduct regular patient 
satisfaction surveys.

Table 12: Selected indicators in five hospitals, 2012

Variables
Hospital

SH PSH KYH TH MH

Bed capacity 168 300 201 215 200

Volume of patient

Inpatient visit  11 142  13 742*  10 842  17 147 8315 

Outpatient visit  71 083 105 301*  105 728  125 475 66 035 

Emergency visit  18 562  14 391*  27 125  14 747  2351 

Human resources

Number of physicians  34 42  49 34 76

Number of nurses  150 255  226 247 220

Finance (in US$ million)

Total revenue 3.8 6 4.1 5.1 1.8

Total cost NA 8.1 5.4 4.9 NA

*January–June 2013 
Source: Asia Pacific Observatory on Health Systems and Policies, drawn from Hospital profiles 
documentation (surveys conducted in 2013)

Transformation of public hospitals through the BLU/BLUD regulation has 
improved hospital governance and the hospitals’ competence and ability to 
provide care for their communities. These changes are in line with central 
and local governments’ policies that prohibit all Government-owned 
hospitals from refusing social insurance patients for any reason – even if 
the hospital has exceeded its capacity. In general, social insurance patients 
constitute more than 40% of total outpatient visits. In KYH, the number 
of outpatient and inpatient visits in 2012 increased to 11.28% and 30%, 
respectively, from the previous year, while the number of patients referred 
to bigger hospitals decreased by 9%. Longitudinal data from 2006 to 2013 
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show that net death rate (NDR) in PSH decreased by 0.7%, but in SH, KYH 
and TH it increased (these increases ranged from 2.7% to 9.3%). Meanwhile, 
during the same period, gross death rate (GDR) in KYH decreased by 1%, 
but in PSH, SH and TH it increased (these increases ranged from 1.7% to 
4.8%). No data were available from MH. A clear explanation of the reason 
behind NDR and GDR values came from PHS. It had high bed-occupancy 
rates; turnover of inpatient beds amounted to less than one per day, 
despite the fact that capacity had been expanded. This low turnover of 
inpatient beds was found to impact on quality of care; particularly in the 
perinatology ward where two babies often share the same bed, increasing 
the risk of nosocomial infections. The hospital is still struggling with these 
issues. 

9.  Conclusion
Broader government wide BLU/BLUD reforms have positively benefited 
public hospitals in Indonesia. The change in the standard of financial 
management – from government to business standards – has led to wider 
flexibility in the use of public resources and also to the expansion of 
hospitals’ responsibilities. 

Looking across the five hospitals included in this study, the reforms proved 
to be more effective in the four hospitals in Java than in the hospital outside 
the area. The availability of external resources, particularly specialists, 
seems to have contributed to improved doctor-to-nurse ratios within Java. 
These ratios give hospitals the opportunity to improve the range of health 
services on offer, in addition to capacity and competency. 

Successful implementation also depends on the operational management 
system of the hospital. Switching from Government accounting standards 
to business standards is a big challenge for everyone involved: the hospital, 
its supervisory body and the owner (local government). A new outlook and 
means of managing resources are often needed, which requires hospitals 
to develop their own operational systems – e.g. accounting, information, 
remuneration etc. – to gain the most benefit, remain accountable, and attain 
the best from the reform. 
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The hospital manager and all stakeholders need to understand and adhere 
to these new ways of working. Being a BLUD institution and allowed 
to manage resources independently does not signify that hospitals need 
no more support from Government. Indeed, the five hospitals in this 
study receive subsidies, but only for civil servant salaries and selected 
investments. Hospitals may also receive subsidies for operating costs if they 
provide services for the poor. But, apart from that, hospitals must use their 
own profits to build new wards or facilities. 

Yet another challenge is the political situation. Many politicians treat 
health and hospitals as commodities to win people’s support. It is therefore 
hard to advocate that public hospitals are not-for-profit institutions, 
and consequently their savings or operating revenue cannot be used to 
subsidize other sectors in the region. 

Based on these findings, this study suggests that:

• the hospital director should be trained in political 
communication skills to improve the effectiveness of the 
advocacy process;

• the operational management system should support 
accountability at the hospital;

• hospitals and stakeholders should monitor performance 
from various perspectives, including clinical, managerial and 
financial; and

• Central Government should regulate and monitor the 
distribution of medical staff so that hospitals outside Java have 
the same opportunities to improve performance. 



Public hospital governance in Indonesia

61

References
Chawla, M, Govindaraj R, Berman P, Needleman J (1996). Improving 
hospital performance through policies to increase hospital autonomy: 
methodological guidelines. Washington (DC): United States Agency for 
International Development.

Directorate General of Health Services (BUK) [website] (2012). Tahun 2012 
KARS fokus standar akreditasi baru rumah sakit. Jakarta: Ministry of 
Health (http://buk.kemkes.go.id/index.php?option=com_content&view=ar
ticle&id=192:tahun-2012-kars-fokus-standar-akreditasi-baru-rumah-sakit, 
accessed 11 September 2014). 

Directorate General of Health Services (BUK) [website] (2013). Data rumah 
sakit online [Hospital data online]. Jakarta: Ministry of Health (http://sirs.
buk.depkes.go.id/rsonline/report/report_by_catrs_2012.php, accessed 11  
September 2014).

Docteur E, Oxley H (2003). Health-care systems: lessons from the reform 
experience. Working Paper. Paris: Organisation for Economic Co-
operation and Development. 

Harbianto D, Trisnantoro L (2011). Is the public health care subsidy 
equitable? The impact of government health care subsidy on health equity.
Working paper. Yogyakarta: Center for Health Service Management, 
Universitas Gadjah Mada.

National Hospital Accreditation Committee (KARS) (2014).

Meliala A (2014). Distribution and engagement of specialist doctors 
in public hospital Indonesia.BMC Public Health. 14(Suppl 1):O15. 
doi:10.1186/1471-2458-14-S1-O15.

Ministry of Health (MOH) (2005). Indikator Kinerja Rumah Sakit. Jakarta: 
Direktorat Pelayanan Medik, Departemen Kesehatan Republik Indonesia.

Praxis (2007).Center for Policy Studies. Hospital reform in Bulgaria 
and Estonia: what is rational and what not? Final report of the Local 
Government Initiatives Fund. New York (NY): Open Society Institute.



62

Republic of Indonesia (1991). Presidential Regulation No. 38/1991 on 
Self-financing Unit (Peraturan Presiden No. 38 Tahun 1991 mengenai Unit 
Swadana).

Republic of Indonesia (2003). Law No. 17/2003 on State Budget (Undang-
undang No. 17 Tahun 2003 tentang Penganggaran Negara).

Republic of Indonesia (2004a). Law No. 1/2004 on State Treasury (Undang-
undang No. 1 Tahun 2004 tentang Perbendaharaan Negara).

Republic of Indonesia (2004b). Law No. 15/2004 on Management, 
Accountability and Audit of State Finance (Undang-undang No. 15 Tahun 
2004 tentang Pengelolaan, Akuntabilitas dan Audit Keuangan Negara).

Republic of Indonesia (2005a). Government Regulation No. 23/2005 on 
Public Service Agency (Peraturan Pemerintah No. 23 Tahun 2005 mengenai 
Badan Layanan Umum).

Republic of Indonesia (2005b). Government Regulation No. 24/2005 on 
Government Accounting Standar (Peraturan Pemerintah No. 24 Tahun 2005 
mengenai Standar Akuntansi Pemerintahan).

Republic of Indonesia (2005c). Government Regulation No. 58/2005 on 
Financial Management at Subnational Level (Peraturan Pemerintah No. 58 
Tahun 2005 mengenai Pengelolaan Keuangan Daerah).

Republic of Indonesia (2007). Home Affairs Ministerial Regulation No. 
61/2007 on Financial Management of Public Service Agency (Peraturan 
Menteri Dalam Negeri No. 61 Tahun 2007 mengenai Pedoman Teknis 
Pengelolaan Keuangan Badan Layanan Umum Daerah).

Republic of Indonesia (2009). Law No. 44/2009 on Hospital Management 
under BLU, BLUD (Undang-undang No. 44 Tahun 2009 tentang…).

Roubal T, Hrobon P (2013). Does the legal form of hospital matter for 
good governance in the Czech Republic? Eurohealth incorporating Euro 
Observer. 19(1)[paragraph 16]. 



Public hospital governance in Indonesia

63

Statistics Indonesia (BPS) [website] (2012). Social and population (http://
www.bps.go.id/eng/index.php, accessed 12 September 2014).

Statistics Indonesia (BPS), National Population and Family Planning Board, 
Ministry of Health (2013). Indonesia Demographic and Health Survey 
2012. Jakarta and Calverton (MD): Ministry of Health, Indonesia and ICF 
International, MEASURE DHS.

Trisnantoro L (2004). Memahami penggunaan ilmu ekonomi dalam 
manajemen rumah sakit. Yogakarta: Gadjah Mada University Press. 

Trisnantoro L (2005). Aspek strategis manajemen RS: antara misi sosial dan 
tekanan pasar. Yogyakarta: Andi Offset.

Trisnantoro L (2007). Modul training of trainer BLUD: pengantar. Jakarta: 
Departemen Dalam Negeri, Republik Indonesia.

World Bank [website] (2014). Data: GDP per capita (current US$). (http://
data.worldbank.org/indicator/NY.GDP.PCAP.CD?page=2, accessed 11 
September 2014).



64

B. Public hospital governance in New Zealand
A case study on the New Zealand District Health Board
Robin Gauld



Public hospital governance in New Zealand

65

Abstract
Governance in New Zealand’s health system is devolved to 20 District Health 
Boards (DHBs), each with responsibility for planning and funding services 
for their populations. Public hospitals are an integral part of this system and 
their governance is intertwined with the local health system governance 
arrangements. This paper aims to describe the context for, and approach to, 
public hospital and health system governance in New Zealand. 

Five DHBs, which represent different regions, were chosen for in-depth 
analysis. A search was conducted for publicly available information generated 
by national agencies and the five DHBs, with a focus on Government 
expectations, strategic planning, accountability and performance monitoring, 
were selected. Academic publications and grey literature were also searched.

The devolution of governance, albeit with strong central government 
oversight, means there is considerable variation and flexibility in local 
arrangements. A recent focus on building whole system service delivery 
approaches means the lines between hospital and community-care governance 
are becoming increasingly blurred. The objective of the stronger emphasis 
on, and integration with, primary health care and other community health 
service providers is not only to reduce the pressure on hospitals, but also 
to proactively plan for an ageing population and rising burden of chronic 
diseases.

This paper has three sections. First, it provides background on the New 
Zealand health system. Second, it describes the governance of hospitals and 
the local health system in five of New Zealand’s 20 District Health Board 
regions: Counties Manukau; Bay of Plenty; Hawke’s Bay; Hutt Valley; 
and Southern. Third, the paper discusses performance measurement and 
monitoring, which take place at the national government level as well as the 
district level. The study of five districts reveals that the recent emphasis on 
performance improvement has led to concrete activities promoting quality 
and process improvement at the DHB level. However, the decentralization 
of hospital governance has also posed several challenges, including the 
coordination and cooperation of many complex sub-systems across the 
country. Due to the complexity of New Zealand’s health system, performance 
measurement also proves complicated.
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Acronyms and abbreviations
ACC Accident Compensation Corporation

ALOS average length of stay

BOP Bay of Plenty

BSMC better, sooner, more convenient

CEO Chief Executive Officer

CM Counties Manukau

CMO Chief Medical Officer

DHBs District Health Boards

GDP gross domestic product

GP general practitioner

HB Hawkes Bay

HQSC Health Quality and Safety Commission

HV Hutt Valley

IHI Institute for Healthcare Improvement

IT information technology

NHB National Health Board

NMDS National Minimum Data Set

OECD Organisation for Economic Co-operation and Development

PHO Primary Health Organisation
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1.  Introduction
1.1 Country context
New Zealand is a developed country with a long history of transparent, 
democratic government. A single house of Parliament sits in the capital 
city, Wellington. General Elections are held every three years. Since the 
introduction in 1996 of a mixed-member proportional representation system, 
multi-party coalition governments have been led by either the National 
or Labour parties. Both parties are centrist in orientation, with National 
more towards the “right” and Labour the “left”. The present National-led 
Government has been in place since 2008. The National party dominates the 
Cabinet, which is the Executive branch of government and key decision-
making forum, with members of coalition partners also represented. 
Government policy generally requires cross-party consensus.

As a member of the Organisation for Economic Co-operation and 
Development (OECD), New Zealand might be considered a “mid-range” 
economy in that gross domestic product (GDP) per capita was around 
US$ 30 000 (35 000 New Zealand dollars) (in 2012). This is somewhat below 
that of wealthier OECD countries. New Zealand’s capacity to fund public 
health care is constrained by this, as well as the various other factors that 
typically challenge policy-makers in the developed world.

Some background data on New Zealand are provided in Annex 1. New 
Zealand’s population of nearly 4.5 million is spread over two main islands 
and other outlying islands. A third of the population resides in Auckland – a 
city in the north of North Island. Around a quarter of the population lives on 
the larger South Island. Many smaller cities and towns are spread throughout 
the country. This creates challenges for health service planning and access. 
Average life expectancy in 2011 was 81.2 years (83 for females; 79.4 for males). 
Yet there remain considerable inequalities, with the life expectancies of the 
Māori and Pacific peoples up to a decade shorter than other New Zealanders 
and a higher incidence of various diseases (Tobias et al., 2009).

1.2 District Health Boards
In 2013, total health expenditure was 10.2% of GDP placing New Zealand 
above the 2011 OECD average of 9.3% (New Zealand was 10.3 in 2011). 
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Government funding was around 83% of this. Public hospitals – which 
are free of patient charges and accessible to all permanent residents of 
New Zealand6 – dominate and provide all major trauma and acute services; 
with private hospitals providing only non-urgent and elective procedures. 
Public hospital employees, including all health-care professionals, are 
salaried, but around 40% of medical specialists work in dual practice 
meaning they also work in a private practice and hospital where income is 
fee-for-service and considerably higher than for comparable public work. 
Private hospitals function separately from the public sector, although 
many District Health Boards (DHBs) periodically contract with them, 
either to use their operating theatres to perform elective procedures using 
public hospital employees, or to undertake elective work on behalf of the 
public hospital. However, such arrangements are not part of the formal 
DHB plans. New Zealand’s private hospitals do not offer emergency and 
intensive care services meaning that, when there are complications, a 
patient will be transferred to public hospital. Private patients pay full cost, 
with many funded by private health insurance, which around one third of 
New Zealanders subscribe to. Patients often seek private care in order to 
avoid the waiting lists that characterize public hospitals, or to experience 
the more hotel-like private environment. A portion of private (and public) 
patients are funded by the Accident Compensation Corporation (ACC), 
which is a social insurance scheme funded by levies to pay for accident and 
injury victims. 

In contrast with hospital care, primary medical care – which includes 
general practice, practice nurses and some associated services working 
together in small local practices – is largely provided privately. Most 
general practitioners (GPs) own their own practices. Their income, however, 
is a mix of government-funded capitation per patient enrolled, along with 
direct patient charges per consultation. Additional government funding 
is also provided for special services for patients with chronic diseases, to 
reduce access barriers for selected patients, and for health promotion. The 

6 Non-residents are charged when hospitalized or treated at a public hospital emergency 
department. They also pay the full unsubsidized cost when visiting a GP or after-hours 
clinic.
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ACC also subsidizes primary medical and other care for accident and injury 
patients. 

2013 marked the 75th anniversary of the Social Security Act 1938, in which 
the foundations of the health system were created (Gauld, 2013). The Act 
was designed to establish welfare services for all New Zealanders. For 
health care this meant a “national health system” in which services were to 
be universally accessible, free from access barriers, focused on preventive 
rather than curative care, and fully integrated. A compromise between 
the Government and resistant medical profession at the time led to the 
arrangements outlined above – of dual medical practice, and largely public 
hospitals and private primary medical care retaining the right to directly 
charge patients, albeit with a government subsidy. These arrangements 
have meant different incentives in a health system with different service 
delivery compartments, but also that it has not been possible to deliver on 
the original 1938 goals outlined in the Act.

Over the years, the health system has undergone various restructurings, 
especially in the period from the late-1980s to 2000s (Gauld, 2012). The 
health-care delivery system today features 20 regional DHBs, enacted under 
the New Zealand Public Health and Disability Services Act 20007. Each 
DHB has the characteristics of an integrated local health system in that it 
is responsible for services for a defined population and geographical area: 
hospitals are one component of, and subsumed under, the DHB system 
and have limited autonomy. Most DHBs have a Chief Operating Officer 
or equivalent, who is effectively the hospital chief executive and sits on 
the executive leadership team. Direct governance is the responsibility of 
the hospital advisory committee of the DHB, discussed below. Hospitals 
themselves have a management team but, again, this group will have links 
with the broader DHB and local services that go beyond the hospital wall. 

DHBs are individually governed by an 11-member Board, seven of whom 
are elected locally and four appointed by the Government including the 

7 Legislative changes in 1992 saw funding and responsibility for the service needs of those 
with permanent disability moved into the health budget. Income support for such people 
continues to be provided via the social services portfolio.
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Chair and Deputy Chair. These Boards are unusual in a democratic sense, 
in that they are accountable primarily to the Government rather than to 
electors (Gauld, 2010). A Board, therefore, oversees the development of a 
local plan for implementing government policy; it has limited capacity to 
voice concern about government policy, while potentially taking the blame 
for difficult decisions that may impact on the local population. A Board is 
subject to various levels of sanction, set out in the 2000 legislation, from 
the appointment of a Crown Monitor to work with an underperforming 
Board through to the dismissal of an entire Board and replacement by a 
Commissioner (Adam, 2003). 

The DHB Board appoints the Chief Executive who, in turn, is responsible 
for all operational matters including all senior and other staff appointments, 
although many employment matters will be delegated to lower levels and 
handled by the Human Resources Department. DHBs and their hospitals 
have the autonomy to decide on the staffing mix, although there is a 
government-enforced cap on the number of people allocated to the non-
clinical staff. 

DHBs must plan for the health care needs of their populations. In this 
regard, they must conduct needs assessments and provide an appropriate 
range of services to meet these needs. They must also work within 
government policy, including delivering on government goals and targets 
and providing a prescribed set of services. DHBs own public hospitals 
which form part of their “provider arm” and purchase primary care, 
disability support, mental health provision, public health services and other 
community-based services from available and appropriate providers. Each 
DHB is required under legislation to have three sub-committees that govern 
different areas of activity: a public health committee; disability support 
services committee; and a hospital advisory committee8. Each of these 
committees features elected and appointed DHB members.

DHBs are funded by the Ministry of Health (MOH) and receive a fixed 
per annum allocation which they are expected to live within. Around two 
thirds of total DHB funding (NZ$ 14.665 billion in 2013–2014) is distributed 

8 Several DHBs have combined these committees into one or two.
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via a population-based formula, designed to reflect the needs of different 
population groups that reside in their respective catchment areas (Penno 
& Gauld, 2013). The composition of different DHB communities – some 
with older populations, others with more rural or Māori and Pacific 
peoples – means there is around a 25% difference in per capita funding 
between DHBs. This means that some DHBs seem to have greater difficulty 
in balancing their budgets than others, with the implication that some have 
more financial flexibility and capacity to invest in new service initiatives, 
while others are perpetually looking to curtail services and find efficiency 
gains. Those producing a deficit are doubly punished as they borrow from 
the government to fund a shortfall and pay interest on this. Producing a 
balanced budget and planning how they will deliver services within their 
funding allocation is, therefore, a key driver of DHB activity. The remainder 
of funding, outside the population-based formula, comes directly to DHBs 
from the Ministry for specific purchased services9. DHBs tend to fund their 
hospitals on a “production/volume” schedule, within a national pricing 
framework. This means that a global budget is allocated to the hospital with 
expectations that a certain level and scope of services will be provided and 
relative flexibility in terms of how expectations are met10.

DHBs perform their governance and service delivery roles within a complex 
administrative, financial and legislative context that requires interaction 
with, and pursuit of the goals of, a series of national agencies (see Box 1). 
This complexity, further described below, came about through the creation 
of 20 regional planning and purchasing systems in 2000; previously, there 
was a single national purchaser – the Health Funding Authority. In 2001, 
the Government of the day introduced Primary Health Organisations 

9 This incorporates national services, including disability support services, public health 
services, some screening programmes, mental health services, elective services, Well Child 
and primary maternity services, Māori health services and postgraduate clinical education 
and training. In 2013–2014, some NZ$ 2.84 billion was directly allocated to such services. 
See http://www.health.govt.nz/new-zealand-health-system/funding (accessed October 
2013).

10 Many DHBs previously operated a “price/volume” schedule, paying a fixed sum per 
procedure. This drove hospitals to increase services as they would receive less income if 
savings, perhaps in bed days through innovation, were made.
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(PHOs) aimed at improving the organization primary care as well as 
service delivery. Initially, there were over 80 PHOs. Mergers required 
by the Government elected in 2008 mean there are presently around 30. 
In principle, DHBs and PHOs both serve important roles. In practice, 
the arrangements have embedded historic divides between primary and 
hospital service provision, and created convoluted and parallel planning 
processes and accountability arrangements that collide with present policy 
directions focused on regional planning and integration. 

Box 1: Key organizations in New Zealand’s health system (2014)

National level:
Pre-2008 and ongoing:

• Ministry of Health
• Pharmac
• National Health Committee
New since 2008:

• National Health Board (a business unit of the Ministry of Health)
• Health IT Board
• Health Workforce New Zealand
• Capital Investment Committee
• Health Quality and Safety Commission
• Health Benefits Limited 
• Health Promotion Agency (since 2012)

Local level:
• 20 DHBs with associated public hospitals
• 32 PHOs
• 12 regional Public Health Units
• Other contracted health and disability support service providers
New since 2008:

• 9 pilot “better, sooner, more convenient” service delivery initiatives
• Alliance Leadership Teams in each DHB (since 2013)
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A new Government elected in 2008 launched a review of the health 
system resulting in a new strategic direction, while promising no 
major restructuring (Ministerial Review Group, 2009). Essentially, the 
Government is aiming to reduce duplication and fragmentation across the 
20 regions, improve coordination and collaboration between regions, and 
drive improved performance in areas such as quality improvement, service 
integration, and patient access to services. It is also working to better 
coordinate health information technology (IT) and workforce planning – 
areas previously given inadequate national policy attention. This means 
new initiatives are being laid upon existing foundations, while these 
foundations (the DHBs) are being required to gradually coalesce. Lastly, 
the Government has emphasized “clinical governance and leadership” 
as pivotal to all planning and management activities (Ministerial Task 
Group on Clinical Leadership, 2009). This has meant a gradual increase in 
the number of health-care professionals sitting on boards of government 
agencies and collaborating with managers in their respective DHBs and 
other agencies.

1.3 Plans, policies and accountability
In line with the above, DHBs have several lines of vertical accountability 
upwards to the Government, as well as to their local communities. The 
MOH is the chief policy advisor to the Government, as well as DHB funder. 
It sets and monitors key goals for the health system, and oversees the 
sector on behalf of the Government. The Ministry also houses the National 
Health Board (NHB), which is its operational arm. The NHB therefore 
has responsibility for the performance of DHBs. The NHB’s Board reports 
directly to the Health Minister. Its business units include the Health IT 
Board (responsible for national coordination of health IT developments), 
Health Workforce New Zealand (charged with workforce planning 
and clinical training), and the Capital Investment Committee (which 
oversees capital investment planning in the DHB sector). The independent 
government-funded Health Quality and Safety Commission (HQSC) has 
responsibility for promoting patient safety and presides over a series of 
national programmes, from medications safety and falls prevention to the 
training of a series of DHB-based health-care professional “improvement 
champions”. Pharmac is the national drug-buying agency, which subsidizes 
community-prescribed medicines and purchases all DHB hospital-
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prescribed drugs. The reconfigured National Health Committee is the 
Government’s health technology assessment advisor; while Health Benefits 
Limited’s aim is to look for back office DHB functions that may lead to 
savings when nationally provided for, such as the purchase of medical 
supplies. Finally, 12 regional public health units monitor and control 
disease outbreaks and other health risks; and, along with the newly created 
Health Promotion Agency, undertake health promotion activities.

This complex organizational system means there is a mix of plans and 
policies produced by the various agencies that DHBs need to respond 
to. For each DHB, the response is brought together in its Annual Plan 
which provides a detailed description of the challenges faced by the DHB, 
intentions for the year ahead, how it intends to configure and improve 
services, and milestones towards the achievement of particular goals. Each 
DHB’s Plan is unique to its circumstances, but produced with a relatively 
high level of MOH oversight and contains standard information expected 
by the Ministry. This includes the strategic priorities for the DHB as well as 
the “intervention logic” that underpins the planning process and, in turn, 
the DHB priorities (examples of these can be found in DHB Annual Plans 
which are published on their websites)11. DHBs with a history of poorer 
performance – especially financial but also managerial and organizational 
– are subject to considerably higher levels of scrutiny in a process that can 
take several weeks to reach agreement on. Final sign-off for Annual Plans is 
sought from the Minister of Health, who also outlines in a letter to the DHB 
specific expectations within the delivery of agreed goals. In this way, the 
Annual Plan is a key accountability document.

Legislative changes of 2010 increased horizontal accountability in requiring 
DHBs to plan regionally, especially for specialty services that are difficult 
to staff, but also to ensure that activities are coordinated in areas such as 
IT, strategy and service development. This has created considerable inter-
regional activity, that four regional agencies assist with, and underpinned 
the merging of some DHB functions. Naturally, there are challenges 
associated with this, such as when DHBs have pre-existing arrangements 

11 For example: http://www.southerndhb.govt.nz/pages/padocs/ (accessed September 2014).
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in place that require adjustment in order to more closely interface with one 
another. An example is the five South Island DHBs, each of which has a 
different information system that needs to be adapted to deliver on shared 
goals.

The post-2008 National Party-led Government has also worked to 
implement its “better, sooner, more convenient” (BSMC) pre-election 
policy (Ryall, 2008). Two mechanisms have been pursued for this. First, 
the replacement of a series of DHB targets with six new Health Targets12. 
These are aimed specifically at improving hospital efficiency and service 
access, as well as increasing immunization rates and the provision of 
screening services. A crucial difference with the six targets is that they are 
publicly reported each quarter, designed for tracking progress over time 
and to reveal the performances of different DHBs. The targets are a key 
government accountability and performance monitoring device and have 
driven DHBs to focus much of their activity on the targeted areas. 

Second, in 2010, the Government launched a series of nine pilot BSMC 
initiatives representing different locations and populations. For example, 
one features a group of Māori PHOs; another is based on the west coast of 
the South Island where there are substantial geographical challenges for 
providing service coverage (especially hospital and emergency services), 
high levels of deprivation, and difficulties retaining professional health 
workers; and a third works across the three DHBs in the greater Auckland 
metropolitan area which serve what is effectively a common population 
despite being separately funded and organized. The BSMC pilots are 
intended to stimulate new care delivery models, including the better 
integration of primary and hospital care; the provision of some specialist 
medical services in primary care settings; an expanded scope of GP 
services, along with advanced diagnostic capacity; the better use of allied 
health-care professionals (such as nurses with prescribing rights); and 
improved after-hours access for patients. The BSMCs all have the required 
“alliance” governance structure – a concept adapted from the construction 

12 Information on the Targets can be found at: http://www.health.govt.nz/new-zealand-health-
system/health-targets (accessed September 2014).
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industry – that has a whole system focus. This sees the Alliance Leadership 
Team bringing together professionals from both DHB hospitals and PHOs, 
who pool resources from their respective organizations to develop services 
centred on what works best from the patient perspective. From mid-2013, 
the Government also required the development of an Alliance within each 
DHB, creating additional momentum for horizontal planning and service 
coordination.

To sum up, the various arrangements outlined in this case study mean 
there are multiple central government strategy documents that DHBs 
have to respond to, alongside meeting the specifications for providing 
health services. In researching this paper, at least 39 central agency policy 
documents requiring a DHB response were identified. These central-driven 
requirements are reflected at the local level in the range of DHB-specific 
documents. Of the five DHBs included in this study, one produced at least 
13 such documents annually, as well as six reports on different components 
of performance. The others had a similarly diverse list. Added to the 
vertical requirements are the more recent horizontal planning documents 
and initiatives (South Island Alliance, 2012). Against this framework, 
DHBs have a reasonable level of autonomy in terms of how they configure 
services – so long as they deliver on core government policy requirements – 
meaning no two are alike. However, while there is reasonable control over 
the internal environment,the considerable external government-dictated 
factors have a bearing on DHB governance and planning.

The next section describes the five DHBs selected for the New Zealand case 
study.

2.  Five District Health Boards: descriptions, strategies and 
performance

2.1 Methodology
The five DHBs in Table 1 were selected based on various criteria: the 
representation of different regions of New Zealand, including urban and 
rural as well as North and South Islands; the socioeconomic status of the 
served population; and the author’s knowledge of the diverse management 
systems, strategies and challenges faced by each. 
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The Chief Executive Officer (CEO) of each DHB was approached regarding 
the study. On agreement to participate, interviews with key personnel 
suggested by each CEO were undertaken in person during site visits, or by 
phone. Notes were taken as a record of the conversations.

A search was conducted for publicly available information generated 
by national agencies and the five DHBs, with a focus on Government 
expectations, strategic planning, accountability and performance 
monitoring. A search of peer-reviewed academic publications and grey 
literature was also undertaken.

Ethical approval was granted by the University of Otago and the study 
protocol reviewed by the Ngāi Tahu (a South Island Māori tribe) Research 
Consultation Committee.

Table 1: Five DHBs’ descriptive information

DHB Population Area (km2) Geography
Budget 

NZ $ million 
(2012–2013)

Staff 
(2012–2013)

Counties 
Manukau

501 000 552 Urban 1300 6 200

Bay of Plenty 214 200 9700 Mixed urban/
rural

622 3 000

Hawke’s Bay 155 000 14 164 Mixed urban/
rural

436 2 500

Hutt Valley 140 000 916 Urban 420 2 200

Southern 305 000 62 000 Mixed urban/
rural

844 4 500

Source: Author’s analysis of DHB websites (accessed July to October 2013)

2.2 Five DHB strategic approaches and organizational systems
As noted, DHBs have considerable autonomy in terms of how they are 
structured internally, and plan and organize services, so long as they 
deliver on national policy goals. This autonomy means there is much 
variation across the DHB sector. The interviewees routinely stated that the 
key drivers of their activities included: the Government’s six Health Targets; 
the deliverables outlined in their Annual Plan, with a particular emphasis 
on meeting financial goals; and the Minister’s annual Letter of Expectations. 
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Interviewees from all five DHBs noted that: 

• there were a considerable number of centrally driven areas of 
compliance (driven by reporting requirements) and expected 
activity coming from the various agencies;

•  there seemed to be an almost endless flow of documents and 
information coming from central agencies; 

•  some of this information was given limited attention, as DHBs 
were often already undertaking the activities listed;

•  some central agencies and their work were more highly 
regarded than others; and

•  central agencies sometimes showed a lack of leadership around 
issues facing DHBs, meaning DHBs had to develop their own 
responses. Examples included the regionalization process, 
subject of a 2013 Audit Office report (Office of the Auditor-
General, 2013), health workforce planning, development 
of Alliance Leadership Teams, and topics such as water 
fluoridation.

The sections below describe the strategic directions and organization of the 
five DHBs, highlighting points of difference.

2.2.1 Counties Manukau

Counties Manukau (CM) is one of New Zealand’s largest DHBs and serves 
an urban area in South Auckland characterized by high levels of deprivation 
and higher than average Māori and Pacific populations. Its population is 
also younger than average. Middlemore Hospital in CM is a major academic 
tertiary medical centre, providing the full range of medical specialties. CM 
has a number of challenges for planning and pressures on hospital services 
driven by deprivation, living conditions and chronic diseases. Its response 
has been to focus on quality improvement in hospital and associated 
services, and to develop integrated community-based services. CM has 
an aim of being the best health-care system in Australasia by 2015, and is 
strongly focused on achieving this. It has used the title Counties Manukau 
Health to represent its whole system approach to planning and service 
delivery, bringing together resources from the hospital, PHO and others to 
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ensure that services are provided at an appropriate level and location with 
backup and support from other providers within CM and the wider region. 
In 2013, the CM Board approved a series of 12 system level measures, 
including a mix of process, quality of care and outcome indicators so it 
could benchmark its performance against these.

CM’s leadership model is similar to the four others discussed here in that 
there is a strong focus on clinical governance, with shared professional and 
managerial decision-making within service directorates.

In terms of quality improvement, CM has taken a number of steps. In 2010, 
it created Ko Awatea – an institute dedicated to promoting health- care 
innovation and improvement. This functions as a training centre for 
health-care professionals, hosts research groups, and is also home to 
multiple improvement advisors and campaigns. Ko Awatea is formally 
partnered with the Boston-based Institute for Healthcare Improvement 
(IHI) and has adopted several of its programmes, including use of the 
Triple Aim (Berwick et al., 2008) to underpin strategy development13. In 
addition, Ko Awatea runs various IHI training camps that are also open to 
staff from other DHBs. In some ways, Ko Awatea functions as a national 
quality improvement champion. At CM, it has presided over significant 
programmes, including a 20 000 days campaign aimed at saving this 
number of hospital-bed days over a year through better community care 
and patient safety. In 2013, CM announced that 23 000 days had been 
saved (Counties Manukau District Health Board, 2013). Other initiatives 
include a reduction of central-line associated blood stream infection rates 
by following standard procedures, as well as in-house clinical leadership 
development programmes and the organization of major conferences in 
partnership with IHI.

From 2012, as part of its strategy to reduce hospital pressure and improve 
population health, CM has reoriented service organization around four 

13 The three foundations of the Triple Aim, used by most DHBs to guide their strategic 
planning, are to focus on: (1) improved quality, safety and experience of care; (2) improved 
health and equity for all populations; and (3) better value for public health system 
resources.
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localities that represent different population groups in the district. The 
four localities are each based around a PHO, and are clinically led and 
structured as “alliances”. The aims are to integrate services for high-need 
populations – especially those with chronic diseases and other health 
risks; coordinate care in primary care settings; and link with other service 
providers including housing, welfare and various nongovernmental social 
service agencies. The strategy involves hospital and community-based 
health professionals working closely together to ensure their efforts are 
coordinated and directed at the right patients, sharing resources to do so. 
Where appropriate, hospital care is being devolved into PHO settings. In 
this way, the DHB is working to deliver on the Government’s BSMC policy, 
while pursuing its own goals of reducing hospital demand.

Regionally, CM collaborates through the Northern Regional Alliance – a 
regional shared services agency that works on behalf of two other Auckland 
DHBs and a fourth DHB that serves the region north of Auckland. These 
four DHBs have in common the use of IHI’s Triple Aim and a series of 
other initiatives designed to share service delivery and combine back-office 
functions.

2.2.2 Bay of Plenty

Bay of Plenty DHB (BOP) features two main hospitals, a major secondary 
hospital with some tertiary capacity in Tauranga, and a smaller hospital in 
Whakatane, around an hour’s drive away. With common leadership and 
management systems across the region, BOP operates a “one service, two 
sites” philosophy. The DHB also hosts a clinical school and pursues the 
Triple Aim.

BOP’s vision statement is “Healthy, Thriving Communities”. A focus for 
BOP in recent years has been on improving clinical leadership, patient 
flow and the allocation of resources in the hospital setting, as well as 
on promoting better community health. BOP features three PHOs, each 
representing quite different communities. For example, one is urban; 
another features high proportions of Māori living in rural areas with high 
health needs. The DHB and PHOs serve a population that has high levels 
of deprivation, concentrated particularly within the higher-than-average 
proportion of Māori. BOP also has an older than average population.
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In terms of hospital services, the DHB has developed a Clinical Board, 
which represents a broad group of professionals along with management. 
It has oversight of the quality, clinical leadership and service organization 
activities and is chaired by the Chief Medical Officer (CMO). An aim has 
been to improve clinical–managerial collaboration and the development 
of a shared vision. Clinical Board activities include contributing to 
the development of the DHB’s “balanced scorecard”14, and driving 
improvements in theatre start times from 39% to 80% of operations starting 
on time. Leadership of clinical services is shared, with a nurse, doctor and 
administrator working in partnership with joint accountability for financial 
and clinical performance. 

The DHB has developed an integrated operations centre which provides 
real-time centralized data on patient flow, bed occupancy and service 
demand. This permits whole hospital planning and has helped with the 
allocation of ward staff and rostering, as well as improving discharge 
planning and patient flow from the emergency department. Other 
initiatives include a Care Capacity and Demand Management Programme 
and use of Trendcare software, which assist with forecasting service 
demand and the creation of a “transit lounge” for patients requiring 
observation but not necessarily hospitalization. The DHB has placed 
considerable emphasis on quality improvement, using both Continuous 
Quality Improvement methods and criteria used for the United States 
Baldrige award for high-quality business15 to provide a focus. 

In terms of working to better integrate care, induce behavioural changes 
amongst professionals, and reduce variations in clinical practice, the 
DHB has launched the Bay Navigator website which features clinical 
pathways to be used by primary and hospital-based professionals. As part 
of the regionalization programme, this will be integrated with the Map of 

14 An example of a balanced scorecard can be found in: http://www.bopdhb.govt.nz/
media/57376/bophac-open-agenda-020714.pdf (accessed September 2014).

15 The Baldrige criteria are: leadership; strategic planning; customer focus; measurement, 
analysis and knowledge management; workforce focus; and process management (for more 
information see: http://www.nist.gov/baldrige/publications/criteria.cfm).
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Medicine pathways initiative facilitated for five Midlands DHBs by their 
shared services agency, Health Share Limited – meaning all five will use 
common clinical pathways. Finally, the DHB has issued a series of position 
statements spelling out its stance on various health risks, such as alcohol 
and tobacco, and health inequalities, along with its intent to reduce the 
burden of these risks by working with other agencies and the community.

Regionally, BOP collaborates through Health Share Limited with four 
other DHBs on issues and services that benefit from a regional approach. 
In 2012/13, such services included regional service planning and reporting; 
Clinical Service Network facilitation; the Maternity Quality and Safety 
regional programme; and Workforce Development support, featuring 
the Midland Training Network, regional clinical information systems 
development support, and the Midland Smokefree programme.

2.2.3 Hawkes Bay

Hawkes Bay DHB (HB) serves a mixed urban and rural population with 
high concentrations of deprivation, inequality and Māori people. Its vision 
is for “Excellent health services working in partnership to improve the 
health and wellbeing of our people and to reduce health inequalities within 
our community”. 

The main Hastings Hospital in HB provides comprehensive secondary- level 
care and certain tertiary specialty services16. It is not uncommon for 
patients requiring advanced care to be transported to another DHB, such 
as Capital and Coast in Wellington, by ambulance or air. This means HB 
must pay the other DHB for services provided in a budgetary process 
known as “inter- district flows”, which creates challenges17. For example, 
HB is working to curtail such expenditure as it seeks to stay within budget 
and would prefer to employ fulltime clinical staff in areas such as vascular 
surgery. However, a stumbling block resulting from the regionalization 

16 The secondary services are general medicine, general surgery, maternity and birthing 
services and paediatrics. There is some advanced (or tertiary) specialist capacity in certain 
areas, such as vascular surgery.

17 Inter-district flows are a considerable source of income and expenditure for most DHBs.



Public hospital governance in New Zealand

83

process is that DHBs will only support a certain number of vascular 
surgeons, raising questions about whether HB should have one. A lack of 
central guidelines in this area does not help the situation.

In common with other DHBs, the starting point for HB’s planning is the 
IHI Triple Aim. In mid-2014, HB will launch a comprehensive Quality 
Improvement and Patient Safety strategy aimed at promoting wellness in 
the community, improving peoples’ experience of health care, working 
with the community, and leadership and workforce development. There 
has been a strong focus in HB on clinical governance and leadership, with 
significant resources put into both restructuring the DHB in line with 
clinical governance principles as well as building a clinical leadership 
focus. Like other DHBs, HB has created a Clinical Council. However, in 
contrast with some DHBs, the Council has considerable powers including 
the capacity to veto planning and funding decisions. It also features 
strong primary care representation. These initiatives have breathed life 
into clinical leadership, with health professionals able to scrutinize and 
influence planning decisions leading to some important planning changes. 
For example, a significant proposed rebuild of a mental health facility was 
rejected by the Clinical Council due to the fact that its design had not taken 
account of the future model of care for patients with mental health needs. 
This model entailed less use of inpatient facilities and more community 
and outpatient services. The planning and funding department now has 
a seat on the Clinical Council and there is much closer involvement by 
health professionals in the planning and resource allocation processes. 
Leadership inside the hospital and across the wider DHB is, again, based on 
partnerships between professionals and administrators – from the Executive 
Team through to clinical service directorates.

To improve integration with primary care, the DHB was the first in New 
Zealand to appoint a Chief Medical Officer, Primary Care who sits on the 
Executive Leadership Team and, therefore, works closely with the CMO 
Hospital and other clinical and administrative leaders. From 2012, HB has 
invested additional resources in developing cross-sector service delivery 
approaches with the appointment of a General Manager, Integration. As 
with other DHBs, HB has also invested in the development of clinical 
pathways to support the integration process. At the time of writing, HB 
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was continuing to work through the requirement to develop an alliancing 
structure, given that it already had in place a whole system planning 
and service delivery strategy involving hospital-based, PHO and other 
professionals. It did not wish for an additional administrative structure.

2.2.4	 Hutt	Valley

Hutt Valley DHB (HV) is located in the greater Wellington urban area. Its 
population is characterized by high levels of inequality, deprivation and 
concentrations of Māori and Pacific peoples. The Hutt Hospital is a major 
trauma centre in HV that provides several tertiary-level services. More 
advanced services and support are provided by the Wellington Hospital, a 
half-hour drive away in the neighbouring Capital and Coast DHB region. 
HV is presently in considerable transition as a result of the regionalization. 
While it and the neighbouring Wairarapa DHB remain separate legal 
entities, they have effectively merged in a process that formally commenced 
in late 2012. Wairarapa is one of the smallest DHBs and HV long provided 
various services and support. There had previously been a joint Allied 
Health Director between the two DHBs. 

The merger of Wairarapa and HV means two separate Boards remain 
but the management and clinical leadership systems have been brought 
together under a single CEO, Executive Leadership Team and “diamond” 
leadership structure in each clinical directorate that includes allied health, 
medical, nursing and administrative leaders working in partnership and 
reporting to a Hospital Manager in each of the two hospitals – Wairarapa 
and Hutt. In addition, the two DHBs are working closely with Capital and 
Coast on regional services integration. The surgery department is now 
common to all three DHBs, with other services set to follow. A Service 
Integration Development Unit is working to facilitate these activities. 

At the Board level, there is considerable collaboration and cross-fertilization 
of ideas and initiatives, with common members from the three DHBs 
serving on Board sub-committees, and a common Board Chair of HV and 
Capital and Coast. There is also joined-up activity within various support 
services such as IT. These three DHBs, along with two others in the Central 
Region (including HB), are contributors to the Central Region Information 
Systems Plan which aims for a regional IT solution. Wairarapa was a pilot 
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BSMC site, so has an alliance structure in place. HV had a pre-existing Primary 
Secondary Strategy Group so the foundations for an alliance had been laid. A 
focus of these alliances has been the sustainability of primary care, and clinical 
pathways for specific illnesses such as respiratory conditions and cellulitis. A 
shared electronic care record has been a focus in the Wairarapa. HV has also 
introduced Māori Partnership Boards to facilitate activities to improve Māori 
health in the community.

HV has concentrated on system improvement at Hutt Hospital. The Triple 
Aim, again, underpins its planning, meaning the hospital is focused on 
what happens in the community with an aim of reducing admissions. 
The Hutt Emergency Department was a pilot site in the mid-2000s for the 
Optimizing the Patient Journey project, initiated by the Government’s 
Quality Improvement Committee (a precursor of the HQSC). This means it 
applied and continues to use lean methods to improve patient flows. Today, 
it has an integrated Operations Centre, with similarities to BOP’s. This 
provides centralized data on hospital activities via a series of dashboards, 
enabling patients to be tracked from the time they arrive at the Emergency 
Department. The system monitors how long they wait at various points 
in the service delivery process, where they are in the hospital at any point 
in time, and where beds in the hospital are free should a patient require 
admission. The aim is that the hospital functions in a conveyor belt fashion, 
and that professionals adjust their schedules (such as ward rounds) to ensure 
maximum bed utilization.

HV has developed a balanced scorecard for performance monitoring. 
Comparable with that of other DHBs, this includes a range of real-time data 
such as performance against the Health Targets, average length of stay, staff 
sick days, patient no-shows for outpatient appointments, elective procedures, 
readmissions, and so forth. HV interviewees noted that getting the measures 
right was not straightforward, especially around quality which is a key focus. 
Questions were raised by interviewees of how staff morale might be measured, 
given that this is a driver of high-quality service, and how integration might 
best be measured given the focus on this.
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2.2.5 Southern

Southern DHB (SDHB) serves the largest geographical area of any DHB. 
SDHB features two main hospitals in Dunedin (home of the Dunedin 
School of Medicine, University of Otago) and Invercargill (also an Otago 
University teaching site but within a smaller city and hospital) some 2.5 
hours’ drive away. Along with another Dunedin-based hospital and one 
in the resort of Queenstown, these hospitals are managed through SDHB’s 
provider arm. A series of smaller hospitals and health centres in towns 
around the region are managed by community-owned companies and 
trusts and deliver services on contract to the DHB. 

SDHB was formed in 2010 as a result of a merger between the former 
Southland (Invercargill Hospital) and Otago (Dunedin Hospital) DHBs. The 
merger has proven challenging, partly due to the vast area the DHB covers, 
but has also meant bringing together the cultures of two different hospitals 
and developing common organizational systems. SDHB’s area also creates 
challenges in terms of access to specialist and diagnostic services for many 
living in outlying areas, as well as emergency services. The merger has 
brought with it the demand for a rural health strategy, under development 
at the time of writing. This is likely to involve a mix of facility and service 
redevelopment and telehealth (i.e. services delivered via video and other 
IT-enabled platforms). 

SDHB has experienced sustained difficulties in delivering services within 
budget. Indeed, most years it faces a deficit meaning planned-for services, 
including forecast acute and emergency care, cannot be delivered within 
government funding. This means the DHB must borrow additional 
interest- bearing funds from the Government. Its financial situation is a key 
driver of planning and means there is limited scope for investing in new 
clinical or other services initiatives. It has also been a source of tension 
between the DHB and the Government. The financial situation means a 
Crown Monitor has been assigned to the DHB for several years to scrutinize 
aspects of finance and planning and report directly to the Minister of 
Health.

The merger, and focus on building common systems, means SDHB now 
has an Executive Leadership Team that draws administrative and clinical 
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leaders from both hospital sites, and common clinical services directorates. 
These are led by a triumvirate partnership structure including medical, 
nursing and administrative leaders, again drawn from both sites. While the 
SDHB has a CMO who is Invercargill-based, the Medical Director of Patient 
Services (effectively the CMO of Dunedin Hospital) is Dunedin-based. The 
SDHB Board is intended to provide members from across the region – at 
present, four of the seven elected members are selected by voters from the 
Otago region and three from Southland.

The core of the present SDHB strategy is expressed in its Southern Way 
statement, which aims for “Patients at the centre of everything we do, to 
create a high performing organisation with a focus on quality, become a single 
unified DHB, and provide financially and clinically sustainable services”. 
Guiding the quality improvement strategy is a variant of IHI’s Triple Aim 
contained in the DHB’s Performance Excellence and Quality Improvement 
Strategy. Known as the “fourfold” aim, this has the additional aim of building 
excellence in teaching and research, encapsulating the teaching component 
of its hospital and other services and medical school links. Finally, SDHB’s 
activities must align with those of the South Island Health Alliance which is 
coordinating regionalization activities and has produced a detailed plan for 
service development across the five South Island DHBs (South Island Alliance, 
2012). This has implications in areas such as IT, where SDHB initiatives must 
align with directions in the South Island plan.

3.  Performance measurement, monitoring and outcomes
The previous discussions imply a range of strategic policy that is being 
promoted by different central agencies which could be considered when 
seeking to measure the performance of the New Zealand health system, DHBs 
and their hospitals. Added to this, the five DHBs canvassed for this study have 
each developed their own measurement approaches. This section looks, first, 
at central government measurement of DHBs. Second, it discusses the DHBs’ 
approaches. Third, it considers other measurement initiatives and plans.

3.1 Government measurement
At the highest level, DHB hospital performance is measured by the six 
quarterly-reported Health Targets, although only some of these appear to be 
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specific to hospitals. Even those pertaining to elective medical procedures 
and emergency services require some joint planning with primary care if a 
DHB is to improve its performance. This aside, the targets provide a simple 
measure for assessing sector performance and stimulating competition 
amongst the DHBs. 

Beyond the targets, measurement is more complex and there is no 
specific set of easily accessible indicators to track different dimensions 
of performance. Probably the best location for performance information 
is the MOH’s Annual Report to Parliament, which incorporates the 
Director- General’s report on the state of public health (Ministry of Health, 
2013). The report is comprehensive and contains information on the 
financial performances of the DHBs. The 2013 report, for example, noted 
that eight DHBs performed poorly but collectively the DHBs’ financial 
performances improved against financial targets and they continued to 
reduce their deficits. The report notes that the Ministry and National Health 
Board work closely with those DHBs in difficult financial circumstances. 

The Annual Report describes progress on multiple policies, such as 
developing integrated services or national approaches to health IT, 
providing useful information but limited easily accessible data for 
monitoring and tracking performance over time. It lists progress on many 
different health care issues, such as cardiovascular disease, diabetes 
and cancers, and features numerous tables and graphs on the burden of 
disease, comparative expenditure, inequalities, service access and so forth. 
Performance against various specific outputs and outcomes is described, 
such as ambulatory sensitive hospital admissions18 and improving 
survival after cancer or heart attack/stroke. Many of the data are placed 
in comparative international contexts, such as New Zealand being in the 
“best third” of OECD countries on an indicator (see Table 2, for example). 
However, the 260-page report means that gaining an overall picture of 
performance is an involved and challenging process.

The methods for collating and publicly reporting data have changed over 
time. For several years, the Ministry produced quarterly DHB Hospital 

18 These are for conditions, such as asthma and diabetes, for which patients with appropriate 
primary health care access and a treatment plan should not be hospitalized.
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Benchmark Information reports which provided a snapshot of the 
performance of each DHB (Ministry of Health, 2010). Included were a series 
of 15 quality and safety, efficiency and process, organizational health, and 
financial indicators used to rank and compare DHBs. These reports were 
discontinued in 2010, with emphasis placed on the six Health Targets, and 
the DHBs were expected to produce their own performance monitoring 
methods – discussed below. This means it is now difficult to obtain a clear 
picture of average length of stay (ALOS), for example, without going to 
each DHB19. Various routine data such as bed to population ratios, and staff 
to patient ratios are not necessarily collected by the DHBs or reported20; 
although the DHBs do collectively report some 23 process, cost and staffing 
indicators to DHB Shared Services which are not publicly available.

When it comes to quality and patient safety, the HQSC has worked to 
develop a set of simple measures and to support DHBs in their reporting in 
this area. In 2012, following public consultation, it released an initial set of 
quality and safety indicators. These provided an overall portrayal of New 
Zealand health care in an international context, as well as country-wide 
data on areas such as medical error, avoidable readmissions, cancelled 
surgeries, screening rates and some socioeconomic analyses (Health 
Quality and Safety Commission, 2012a). Where DHBs were ranked, these 
were anonymized. A key HQSC release is its annual Sentinel and Serious 
Events report, which lists, by DHB, the number of serious patient harms 
reported (Health Quality and Safety Commission, 2012b). In 2012, a series 
of four quality and safety markers was launched for falls, hand hygiene, 

19 ALOS for all hospitals is expressed in the MOH’s 2013 Annual Report as having “…
decreased overall since 2002. Total average length of stay decreased between 2002 and 2012, 
from 4.4 to 4.0 days. Average length of stay for surgical procedures decreased from 5.6 to 5.0 
days, while for medical procedures it decreased from 3.8 to 3.5 days” (Ministry of Health, 
2013, p. 227).

20 For example, the MOH was asked whether the following data were collected: “Basic 
indicators:a. Infrastructure: hospital bed population ratios, staff population ratio; doctor: 
nurse ratio, doctor/nurse bed ratio;b. Equity in utilization: outpatient and inpatient by 
wealth/income/expenditure quintiles;c. Throughput: outpatient visits and discharges 
per fulltime equivalent doctors/nurses”. The response (8 November 2013) was that this 
information is no longer collected.
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perioperative harm and central-line associated bacteraemia21. These are 
reported by DHBs with the aim of improving compliance and in turn 
quality and cost savings, with indicators for these also reported. Initial 
components of an Atlas of Variation, derived from the United States’ 
Dartmouth Atlas, were released in 201222. HQSC is supporting DHBs in 
developing the Quality Accounts required of them from 2012/13, which 
detail how each approaches quality and safety, where improvements might 
be made, and results of efforts in this area (Health Quality and Safety 
Commission, 2012c). A final area of HQSC activity is its programme to 
support consumer engagement, a ministerial expectation of every DHB. In 
late 2013, it was announced that the HQSC would develop a measure of 
patient-reported care quality, probably along the lines of the United States 
Hospital Consumer Assessment of Healthcare Providers and Systems 
surveys23.

Table 2: 30-day in-hospital mortality rate after a heart attack or stroke, 
2009

Event 30-day in-hospital case fatality 
rate per 100 patients OECD ranking

New Zealand OECD average

Heart attack (acute myocardial 
infarction)

3.2 5.4 Best third of OECD 
countries

Ischaemic stroke 5.4 5.2 Mid-third of OECD 
countries

Haemorrhagic stroke 21.1 19.0 Mid-third of OECD 
countries

Note: Rates are age–sex standardized to the OECD population (45+ years). 
Source: OECD, 2011, cited in Ministry of Health, 2013, p. 221.

21 For more information see:http://www.hqsc.govt.nz/our-programmes/health-quality-
evaluation/projects/quality-and-safety-markers/ (accessed September 2014).

22 For more information see:http://www.hqsc.govt.nz/our-programmes/health-quality-
evaluation/projects/atlas-of-healthcare-variation/(accessed September 2014).

23 For more information see:http://www.hqsc.govt.nz/our-programmes/consumer-
engagement/work-streams/consumer-engagement/(accessed September 2014).
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3.2 DHB-level measurement
As noted, each of the five DHBs has a bespoke “balanced scorecard” that 
enables performance to be tracked against benchmarks, but also reports 
a range of measures in its Annual Plan, Annual Report, planning and 
other documents. The scorecards contain a range of information, from 
staff absentee and turnover rates through to performance on the Health 
Targets, ALOS and hospital readmissions. CM is developing system level 
measures to drive improvement in agreed upon areas, with benchmarks set 
using a mix of national and international data. Data gathered during the 
2012 Clinical Governance Assessment Project, and through interviews for 
this paper, suggests all 20 DHBs assess their own performance based on 
local clinical, executive team and Board preferences, with limited cross-
fertilization of the measurement development process (Gauld & Horsburgh, 
2012). However, DHBs are required to submit standard information to the 
MOH as per Table 3 below. The Crown funding agreement and indicators 
of DHB performance reports list progress on key deliverables that the 
DHB has contracted for with the Ministry. The Annual Plans of all DHBs 
describe how their priorities will be delivered against the key milestones 
(performance indicators) per quarter, each of which is used to hold the DHB 
to account for performance. 

Table 3: DHB reporting to the Minister of Health

Reporting Frequency

Information requests Ad hoc

Financial reporting Monthly

National data collections Monthly

Risk reporting Quarterly

Health Target reporting Quarterly 

Crown funding agreement non-financial reporting Quarterly

Indicators of DHB performance Quarterly

Annual Report and audited statements Annually

Source: Asia Pacific Observatory on Health Systems and Policies
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3.3 Other initiatives and current plans
Various projects have sought to produce alternative approaches to 
measuring New Zealand’s health system and hospital performance. Most 
relevant to this paper is the Public Hospital Performance Project, led by 
a university research group. This drew on the National Minimum Data 
Set (NMDS) – a routine hospital discharge data set containing unique 
patient identifiers. The project developed around 180 indicators of hospital 
performance, showing varied performances by each hospital and over 
time. One journal article published from this project anonymously ranked 
DHB hospitals around aspects of equity, efficiency and effectiveness in 
care delivery (Davis et al., 2013). Other unpublished findings suggest that 
hospital performance improved by 3–5% in 2007–2009 as measured in 
three areas of efficiency: technology change; technical efficiency; and the 
allocation of staff and resources. Another project – illustrative of those using 
the NMDS – found Māori patients were 16% more likely to be readmitted to 
hospital or to die within 30 days of discharge (Rumball-Smith et al., 2013). A 
further project developed a balanced scorecard for the entire New Zealand 
health system, assessing performances against national and international 
benchmarks across 64 indicators in five categories: healthy lives; quality; 
access; efficiency; and equity. This gave an overall score of 71%, but a 
notably poor score of 57% for equity and 64% for access to health care 
(Gauld et al., 2011). 

At the time of writing (November 2013), a government-commissioned 
working group had produced a draft Integrated Performance and Incentive 
Framework and invited public comment on this (IPIFEAG, 2013). Based on 
the Triple Aim and taking a whole system approach to health-care delivery, 
this detailed over 60 indicators intended to build joint accountability of 
hospital and primary care services. The package includes indicators for 
processes, quality of care, outcomes and resource utilization (such as staff 
ratios) and would see DHBs potentially scored on each indicator. Data for 
some indicators are available (such as ALOS); for others, data are either in 
need of work (polypharmacy in over-65-year-olds), or are not yet available 
(for example, patient-reported measures of care quality).
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4.  Conclusion
The health system and hospital governance in New Zealand exhibits 
characteristics that stem from historical developments as well as recent policy 
directions. These make for complexity but also permit considerable flexibility 
at the local level to pursue innovative service delivery solutions. Notably, 
hospital governance is devolved and has been for many decades under 
different organizational models (Laugesen & Gauld, 2012). However, it is also 
intertwined with other components of the local, regional and national health 
system, increasingly so since the 2000s with the creation of DHBs. Recent 
emphasis has been on closer links with primary care with the aims of reducing 
pressure on hospital services but also with a view to planning for projected 
increases in demand, driven by an ageing population and chronic diseases 
such as diabetes and heart disease. 

The strengths of the New Zealand system are many and include the capacity to 
innovate locally, the focus on quality and process improvement, and the whole 
system approach to planning that sees hospitals as a part of the local system 
that must work in partnership with other community providers. The emphasis 
in recent years on performance improvement has stimulated activities in 
each of the five DHBs covered in this paper, particularly around quality and 
process improvement and involving health professionals in this. While the 
Health Targets have been a key driver of this, the focus on meeting goals has 
sometimes come at the expense of focusing on other process issues.

The challenges for the system, as outlined in this paper, would arguably be 
the complexity of coordinating multiple national agencies and accompanying 
policies and directives, regional planning arrangements and networks, and 
local DHBs, PHOs and other providers. These challenges provide a key 
lesson from New Zealand for other countries seeking to create autonomous 
integrated local health systems: that such a pursuit is multi-faceted and 
requires bringing together the parts of many complex adaptive systems 
(Timmins & Ham, 2013; Room, 2011). Another lesson may be that New 
Zealand has continued to layer new structures over existing ones. Those 
seeking to replicate New Zealand’s health system goals could look to a simpler 
central agency as well as local/regional structures. 

One consequence of New Zealand’s complexity is that measurement of 
performance is similarly complicated. The six targets provide straightforward 
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insights but not a comprehensive description of performance. The proposed 
Integrated Performance and Incentive Framework should go some way 
towards addressing the shortcomings. A 2013 stock-take located some 
300 unique health data sets, illustrating that New Zealand is awash with 
health data (Atalag et al., 2013). Yet these data have remained under-
utilized. Various independent projects have worked to develop methods for 
performance analysis. More work is required in this area in order to better 
understand the performance and efficiency of different DHB hospitals and 
the New Zealand health system per se.

Acknowledgements
I am grateful to the five DHBs for providing information and for their 
participation in this project. My huge thanks go to the representatives 
of the DHBs for attending a meeting in Wellington at the Ministry of 
Health on 6 November 2013 to discuss a draft of this paper: Margie Apa, 
Director – Strategic Development, Counties Manukau DHB; Phil Cammish, 
CEO Bay of Plenty DHB; Kevin Snee, CEO, Hawke’s Bay DHB; David 
Tulloch, Chief Medical Officer, Southern DHB; and to Chai Chuah, Acting 
Director-General of Health, for hosting the meeting. Thanks also to Dr Brett 
Maclennan, Department of Preventive and Social Medicine, University of 
Otago, for assistance with the data collection.

References
Adam B (2003). The challenges of running a District Health Board. In: 
Gauld R, editor. Continuity amid chaos: health care management and 
delivery in New Zealand. Dunedin: University of Otago Press.

Atalag K, Adler R, White C, Lovelock K, Gauld R, Gu H, et al. (2013). 
Value of New Zealand health data (VNZHD) project phase 1: final report. 
Wellington: New Zealand Trade and Enterprise. 

Berwick DM, Nolan TW, Whittington J (2008). The triple aim: care, health, 
and cost. Health Aff (Millwood). 27(3):759–69.

Counties Manukau District Health Board (2013). 20,000 days campaign: 
from small revolutions to big change. Auckland: Ko Awatea and Counties 
Manukau DHB. 



Public hospital governance in New Zealand

95

Davis P, Milne B, Parker K, Hider P, Lay-Yee R, Cumming J, et al. (2013). 
Efficiency, effectiveness, equity (E3).Evaluating hospital performance in three 
dimensions.Health Policy. 112:19–27.

Gauld R (2010). Are elected health boards an effective mechanism for public 
participation in health service governance? Health Expectations. 13:369–78. 

Gauld R (2012). New Zealand’s post-2008 health system reforms: toward re-
centralization of organizational arrangements. Health Policy. 106:110–13. 

Gauld R (2013). Questions about New Zealand’s health system in 2013, its 
75th anniversary year. N Z Med J. 126(1380):1–7.

Gauld R, Al-Wahaibi S, Chisholm J, Crabbe R, Kwon B, Oh T, et al. (2011). 
Scorecards for health system performance assessment: the New Zealand 
example. Health Policy. 103:200–8. 

Gauld R, Horsburgh S (2012). Clinical governance assessment project: Final 
report on a national health professional survey and site visits to 19 New 
Zealand DHBs. Dunedin: Centre for Health Systems, University of Otago. 

Health Quality and Safety Commission (2012a). Describing the quality of 
New Zealand’s health and disability services. Wellington.

Health Quality and Safety Commission (2012b). Making our hospitals safer – 
serious and sentinel events 2011/2012. Wellington.

Health Quality and Safety Commission (2012c). Quality accounts: a guidance 
manual for the New Zealand health and disability sector. Wellington. 

Integrated Performance and Incentive Framework Expert Advisory Group 
(IPIFEAG) (2013). Integrated performance and incentive framework: 
description and outline of potential measures. 30 September. Wellington.

Laugesen M, Gauld R (2012). Democratic governance and health: hospitals, 
politics and health policy in New Zealand. Dunedin: Otago University Press. 

Ministry of Health (2010). DHB hospital benchmark information. Wellington.



96

Ministry of Health (2013). Annual report for the year ended 30 June 2013 
including the Director-General of Health’s annual report on the state of 
public health. Wellington. 

Ministerial Review Group (2009). Meeting the challenge: enhancing 
sustainability and the patient and consumer experience within the current 
legislative framework for health and disability services in New Zealand. 
Wellington: Ministry of Health.

Ministerial Task Group on Clinical Leadership (2009). In good hands: 
transforming clinical governance in New Zealand. Wellington: Ministerial 
Task Group on Clinical Leadership. 

Office of the Auditor-General (2013). Regional services planning in the 
health sector. Wellington. 

Penno E, Gauld R (2013). How are New Zealand’s District Health Boards 
funded and does it matter if we can’t tell? N Z Med J. 126(1376):1–14. 

Room G (2011). Complexity, institutions and public policy: agile decision-
making in a turbulent world. Cheltenham: Edward Elgar. 

Rumball-Smith J, Sarfati D, Hider P, Blakely T (2013). Ethnic disparities in 
the quality of hospital care in New Zealand, as measured by 30-day rate of 
unplanned readmission/death. In J Qual Health Care. 25(3):248–54.

Ryall T (2008). Better, sooner, more convenient: health discussion paper by 
the Hon. Tony Ryall MP. Wellington: National Party. 

South Island Alliance (2012). South Island Regional Health Services Plan 
2012–2013. Christchurch: South Island Alliance Programme Office.

Timmins N, Ham C (2013). The quest for integrated health and social care: a 
case study in Canterbury, New Zealand. London: The King’s Fund. 

Tobias M, Blakely T, Matheson D (2009). Changing trends in indigenous 
inequalities in mortality: lessons from New Zealand. Int J Epidemiol. 
38(6):1711–1722.



Public hospital governance in New Zealand

97

Annex 1: Background data
Land area 268 021 km2

Population 4.489 million (October 2013)

Ethnic composition 67% European; 15% Māori; 10% Asian; 7% Pacific 
peoples; 1% other

Capital city Wellington

Live births per woman 2.1

Infant mortality rate per 1000 live births 5.5

Life expectancy at birth (male/female) 79.4/83.0

Total health expenditure as % of GDP 10.3

Government expenditure as % of total health 
expenditure

82.7

Total health expenditure per capita (US$ PPP) 3182

Practising physicians per 1000 population 2.6

GDP: gross domestic product; PPP: purchasing power parity 
Source: Author’s analysis of latest available data from Statistics New Zealand and OECD
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Abstract
The purpose of this study was to identify health policy reforms affecting 
public hospital governance introduced over the last ten years in Viet Nam, 
and how interactions between these reforms and governance have impacted 
performance in public hospitals.

The case study provides an overview of the Vietnamese health system, 
highlights relevant policy developments and identifies performance issues 
in relation to the function of hospitals within the system, using information 
from the Joint Annual Health Reviews (JAHR) of 2010, 2012 and 2013. 
This is supplemented with an in-depth study of six public hospitals in 
two of Viet Nam’s provinces: Quang Ninh (north) and Ho Chi Minh City 
(south). The study sample of six hospitals, included two hospitals from 
central, provincial, and district levels, respectively. Researchers conducted 
a document review and qualitative data collection to address the study 
questions. Documents reviewed included local policy and regulation 
documents as well as third-party country reports. Interviews with patients 
and providers, and focus groups, were the main data collection tools. 

Viet Nam has predominantly public provision of hospital services, with 
only 7% of hospital beds contributed by the private sector. The government 
has been active in reforming the system, with a series of reforms since 1995 
providing increasing autonomy to public hospitals, while introducing social 
health insurance and strengthening regulation in other areas of licensing 
and quality of care. Significant problems in the current system identified 
by JAHRs include: bypassing of lower-level hospitals and overloading of 
central and provincial hospitals, increasing total health expenditure, and 
persistently high levels of out-of-pocket expenditure for patients.

Study data reveals that health insurance payments and user fees are the 
dominant source of finance for public hospitals, and that central and 
provincial hospitals have more ability to increase their revenues. As a 
result, district hospitals face lower levels of funding and have difficulty 
attracting staff, contributing to poor quality services and bypassing. Despite 
nominally significant autonomy, hospitals need approval from local or 
central government bureaucracy for most human resource and investment 
decisions. 
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On the whole, changes in autonomy, finance and accountability pursuant to 
reforms have provided more autonomy for public hospitals in management 
of finance and investments in clinical services, but accountability, 
particularly for clinical quality and patient safety, is weak. Hospitals in 
urban environments have been able to take advantage of the reforms, while 
those at lower levels have been relatively disadvantaged. Further reforms in 
areas of payment mechanism and regulation of user fees are currently being 
developed to address these issues. 



Public hospital governance in Viet Nam

101

Acronyms and abbreviations
GDP Gross domestic product

JAHR Joint Annual Health Review

JPG Joint Partnership Group

MOH Ministry of Health

MRI Magnetic resonance imager

PCP Provincial Centre for Preventive Medicine

PHB Provincial health bureau

PHD Provincial health department

VND Vietnamese dong (currency)

VSS Vietname Social Security
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1.  Introduction
The study is one product of the multi-country study project of the Asia 
Pacific Observatory on Health Systems and Policies on hospital governance 
and performance to increase the understanding of how policy reforms are 
affecting the governance of public hospitals. This case study was conducted 
in six public hospitals spanning central, provincial and district levels. 
The objectives of this study are: 

• to describe the policy context, policy developments and reforms 
concerning public hospital governance and performance in 
Viet Nam during the past 10 years;

• to assess public hospital governance and performance of 
selected public hospitals in Viet Nam; and

• to identify internal and external factors affecting hospital 
governance and performance and to understand their 
interactions.

2.  Methodology
The study uses two main sources of information: 

• review of findings and recommendations from Joint Annual 
Health Reviews (JAHR), reported each year by the Ministry 
of Health and the Joint Partnership Group of development 
partners. Reports from 2010 to 2013 are the principal sources 
of information. The reports provide an annual update of key 
performance indicators, policy development, and an assessment 
of system performance.

• in-depth study of six hospitals, one each from the central, 
provincial and district levels, respectively in two provinces. 
This study reviewed financial and performance information 
from the annual hospital reports, and conducted interviews 
with hospital managers, providers and patients at each hospital 
site. 
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3.  General background and description of health system
Viet Nam’s land boundaries measure 4639 km, its coastline is 3444 km in 
length, and its land mass is 330 951 km2 . The country has 63 provinces/
cities that are categorized in six main subregions according to geographical 
and socioeconomic characteristics. The population reached 90 million in 
2013, consisting of 53 ethnic groups. Viet Nam is one of the most densely 
populated countries, at 268 persons/km2 (Index Mundi 2013). 

Viet Nam is a middle-income country, with annual economic growth at over 
6%. In 2012, Viet Nam’s nominal GDP reached $156 billion, with a nominal 
GDP per capita of $1755, according to the World Bank (World Bank 2013). 

Basic health indicators: The health status of Vietnamese people has 
improved markedly, as reflected in basic health indicators such as life 
expectancy, infant mortality rate, maternal mortality rate, and malnutrition 
rates of children under 5 years of age (Table 1).

Table 1: Basic health indicators in Viet Nam

No Indicators 2010 2011 Target for 
2015 

1 Average life expectancy (years) 72.9 73.0 74.0

2 Maternal mortality ratio (per 100 000 live births) 68 67 58.3

3 Infant mortality rate (per 1000 live births) 15.8 15.5 14.8

4 Under-five mortality rate (per 1000 live births) 23.8 23.3 19.3

6 Decrease of crude birth rate (‰) 0.50 0.50 0.1

7 Population growth (%) 1.05 1.04 0.93

9 Under-five child malnutrition rate (underweight) (%) 18.0 16.8 15.0

10 HIV/AIDS prevalence rate (%) <0.3 <0.3 <0.3

Source: Indicators 1, 3, 4, 5, 6, 7, 8 – General Statistics Office. Survey of population change and 
family planning, 01/04/2011. Indicators 2, 9 and 10 – Ministry of Health Report on Health Sector 
Work 2011 (MOH and JPG, 2013)
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4.  Viet Nam’s health system
Primary care is delivered by a network of commune health stations. In 2010 
there were 10 866 commune health stations covering 98.6% of all communes/
wards in the country (MOH and JPG, 2010).

By end of 2012, Viet Nam had 1180 public and private hospitals, with a total 
of over 200 000 beds, or a ratio of 25.04 beds per 10 000 people, one of the 
highest levels in South-East Asia (MOH and JPG 2013).

Management of hospitals is decentralized, with the Ministry of Health 
managing 35 central hospitals, provinces managing 382 hospitals (about 50% 
of hospital beds), and there are 561 district hospitals (about 30% of beds). 
Provincial hospitals are mainly in provincial capitals. Almost all districts 
have general hospitals or district health centres to provide first level referral 
services (MOH and JPG, 2013). 

The private sector is relatively small, comprising 150 hospitals with 
approximately 9600 beds. Private hospitals are mainly concentrated in large 
provinces and cities and focus on services with high returns on investment, 
small hospitals and specialities in high demand such as obstetrics, oncology, 
dentistry and family practice (MOH and JPG, 2013).

Curative services are complemented by a public health and preventive 
network, which consists of 679 district health centres and provincial 
preventive medicine departments in 63 provinces. Programmes focus on the 
national target health programmes, including control of infectious diseases, 
hygiene and food safety, prevention of injuries and noncommunicable 
diseases, and HIV/AIDS. The population and family planning network has 
integrated into the Ministry of Health and fully covers all 63 provinces/cities 
(MOH and JPG, 2010). 

5.  Utilization
Rates of outpatient utilization are around 2.2 visits per person per year, while 
hospital admissions reached 12.6 admissions per 100 people in 2008 (MOH 
and JPG, 2010) and rose to 13.7 in 2011 (MOH and JPG, 2013). However, 
utilization of both outpatient services at public hospitals and admissions to 
public hospitals was much lower among the poorest quintile than the richest 
quintile, despite the overall increase in utilization (Table 2).
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Table 2: Utilization of hospital services by income quintile

Quintile Outpatient visits to public hospitals 
per 100 people in last 4 weeks

Public hospital admission per 100 
people in last 12 months

Year 2004 2008 2004 2008

Poorest 10.6 16.4 5.4 5.9

Richest 53.9 63.3 10.0 9.1

Overall 26.0 35.7 7.8 7.3

Source: MOH and JPG, 2010

6.  Health workforce
Viet Nam has a relatively high ratio of health workforce to population, 
with 7.5 doctors per 10 000 population in 2012, and 1.9 university-trained 
pharmacists per 10 000 in 2011. Increases have also occurred in the 
availability at commune level with 76% of commune health stations having 
doctors in 2012 (MOH and JPG, 2013).

However, the health workforce is not equally distributed, with a 
concentration of highly-qualified health workers at central level (14.5% of 
the workforce and 54% of the postgraduate-trained workforce), while 28% of 
the workforce work at district level, but only 5% of those with postgraduate 
qualifications. There continues to be a shift of health workers from public 
to private facilities, and from lower to higher level facilities (MOH and 
JPG, 2010).

7.  Health finance
Total health expenditure as a proportion of GDP rose to 6.9% in 2010, up 
from 4.9% in 1998, with about 45% from public (government) expenditure, 
and the remaining 55% private. The majority of private expenditure is out of 
pocket, which made up 48% of total expenditure in 2010. The allocation of 
state budget for recurrent health expenditure was 8.3% in 2012, similar to the 
8.1% in 2011 but much higher than 4.9% in 2008 (MOH and JPG, 2013). 

While the share of out-of-pocket expenditure on private health services has 
fallen from 30% in 2001 to 22% in 2009, the proportion of payment for public 
sector services rose from 12% in 1998 to 44% in 2009, while the proportion 
spent on self-medication has fallen from 68% to 35% (MOH and JPG, 2013).



106

Viet Nam introduced a social health insurance programme to reimburse 
facilities for the cost of health care for the poor, commencing in 2004. The 
programme has progressively expanded and now covers the poor and 
children under six years of age, consuming 18% of the budget allocation for 
health. Health insurance covered 67% of the population in 2012, with high 
coverage among the poor and ethnic minorities, but less among children 
(81%), and the near poor (25%) despite a 50% government subsidy for 
premium payments by the near poor (MOH and JPG, 2013). 

8.  Hospital system
The reforms of 1989, when Viet Nam switched from a central subsidy 
system to a market economic system, also led to significant reforms of the 
health system, which have continued since then. 

The first change was the Law on Health Care for People (1989), which 
allowed Vietnamese people to seek health care services at any public health 
care facility without a referral document. Prior to this law, patients were 
entitled to all health care services free of charge, but they were not allowed 
to bypass to upper-level hospitals without referral documents.

In 1995, the government launched Resolution 90-CP about social 
mobilization for the health and education sectors, which allowed public 
institutions to obtain funding from other sectors and non-state sectors to 
contribute to investments for the health sector and health service provision. 
This policy was strengthened and specified by Decree 69/2008/ND-CP.

Decree 10/2002/ND-CP provided limited financial autonomy, allowing 
recovery of operating costs, reducing staff and increasing income (through 
payment of “additional salary” from surplus revenues) for workers. The 
extent of autonomy was subsequently extended through Decree 43/2006/
ND-CP, which provided for autonomy and accountability in operations, 
organization, human resources and financing in all public services.
According to this regulation, all public hospitals could be fully autonomous 
both in financial and human resources as well as other management/
operational matters. In particular, hospitals were allowed to mobilize 
financial resources from different sources (private sector and public sector) 
and to make allocative decisions on which health services would be funded 
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through different sources of revenues. Revenues could be allocated to 
supplement staff salaries, with limits on the amount of addition to basic 
salaries that could be provided. 

The new policies and social mobilization within the health sector enabled 
public hospitals to achieve three levels of autonomy, namely: 1) self-
financing institutions (those able to finance their entire operating costs); 2) 
partially self-financing institutions; and 3) institutions fully subsidized by 
the state budget (revenue covering less than 10% of total expenditure).

Currently, all public hospitals utilize three main types of payment methods: 
(i) fee-for-services; (ii) capitation (applied only in district hospitals for both 
in-patient and outpatient); and (iii) health insurance payment based on 
actual expenditure. Public hospitals may also raise investment capital from 
the private sector, and medical workers and other staff in the hospital are 
allowed to contribute to investments to procure medical equipment for the 
hospital (Circular 15/2007/TT-BYT) (MOH and JPG, 2010). 

The government has also introduced financial protection for the poor 
through social health insurance, commencing with Decree 139 in 2002, and 
expanded with Decree 63 on Health Insurance Regulations in 2006, and 
the Law on Health Insurance in 2008 (MOH and JPG, 2010). Government 
subsidies cover the cost of premiums for the poor, ethnic minorities, and 
children under six years, as well as certain other groups (disabled, widows, 
veterans); while other members make a full or partial contribution (MOH 
and JPG, 2013). 

Reforms to payment mechanisms under the insurance scheme are 
progressively being introduced, with a shift to capitation-based payments 
for first point of contact services (Circular 09/2009/TTLT-BYTG-BTC). 
By 2011, 52% of district facilities were using capitation, as were 14% of 
provincial facilities. Case-mix payments for hospitals are being piloted 
(MOH and JPG, 2012).

To assign clear functions to each level of the system, the Ministry of Health 
has issued a referral guide (the list of services and the level of medical 
facility that should be capable of performing those services) since 2005 
(Ministry of Health Decision 23/2005/QD-BYT), and is drafting a revised 
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referral guide that is being updated in line with developments in the sector 
(MOH and JPG, 2010).

The Law on Examination and Treatment (40/2009) introduced requirements 
for practice licenses for practitioners and operating licences for facilities, 
and proposed quality management standards and procedures (MOH and 
JPG, 2012).

The Government has also introduced various measures to strengthen 
district health services, including the use of government bonds to upgrade 
district-level facilities, reaching 91% of district hospitals by 2011 (MOH 
and JPG, 2012), and Ministry of Health Decision 1816/QĐ-BYT on rotating 
health workers from higher-level facilities to lower-level facilities to 
improve the quality of medical examination and treatment services. 
Additional salary supplements for health workers in remote locations have 
been provided under Decree 56/2011/ND-CP (MOH and JPG, 2012). 

9.  Hospital system performance: key issues
In some regards, the hospital system is performing well, with increases in 
consultations and admissions each year (up 6.8% and 6.0% respectively 
between 2011 and 2012), and a reduction in average length of stay to 7.0 
days overall, and 8.3 days at central level (MOH and JPG, 2013). 

9.1 Bypass of lower-level facilities and overcrowding at central level 
According to the Law on Health Insurance, patients are entitled to receive 
medical services at any health care facility without restrictions related to 
administratively-set geographic boundaries or the technical level of the 
facility. This allows bypass of lower-level facilities and direct self-referral 
to higher-level facilities and especially central facilities, resulting in under-
utilization of district hospitals and overcrowding at central hospitals (MOH 
and JPG, 2013). 

Overall, public hospital bed occupancy decreased slightly from 100.5% to 
99.4% in 2012, but the rate at central level was still 112.5%. Overcrowding 
in tertiary hospitals remains a key issue. Major referral hospitals such as the 
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National Hospital of Pediatrics, Ho Chi Minh City Oncology Hospital, Cho 
Ray Hospital, Pediatrics Hospitals 1 and 2 in Ho Chi Minh City and Central 
Obstetrics Hospital have occupancy rates over 120%. At district level, 
occupancy rates average 60%. 

A study in 2008 (HSPI 2008) found bed occupancy rates of between 132% 
and 200% among central hospitals in 2007. The study noted that 48% of 
patients attending central hospitals were from other provinces, but only 
18% were at the correct level of care. Over 50% could be treated at lower 
levels. 

The main causes identified were: 

•  the weak capacity of lower-level hospitals (particularly district 
hospitals) to provide services and the inability of these hospitals 
to attract patients (district hospitals are able to provide about 
70% of the total services that they are supposed to);

•  the financial mechanisms and payment methods do not support 
and encourage lower-level hospitals to provide better quality 
services, as their cheaper prices negatively affect the quality 
of services, lower-level hospitals have cheaper prices to draw 
patients away from more expensive upper-level hospitals 
offering the same services). Moreover, the benefit packages 
do not incentivize patients to seek treatment at lower-level 
hospitals;

•  public hospitals are autonomous. Thus, they try to attract and 
retain patients. Upper-level hospitals have a better capacity to 
attract patients; and

• the referral system is weak and the health service provision 
network lacks a “gatekeeper”.

9.2 Licensing/service provision/quality
Currently, public hospitals are categorized by level of care, with a list 
of technical services that the hospitals in a particular grouping have to 
provide. In addition, public hospitals are also categorized by hospital grade 
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I, grade II or grade III, according to the list and the kind of services that 
they can provide based on their professional capacity. The technical lists for 
hospitals at different levels and grades are regulated by Circular 43/2013/
TT-BYT, Ministry of Health. 

Few hospitals have established quality systems. Only 9% of hospitals 
currently have quality plans: 29% of grade 1 hospitals, 12% of grade 2 
hospitals and 2% of grade 3 hospitals. Only 5% of hospitals have projects or 
programmes for quality improvement [121] (MOH and JPG, 2013).

The Law on Medical Services (2009) mentions the licensing and 
accreditation of all public and private health facilities, but there is no 
official system or organization for accreditation of public hospitals as yet. 
On the other hand, there was no official or national set of indicators for 
quality assurance at the time of the study and no official model of quality 
management was found among the six hospitals studied. 

9.3 Health workforce
The major problem identified in relation to workforce is the continuing 
inequitable distribution of health workers, and the difficulty that 
mountainous, isolated and remote areas have in attracting staff (MOH and 
JPG, 2010).

There are two laws that relate to human resource management in hospitals, 
and specifically the recruitment and use of health staff and health managers 
in public hospitals: the Labor Law and the Law on Public Officers and 
Employees.

The Labor Law governs the rights of hospital managers in using and 
contracting health staff, while the Law on Public Officers and Employees 
regulates the recruitment and promotion of health staff and health 
managers in state organizations. The other regulations that also affect 
the management of the health workforce and relate to the competency of 
health professionals are Circular 41/2011/TT-BYT of the Ministry of Health, 
regarding the conditions for professional practice licensing, and Circular 
22/2013/TT-BYT, Ministry of Health, which specifies the continuous/in-
service training required for health professionals in health facilities.
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The other policy being implemented creates the mechanism for health 
professional rotation in order to support and strengthen capacity for health 
care facilities at lower levels (Decision 1816/2008/QĐ-BYT of the Ministry of 
Health). According to this policy document, doctors at upper-level hospitals 
have to complete rotations in lower-level hospitals for a minimum of 3–6 
months to give technical transfer, training, or to help lower-level hospitals 
provide assigned services that they had not been able to provide. 

9.4 Increasing total expenditure on health and persistently high out-of-
pocket expenditure

Total health spending increased at an average rate of 9.8% over the period 
1998–2008, higher than the average GDP growth of 7.2%. Viet Nam’s 
GDP share of 6.9% is higher than many neighbouring countries (MOH 
and JPG, 2010). The share of government budget allocated to health has 
also increased from 4.8% in 2002 to 10.2% in 2008 (MOH and JPG, 2010). 
However, the proportion of out-of-pocket expenditure remains high, at 
around 55%, despite increased expenditure on social health insurance. 
It was estimated that 30% of people with health insurance for the poor 
still faced catastrophic health expenditure (exceeding 10% of non-food 
expenditure) (MOH and JPG, 2010). A major driver of this increasing 
expenditure is increasing medical costs. Costs of an outpatient visit 
increased 2.3 to 3 times between 2005 and 2008, and the average inpatient 
admission cost doubled (MOH and JPG, 2010).  Factors identified include 
increased use of laboratory tests and diagnostic imaging, and more use of 
medication. 

10.  Impacts of reforms
The Joint Annual Health Review of 2010 reports that, in general, the 
revenues of hospitals have increased considerably in the past few years, 
especially hospitals that have a high degree of autonomy. The increase is 
primarily from user fee revenues and health insurance reimbursements. 
Of total revenues, service revenues account for the biggest share in almost 
all hospitals (96.8% in completely autonomous hospitals; 72% in central 
hospitals; 81.7% in provincial hospitals; and 59.4% in district hospitals). 
The share of total hospital expenditures spent on medical inputs (including 
drugs, chemicals, blood, medical consummables, and spending on other 
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professional activities, administrative costs and maintenance) varied 
between 46% and 66% (2008). The share spent on human resources varied 
between 22% and 45%. The share spent on drugs was very high, while 
controls on supply and use of drugs faced many difficulties (MOH and JPG, 
2010).

A study of the impacts of autonomy (MOH 2011) noted the following.

• Significant growth in total hospital revenues, including 
Government budget, health insurance payments, and user 
charges. Between 2005 and 2008, hospital revenues multiplied 
by 1.8 in fully autonomous hospitals, by 3 in centrally managed 
hospitals, by 2.9 in provincial level hospitals, and by 2.5 in 
district-level hospitals. Most growth came from increased social 
health insurance payments, as the share of Government budget 
for recurrent expenditures decreased 2.5 to 2.7-fold.

• Increased capital investment in hospitals, particularly in 
medical equipment. Between 2005 and 2008, the range of health 
care services expanded 25% in fully autonomous hospitals, 17% 
in centrally-managed hospitals, 14% in provincial hospitals, 
and 16% in district hospitals. During the same time period the 
number of hospital consultations and admissions increased 
1.3–1.5 fold, and 1.2–1.4 fold, respectively.

• Substantial growth in incomes of public hospital medical staff. 
The average additional income per hospital staff member was 
higher than the monthly salary in most hospitals, but varied 
from 2.3 times monthly salary in fully autonomous hospitals, to 
1.3 times in centrally-managed hospitals, 1.4 times in provincial 
hospitals, and half the monthly salary in district hospitals.

The JAHR of 2013 provided the following assessment of the results of 
strengthening financial autonomy in health facilities according to Decree 
No. 43/2006/ND-CP:

Assessment has identified some fundamental weaknesses and unexpected 
results related to irrational delivery and use of health care services. 
The current mechanism of linking revenues of health facilities and 
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supplementary income of health workers to facility performance provides 
insufficient motivation for health facilities and health workers at the 
grassroots level to increase provision of basic health services, especially in 
the preventive care sector or to improve Quality of Care. Health facilities 
have to generate revenues in order to pay their workers supplementary 
income. These arrangements are only really effective in socioeconomically 
affluent areas, in the curative care sector and specialties that are more 
marketable. The financial autonomy and social mobilization mechanisms 
lead to increased inequality because they have little effect on the incomes 
and remuneration package for health workers in socioeconomically 
disadvantaged areas or those providing services with little revenue 
generation potential (MOH and JPG 2013).

The same report also noted that: 

“…there is widespread acknowledgement of the existence of 
inappropriate use of medicines, lab tests and medical services 
resulting in unnecessary health spending such as using innovator 
brands instead of generic medicines, overuse of drugs, overprovision 
of antibiotics, lab tests and diagnostic imaging, and rejection of the 
validity of lab test results and diagnoses across medical facilities. 
Fee-for-service payments are still widely used while there is not 
yet an efficient mechanism for management of quantity and prices 
of medical services and medicines, which leads to an unavoidable 
increase in health care costs (MOH and JPG, 2013, page 27).”

The in-depth case studies explore the current situation and responses to 
these reforms in the six selected hospitals. 
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11.  Findings: case study hospital experiences
Selection of hospitals and site of study: Due to time constraints and limited 
financial resources, only two provinces were selected – one province in the 
north and one province in the central or in the southern region. Additional 
selection criteria included that each province must have central hospitals 
(of which at least one fully autonomous hospital)24, and that the tentatively 
selected hospitals in each province (of which one central, one provincial, 
and one district hospital) should be performing well. 

Therefore, according to the selection criteria, in each province, three 
hospitals were selected for the investigation. In total, six hospitals were 
selected, including two central hospitals, two provincial hospitals, and 
two district hospitals. Among the six selected hospitals, only Cho Ray 
Hospital is fully financially autonomous; the other hospitals are partially 
autonomous (Box 1). Some general information about the hospitals studied 
is included in Table 3.

Box 1: Selected hospitals in the case study

Level of care Ho Chi Minh City Quang Ninh

Central hospital Cho Ray Uong Bi

Provincial hospital Nguyen Tri Phuong Quang Ninh

District hospital Thu Duc Dong Trieu

24 According to the current regulations, “Fully autonomous” means that the hospital is “fully 
autonomous in hospital financing”, not fully autonomous for human resources.
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Table 3: Descriptive and performance information on selected hospitals

Central Hospital Provincial Hospital District Hospital

Cho Ray Uong Bi
Nguyen 

Tri 
Phuong

Quang 
Ninh Thu Duc Dong 

Trieu

Level of autonomy Full Partial Partial Partial Partial Partial

Number of beds

Number of planned beds 1800 750 700 700 500 210

Number of actual beds 2445 793 894 800 504 243

Volume of patients

Number of patient visits 1 197 134 199 935 401 392 289 926 747 428 107 777

Number of inpatients 123 015 40 463 44 716 34 097 43 216 13 036

Occupancy rate of 
planned beds

139% 91% 117% 100% 104% 123%

Occupancy rate of actual 
beds

102% 86% 91% 88% 103% 106%

Human resources

Number of doctors 698 162 245 146 228 36

Number of nurses 1483 294 498 288 369 63

Hospital finance (VND 1 000 000 000)

Total hospital revenues 2299.11 235.04 306.56 201.24 250.29 45.70

In which: 0 51.54 51.10 53.81 27.30 17.12

Recurrent state budget 0% 21.9% 16.7% 26.7% 10.9% 37.5%

1124.01 94.9 108.0 84.05 121.49 22.58

Health insurance 51.8% 40.4% 35.2% 41.8% 48.5% 49.4%

1044.46 83.69 97.26 46.16 93.34 5.03

Hospital user fee 48.2% 35.6% 31.7% 22.9% 37.3% 11.0%

Source: Annual hospital reports, administrative data
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11.1 Finance
According to Decree 43/2006/QD-CP, all public hospitals have autonomy 
in hospital financing, including budget motivation, reallocation within the 
hospital, and proactive hospital expenditure. However, in terms of budget 
reallocation within the hospital, all six hospitals reported that they still 
encounter common challenges, including:

• the difficulty in balancing hospital revenues and expenditure 
due to gradual reductions in state budget and limited revenue 
from service provision; and

• the Ministries of Health and Finance require state budget 
expenditure on several specific activities and items, thus 
limiting hospital autonomy with regard to budget allocation, 
and in particular expenditure on infrastructure, medical 
equipment maintenance, salaries, and incentives. 

Hospitals’ capacities to reallocate their budgets vary. Central hospitals 
reported that having greater capacity to expand service provision (like 
Cho Ray Hospital) can gain greater revenues from fees for services 
and health insurance; thus, these hospitals only face difficulties in 
budget allocation for infrastructure, medical equipment maintenance, and 
reallocating revenues (25% from interest) in order to increase salary for 
health staff. However, in poorer rural areas, district hospitals with partial 
autonomy (such as Uong Bi District Hospital and Dong Trieu District 
Hospital in Quang Ninh Province) reported that they were limited in 
the extent to which they can proactively use their budgets for hospital 
development. 

11.2 Health insurance income 
Payments from health insurance are provided as fee-for-service (with 
service caps) or capitation (mainly for district hospitals). Four of the 
six hospitals studied (Cho Ray Hospital, Nguyen Tri Phuong Hospital, 
Uong Bi Hospital and Quang Ninh General Hospital in Quang Ninh, and 
Thu Duc District Hospital in Ho Chi Minh City) use the fee-for-service 
payment method for insured patients with level 2 payment cap. Only one 
district hospital (Dong Trieu) uses the capitation payment method for 
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insured patients (including inpatients, outpatients, and referral patients). 
In addition to fee-for-service, Uong Bi Hospital and Quang Ninh General 
Hospital also apply the capitation payment mechanism for those who 
register for primary care at these hospitals. 

The case studies show that most hospitals exceed the cap on insurance 
payments, and are owed money by the social insurance agency (Viet Nam 
Social Security – VSS).  For example, in 2012, Uong Bi Hospital’s payment 
cap and fund exceeded VND 18 billion and VND 4 billion, respectively. 
Quang Ninh General Hospital’s fund exceeded VND 13 billion. Dong 
Trieu District Hospital’s fund exceeded VND 7.8 billion, while Nguyen 
Tri Phuong Hospital’s payment cap exceeded VND 4 billion. Cho Ray 
Hospital’s fund exceeded VND 5 billion for three quarters in 2013, and is 
predicted to exceed VND 25 billion; and Thu Duc Hospital’s payment cap 
exceeded VND 27.7 billion. 

A major factor causing hospitals to exceed the cap is the bypass of patients 
directly attending central hospitals. Whenever insured patients bypass or 
are referred to upper-level hospitals, the costs of treatment for that patient 
in the upper-level hospital will be charged to the health insurance budget of 
the lower hospital, according to the health insurance regulation. 

VSS has not reimbursed most hospitals exceeding the level 2 payment cap 
because VSS need approvals from the National Assembly prior to making 
any excess payments. Uong Bi Hospital, Quang Ninh General Hospital 
and Dong Trieu District Hospital were partially reimbursed; however, VSS 
still owes large sums of funds to the studied hospitals (i.e. VND 5 billion to 
Cho Ray Hospital, VND 4 billion to Uong Bi hospital, and VND 8 billion to 
Quang Ninh General Hospital). 

The incomplete reimbursement by VSS since 2012 has caused many 
difficulties for hospitals’ spending. Hospitals have debts to pharmaceutical 
companies or must reduce the salary bonuses paid to staff.  To resolve the 
funding deficits, hospitals reduce referrals and self-referrals, and attract 
patients by improving clinical quality and expanding the types of services. 
As a result, some hospitals have an increasing number of patients; the rate 
of referrals to higher levels has been reduced significantly. 
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11.3 User fees
According to current regulations (Circular 04/2012/TTLT-BYT-BTC 
regarding the ceiling price for health services applied in public hospital), 
public hospitals are not allowed to set their own clinical service prices 
because the Ministries of Health and Finance have devised a list with price 
ranges for each health care service. Based on this national list, each province 
must develop its own health service price list with relevance to the local 
socioeconomic situation. In practice, all four hospitals at the provincial 
and district levels review the list approved in the previous year by the 
Provincial People’s Committee annually, then propose the same or a revised 
price list (some new services or procedures can be added). They must then 
submit the new list to the Provincial Health Bureau (PHB). This list is used 
as a reference together with those of other hospitals in the province to 
rebuild the common price list for that province. 

This common list must then be submitted to the Provincial People’s 
Committee for approval.

The two central hospitals also build their own price lists based on the 
national price list before submitting them to the Ministry of Health for 
approval. However, hospitals are able to set their own prices for such non-
clinical services as sanitation, food, and provision of special foods according 
to current local market prices. 

All hospitals included in this study complained about the inappropriately 
low prices on the current service price list. Because the set prices may 
not cover the true costs of services, hospitals may face deficits if they do 
not provide a certain number of supplementary services. The lower-level 
hospitals also voiced similar complaints that the prices set for provincial 
and district hospitals are significantly lower than those set for upper-
level hospitals for the same clinical services. These low prices provide no 
incentive for lower-level hospitals to provide the given services or provide 
support for hospitals to develop further services. 

11.4 Services for the poor
All of the investigated public hospitals must serve all patients, including 
poor or very poor patients, even if they are unable to pay for health 
services. Normally, all the poor are provided with health insurance from 
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the government; however, a number of people either do not possess a 
health insurance card or have a card with incorrect information, posing 
many difficulties for hospitals attempting to serve poor patients. The main 
reason for this implementation gap is that the current regulations do not 
specify the mechanism for budget allocation to provide free services to poor 
patients who are not covered by health insurance. To solve this problem, 
hospitals must set up their own procedures to identify poor patients unable 
to pay for services. Hospitals must also make their own decisions to use a 
portion of their own budget savings to support such patients. According 
to the hospitals included in this study, every year, hospitals must support 
the poor through the hospital’s savings that should actually be allocated 
for salaries or reinvestment, while the state budget does not provide any 
support for this expense. 

11.5 Workforce
This study found that most hospitals, including fully autonomous or 
partly autonomous hospitals, have independence in the recruitment and 
contracting of health staff for hospitals. 

However, this independence is limited to contract staff. According to the 
Labor Law and Law on Public Officers and Employees, public hospitals do 
not have full autonomy to recruit health professionals as permanent staff, 
including government staff. 

Permanent staff are recruited by the Provincial Health Department (PHD) 
and the hospital itself recruits contracted staff paid from the hospital 
revenue (Dong Trieu District Hospital). For permanent staff, public 
hospitals have to set up human resource plans according to the local 
government’s quota on human resources, and gain approval from the 
relevant Provincial Health Bureau. Within the hospitals, the director or 
the management board can make decisions on reallocating  health staff 
or recruiting contracted health staff according to  requirements, while the 
heads of departments  may only propose the need for staff.

The Provincial Health Department proposes its staff plan, while the 
Directorate conducts the recruitment. The hospital has an annual staff 
recruitment plan but we don’t know the actual recruitment process. Staff 
in their probationary period are assigned to each department. Departments 
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propose only the number of staff they need but are not involved in the 
recruitment process (Focus group discussion among leaders of district 
hospital departments). 

However, to terminate the employment of permanent and long-term 
health staff, all hospitals must also comply with the Labor Law and Law 
on Public Officers and Employees, and must gain the approval of the 
authority with direct responsibility for the administration of the hospital.  
Similarly, for promotions of hospital managers (director, vice director), the 
hospital follows a long procedure to acquire approval from local authorities 
(provincial dept. of human resources, Provincial People’s Committee, and 
Provincial Health Bureau) or the Ministry of Health.

Due to their limited autonomy with regard to human resources, all public 
hospitals have faced many difficulties and complications in proactively 
recruiting health professionals, particularly highly skilled health 
professionals and some specialists for the provision of services expected 
and needed.

11.6 Appointment of hospital directors or vice directors
According to current regulations, in the public sector, the director/vice 
director or manager of a hospital belongs to a government office, so hospital 
themselves cannot hire or remove such staff. However, the director can 
promote or remove lower-level managers within the hospital. In practice, 
the local authority that directly manages the hospital (Provincial People’s 
Committee or Provincial Health Bureau) decides and approves hospital 
director appointees. The approved hospital director can be from either the 
hospital or another health facility. 

11.7 Rewards and sanctions
Because all public hospitals are autonomous, especially in terms of 
financing, each has a document called “Internal regulation for expenses” 
that contains very strict mechanisms regarding the reward and sanction 
conditions for hospital staff. The reward and sanction of health staff is 
mainly based on their performance. In general, none of the six hospitals 
have much difficulty in rewarding and sanctioning staff.
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As stipulated in the regulations, salary bonuses can be provided up to a 
maximum of three times the basic salary for fully autonomous hospitals 
and twice the salary for partially autonomous hospitals. However, most 
hospitals have not reached these target levels; the bonuses given by the 
studied hospitals only range from 0.6 to 1.5 times the basic salary. Although 
hospitals aim to increase bonuses every year, some hospitals have cut 
bonuses for half of the hospital staff in recent years (i.e. Cho Ray Hospital, 
a fully autonomous hospital since 2012). Setting coefficients for bonuses is 
based on criteria from the internal expenditure regulations, which mainly 
consider the performance efficiency of teams and individuals, attitudes 
towards colleagues, and the working hours of each individual.

In addition to income from salary and allowances from the hospital’s 
operating surplus, the hospital may arrange extra income for staff from 
other non-clinical services, such as restaurant services (food shop),  
motorcar parking, etc. However, despite these efforts, many staff complain 
about the low level of income.  Most participants said that although 
hospitals contribute to improving the spiritual and material well-being of 
staff, the current incomes do not. The income gap within hospitals (e.g. 
among positions and among departments, such as internal medicine and 
surgery departments) and among different levels and regions to which 
hospitals belong also leads to “brain drain” problems inside the country, 
whereby health staff move from public hospitals to private hospitals or 
from rural areas to urban areas.

Participants in the process of discussion, priority-setting, and 
decision- making around salary and incentives include the hospital 
directorate, leaders of different departments, the chief accountant, and the 
trade union. The review of salary and incentives of each staff member is 
done by a council with the involvement of representatives of the hospital’s 
directorate, representatives of accountants, and the hospital trade union. 
The additional salaries and incentives/bonuses derived from the hospital’s 
savings is public to all hospital staff through the Hospital’s Internal 
Expenditure Regulation. All staff have their own job descriptions. This 
is one of bases on which the Council can decide salaries, incentives, and 
bonuses for staff.
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11.8 Infrastructure and capital investment
All six hospitals face difficulties in maintaining or improving hospital 
infrastructure and equipment. The main issues mentioned were:

•  infrastructure not aligned to the requirements for health service 
provision;

•  lack of budget and mechanism for reallocating budget to 
the maintenance and repair of infrastructure and medical 
equipment; and

•  lack of medical equipment, or equipment not aligned with 
requirements for services.

Regarding other non-medical infrastructure and equipment, not all 
hospitals are fully equipped with waste management, water, heating, AC, 
power supply, and oxygen centres.

11.9 Capital investment
According to Decree 69/2008/NDD-CP regarding social mobilization policy 
and the Circular 15/2007/TT-BYT, which guides implementation of joint 
venture non-state sector investments in public hospitals, public hospitals 
can formulate plans for expanding services, investment in infrastructure, 
or new equipment procurement based on their own situations. However, 
in practice, all public hospitals, including fully autonomous hospitals such 
as Cho Ray Hospital, must still seek approval of their investment plans 
from the Ministry of Health or the Provincial Health Bureau, and the local 
People’s Committee. For example, in order to purchase an MRI machine 
through funds from the local government or social-mobilization joint 
ventures, provincial hospitals must develop a proposal for investment and 
then submit their plans to the Provincial Health Bureau. If the Provincial 
Health Bureau agrees with the proposal, the hospital should submit 
the proposal to the Provincial People’s Committee for final review. For 
simpler kinds of service or services that require less sophisticated medical 
equipment, hospitals can make their own decisions. 

However, the volume of capital investment from non-state partners varies 
among the six hospitals and depends on the hospitals’ capacity to provide 
services and the outsider partners’ forecast of the benefits they will gain 
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from their investments. The capacity of lower-level hospitals, such as the 
two district hospitals included in this study, to attract capital investment 
is very limited. For these hospitals, capital investment is used only for 
pre-clinical service tests such as blood test equipment and ultrasound 
machines. In contrast, in central or provincial hospitals, capital investments 
are used for broader services and constitute a bigger slice of the budget. 
In addition, central hospitals such as Cho Ray Hospital are able to draw 
their budget from several sources, including not only non-state sector 
actors and partners, but also low-interest bank loans facilitated by the local 
government’s support of the hospital. 

11.10 Assets leasing/sales
All hospitals included in this case study also have limited authority over 
asset lease. The extent of such autonomy depends on the kind of asset. The 
most common assets leased are infrastructure or free land that hospitals are 
not using for providing services. Hospitals can lease these assets for private 
or public use through canteens or restaurants for patients and health staff, 
or mini shops, in order to get more revenue for the hospital. 

11.11 Priority-setting and decision-making in hospital equipment 
procurement and expansion of technical activities

For the hospital itself, a decision on equipment investment or professional 
expansion always requires establishment of a committee. Membership 
of such a committee consists of the directorate, leaders of administrative 
and technical departments and representatives of the hospital’s different 
organizations (party, trade union, youth union,  etc.). In addition, before 
buying new equipment or expanding professional activities, all hospitals 
consult with national or even international experts on the equipment’s 
characteristics, its investment efficiency; the same applies for professional 
activities (Cho Ray Hospital is a case in point). All equipment procurement 
processes and professional expansion activities are conducted  according to 
the direction and regulations issued by the Government and the Ministry of 
Health in response to the health care needs of the people. 

11.12 Procurement
Autonomy with regard to drugs and supplies varies among hospitals 
according to their level of care and province. All the hospitals included in 
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the study are required to follow the national regulations, including the list of 
essential drugs and regulations for drug bidding.

Both of the central hospitals (Cho Ray and Uong Bi), are under direct 
administration of the Ministry of Health, so they can make their own 
decisions regarding drug procurement and supplies. In contrast, the 
provincial and district hospitals in both Ho Chi Minh City and Quang Ninh 
Province do not have the right to make these decisions themselves. 
Depending on the regulations issued by the local government, the 
organization responsible for making decisions regarding drug bidding can 
be either the Provincial Health Bureau or the Provincial General Hospital. 
However, all drug bidding processes have to comply with the Bidding Law 
and Circular 10/2007/TTLT-BYT-BTC (being replaced by Circular 01/2013/
TTLT-BYT-BTC).

The challenges faced by the six hospitals included in this study are mainly 
related to the implementation of current regulations for drug procurement, 
including:

• Lack of clarity and consistency between regulatory documents 
in terms of guidelines and list of drugs. According to the 
regulations, all drugs included in the bidding should be listed by 
their generic names, but in practice, the same drugs are listed by 
different brand name and trade names, each with different prices, 
qualities, and suppliers. These branded drugs are thus included 
in the drug lists for hospital use. This complicates hospital 
processes, particularly health professionals’ decision-making 
regarding drug prescriptions. 

• The specific drug bidding lists set for distinct types of hospitals 
(levels of care, as well as specialties covered, etc.) are often 
inappropriate. The drug list does not coincide with the list of 
services provided at lower- level hospitals. This discrepancy 
limits hospitals’ capacity to both provide services that they are 
capable of delivering and attract patients to use their services. 
For instance, the district hospital may have health professionals 
and medical equipment available to treat different stages of 
hypertension, but the drug required to treat the third stage of 
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hypertension is excluded from the drug list assigned for hospitals 
at this level. As a result, district hospitals must refer such patients 
to upper-level hospitals. 

• All six public hospitals often encounter drug shortages at certain 
times due to supplier delays.

11.13 Service mix and quality
Currently, public hospitals are required to provide the services according to 
their level and category within the health system. According to the functions 
assigned for each hospital, hospitals in higher levels or in higher grades 
must provide a higher number of services with more specialized techniques. 
However, not all hospitals can provide all of the services in the list as 
assigned by regulation (Ministry of Health Decision 23/2005/QD-BYT). 

Of the hospitals in our study, Cho Ray and Uong Bi are central hospitals that 
provide the most advanced services, but the hospitals at the provincial and 
district level are able to provide about 80% of the services in the list assigned 
to their hospital level or grade.

For example, Quang Ninh General Hospital is able to conduct 85% of the 
total of medical services that it should. District hospitals only have the ability 
to provide about 75–85% of their assigned service list. This is mainly due 
to: (i) lack of medical equipment (Quang Ninh still lacks 30% of the medical 
equipment listed for grade II hospitals); (ii) lack of health professionals, 
particularly specialists and (iii) the provider payment mechanism and service 
price list, which do not support or encourage district hospitals to provide 
services.

On the other hand, lower-level hospitals can provide all of the services 
assigned, but they can also provide a number of high-tech services that 
are assigned to upper-level hospitals or higher-grade hospitals, as there is 
no policy or mechanism to ensure compliance with the functions that are 
assigned to each level of hospital. 

Upper-level hospitals are also responsible for providing technical support 
and assistance for lower-level hospitals in case of emergency and medical 
consultation. Decision 1816 by the Ministry of Health requires rotation of 
health staff from upper-level hospitals to lower-level hospitals for technical 
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support and transfer from the upper to lower hospitals in order to help 
increase their capacity to increase quantity and quality of services. However, 
the six hospitals studied currently all face difficulties in this activity due to 
the limited budget for implementation of technical support activities. 

11.14 Enforcement of safety and quality standards 
None of the six public hospitals included in the study were required to 
be licensed or accredited, as the procedures have yet to be stipulated. To 
supervise the quality of professional practice, all six hospitals also established 
professional councils, which are medical councils that have responsibility 
for auditing and supervision of professional practice via review of medical 
records and prescriptions. They include a technical council, a drug council, 
a science council and a patient council. These councils’ regular activities 
assist other departments in technical aspects when they have problems and 
develop new techniques. The technical councils of hospitals are also involved 
in treatment at different levels. Most respondents agree that these councils 
work effectively and enable hospitals to ensure their technical quality. 
However, in practice, the effectiveness of their activities is very limited and 
not clearly reflective of the quality and safety of treatments due to potentially 
irrelevant quality measurement tools. 

The main constraint to safety assurance faced by all hospitals included in 
this study is the absence of treatment guidelines for the application of quality 
management for medical procedures. The lack of relevant tools to supervise 
and manage the quality of services in the hospital, both in terms of hospital 
management and local health administration, is another constraint.

11.15 Clinical management systems
Among the six hospitals, only Uong Bi applied a model clinical management 
system. This hospital inherited the system from the Viet Nam– Sweden 
cooperation project many years ago and this system has been retained. 
Recently, this hospital developed and applied 150 intensive care procedures. 
The other hospitals in the study provide very few intensive care procedures 
in intensive care units, operation rooms, and procedure rooms.

In terms of protection against clinical accidents and security for health 
staff, all six hospitals have applied some measures including organizing 
safeguards. 
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11.16 Continuous quality improvement
Uong Bi Hospital has also applied the process of continuous quality 
management since the Viet Nam–Sweden cooperation project. However, 
the hospital faces difficulties in maintaining this process. Among the other 
five hospitals, there is no official model or process of continuous quality 
improvement. 

11.17 Clinical knowledge and skills of medical, nursing, and support staff
The extent of the clinical knowledge and skills of medical, nursing, and 
support staff among the six hospitals decreases down the hierarchy from 
central to district hospitals. The two central hospitals (Cho Ray and Uong Bi) 
have many advantages in the development of capacity for both clinical and 
technical staff, as both hospitals are teaching hospitals. In addition, they also 
have more capacity for professional peer reviews, and more opportunity for 
medical practice and new knowledge absorption. Thus, the professional staff 
in these two hospitals have greater professional knowledge and skills. 

The four lower-level hospitals (provincial and district) face many difficulties 
in assuring the professional competence of their health staff, particularly for 
specialist doctors and district hospitals. The following factors often cause 
inefficiency in health service provision:  

• ineffective service training and continuous education even 
though the ministry has issued regulations for obligatory 
continuous training of health staff (Circular 07/2008/TT-BYT, 
replaced by Circular 22/2013/TT-BYT); and 

• reluctance of lower-level hospitals to send doctors and skilled 
health staff for additional training due to health workforce 
shortages.

11.18 Citizen/patient involvement
Findings from the study of six hospitals are that most hospitals do not 
include organizations and individuals outside the hospital or patients’ 
representatives in decision-making on hospital direction or policies. The 
hospital’s leaders manage all of the hospital’s work and activities. Since 
the enforcement of the social mobilization and hospital autonomy policy, 
private partners (individuals or organizations) can be involved in some of 
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the hospital’s social mobilization activities approved by the Ministry of 
Health or the Provincial Health Bureau as joint venture activities. However, 
private partners only participate in the initial stage of negotiation on 
profit-sharing in the contracting process; the entire equipment operation as 
well as tracking of financial revenues and expenditures is undertaken by 
the hospital. The partners also undertake the training of staff in operating 
equipment and the regular or irregular servicing of equipment at the 
hospital’s request. 

11.19 Consumer satisfaction/voice and complaints mechanisms
All hospitals included in this study have established a mechanism for 
collecting complaints and feedback from patients and their relatives, 
consistent with national regulations. The model includes:

• a patient council, which is a temporary unit that consists 
of representatives for patients during hospitalization. The 
council has one meeting per week to relay their complaints and 
comments to the hospital (often to the chief nurse and planning 
department of the hospital); and

• a 24/7 hotline and comment box, which, according to current 
regulations, must be publicly announced and described so that 
every patient and consumer understands that he or she can 
receive and make phone calls if he or she has any comments 
or complaints. However, the mechanisms to receive and 
synthesize feedback, and the use of this information to improve 
the performance of hospitals, are still very limited and differ 
among hospitals. Outside of hospitals, there is no organization 
that routinely conducts surveys for patient satisfaction. 

11.20 Management decision-making

Leadership skills and behaviour
In the six public hospitals, the director, vice director, and other 
administrative departments all have backgrounds as medical doctors 
or pharmacists. They have not undertaken formal courses in hospital 
management, but have participated in short courses organized by the 
Ministry of Health or other institution. In the interviews, they complained 
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about their limited abilities in hospital management and their need for 
more training. The hospital leaders also undertake clinical work, and often 
have to perform operations on patients.  

Professionalized management
All six hospitals currently apply some form of professional management 
guidelines according to the Ministry’s “Hospital regulation,” which 
specifies the process and steps that every hospital must follow to control 
and ensure the quality of many hospital activities and services, including 
medical record management, professional practice, and patient feedback. 
However, according to the information from the focus group of hospital 
managers and health staff from six hospitals, adherence to this regulation 
document is not easy to measure, monitor or evaluate. Thus, each hospital 
has designed its own model of professional management based on the 
common regulations; however, the models are not consistent across 
hospitals. In addition, this document has not been updated since 1997 and 
needs to be revised. 

Strategic direction/vision and quality and use of information
All six hospitals have developed five-year strategic plans and annual action 
plans with clear objectives and target indicators. The activity of developing 
strategic and action plans is a routine mission that all public hospitals 
have to follow. Most of the typical hospital issues and activities are 
mentioned in the action plan, including clinical and non-clinical activities, 
human resources, hospital financing, issues of salaries and benefits, and 
incentives for health staff. The strategic and action plan is developed based 
on information synthesized from the plan proposed by each department 
within the hospital and other data and information related to the hospital’s 
situation. However, interviews show that the methods used to identify 
problems and set priorities and objectives still lack rational use of data 
analysis both for data from hospitals as well as data for the local action plan 
for socioeconomic development. 

In the action plan, the issues of monitoring and evaluation are not 
highlighted, and the persons or organizations responsible are unclear. In 
addition, the indicators and tools for monitoring and evaluation are also not 
listed or mentioned in the plan.
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All hospitals have applied information technology fully in hospital 
management with a local area network (LAN) and management software, 
although they have not yet implemented electronic medical records. 
However, the management software used differs among hospitals and 
comes from different software companies, not from the Ministry of Health. 
These differences may complicate the adoption of a routine reporting 
system as well as a consistent health insurance management system. 

Most respondents said that in the process of developing their hospital’s 
investment plan, relevant information is regularly and publicly shared 
with all hospital staff through the annual or biannual staff meeting. The 
hospital’s financial statement or report, in which all concerns are clearly 
explained, is also transparently publicized. 

All hospital staff can join or participate in giving comments on hospital 
development investment through monthly meetings. At the same time, 
hospitals have a LAN where information is regularly updated. Through 
these channels, hospital staff also have opportunities to learn and share 
information with each other. 

11.21 Accountability

Supervisory structure (capacity, role, function, independence)
Central hospitals (Uong Bi and Cho Ray) are under the direct management 
of the Ministry of Health in terms of professional and financial issues. 
These hospitals are also under the management of the Provincial Health 
Department in terms of epidemic prevention and staff assignment for 
prevention initiatives. Furthermore, these hospitals simultaneously send 
reports to the Ministry and PHD.  

Provincial hospitals are under the direct management of the Provincial 
Health Bureau for professional and financial issues. These hospitals are 
also under the management and supervision of the Provincial People’s 
Committee. 

District hospitals (Thu Duc and Dong Trieu) are under the direct 
management of the Provincial Health Bureau for professional issues. 
Regarding financial management, including investments in infrastructure, 
both district hospitals are managed by the District People’s Committee’s 
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Finance Department. These two hospitals have to submit regular reports, 
including quarterly and annual reports as well as irregular reports, to PHD 
and related agencies. 

Not all studied hospitals have a Stewardship Council, but all do have 
steering committees in some specific activities such as social mobilization 
and joint ventures. These committees includes representatives of hospital 
leaders, hospital parties, trade unions, and leaders of functional and 
professional departments. 

11.22 Reporting on performance domains
In terms of professional issues (clinical activities), hospitals at the central 
level have to report their activities directly to the Ministry of Health. 
Provincial hospitals have to report direct to Provincial Health Departments 
as well as the Provincial Center for Preventive Medicine (PCPs) for 
epidemic cases or for cases that have any signs of abnormality; district 
hospitals have to report to Provincial Health Departments and the District 
Health Unit (belonging to the District People’s Committee) when required. 

In terms of finance, central hospitals have to report directly to the Ministry 
about health insurance, by directly sharing their reports for Viet Nam Social 
Security; provincial hospitals have to report to PHD, Provincial Social 
Security and the Provincial Department of Planning on Basic Construction. 
District hospitals have to report to PHDs or District Financial Departments, 
Provincial Social Security or District Social Security.

Hospitals have to submit reports monthly, quarterly, and annually. 
Hospitals also have to submit reports on request to the Ministry of Health, 
PHDs, Provincial People’s Committee, and District People’s Committees 
(e.g. when auditors visit the committees). Inside the hospitals, there are 
semi-annual review meetings and final meetings for reviewing hospital 
performance and planning for following years. Therefore, hospitals’ 
activities as well as financial performance are transparent to all staff and 
financial reports are publicly shared at congresses of officials and workers. 

Output/volume targets and information/reporting
As mentioned above, a clear list of indicators and data are collected, 
reported, and synthesized to monitor the output volume and targets of 
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hospitals quarterly, semi-annually and yearly according to Ministry of 
Health regulations. The reporting is not only for the health sector but 
also for the local government, which receives a more brief and focused 
summary. All hospitals must report the outputs of clinical activities, 
finances and human resources by separate reports linked with overall 
information related to hospital performance. However, the absence of a 
mechanism for checking the accuracy of data and information, as well as 
feedback from upper-level organizations is a primary weakness. Another 
constraint is that the reporting form and method to categorize the reported 
data/information sometimes differs among departments and divisions. 
These discrepancies make it difficult for hospitals to collect and synthesize 
the data and information, leading to inaccuracy of information. In addition, 
the utilization of data and information related to outputs and targets is very 
limited in terms of making local health sector plans.  

12.  Conclusions
12.1 Managers’ authority
In general, with the policy of hospital autonomy and social mobilization, 
public hospitals have more independence in decision-making, but mainly in 
governing their finances and expanding their clinical services and expertise. 
Public hospitals can be proactive in reallocating their budgets to invest in 
their priority activities. They also have the right to raise funds from outside 
sources or coordinate joint ventures with the private sector to invest in both 
clinical services and non-clinical services in the hospital. Public hospitals 
are still limited in their autonomy over human resource management 
focusing on long-term and short-term health staffing, particularly in the 
recruitment and firing of permanent staff.

12.2 Accountability 
Regarding accountability mechanisms, financing and human resources for 
reporting information regarding output and volume targets are reasonable. 
All hospitals lack mechanisms to ensure the participation of health 
staff/labour in setting priorities, strategies and annual plans, as well as 
investments for hospital development. 
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The accountability related to the participation of other outside stakeholders 
in hospital performance is very weak, with no strong mechanism that 
allows other stakeholders to contribute to the hospital’s process of 
decision- making. 

With regard to performance accountability, hospital accountability for the 
clinical quality and patient safety is weak. 

12.3 Incentives in operation
The current provider payment mechanisms of health insurance do 
not strongly help and encourage public hospitals to provide services, 
particularly for district hospitals. Provincial and district hospitals have 
difficulty in balancing their budgets. The lower-level hospitals have less 
capacity to maintain surpluses; therefore, hospitals at the district level have 
many difficulties in hospital reinvestment as well as in rewarding health 
staff and improving their salaries. Thus, the provider payment mechanism 
should be changed and revised to encourage hospitals to produce better 
services.

12.4 Management capacity 
Hospital management capabilities have improved in recent years, both in 
upper-level and lower-level hospitals. Public hospitals have better capacity 
to make strategic and action plans for hospital development, are more 
proactive in decision-making for investment in expanded services and are 
optimizing their resources and budgets. However, the major constraints are:  
leadership skills, and management capacity for quality management and 
patient safety in hospitals. 

Hospital management training programmes should be introduced in 
training institutions and mechanisms for management training should also 
be created. Quality management, quality improvement programmes and 
patient safety measures should be developed and implemented in hospitals. 

12.5 Technical capacity
Provincial and district hospitals are not able to provide the full list of 
services expected, due to a lack of medical equipment; limitations of 
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health professionals both in the number of doctors and the capacity of 
doctors, which are exacerbated by the ineffectiveness of in-service training 
and continuous education. In addition, inappropriate provider payment 
mechanisms do not encourage hospitals to produce services. 

12.6 Current policy responses
Further reforms recently introduced by the Government of Viet Nam 
include Decree 85/2012/ND-CP on the operating and financial mechanism 
in state health service facilities and medical service prices in state medical 
facilities; and the Prime Minister’s project to reduce hospital overcrowding. 

Decree 85, issued on 15 October 2012, replaces Decree 95/CP/1994 on 
partial user fees and stipulates in great detail the operational and financial 
mechanism and medical service prices in state medical facilities, which are 
classified into four groups based on the degree of financial autonomy of 
the facility. With regard to the operating mechanism, besides regulations 
on development of service provision plans and organization of health 
personnel, Decree 85 has an article regulating joint ventures and business 
partnerships, specifically stating, “capital contributions and mobilization, 
and joint ventures must be accounted for independently or an independent 
accounting unit must be set up”. In terms of the financial mechanism, the 
Decree separates the financial mechanism for development investment 
spending from that for recurrent spending. With regard to prices of medical 
services, Decree 85 stipulates implementation of the roadmap towards 
appropriate and adequate calculation of user fee by 2018 and stipulates 
gradual inclusion of salary and wages in medical service prices (MOH and 
JPG, 2013). 

The JAHR 2013 comments that “Obviously, Decree 85 has created a 
fundamental change in the operating and financial mechanisms of state 
health facilities. Implementation of Decree 85 will certainly promote further 
implementation of hospital autonomy and strengthen social mobilization 
for health care services” (MOH and JPG, 2013).

The project to reduce hospital overcrowding for the period 2013–
2020 approved by the Prime Minister in Decision 92/QD-TTg dated 
9 January 2013 has the immediate goal of reducing overcrowding in 
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oncology, surgery/trauma, cardiology, obstetrics and pediatric specialties 
in a number of tertiary hospitals in Hanoi and Ho Chi Minh City. It has 
the complementary objective of improving the quality of medical services 
in district and provincial hospitals where bed occupancy rates are low, 
raising the rates to 60% by 2015 and 80% by 2020. Following approval of 
that policy, the Ministry of Health has approved the Project on Satellite 
Hospitals in Decision 774/QD-BYT dated 11 March 2013 and has set up 
a network of 50 satellite hospitals linked to 14 hub hospitals and added 
7150 beds for the five overcrowded specialties above (MOH and JPG, 2013).

While there are clearly problems with the current health policy settings 
in Viet Nam, this study demonstrates the wide-ranging nature of policy 
reform in Viet Nam and the continuous development and adjustment in 
response to changing circumstances that have characterized the last two 
decades of the country’s health sector.
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Abstract 
The hospital sector in Thailand is dominated by government-owned 
hospitals. The majority of these public hospitals fall under the Ministry of 
Public Health (MOPH), which has achieved full geographical coverage to 
all districts and provinces. This case study seeks to understand how the 
governance of public hospitals has responded to 

i) the Universal Coverage Scheme (UCS) introduced in 2002;

ii) health-care facility accreditation introduced in 2003; and 

iii) the medico-legal environment. 

This study applied a mixed-method approach, including literature review, 
secondary data analysis, on-site visits and interviews with key informants 
at four purposively selected MOPH hospitals (one district, one regional 
and two general hospitals).

The UCS was designed to extend coverage and provide financial risk 
protection to citizens; it was not intended to explicitly improve hospital 
governance capacity. However, its provision of a purchaser–provider split 
defines a clear accountability framework between the National Health 
Security Office (NHSO), the hospitals, and the UCS members. As a result, 
hospital governance has become more responsive to UCS members’ needs 
compared to the previous integrated model, in which budget allocation 
was neither linked to the numbers of population served nor to patient 
satisfaction. 

Closed-end payment mechanisms applied through the UCS, such as 
capitation and diagnosis-related groups (DRGs), incentivize technical 
efficiency. Hospital quality is driven more by internal hospital demand 
than the NHSO’s external financial incentives. Nevertheless, the 
Healthcare Accreditation Institute (HAI), which has no contractual 
relationship with hospitals, allies with and uses the NHSO’s financial 
incentives to boost quality assurance and accelerate accreditation. Service 
integration between health centres and district hospitals is achieved 
through the NHSO allocation of outpatient capitation budget for all UCS 
members in a given district. This integration contributes to a significant 
improvement in the governance of district health systems, as it results in 
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improvements in service quality at health centres and continuity of care 
through effective referral systems. Finally, the medico-legal environment 
has resulted in changes in the service profiles and referral patterns of 
district hospitals, due to fear of lawsuits.

It is vital to sustain the performance of district hospitals and health centres 
in an integrated manner, in light of the demographic and epidemiologic 
transitions. 
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Acronyms and abbreviations
CPI Corruption Perceptions Index

CSMBS Civil Servant Medical Benefit Scheme

DALY Disability-Adjusted Life Year

DHO District Health Office

DHS district health system

DRG diagnosis-related group

GDP gross domestic product

GNI gross national income

HAI Healthcare Accreditation Institute (public organization)

ICD International Classification of Diseases

ISO International Organization for Standardization

JCI Joint Commission International

MDGs Millennium Development Goals

MOPH Ministry of Public Health, Thailand

NCD noncommunicable disease

NHSO National Health Security Office

PHC primary health care

PMTCT prevention of mother-to-child transmission

PPP purchasing power parity

SHI Social Health Insurance

SSO Social Security Office

THE total health expenditure

TAO Tambon Administration Organizations 

UCS Universal Coverage Scheme
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UHC universal health coverage

UMIC upper-middle income country

WHO World Health Organization
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1.  Introduction
Thailand has achieved good records in health systems development, good 
health at low cost (Patcharanarumol et al., 2011; Balabanova et al., 2013), 
and all health-related Millennium Development Goals (MDGs) (Waage 
et al., 2010), as a result of the extensive availability of a well functioning 
primary health care (PHC) system (Rohde et al., 2008). However, progress 
in life expectancy at birth has been hindered by stagnation in adult 
mortality reduction, particularly among men, due to the HIV/AIDS 
epidemic (Rajaratnam et al., 2010). 

Equitable access to quality heath services and improvements in income, 
female literacy, gender equality, and transportation infrastructure have all 
contributed to improved health in Thailand. Though PHC and hospitals 
play a critical role in health development, understanding of hospital 
governance is limited. This case study seeks to understand how the 
governance of public hospitals responds to external reforms and contributes 
to performance in terms of improved responsiveness and accountability 
to the population served, as well as improved efficiency and quality of 
services. 

Mixed methods were applied in undertaking this study, including reviews 
of relevant literature, site visits and interviews with key informants by 
the research team, in four purposively selected Ministry of Public Health 
(MOPH) hospitals. The four sites include one district, one regional and 
two general hospitals. Through the in-depth interviews, the researchers 
sought to understand the hospital governance structure, the response 
after reforms were introduced, and the contributions of governance to 
hospital performance. The levels that exist within governance structures 
in MOPH hospitals are standardized across locations, but in other ways 
the governance structures are more sophisticated in general and regional 
hospitals than in district hospitals, since the latter type operate on a smaller 
scale. Performance of these hospitals varies across and within hospital type. 

The data included in this case study contribute to valuable insights 
regarding governance and the responses of these three different types of 
hospitals. Interviews with key informants at the MOPH and the hospitals 
reflected that no major reforms had occurred in the past two decades, with 
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the exception of one district hospital (not one of the four sites visited), 
which was transformed into a public autonomous hospital (Putthasri et al., 
2011). However, universal health coverage (UHC), which was introduced 
in 2002, and hospital quality improvement initiatives (financial incentives 
supporting accreditation), instituted in 2007, represent the two major 
external factors that have prompted hospital governance teams to respond 
by improving performance. Another external factor, the emerging medico-
legal environment, was also taken into account by this study. Though the 
medico-legal environment is not a reform in itself, it has a major influence 
on the changes in the profile of services offered at district hospitals. 
Since public hospitals play a dominant role in Thailand and the MOPH 
governs the largest share of these, this study selected MOPH hospitals as 
representative sites for this case study. 

2.  Country profile, policy and health system context
2.1 Economic context
Thailand graduated from lower- to upper-middle-income country status in 
2011. After the 1997 Asian financial crisis, Thailand’s gross national income 
(GNI) experienced negative growth, with an average of −3.7% between 1997 
and 1999. Recovery was observed between 2000 and 2008, with an annual 
growth of 3.9%. The economy was not significantly affected by the 2008 
global economic downturn. In 2012, Thailand’s GNI per capita, US$ 5210 
(International $ 8129), was lower than the average among countries in the 
upper-middle-income country (UMIC) group, which was approximately 
US$ 6942 (see Box 1). 
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Box 1: Thailand at a glance
Population: 67 million 

GNI 2012: US$ 5210 per capita, average GNI growth: 5% (2000–2007), 
2.9% (2008–2012) 

Gini index: 47.9 (1992), 40 (2009) 

Fiscal space: tax to GDP 17.6% (2011), revenue to GDP 21.3% (2011)

Health expenditure (2010 National Health Account)
THE US$ 194 per capita, 3.9% GDP

Source: Public 65%, Social Health Insurance 8%, Private 25%

Out of pocket 14% of THE

General government health expenditure, 13.1% of general 
government expenditure

Health status 
Total fertility rate 1.6 (2010), contraceptive prevalence rate, all 
methods 80% (2009)

Life expectancy at birth 74.1 years, adult mortality

Under-5 mortality rate 14/1000

Maternal mortality ratio 48/100 000

Health resources (per 1000 population): 
Physicians 0.5/1000 (2010)

Nurse and midwives 2.2/1000 (2004)

Total physicians, nurses and midwives 2.7/1000 population

Hospital bed 2.1/1000 (2010)

Service coverage: ANC and hospital delivery 99–100% (2009)

Source: The World Bank, World Development Indicators (available at: http://data.worldbank.
org/data-catalog/world-development-indicators)
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Favourable fiscal space has been observed: Between 2003 and 2010, tax 
revenue has averaged 16.1% of gross domestic product (GDP), while total 
government revenue excluding grants was larger, at an average of 19.9% of 
GDP (see Figure 1). Tax revenue is higher than the average among UMICs 
(13.6%), but revenue excluding grants is on par with the group (19.8%). 
Larger fiscal space offers greater opportunities for the Government to 
devote resources to health and social development.

Figure 1: Fiscal space measured by tax and government revenue (excluding 
grants) as a percentage of GDP, 2003–2010.
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Consistent economic growth has resulted in significant poverty reduction. 
The poverty headcount, or the percentage of the total population living 
on less than $2 a day purchasing power parity (PPP), reduced from 44% 
in 1981 to 4% in 2010. Although income distribution, as measured by the 
Gini index, did not significantly improve between 1981 and 2008, averaging 
43.4, it has recently shown improvement, falling to 39.4 in 2010, indicating 
improved equality in income distribution. 

2.2 Political context
After the 1932 Democratic Revolution, Thailand was transformed into the 
Constitutional Democratic Monarchy. Thailand’s Constitution classifies 
the sovereign power into three independent powers: the Legislative, 
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the Executive and the Judiciary (National Legislative Assembly, 2007). 
To date, Thailand has 18 Charters and Constitutions, reflecting high 
political instability. Politics in Thailand are dominated by practices 
such as vote buying and by business conglomerations that aim to 
protect their own interests. Although they hinder the development of a 
representative democracy where individuals elected by the people form 
the government, these practices continue to occur despite the various tough 
countermeasures introduced by the Election Commission (Asia Foundation, 
2011). Despite the efforts and struggles of the National Anti-Corruption 
Commission, mandated by the Constitution (Quah, 2011), Thailand’s 
ranking in Transparency International’s Corruption Perceptions Index (CPI) 
deteriorated between 2012 and 2013 from a rank of 88 out of 174 countries 
worldwide (score 37 out of 100) to a rank of 102 out of 175 countries (score 
35) (Transparency International, 2012 and 2013). The CPI scores measure 
the perceived levels of public sector corruption, ranging from 0 (highly 
corrupt) to 100 (very clean). 

The current political conflict in Thailand originated when Thaksin 
Shinawatra was elected prime minister in 2001. In 2006, political turbulence 
led to a bloodless coup by the military, which deposed Thaksin, triggering 
a power struggle between pro-Thaksin “red-shirts” and anti-Thaksin 
“yellow-shirts”. Political instability in Thailand happened again during 
2013-2014 where anti-government protest took place and resulted in the 
removal of the incumbent prime minister. The Royal Thai Army intervened 
by declaring martial law throughout the nation on 20 May 2014 and 
subsequently formed a junta called National Council for Peace and Order 
(NCPO) to rule the country and partially repealed the 2007 constitution. 
The Interim Constitution 2014 was enacted as the currently supreme law of 
Thailand. The NCPO leader, the army chief, was appointed prime minister.

2.3 Health systems context
Almost all health-related MDG targets were achieved well before the 2015 
target date, due to Thailand’s bold multi-sectoral human development 
initiatives aimed at achieving sub-national goals focusing on specific local 
health needs and priorities (Waage et al., 2010). 

Thailand’s exemplary record in health and human development is based 
on heavy investment in health systems, which can be classified into two 
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strands: investment in health infrastructure, particularly PHC, to minimize 
geographical barriers (Balabanova et al., 2013; Patcharanarumol et al., 
2011); and consistent extension of financial risk protection mechanisms by 
targeting different population groups, such as the poor and vulnerable, 
public and private sector employees, and those engaged in the informal 
economy, called the informal groups (Tangcharoensathien et al., 
2009). Through these investments, by 2002, the whole population was 
covered by three public health insurance schemes (Evans et al., 2012; 
Tangcharoensathien, Pitayarangsarit et al., 2013).

Early and rapid responses to Thailand’s HIV/AIDS epidemic by the 
Government, civil society and health systems during the 1990s transformed 
a generalized epidemic in 1993 into a concentrated HIV epidemic in 2006. 
HIV prevalence among pregnant women declined from a peak of 2.3% 
in 1995 to 0.51% in 2012. The prevention of mother-to-child transmission 
(PMTCT) of HIV programme, which has offered free breast milk substitutes 
since 1995 and provided the antiretroviral drug azidothymidine (AZT) 
to all eligible pregnant women since 1998, reduced vertical transmission 
from 30% in 1995 to 8% in 1998. The inclusion of Nevirapine in the PMTCT 
programme in 2008 further reduced vertical transmission to 3.2% by 2011. 
Moreover, universal coverage of antiretroviral therapy (ART), launched in 
2003, was rapidly scaled up to reach 250 000 individuals by 2011. Public 
hospitals are the main providers of ART, reflecting their capability in 
scaling up priority national programmes. 

Noncommunicable diseases (NCD) have become a major health problem 
in Thailand. Between 1999 and 2004, the loss of Disability-Adjusted Life 
Years (DALYs) per 1000 persons decreased slightly in men but increased 
in women. HIV/AIDS remained the disease posing the highest burden 
for men in both 1999 and 2004, while stroke overtook HIV/AIDS as the 
disease posing the highest burden for women between the same years. The 
proportion of NCDs within the top 20 diseases has increased, while the 
burden of infectious diseases has decreased (Bundhamcharoen et al., 2011).

Furthermore, gains in health equity have been observed in Thailand. The 
average household economic status has improved while health inequities 
have declined between the two national household censuses in 1990 and 
2000. Substantially larger reductions in child mortality were noted among 
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poorer population quintiles. The excess child mortality risk between the 
poorest and richest quintiles decreased by 55% (95% CI 39–68%) in a single 
decade. Contributing factors include overall economic growth and poverty 
reduction, improved health insurance coverage, and a scaling-up and more 
equitable distribution of PHC infrastructure and intervention coverage. 
Understanding the factors that have led to Thailand’s success in these areas 
may help inform countries that are struggling to meet the fourth MDG (to 
reduce child mortality) and to reduce health inequities (Vapattanawong 
et al., 2007).

As local governments are at an early phase of development, the health 
system is still centralized, with the MOPH playing the dominant role. 
By 2012, only 39 out of all the 9762 MOPH sub-district health centres 
(0.4%) had been devolved to Tambon Administration Organization 
(TAO) (the sub- district-level local government unit). After a regular joint 
assessment by TAO and Provincial Health Office, it was determined that 
almost all of these health centres were not ready to assume responsibility 
for health service delivery (Health Systems Research Institute, 2012). 
Jongudomsuk and Srisasalux (2012) describe the lack of political leadership 
and readiness of local government to assume health responsibility in 
Thailand, and suggest that health-care decentralization is not a panacea 
and should be applied according to local context. Local government 
has a negligible role in health service provision and hence also in health 
financing: Only 11 hospitals (2 owned by municipalities and 9 by the 
Bangkok Metropolitan Authority) out of a total of 734 hospitals (1.5%) 
are owned by local government, reflecting the negligible role of local 
government in both health service provision and financing.

3.  Hospital sector
3.1 Public and private hospital systems
In 2010, there were 51 308 PHC posts (small health posts) at the village 
level, where drug kits were available but no health staff were present, 
except for village health volunteers. Health centres, of which there are 
10 120 in total, are the most peripheral of Thailand’s health delivery 
systems where there are trained health workers (see Table 1). Each health 
centre is staffed by 3–5 health workers. Hospitals are defined as medical 
premises that have beds, doctors, nurses, pharmacists, dentists and other 
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allied health professionals, diagnostic facilities, and capacity to offer other 
essential ancillary services for inpatients. Of the 988 public hospitals in 
Thailand, 74% (734) are MOPH district hospitals. In each provincial capital, 
the MOPH general hospital (there are 71 in total) covers tertiary care 
services in the city itself and supports referrals from district hospitals across 
the province. At this level, all basic medical specialties – such as internal 
medicine, obstetrics, paediatrics and surgery – are available. At the regional 
level, there are 25 MOPH regional hospitals and 48 other specialized 
hospitals that serve as regional referral centres, offering sub-specialty 
services such as cancer treatment, haematology and psychiatry. In addition, 
Thailand’s 11 teaching hospitals, which are owned by universities under 
the Ministry of Education, offer teaching for all health-related professionals 
and also provide sophisticated diagnostic and treatment services. By 
2013, 16 public universities had became autonomous non-profit public 
organizations, while the remaining 16 are proceeding with the legislative 
process in Parliament. 

Table 1: Public sector health-care delivery, 2010
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Source: Wibulpolprasert, 2011 

The MOPH health data do not adequately capture non-MOPH public and 
private sectors, but an annual Health Resource Survey, which is conducted 
by the MOPH and to cover all public and private health-care institutions, 
provides a more complete national picture. 
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Public hospitals are the main providers of hospital care, accounting for 75% 
of all of Thailand’s 1310 hospitals and 79% of the total number of hospital 
beds, while private hospitals make up the remainder (25% and 21%, 
respectively), according to 2008 data. Most private hospitals are small, with 
69% having fewer than 100 beds. Large private hospitals include several 
hospital chains that are registered in the stock market; they are located in 
Bangkok and offer services to international patients (see Figure 2). Private 
non-profit charity-run hospitals account for a negligible share of hospital 
beds. 

Figure 2: Private hospital profile by number of beds, 2009 
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Demand for private hospital services is sensitive to changes in household 
income, as reflected in Figure 3. During the economic boom from 1994 to 
1997 (prior to the 1997 financial crisis), an average of 40 private hospitals 
were newly established each year. The reverse was true during the 
recession, particularly after 1998, when on average only nine private 
hospitals were newly established and 23 were closed down per year 
between 1998 and 2003. Despite economic recovery from 2003 onwards, 
there were few newly established private hospitals, probably due to 
the launch of the UHC policy in 2002, through which a comprehensive 
benefit package was offered to the whole population free of charge. Some 
proportion of private hospital users may have shifted to using public 
providers participating in the UHC scheme.
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Figure 3: Number of newly established and closures of private hospitals, 
and GNI per capita, 1994–2009 
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Development Indicators (available at: http://data.worldbank.org/data-catalog/world-
development-indicators)

Historically, the MOPH has provided a significant share of the country’s 
hospital beds, constituting approximately 60–70% of total beds between 
1973 and 2008 (see Figure 4). The availability of private hospital beds 
significantly increased in response to the implementation of Social Health 
Insurance (SHI) in 1991, which was mandated by the 1990 Social Security 
Act. Through SHI, more than half of all private employees were registered 
with private hospital contractors (those with more than 100 beds). Prior 
to the 1997 financial crisis, the economic boom also boosted demand for 
private hospital services. In 2008, the private share of hospital beds was 
21%. Other government hospitals such as those owned by the Ministry 
of Defence and the Ministry of Education (university-based/teaching 
hospitals) contributed a smaller share, at approximately 11% of the total. 
Local governments played almost no role in providing hospital care.
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Figure 4: Distribution of hospital beds by hospital ownership, 1973–2008
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Understandably, private hospitals contribute a significant share of hospital 
beds in response to high demand for private health-care services in affluent 
areas such as Bangkok and the central region. In contrast, MOPH hospitals 
contributed the highest share of hospital beds in the poorest northeast 
region and the poor southern and northern regions of the country, catering 
to the demands of less affluent populations (see Figure 5).

Figure 5: Distribution of hospital beds by hospital ownership and geographic 
region, 2009
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MOPH hospitals have higher bed occupancy rates (around 80%) than 
hospitals under the Ministry of Education (less than 70%) and the Ministry 
of Defence (around 50%). Private hospitals have occupancy rates of slightly 
higher than 50% (see Figure 6).

Figure 6: Hospital bed occupancy rate by hospital ownership, 2006–2009
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As a result of significant expansion in the number of beds at MOPH district 
hospitals, especially between 1993 and 2000, the population-to-hospital-bed 
ratio had improved to around 450 : 1 in 2002 (see Figure 7). Increases in the 
number of beds in other government and private hospitals were insignificant.

Figure 7: Total hospital beds and population-to-hospital-bed ratio, 1979–2007 
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3.2 Evolution of district hospitals
The majority of the rural population access MOPH district hospitals, 
which constitute 74% of all public hospitals. Therefore, it is important to 
understand the evolution and profiles of these hospitals. The catchment 
population in a typical district is approximately 50 000. In response to the 
MOPH policy during the 1980s that every district must be served by a 
district hospital with the capacity to provide primary- and secondary-level 
health services, full geographical coverage of district hospitals was reached 
by the mid-1990s. District hospitals are designed to provide a wide range of 
health services, including inpatient, outpatient, and prevention and health 
promotion services. District hospitals range in size from 10 to 120 beds. 

Between 1999 and 2009, the 10-bed district hospitals were gradually 
upgraded to 30 beds, while the 30-bed hospitals were upgraded to 60 beds 
(see Table 2). During this decade of change, there was also a small increase 
in the proportion of 90-bed and 120-bed hospitals. By 2009, 56% of all 
district hospitals had 30 beds. 

Table 2: District hospital profile by number of beds, 1999 and 2009

Number of beds 1999 2009

10 14% 5%

30 59% 56%

60 18% 25%

90 7% 9%

120 2% 5%

Total 100% 100%

Source: Wibulpolprasert, 2011

In the 1980s, standard blueprints based on hospital size were developed by 
MOPH hospital architects for the construction of district hospitals. These 
blueprints are designed to accommodate future expansion in response to 
increases in health needs and budget availability. For example, a standard 
outpatient department includes the following: essential floor space for 
medical records, reception, waiting room, consultation rooms, accident 
and emergency unit, laboratory, basic radiology unit, labour and delivery, 



156

surgical theatre and pharmacy. Each of these service units should be placed 
on the ground floor, whereas the second floor is designed for administrative 
units. At the back of the outpatient building is a standard ward of 30 beds, 
including a left wing for male patients and a right wing for female patients, 
while the middle areas are used for the nurse station and treatment facilities. 
When health needs increase and budget becomes available, another new 
ward of 30 beds should be constructed in order to upgrade a 30-bed hospital 
to a 60-bed hospital. Upgrading a 10-bed to a 30-bed hospital involves 
replacing a 10-bed ward with a standard ward of 30 beds in the same 
building.  

The construction of district hospitals in each and every district was 
accompanied by a budget earmarked for a standard set of basic medical 
equipment. For example, a 50 milli-Amp X-ray machine, and basic 
biochemistry and laboratory equipment, as well as standard equipment for 
the operating room, labour and delivery, and accident and emergency. All of 
this equipment was procured once construction concluded at each new site. 

3.3 Hospital workforce
The staff of public hospitals are mostly civil servants with life-time salaried 
employment, though it has also become common to employ other staff on 
contract. The health workforce in the public service sector are not subject 
to political changes; however, general and regional hospital directors 
are appointed by the MOPH Permanent Secretary while district hospital 
directors are appointed by the Provincial Chief Medical Office, which 
represents the MOPH at the provincial level. Civil servants are entitled to 
pension benefits after the age of 60, which is the compulsory retirement age, 
as well as medical benefits and Royal Insignias granted by the King for their 
public service.

As part of the 2006 public sector reforms, government services – including 
those in the health sector – were significantly downsized, despite substantial 
increases in demand for health services after the 2002 UHC reforms. Newly 
graduated nurses and pharmacists (but not medical and dental graduates) 
were thereafter employed directly by hospitals on annual contracts, based 
on continued demand. Contract workers are not entitled to membership 
in the Civil Servant Medical Benefit Scheme (CSMBS), but are covered by 
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payroll contributory SHI schemes and still entitled to Royal Insignias for 
public service. These reforms are thus very discouraging for many new 
graduates. Also variations in wages and other benefits offered across district 
and general hospitals within and across provinces result in confusion, 
jeopardizing poorer district hospitals that are unable to compete with 
better employment offers at general or regional hospitals. This situation 
was exacerbated by weak MOPH leadership during the period of reform. 
Literature reviews have found only very limited evidence on the impact of 
public sector reforms on the hospital workforce, suggesting the need for 
further research in this area. 

All health professionals generally have their own career ladder, but 
for hospital administration staff, there must be a vacant post before a 
manager can be promoted. Almost all medical staff of general hospitals are 
specialists with six-year medical qualifications and licensure, in addition 
to three to five years of specialist training in programmes accredited by 
the Medical Council and related Royal Colleges. Almost all medical staff 
at district hospitals are general practitioners with six years of training 
who are posted at these hospitals to fulfil their mandatory three years of 
rural service. More than 70% of district hospital doctors opt for residential 
training programmes as specialists. After completing three years of rural 
service (Tangcharoensathien, Limwattananon et al., 2013), some doctors 
are employed by general and regional hospitals where they can apply 
for residency training in a specialist area needed by the hospital; they are 
granted study leave with full pay, on the condition that they will come 
back to serve the hospital for a specified time period. Those who are not 
employed by a public hospital can still opt for “free training”; during this 
training they do not receive a salary, but as residents they receive some 
payment from the training institute. After specialist training, almost all 
of them join the private sector. Putthasri et al. (2013) have reported on 
the impact of policies to foster retention of hospital staff in rural areas, 
highlighting the importance of an integrated education strategy, especially 
recruiting medical and nursing students from rural areas and posting them 
in their hometowns through government bonding systems. 

All professional staff at district hospitals are qualified at the bachelor’s 
degree level and licensed to practice in their field, including physicians, 
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nurses, dentists, pharmacists and medical technicians. It should be noted 
that the Thai Nursing and Midwifery Council only award accreditation 
to four-year bachelor degree professional nursing courses that integrate 
nursing and midwifery (there are no stand-alone midwifery courses). 
Nurses must pass an examination to receive their licence, and relicensing 
every five years is required through earning 50 credits of continued nursing 
education. A medical licence has lifetime validity, with no relicensing 
required. The availability of professionally qualified staff improves trust 
and confidence among patients regarding the quality of care offered. 
Increasingly, public health officers at health centres are also qualified as 
bachelors of public health; the numbers of staff that have only been trained 
through two-year diploma courses are diminishing. Capacities among 
public health officers are usually strengthened through in-service, on-the-
job training. 

In addition to a basic monthly salary, hospital professionals are entitled 
to additional financial incentives, such as hardship allowance, non-
private practice incentives for those deciding not to operate a private 
practice during their off hours, workload incentives, and specific pay for 
performance, such as pay based on the number of surgical cases provided 
at all levels. On-call and evening and night shifts are paid on a per-session 
basis. It is legal for health professionals employed in the public sector to 
operate out-of-hours private practices (Jan et al., 2005). Governance to 
ensure commitment and accountability to public services among “dual 
practice” professionals has substantially improved over the last few 
decades, and field observations show that absenteeism is not a problem. 

3.4 Equity in hospital utilization
The Health and Welfare Survey (HWS), a national representative household 
survey conducted every two years by the National Statistical Office, is 
the only dataset that facilitates the assessment of equity in outpatient and 
inpatient service utilization (see Table 3). 
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Table 3: Use of outpatient and inpatient services by the Thai population, by 
asset quintiles, 2011

Asset 
quintile

Percentage 
of 

population

Percentage of outpatient visits Percentage of inpatient cases

Health 
centre

District 
hospital

Prov. 
and 

other 
govt. 

hospital

Private 
hospital

District 
hospital

Prov. 
and 

other 
govt. 

hospital

Private 
hospital

Poorest 21% 29.7% 28.7% 25.1% 14.5% 30.1% 20.8% 12.1%

Poor 20.1% 24.4% 21.8% 20.6% 11.5% 22.5% 21.2% 8.1%

Middle 22.7% 23.9% 23.0% 19.3% 11.6% 24.7% 21.8% 14.9%

Rich 16.6% 14.6% 16.5% 14.8% 12.7% 13.1% 16.7% 17.0%

Richest 19.6% 7.3% 10.1% 20.2% 49.7% 9.6% 19.4% 47.8%

Total 
(millions)

67.5 (100%) 3.4 
(100%)

3.0 
(100%)

3.2 
(100%)

0.6 
(100%)

1.3 
(100%)

2.5 
(100%)

0.5 
(100%)

Note: Sampling weight applied 
Source: Asia Pacific Observatory on Health Systems and Policies; authors’ analysis of data from 
the Health and Welfare Survey 2011

According to the most recent HWS data (National Statistical Office, 2011), 
the poorest 21% of the population accounted for almost 30% of the total 
number of outpatient visits to health centres and district hospitals, whereas 
the richest 20% made only 7% of the outpatient visits to health centres and 
10% of the outpatient visits to district hospitals. In contrast, the poorest 
quintile accounted for less than 15% of outpatient visits to private hospitals, 
whereas the wealthiest quintile accounted for almost half (49.7%) of these 
visits. For the public hospitals above the district level (i.e. general and 
university hospitals), the concentration of outpatient visits from among the 
poor population was less significant than it was for usage of the district-
level health-care facilities. 

The distribution of hospital admissions across the economic gradient of the 
Thai population was similar to that of outpatient visits: skewed towards 
utilization of public sector district hospitals among the poor and utilization 
of private hospitals among the rich. Inpatient admissions to the general and 
university hospitals were relatively equitable. 
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In summary, the 2011 HWS data show that Thailand still maintains 
significantly pro-poor outpatient and inpatient utilization in the 
district- level health system (Limwattananon et al., 2013). The concentration 
index is applied to measure relative inequity; positive values indicate 
that the variable is disproportionately concentrated among the rich, while 
negative values indicate that the concentration is among the poor. In 2011, 
the concentration indices were −0.204, −0.157 and −0.187 for outpatient 
visits to health centres and district hospitals, and inpatient admissions 
to district hospitals, respectively, indicating that use of services was 
concentrated among the poor. Use of general and university hospitals 
were relatively less pro-poor, with concentration indices of −0.054 for 
outpatient visits and −0.015 for inpatient visits. For private hospitals, the 
concentration indices for outpatient visits and inpatient admissions were 
pro-rich, at 0.327 and 0.334, respectively. Clearly, district-level health-care 
facilities (i.e. health centres and district hospitals) are the major hubs that 
translate UHC policies into pro-poor utilization outcomes, as they are the 
“close- to- the- client” service providers. 

3.5 Efficiency in public hospital bed use
Based on the application of the Pabon Lasso graph (Lasso, 1986), Figure 
8 shows the scatter plot of occupancy rate on the x-axis and bed turnover 
rate (total discharge per 100 bed-days) on the y-axis. All MOPH general 
and regional hospitals in 2011 were plotted onto the four quadrants of the 
graph using mean occupancy rate (82.9%) and mean bed turnover rate 
(20.0%) as cut-off points. Hospitals that lie in the lower left quadrant are 
the least efficient due to having below average occupancy and bed turnover 
rates. Hospitals in the upper right quadrant are the most efficient, but 
nevertheless there remain concerns over quality of care due to high bed 
turnover, shorter stays and very crowded conditions (high occupancy). 
Quite a few hospitals lie in the upper left upper and lower right quadrants. 
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Figure 8: Bed occupancy and turnover rate of general and regional 
hospitals, 2011
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Figure 9, which represents all district hospitals in 2011, shows that more are 
concentrated in the less efficient quadrants as compared to the scatter plot 
for the general and regional hospitals. National health policy is to ensure 
health security and equitable access to care by all citizens no matter where 
they live, whether in an island in the south, mountainous areas in the north 
and northeast, or hard-to-reach areas with sparse populations, resulting in 
less efficiency among health-care facilities in these locations, while ensuring 
health equity.
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Figure 9: Hospital bed occupancy and turnover rate of district hospitals, 2011
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4.  Reforms affecting public hospitals
From literature reviews and discussion with key informants in a number 
of MOPH regional, general and district hospitals, two main reforms and 
one emerging context were identified and selected: the Universal Coverage 
Scheme (UCS), launched in 2002, and the health-care accreditation, which 
was extended to health-care facilities with National Health Security 
Office (NHSO) financial incentives in 2003, and the broader medico-legal 
environment. 

4.1 Universal Coverage Scheme
Thailand’s tax-financed UCS was launched in 2002, providing a 
comprehensive benefit package to 47 million individuals (75% of the total 
population) who were not covered by the existing payroll tax-financed SHI 
for private employees or the tax-financed CSMBS for government employees 
and their dependants (Tangcharoensathien et al., 2009). The implementation 
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of UHC has been shown to have had a favourable effect (Tangcharoensathien, 
Pitayarangsarit et al., 2013) in terms of pro-poor utilization (Limwattananon 
et al., 2013; Prakongsai, 2008), pro-poor benefit incidence (Limwattananon 
et al., 2012), minimum level of catastrophic health spending (Limwattananon 
et al., 2007), and impoverishment due to medical bills shouldered by 
households (Evans et al., 2012). High cost interventions are fully covered 
under the UCS, including chemotherapy, open-heart surgery and renal 
replacement therapy (Tantivess et al., 2013), resulting in a very low incidence 
of catastrophic health expenditure and related impoverishment. 

Empirical evidence demonstrates that financing health care in Thailand is 
progressive, where the richer groups pay relatively more than the poorer 
groups, because of the dominant role of general tax financing. After the launch 
of the UCS, total health expenditure (THE) as a percentage of GDP did not 
increase due to steady growth of GDP, although the monetary value of the 
health expenditure had increased significantly. THE was approximately 4% 
of GDP before 2002 (see Figure 10). Because UCS is tax-financed, government 
health expenditure had significantly increased from 50% of THE prior to UCS 
in 2001 to 67% in 2010, while out of pocket payments by households decreased 
from 33% in 2001 to 14% in 2010 (see Figure 11). 

Figure 10: Total health expenditure (THE) by source of funding, and percentage 
of GDP, 1994–2011
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Figure 11: Source of health finance, 1994–2010
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UCS members are required to register with health-care facilities in their 
local district health system (DHS) – local health centres and the district 
hospital – in order to access free outpatient services including prevention 
and health promotion services. DHS provider networks (consisting of all 
sub-district health centres and the district hospital) are contractors in the 
UCS and are paid for their services through an age-adjusted capitation 
fee for the whole year. It is noted that a single capitation rate is applied 
throughout the country, and also equally applied to both public and private 
contractor networks. Use of services outside the registered networks 
requires referral, otherwise patients are liable to pay in full. 

After the launch of UCS in 2002, the supply-side financing through annual 
budget allocation to MOPH hospitals was completely terminated and 
replaced by demand-side financing (money follows the people and the 
services they receive). Public hospital operating expenses are financed 
based on registered UCS and SHI members, and services offered to 
members of the three public health insurance schemes (CSMBS, SHI and 
UCS). There is almost no copayment by members in these three schemes. 
For example, public hospitals earn:

• for CSMBS patients – a fee for outpatient services and 
diagnosis- related groups (DRGs) for inpatient services;
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•  for SHI patients – an inclusive capitation for both outpatient and 
inpatient services;

•  for UCS members – a capitation for outpatient services and DRGs 
based on global budget for inpatient services;

•  for patients who opt out or don’t register with any of the insurance 
schemes – a fee for outpatient and inpatients services; and

•  for patients covered by private insurance – a fee for outpatient and 
inpatient services.

A purchaser–provider split model was applied in which the NHSO became 
the purchaser for 47 million UCS members and the MOPH and non-MOPH 
public and private health care networks are the providers. As a result of the 
purchaser–provider split, the financing authority, once fully implemented by 
the MOPH, was transferred entirely to the NHSO. This transfer has created 
a rival relationship between the MOPH and the NHSO (Tangcharoensathien, 
Pitayarangsarit et al., 2013). It it important to note that the NHSO applies 
a level field in purchasing services from the public and private contractor 
networks, in which the same capitation rate and DRG systems are applied and 
neither are allowed to over-charge patients. Further information and critique 
on the implementation problems of the purchaser–provider split are provided 
by Hughes and Leethongdee (2007) in their publication on universal coverage 
in Thailand.

Prior to the introduction of UCS in 2002, the District Health Office (DHO) was 
responsible for supporting and supervising all health centres offering PHC 
services and other public health interventions, and district hospitals were 
responsible mainly for curative services. Rival relationships and conflicts were 
also observed in the 1980s when there were no district hospitals and the DHO 
was the sole service provider.

4.2 Health-care accreditation
The Hospital Accreditation Programme in Thailand started as a research 
and development project in 1997 with a clear philosophy of “accreditation 
as an educational and learning processes, not an inspection”. The learning 
platform for quality improvement is based on self-assessment by hospitals 
and external peers with a positive attitude and approach. After more than a 
decade of learning (1997–2008), the Healthcare Accreditation Institute (HAI) 
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was established in 2009 as a public organization responsible for health-care 
accreditation, through the adoption of a Royal Decree as mandated by the 
Public Organization Act BE 2542 (1999). Note that the Public Organization 
Act 1999 serves as a parent law for any future establishment of a public 
organization through a Royal Decree. The HAI has been accredited by the 
International Society for Quality in Healthcare according to its health-care 
standards in 2013, reflecting international recognition of HAI (ISQua, 2013). 
Quality improvement was embedded in the accreditation standards from 
the beginning. 

Previously, health-care facilities had to use their own budgets for hospital 
accreditation activities on a voluntary basis. Since 2007, the NHSO has 
earmarked a budget of 0.76 baht per capita (35.7 million baht in total) to 
offer financial incentives to hospitals achieving different levels of quality, 
with application of an innovative stepwise recognition programme 
implemented in 2002, which consists of three steps and a 5-point scoring 
system:

•  Step 1 (minimum score of 1) – systems for risk prevention 
installed;

•  Step 2 (score 2) – quality assurance and quality improvement in 
place; and

•  Step 3 (maximum score of 5): full accreditation status, or re-
accreditation status (accredited hospitals require a mandatory 
re-assessment every three years to gain re-accreditation status).  

However, each contractor network was granted a certain amount of 
flexibility by the NHSO to modify the quality assurance scores depending 
on the local context. The revised second version of hospital standards 
(2006) integrates hospital quality and safety, health promotion, and criteria 
for performance excellence in line with the National Quality Award given 
during the Healthcare Accreditation National Forum. The Forum has 
attracted interest and support from a community of practitioners interested 
in learning and sharing experiences on hospital accreditation. 

In addition to quality or performance improvement, the HAI also promotes 
the spiritual dimension of health-care, knowledge management, generation 
of research evidence from routine work platforms, and peer support across 
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hospitals. Accreditation is a programme that lays down a foundation for 
changing the health-care delivery system. Though such reforms take a long 
time to introduce and implement and much effort to maintain, they have a 
tremendous and observable impact on the mindset of health workers in the 
health system.

HAI also works in an international accreditation environment. A series 
of international standards from the International Organization for 
Standardization (ISO) also influence quality improvement in many 
components of Thai hospital services, including quality management 
systems (ISO 9001), environmental management systems (ISO 14001), 
laboratory management systems (ISO 17025), quality management system 
of medical laboratories (ISO 15189), information security management 
systems (ISO 27001), business continuity management systems (ISO 22301), 
and occupational health and safety management (BS OHSAS 18001).

With the advancement of medical care and the competitive prices of Thai 
private hospitals following the government policy of promoting Thailand 
as a medical hub in Asia for international patients, key private hospitals 
applied for and were approved by the Joint Commission International 
(JCI) accreditation for specific clinical and ancillary services. Most of these 
private hospitals have been accredited by both national and international 
accreditation programmes. The JCI certifies quality of care, ensuring 
confidence in medical services among international patients. 

4.3 Medico-legal environment
As mandated by Section 41 of the National Health Security Act 2002, 
adverse outcomes from medical errors, such as mortality, morbidity 
or permanent disability, are financially compensated. This no-fault 
compensation, offered without proof of which party was at fault, covers 
all UCS beneficiaries and was fully implemented in 2002. The NHSO 
earmarks annually not more than 1% of the annual service budget for 
this compensation. Thus, the NHSO minimizes litigation against doctors 
and hospital personnel, since patients and their dependants feel that their 
pain and suffering have been taken into account. Financial compensation 
is neither large nor small, at a maximum of 200 000 baht (equivalent to 
approximately US$ 6700) for mortality and permanent disability, 12 000 
baht (US$ 400) for disability, and 48 000 baht (US$ 1600) for injury or illness. 
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Despite the no-fault compensation policy, one outstanding lawsuit case 
has had major consequences as medical errors were not properly managed. 
A female patient, 49 years old, complained of abdominal pain and was 
diagnosed with acute appendicitis by a district hospital doctor in the 
southern province of Nakhon Si Thammarat in May 2002. A spinal block 
was administered and an appendectomy was performed in the district 
hospital. A high spinal block that went beyond the safety threshold likely 
resulted in the critical adverse outcome of hypovolemic shock during 
the operation. After referral to the regional hospital in the provincial 
capital city, the patient finally passed away due to complications of a 
lung infection. This case was filed to the Thung Song criminal court. 
The first ruling sentenced the doctors to three years’ imprisonment with 
no probation for medical negligence. The Court of Appeal reversed the 
ruling as the doctors had no intention to harm the patient. A civil lawsuit 
was subsequently filed for financial compensation, and compensation of 
US$ 20 000 plus 7.5% annual interest since the date of the patient’s death 
was awarded. 

5.  Case study: four selected Ministry of Public Health hospitals
5.1 Governance features
Four MOPH hospitals (Nakorn Prathom Regional Hospital, Loei and Prae 
General Hospitals and Huay Phlu District Hospital) were purposively 
selected for in-depth interviews with key informants from each, such as 
senior management team members, representatives from ancillary and 
clinical services, and members of each hospital management committee. 
A total of 32, 21, 18 and 18 key informants from the four hospitals, 
respectively, were interviewed in various groups according to their 
responsibilities. Several common patterns emerged in connection with 
hospital governance. 

5.1.1 Key decision-making power and structures

Similar to other public sector entities, the decision-making structure for 
MOPH hospitals is centralized; the MOPH Permanent Secretary appoints 
general and regional hospital directors, while the provincial chief medical 
officer, representing the MOPH in each province, appoints district hospital 
directors. 
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The degree of autonomy in decision-making power varies. Hospitals 
have full financial autonomy in managing their resources (revenue and 
expenditure), procurement of medicines and supplies, and hiring and 
firing staff members who are not civil servants; appointment, promotion 
and transfer of civil servants, however, are centrally managed either by the 
provincial chief medical officer or the MOPH. 

Provincial health offices and hospitals in the provinces and districts are 
mandated to implement policies that are formulated by the MOPH. At 
each hospital, decisions can be made at the operational level, in particular 
decisions on how to improve service efficiency and quality, and how to 
sustain trust and support from the communities they serve. 

5.1.2 Key accountabilities and incentives

Representation of other stakeholders within hospital governing bodies is 
very limited. Members of the hospital board, who play management and 
advisory roles, are appointed by the hospital director. The responsibilities 
of the board relate to hospital internal affairs, and there are no 
representatives from civil society, communities or from other government 
sectors. Members of the hospital board are active in shaping and improving 
hospital services and mostly serve on the board for longer than the term of 
the director.

Staff in the case study hospitals have a full sense of social accountability 
to the communities they serve, as the majority work in their hometowns. 
Accountability and responsiveness are exercised in accordance with 
professional standards, ethical conduct, professional ethos, the non-
profit nature of public hospitals, and adherence to the 1998 Declaration 
of Patients’ Rights. The media play an additional role in representing 
consumer voices. Financial accountability is enforced through NHSO 
audits, financial audits and reviews by the Auditor General. 

Annual contracts for payment and provision of outpatient services are 
legally signed between the NHSO and the MOPH, as the district, general 
and regional hospitals do not have legal status to enter into contractual 
agreements with the NHSO. However, in order to ensure accountability, 
the NHSO transfers outpatient capitation directly to the contractor network 
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and directly disburses inpatient claims based on a DRG system to the 
hospitals. This means that an accountability linkage is de facto established 
between the NHSO and hospital networks, though a de jure linkage was 
signed with the MOPH. Hospitals are also subject to financial audit by 
purchaser organizations such as the Social Security Office (SSO) for the SHI, 
the Comptroller General Department for the CSMBS, and the NHSO for 
the UCS. Hospitals are also accountable to the MOPH for priority policies, 
subject to programmatic supervision by the Inspector General of the MOPH. 

5.1.3 Management capacity

Professionalized management has been gradually adopted. General and 
regional hospital directors required high-level management courses, and 
were gradually promoted from smaller to larger hospitals. 

Use of information for decision-making is very advanced. Some 
hospitals have fully computerized systems to facilitate prompt services, 
such as laboratory and pharmacy services, and patient appointments. 
Epidemiological data, disease surveillance, mortality outcomes, use of 
hospital resources and hospital performance are all regularly monitored. 

Rewards and sanctions for staff are based on annual performance 
assessments; 180 degree appraisals based on merit, participation and 
transparency are applied in most hospitals.

Continuous quality improvement is a very prominent activity in most 
hospitals, as 37% of all public and private hospitals were accredited (step 
3) in 2012, while 46% achieved step 2, and 3% are still at step 1 (see Section 
4.2). Though accreditation is voluntary, it significantly and sustainably 
improves service quality and patient safety. 

After the lawsuit regarding medical negligence, hospitals became more 
aware of the risks and established various mechanisms for prompt conflict 
resolution between patients and professionals. The NHSO hotline 1330 helps 
to mitigate misunderstandings and minimize conflicts between patients and 
health-care providers.
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5.1.4 Technical capacity

Having a professionally qualified clinical staff forms the strength of a 
public hospital. All staff in general/regional hospitals are board-certified for 
specialist training, though district hospitals have only general practitioners. 
Other professional cadres such as nurses, dentists, pharmacists and medical 
technologists are trained to the bachelor’s degree level and licensed by their 
professional councils. Staff are motivated by non-profit organization goals 
and professional ethics. 

Hospitals are fully equipped with the necessary diagnostic and therapeutic 
facilities, depending on the level of care offered, and patients are referred to 
a higher-level hospital if the care required is beyond the technical capacity 
of the hospital. Universal coverage of ambulance services, fully financed by 
the annual budget through the Emergency Medical Institute, is mandated 
by law.

5.1.5 Relative hospital performance

Technical efficiency was gained when a closed-end payment mechanism 
was applied, as hospitals were given an incentive to use quality low-
cost generic medicines to keep within the margins of capitation and 
DRG. Systems efficiency was achieved, as DHS serve as the primary care 
gatekeepers to ensure proper use by level of care. Referral is required for 
specialized outpatient treatment services and this is financed by contractor 
networks, while patients are responsible for the costs of care if they bypass 
the referral chain. 

Equitable utilization is achieved through the use of easily accessible DHS 
services as the main contractor provider. Quality of care is achieved 
through the application of quality assurance and hospital accreditation, 
although this is on a voluntary basis and incentive systems are applied. 

Effective coverage of NCDs, such as diabetes and hypertension, was 
achieved through active screening and use of key performance indicators, 
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such as level of haemoglobin A1c25, screening of diabetic retinopathy and 
referral, percentage of patients with known conditions and adherence to 
pharmacological and non-pharmacological interventions. The NHSO offers 
additional pay for performance for cervical cancer screening and other 
services such as “stroke fast track”.

Integration between health centres and the district hospital in each DHS 
network was achieved through the NHSO capitation contractual agreement 
with the DHS network, catering to the whole UCS population in the district. 

5.2 Governance responses to reforms
A common pattern of responses to reforms emerged across the four case 
study hospitals. Interviews with key informants in the NHSO confirmed 
that this is a general country-wide phenomenon. 

5.2.1 Responses to the Universal Coverage Scheme 

The contract model, in which members are registered with a preferred 
provider network, results in improved hospital service quality with regard 
to both clinical and non-clinical aspects, prompt service, courtesy and 
reasonable waiting times, to keep UCS members satisfied. Hospital income 
from outpatient services is based on a capitation fee multiplied by the total 
number of UCS members registered in the network. People are free to 
choose and to change their registered network four times a year, especially 
if they are temporary migrants for reasons of employment, find the network 
inconvenient, or are dissatisfied with the services. When hospitals are 
paid by DRGs within a global budget for inpatient care, they have no 
incentive to refer patients out. The supply-side financing (through annual 
budget allocation) is totally replaced by demand-side financing, in which 
money follows the population (capitation for outpatient services) and the 
patients (DRG under a global budget for inpatient services). Hospitals are 

25 The A1c test assesses an average blood sugar level over the past 2–3 months, and the 
result is reported as a percentage. Studies suggest that the lower the A1c level, the lower 
the incidence of diabetic complications. The American Diabetes Association recommends 
keeping the haemoglobin A1c level below 7% for good diabetic control.
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not fully exposed to market competition due to geographical monopoly. For 
example, often there is the only one district hospital in a particular locality. 

The UCS supports integration and service coordination between the health 
centres and hospital in the DHS, resulting in continuity of care and quality 
services. The capitation fee is paid to the whole DHS based on the size of 
the catchment population in the district, and resources are shared among 
health centres and the district hospital accordingly. There are still some 
problems with regard to resource allocation that tends to favour curative 
over preventive services (Hughes et al.,2010). Basic diagnostics, medicines 
and medical supplies in health centres, which are supplied and managed 
by pharmacists in hospitals, significantly improve the quality of services 
at health centres and facilitate continuity and effective NCD management. 
These improvements are enabled not only through referrals between 
hospitals and health centres and weekly doctor visits to provide services 
at the local health centre, but also by consistency in medications given 
out by hospital and health centres, which helps to gain patients’ trust and 
confidence on quality of services. Hospitals have extended their governance 
through DHS joint governance involving representatives from hospitals 
and health centres, as well as district health officers, to undertake oversight 
of UCS operations, budget allocation between the district hospital and the 
health centres, managing common health problems in the district, service 
improvement, and information systems improvement. 

To respond to capitation, hospitals were found to use quality and low-
cost generic medicines to provide services to UCS and SHI members for 
whom capitation was also applied, leading to technical efficiency. At the 
provincial level, collective bargaining, or bidding for the best possible price 
with assured quality, for certain common items (such as intravenous saline) 
has led to cost savings. Hospitals have incentives to bring down their 
operational costs to keep some margin from the capitation fee. Hospitals 
are allowed to keep and use the surplus from purchasing organizations 
to improve priority services, according to rules and regulations. At the 
same time, they are held accountable for absorbing the negative balance if 
resources are carelessly used. 
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In contrast, fee-for-service payments for outpatient services to CSMBS 
members stimulate excessive uses of non-essential medicines and expensive 
brand products, resulting in cost escalation and inefficiency (see Figure 12).

Figure 12: Civil Servant Medical Benefit Scheme (CSMBS) expenditure in total 
and on outpatients and inpatients and annual growth, 1988–2010 
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Hospital financial accountability was exercised by the NHSO through 
a regular audit of inpatient claims under the DRG system. Initially, in 
2006, the NHSO applied a 1% random sampling of inpatient claims for 
on-site hospital audits. Later, it applied certain criteria (such as audits for 
records with conflicting data on diagnosis and length of stay, and records 
of services beyond the hospital’s clinical capacity) to filter anomalies from 
the NHSO electronic claim database, followed by an on-site audit of these 
selected anomalous medical records by independent auditors. Independent 
auditors are selected from among hospital physicians and International 
Classification of Diseases (ICD) coders, and they are trained to act on behalf 
of the NHSO. 
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The audits result in one of the following three scenarios when claims 
are compared by auditors to the gold standards for case management: i) 
over-coding and hence overstated claims by hospitals; ii) under-coding, 
and hence understated claims by hospitals; and iii) consistent coding 
between the two. Hospitals can appeal if they do not agree with the audit 
results. The NHSO imposes sanctions for overstated claims by recalling 
the amount of money equivalent to the excess coding and pays additional 
funds to hospitals where under-coding has occurred. Through effective 
training of ICD coders, the mismatches have been gradually reduced. 
Medical auditing facilitates mutual accountability between the NHSO and 
hospitals. In 2012, the NHSO audited 1.2% of total inpatient claims, and 
reclaimed the over-reimbursement by hospitals, totalling US$ 6.07 million. 
Key informants in the NHSO note that the quality and accuracy of inpatient 
discharge summaries, with particular regard to diagnosis, co-morbidity and 
complications, using the ICD (10th version), have significantly improved. 

UCS reform has been smooth, as this has not significantly changed 
hospitals’ existing budgets or purchasing practices. Revenue from the three 
insurance streams is held in hospital non-budgetary accounts and used 
for procurement and paying hospital staff according to MOPH rules and 
regulations. Monthly reports to the Auditor General are still practiced, as 
required. New requirements by hospitals include on-site medical record 
audits by the NHSO, electronic claim of all inpatients discharged from 
hospital for the cost of service provided, as required by the DRG system, 
and management support to health centres in their networks. 

5.2.2 Responses to hospital accreditation

Figure 13 shows the rapid transition from step 1 to step 2 after the quality 
incentives offered by the NHSO since 2007. Note that an increase in 
hospitals at step 0 from 1% in 2011 to 14% in 2012 was due to the expiration 
of hospitals’ accreditation status after three years. These hospitals must 
be re-accredited and are thus input as step 0. Also, the SSO has offered 
financial incentives to hospitals achieving different levels of accreditation. 
In 2013, the proportion of fully accredited hospitals had increased to 40.6% 
of all hospitals nationwide.
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Unlike private hospitals providing services to international patients, where 
the JCI is important, public hospitals have no incentives to apply for JCI. 
Not only is it expensive, but the HAI standards are more than adequate for 
quality improvement. 

Figure 13: Hospital accreditation status 2003-2012 and quality incentives 
offered by NHSO in 2007 
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Interviews with key informants at the selected hospitals reflect that it 
is not only external factors from the HAI, but internal motivation and 
driving forces that are more important to sustain the momentum for 
quality improvement. There is a great demand and enthusiasm for quality 
improvement, which helps to minimize medical errors and adverse events 
and prevents disputes over quality of care with patients and relatives. 
Hospital governance decisions are important to ensure adequate resources, 
which contribute to strengthening and sustaining the quality assurance 
systems. 

5.2.3 Responses to the medico-legal environment

The court ruling of imprisonment for medical negligence in December 
2007 (see Section 4.3) caught the attention of the media and the medical 
community. This was amplified in 2008 when the Secretary General of the 
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Medical Council, Somsak Lohlekha, forbade district hospitals to perform 
surgical interventions unless an anaesthesiologist was present. As there is 
no policy on posting anaesthesiologists in district hospitals, the Secretary 
General’s action resulted in abrupt changes to the services provided by 
district hospitals. Since then, all surgical cases that were previously carried 
out successfully by district hospitals, such as hernia repair, appendectomy, 
caesarean section, vasectomy, tubal ligation and removal of bladder stones, 
have been referred to general/regional hospitals, resulting in increased 
burdens faced by these tertiary hospitals. 

Analysis of appendectomies from the NHSO national inpatient database 
confirms that of all appendectomies diagnosed by district hospitals, 26% 
were operated on by district hospitals in 2006, and this declined to 15% in 
2012. Complaints were also made by general and regional hospitals about 
unnecessary over-referral from district hospitals for surgical procedures that 
were once performed well by district hospitals. Also, in 2007, when the court 
ruling was made, the largest number of district hospital doctors resigned and 
joined private practices; this trend had a tremendous negative impact on the 
district hospital system, despite the fact that district hospitals are the major 
hub in translating UCS policies into equitable outcomes. 

6.  Discussion
The public sector plays a major role on hospital services, contributing 75% of 
the total hospitals and 79% of the total hospital beds in Thailand. The MOPH 
provides the largest share of hospitals and beds among public facilities. 
District hospitals, which constitute 74% of total public hospitals, are the key 
hub, as they are easily reached by the district population, and thus contribute 
to pro-poor utilization and government budget subsidies. It is vital for 
Thailand to sustain the performance of district hospitals and health centres in 
an integrated manner, in order to respond to the national demographic and 
epidemiologic transitions. NCDs require effective continuity of care provided 
by PHC facilities and home visits for chronic care. Effective referral backup by 
general/regional hospitals is also essential.

Although MOPH hospitals are very centralized in terms of policy formulation 
and appointment of managers, hospitals have full financial autonomy to 
generate, retain and use revenue to improve service capacity, subject to 
MOPH procurement rules and regulations in a transparent manner. 
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Historically, public hospital directors are physicians who practice 
management based on their experience, though increasingly they are 
formally trained in hospital management. Hospital directors who are not 
physicians are not well accepted by the medical community. The role of 
“hospital doctor director” has been described by Hughes et al. (2010). 

Figure 14 describes the inter-relationships among key actors in health 
systems, using principal–agent relationships (Grossman & Hart, 1983). 
The citizen is seen as the supreme principal (shown in the box labelled P) 
although quite powerless. The government, insurance purchasing agencies 
(the third party payers) and hospitals thus act as the agents (shown in the 
box labelled A) and they are expected to be accountable to the citizens, as 
shown by the arrows from the agent to the principal. The hospitals are the 
finite agents that are expected to be accountable to the principals – in this 
case the purchaser organization and the citizen – but are clinically powerful 
due to the information asymmetry between professionals and patients. 
This study shows that the professional ethics of doctors, the non-profit 
nature of public hospitals, and full-cost financing of services hold hospitals 
accountable to patients. 

Figure 14: Principal–agent relationship, Thailand case study
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Prior to the advent of the UCS in 2002, hospitals had already developed and 
strengthened their governance capacities in both management and technical 
fields, which provided the platforms for successful implementation of UCS. 
This study shows that the UCS does not contribute to improvement in 
hospital governance capacities, but the purchaser–provider split associated 
with the UCS results in a clear accountability framework between third-
party payers, the hospitals and the citizens. In the previous integrated 
model in which the MOPH owns and finances hospitals through supply-
side financing, hospitals did not necessarily need to be accountable to the 
citizens, as budget allocation was neither linked to numbers of patients 
served nor how satisfied patients were with hospital care. 

The service integration between health centres and district hospitals by 
financing outpatient services through a capitation budget for all UCS 
members in a given district contributes to a significant improvement in the 
governance of the district health systems. This has a positive impact on 
service quality, use of medicines and continuity of care through effective 
referral systems. 

Closed-end payment mechanisms, such as capitation and DRGs, result in 
technical efficiency through the use of quality low-cost generic medicines. 
Annual budgets for UCS are a full-cost estimate, based on outpatient and 
inpatient utilization rates and unit costs for providing services. Contractor 
providers felt that the budgets are fair to them. There are no “unfunded 
mandates”, as long as they operate efficiently by using generic medicines, 
bringing down prices through provincial bulk purchasing, actively 
screening and providing preventive services for chronic NCDs, offering 
health promotion to keep the registered population healthy, and keeping 
their costs and use rates lower than the national average. Through these 
strategies, hospitals can keep and use the surplus within their network. 

It should be noted that the consumer protection movement and 
democratized society support the improvement of public sector governance, 
including hospital governance. The media, in particular television, 
newspapers and others, hold the Government accountable. 
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Hospital quality is not only driven by stepwise quality improvement; 
active engagement and a sense of ownership among hospital staff members 
are also important for sustainable quality development. In this study, the 
HAI is not the principal as such – it has no contractual relationship with 
hospitals, but it allies with and uses the NHSO financial incentives to boost 
quality assurance and accreditation. 

7.  Conclusion
This study offers some insights into the public hospital sector in Thailand. 
Public hospitals, in particular the MOPH hospitals, play a critical role 
in the country. They are fully equipped and are distributed across the 
nation, in all districts. Prior to the launch of the UCS in 2002, technical and 
management capacities were fully strengthened, and thus served as a sound 
platform for effective implementation of the UCS. The DHS, consisting 
of district hospitals and all health centres, is a strategic hub for pro-poor 
utilization of services and pro-poor government budget subsidies. 

While the UCS does not have a direct impact on the structure of hospital 
governance, the purchaser–provider split and the contract capitation model 
(requiring populations to register with a network) established a clear 
accountability framework between the NHSO and the contractor provider 
network to respond to the health needs of the population. Hospitals 
responded to the UCS in a positive way as the budget is a full-cost estimate 
and equally available to public and private contractor networks. Capitation 
and DRGs result in cost containment and efficiency gains. In contrast, 
rapid cost inflation in the fee-for-service CSMBS outpatient care was noted. 
Hospitals responded to accreditation in a positive way, as they felt the need 
to ensure patient safety and prevent adverse events. 

The Healthcare Accreditation Institute (HAI), in working closely with 
stakeholders inside hospitals for more than a decade, supports the 
concerted movement toward quality improvement, although participation 
is on a voluntary basis. Tapping additional financial resources from the 
NHSO and the SSO to incentivize hospital quality improvement proved to 
be a major breakthrough, as the majority of hospitals have improved and 
achieved steps 1 and 2 and many have advanced to full accreditation (step 
3) in recent years. 
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Abstract
The Philippine health care system is characterized by a combination of 
public and private ownership of assets and services.  Household utilization 
of these services is still largely dictated by the ability to pay, with the 
Government providing direct service (through its health facilities) or 
premium subsidies to poor households under PhilHealth (the social health 
insurance programme), and the private sector focusing on middle- and 
higher-income households.  The purpose of this study is to determine how 
health sector reforms in the Philippines have affected hospital governance 
and delivery of services.

Hospital reforms in four facilities were studied: La Union Medical 
Center, Leyte Provincial Hospital, National Kidney Transplant Institute/
Hemodialysis Center–Fresenius Medical Care Public–Private Partnership, 
and the Southern Philippines Medical Center. Several lessons and trends 
were drawn from these case studies. 

The most profound health sector reform was the devolution of primary 
and secondary health services to local government units (LGUs) in 1992. 
Primary services refer to those provided in rural and city health units and 
barangay (village) health stations under municipal and city governments, 
while secondary services refer to those provided in district and provincial 
hospitals under provincial governments. The immediate effects of 
devolution were the rupturing of the referral system and the fragmentation 
of the financing of health services as the administrative, operational, and 
financial burden of devolved health facilities and programmes were turned 
over to LGUs while upper-level hospitals remained under the Department 
of Health.  

All the reforms initiated in the case study hospitals responded to the 
need for a stronger financial base to support and sustain better services. 
The reforms were achieved primarily through the expansion of internally 
generated (non-budgetary) funds; initially through patient fees and 
increasingly through PhilHealth reimbursements. Almost all of the reforms 
that have succeeded are based on central PhilHealth financing, without 
which internal revenue generation (based on patients’ fees and other non-
insurance sources) would be grossly inadequate. 
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In this regard, PhilHealth and participating hospitals need further 
strengthening to increase patients’ access to hospital services and utilization; 
make payment fair and efficient; and establish  a provider payment process 
between funder (PhilHealth) and accredited providers (hospitals, physicians) 
that is transparent and fair.
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Acronyms and abbreviations
BOT  Build-Operate-Transfer

DOH  Department of Health

IRA  internal revenue allotment 

LGU  local government unit

LUMC  La Union Medical Center

NKTI  National Kidney Transplant Institute 

PGLU  Provincial Government of La Union

PhilHealth  Philippine Health Insurance Corporation

PPP  public-private partnership

SPMC  Southern Philippines Medical Center

SSF  special service fee



190

1.  Introduction
1.1 Country context
In the last three years, the Philippine economy has blossomed beyond 
expectations, but this growth is yet to be realized in better health service 
coverage and the health status of all Filipinos. As the country aspires to 
become a higher-middle income economy, policy-makers need to focus 
on more inclusive growth and stronger human development. In the health 
sector, this is daunting as the country faces a double-edged challenge: 
the coexistence of the unfinished public health agenda reflected in the 
Millennium Development Goals with the emergence of the demographic 
and health transition leading to a higher prevalence of non-communicable 
diseases (NCDs) and increasing hospitalization.  NCDs are growing in part 
due to the ageing population, more rapid urbanization and congestion 
as well as work and lifestyle changes brought about by modernization 
and higher household incomes.  Thus, even with the best of public health 
interventions, there will be even more demand on hospitals in the future. 
The governance and performance of hospitals, therefore, is a critical policy 
issue.

Geography and politics
With a total land area of 343 449 km², the Philippines is an archipelago and 
its 7107 islands pose a key obstacle to transportation and communication 
in health care, creating a sensible referral framework for health facilities, 
and establishing a rational logistics system for commodities. Within 
major and minor islands there are geographically isolated, depressed 
areas where indigenous and poor people live in ancestral domains and 
fragile communities, often eking out a living in the harshest conditions. In 
some of these areas, the 30-year Leftist insurgency and Muslim separatist 
movements persist, disrupting Government and community investments in 
economic and human development.

The Philippines regained democracy in 1986 when a people-power 
revolution overthrew the dictatorial regime of Ferdinand E. Marcos who 
ruled with his cronies for over two decades. Since then, national-, local- and 
village-level representatives have been directly elected by popular vote. In 
1991, the Philippine Congress enacted the Local Government Code (R.A. 
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7160), leading to the devolution of primary and secondary health services to 
79 provinces, 143 cities, and 1484 municipalities.

Many non-governmental organizations are active in service delivery, 
sector advocacy and legislative monitoring. They include for-profit groups 
protective of professional and industry interests, business groups, civil 
society organizations, civil-servants’ associations, and Left-leaning pro-poor 
and anti-privatization lobby groups. Few formal opportunities exist for 
these disparate groups to achieve consensus on vital health-sector issues, 
and differences often boil over in street demonstrations.  Indeed, reforms in 
the health sector are often hindered by protracted discussions.

Demography and economics
The Philippines is now the 12th largest country in the world. In 2010, the 
population reached 94.4 million, from around 36.7 million in 1970. The 
2% annual population growth means that 1.9 million Filipinos are added 
each year. Limited economic prospects in rural areas often force people to 
troop to cities or to seek employment overseas, making many areas in the 
Philippines prematurely urbanized. About 49% of Filipinos now live in 
urban areas.

The population remains predominantly young, with 57% of the population 
below the age of 24. While total fertility rate has declined from 6.0 children 
per woman of reproductive age in 1973 to 3.3 in 2008, it remains one of 
the highest in Southeast Asia. Life expectancy at birth has also improved 
as the country addressed the major reasons for infant and child mortality 
and morbidity. These trends have led to a demographic transition, with a 
rising median age, declining dependency ratio and increasing proportion 
of elderly people (above 60 years old). With this demographic transition 
well underway, along with greater urbanization and Filipinos’ adoption 
of more modern diets and lifestyles, a health transition has also ensued. 
This is characterized by the falling – though still significant – burden of 
communicable diseases, and the rising burden of NCDs. The top ten major 
causes of mortality and morbidity now show a significant burden of NCDs 
such as hypertension, diseases of the heart and vascular system, malignant 
neoplasms, diabetes mellitus and renal diseases. 
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Until recently, economic growth in the Philippines has not been as rapid as 
the rest of East Asia. Because of the country’s high population growth, per 
capita income has virtually crawled at around US$ 2600 per year, putting 
the Philippines at the lower end of the middle-income bracket. The poverty 
rate has remained largely unchanged for decades: the figure marginally 
declined from 33.1% in 1991 to 28.6% in 2009 and 27.9% in 2012. 

Part of the problem with poverty in the Philippines – and therefore people’s 
access to health services – is due to the economy’s weak ability to create 
jobs, especially for the poorest households. Philippine economic growth 
has been described by one local economist as “development progeria” – 
the marked ageing of its industrial (especially manufacturing) base, which 
has been stagnant for many years in terms of its share of gross domestic 
product (GDP) and productivity. The Philippines exports a significant 
number of its workers, rather than creating employment for them at 
home. The country has been highly reliant on overseas Filipino workers’ 
remittances, and on revenues from its highly lucrative business process 
outsourcing (establishment by large multinational companies of call centers 
offshore, e.g., the Philippines and India, to cater to the service needs of their 
customers) and other service industries. But in the process it has neglected 
its manufacturing sector, which is often a source of employment for the 
poor.

Fortunately, although challenges remain – especially on poverty reduction  – 
the country’s macroeconomy has strengthened and stabilized. From a net 
external borrower of the International Monetary Fund, the Philippines has 
become a net external lender. The currency (Peso) has stabilized owing to 
massive foreign-exchange remittances. Gross international reserves are now 
at a very comfortable level (one year’s worth of imports). Economic growth 
over the past three years has been rapid, and the Government budget is 
now in surplus. The global rating agencies such as Standard and Poor’s and 
Fitch have conferred on the Philippines investment-grade status. 

Sector context
The Philippine health care system is characterized by a mixed public/
private ownership of assets and services. Household utilization of these 
services is still largely dictated by the ability to pay, with the Government 
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providing direct health services (through government-owned health 
facilities) or premium subsidies to poor households so that they can be 
members under PhilHealth (the social health insurance programme), and 
the private sector focusing on middle- and higher-income households. In 
effect, it is a dual health care system. Reforms in social health insurance 
are intended to reduce the adverse equity effects of such a system by 
providing choice to members and by reducing (if not outright eliminating) 
out- of- pocket payments by households at the point of service.

The Philippines is a major producer of health workers of different cadres 
and the official policy is to train staff to meet both domestic and external 
demand. The Professional Regulations Commission licenses around 2600 
physicians, 650 dentists, 67 000 nurses, 3900 midwives, 1400 medical 
technologists and 1200 pharmacists a year (NSO, 2011). While the health 
workers export policy seems well-intended, it has adverse consequences in 
the poor domestic retention rate.

Access to drugs remains difficult for poor households due to inappropriate 
financing (most drug purchases are funded out-of-pocket and bought at 
the point of need), procurement inefficiencies in the Government system, 
and an oligopolistic, private local production that is highly dependent 
on imported ingredients. Historically, the Philippines has had one of 
the highest retail prices of drugs in Asia. The Generics Drugs Law was 
passed in 1988 requiring providers to write out prescriptions in generics 
terminology, thereby giving consumers a choice of drugs to purchase and 
shifting the balance of power from doctors to pharmacists/consumers. 
However, it was not until the late 2000s that the generics drugs market 
blossomed and eased the supply problem, partly through parallel 
importation.  

In terms of overall health financing, the percentage of total health 
expenditure to GDP has increased, but at 3.4% is still lower than the 
5.0% prescribed by the World Health Organization, and lower than most 
middle-income countries. Per capita health expenditure has also increased, 
but out-of-pocket spending remains high as a percentage of total health 
expenditures (NSCB, 2013). Social health insurance spending has grown 
steadily, but is still low (around 10%) as a proportion of total health 
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spending. Government health expenditure has slightly increased since 2009, 
but the private sector remains the major funder of health.  

2.  Philippine hospital system 
The Philippine hospital network is a mixed public and private system that 
relies on multiple payment flows, including the Government budget (for 
Department of Health (DOH) and local government hospitals); PhilHealth; 
modest private health insurance (health maintenance organizations (HMOs) 
and private indemnity health insurance); and out-of-pocket financing.  In 
2011, personal health care expenditures amounted to PHP 338.9 billion, 
the vast proportion of which was accounted for by out-of-pocket spending 
(67%), and less so by Government (12%), social health insurance (10%), 
and private health insurance along with the private expenditures of 
corporations and schools (10%) (NSCB,  2013).

The infrastructure and staff complement of the Philippine hospital system 
have not kept pace with population growth. The number of hospitals has 
remained almost unchanged at around 1700–1800 since the early 1980s, 
while hospital beds per 10 000 people fell from 18 in the 1970s to just 10 in 
2000. This figure increased slightly to 12 beds per 10 000 people in 2010, but 
hardly reached the ratio established more than a generation ago.  

In 2010, there were 1812 hospitals (730 Government and 1082 private). 
Private hospitals have historically outnumbered government hospitals, 
although their share of the total has been declining due to low investments. 
In the 1970s, private hospitals accounted for around 75%, but this share 
went down to 67% in the 1980s, and measures 60% at present. While private 
hospitals are more numerous, they tend to be smaller (45 beds on average) 
than Government hospitals (which average 67 beds). Thus, the ratio of 
private and public hospital beds is around 50:50. As smaller hospitals are 
being constructed by the Government to bring health facilities closer to the 
rural areas, their average number of beds has dropped from 122 in 1976 to 
67 in 2010.  

The distribution of hospitals across regions has not changed much. 
The National Capital Region and adjacent regions (Central Luzon and 
Calabarzon) account for the largest number of hospitals (34% of the total). 
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At the other end of the scale are the relatively deprived Autonomous 
Region of Muslim Mindanao, Caraga, Mimaropa and the Cordillera 
Autonomous Region that have only 12% of the total number of hospitals. 
Government hospitals can be further classified according to who owns and 
manages them. Out of the 1620 Government hospitals in 2011, 75 (4.6%) 
are DOH- managed; 572 (35.3%) are LGU managed; 5 (0.3%) are owned by 
state universities; 28 (1.7%) are military; and 4 (0.3%) are managed by other 
government agencies.

The most profound reform that has affected the government health 
service and financing system is the devolution of primary and secondary 
health services to LGUs in 1992 (under the Local Government Code 
R.A. 7160). Under devolution, LGUs are entitled to a set level of internal 
revenue allotment (IRA) based on certain socioeconomic indicators (LGU 
classification based on tax revenues, area, population size and poverty 
rate), which they then allocate to various social services including health. 
Under this setup, DOH retained its roles of stewardship, policy-making 
and regulation as well as the ownership and management of 72 retained 
regional and upper-level hospitals, 17 regional Centers of Health 
Development and a handful of attached agencies, notably the Food and 
Drug Administration.

The immediate effects of devolution were the rupturing of the referral 
system and the fragmentation of the financing of health services as the 
administrative, operational, and financial burden of devolved health 
facilities and programmes were turned over to LGUs , while upper-level 
hospitals remained under the DOH. Thus, the previously integrated public 
health and upper-level hospital services were de-linked, weakening the 
referral system that had been built up over the years under a centralized 
system. In many LGUs, the devolved functions required far greater budgets 
than the devolved fiscal resources allocated. Moreover, devolution also 
stultified the health services in LGUs that were simply suboptimally-sized, 
while it energized similar services in LGUs that were financially better off 
or had more enlightened local government executives. The lack of an inter-
jurisdictional payment system for referrals and the mobility of patients as 
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well as the frequent bypassing of primary care and district hospitals has 
led to the further fraying of the financing and delivery system. This has 
manifested in overcrowded provincial and DOH hospitals, and under-
utilized health centers and district hospitals. Data show that all secondary 
and tertiary Government hospitals are operating way above 100% capacity 
while many Rural Health Units and primary hospitals are under-utilized. 
The network model that existed prior to devolution – based in a district 
catchment area with a district health structure that responds to it – has all 
but disappeared. DOH has been heroically trying to cohesively reorganize 
service delivery networks, but with little visible success.

Instead of increasing the local financing of health services, devolution has 
also led to a decline in the share of local health financing to total health 
expenditure (NSCB, 2013). The short term of office of local officials (three 
years, plus the possibility of re-election) also means the near-impossibility 
of sustaining any gains in local health service delivery, which may not be 
followed up by the subsequent LGU executive. Many local executives did 
not prioritize financing health facilities, especially hospitals, which are 
deemed a drain on local financing.  Indeed, quite a few of them successfully 
returned their hospitals to the DOH as “renationalized assets”. 

3.  Case studies of hospital reforms
3.1 La Union Medical Center
La Union is a geographically small province in the Ilocos Region (or Region 
1), with a medium-sized population of 720 000. La Union Medical Center 
(LUMC), a 100-bed hospital, is one of six hospitals that were turned over 
to the provincial government when health services were devolved in 1992. 
Prior to devolution, LUMC – originally called Doña Gregoria Memorial 
Hospital (DGMH) – served as the district hospital for 10 municipalities 
with a combined population of around 400 000 (Astom, 2012). Under this 
un-devolved and centralized setup, it obtained its annual budget from 
the DOH to which it reported, and acted as one of two primary referral 
facilities in the province’s second congressional district, which was also its 
health district.

When health services were devolved to the provinces and municipalities, 
the Provincial Government of La Union (PGLU), like the other provinces, 
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found itself in grave difficulty meeting the finances needed for its provincial 
hospitals. Before these reforms, the PGLU spent 33% of its annual budget 
on its hospitals – PHP 35 million alone being incurred for the running 
of DGMH. However, this amount was deemed highly inadequate by the 
PGLU and the hospital managers themselves, who estimated that the 
hospital would need an annual budget of at least PHP 80–100 million 
to bring its services up to par for its volume of patients; meaning that it 
must earn an additional PHP 45–65 million a year from patients’ fees. This 
underfunding was reflected in the limited staffing resources (especially 
specialist physicians), the sorry state of its basic infrastructure and the 
absence of high-end diagnostic and treatment facilities.   

The financing problem would have been addressed somewhat if the 
hospital had been able to retain patients’ fees. However, existing provincial 
policy dictated that all the funds generated by provincial hospitals had to 
be channelled to the Provincial General Fund, as was the practice in most 
LGUs in the Philippines. As a result, the hospital was unable to upgrade its 
diagnostic and therapeutic capacities.  Staff were also poorly paid and some 
positions were unfilled. 

In addition to the annual financing requirements of the provincial hospitals, 
the PGLU was also saddled with the administrative and operational 
burden of running the hospital. As a hierarchical unit of the Provincial 
Government, the hospital exhibited the usual problems associated with 
centralized management, which in turn were reflected in day-to-day 
problems such as poorly motivated and inadequate staff, weak information 
systems and severe delays in the procurement of hospital inputs, such as 
drugs. The hospital had difficulty recruiting qualified personnel because 
of the restrictions on salary levels which must follow provincial standards. 
The hospital was treated as just one of the units under the PGLU, and 
critical procurements were often delayed because of the high volume 
of provincial business transactions. Administrative, accountability and 
transparency structures and processes were inadequate, due to the low 
level of computerization in the PGLU as a whole.

In the late 1990s, the European Union (EU) chose the hospital as the site 
of an €11.3 million (PHP 650 million) hospital rehabilitation programme, 
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which triggered its policy and institutional reform programme spearheaded 
by the PGLU. The new buildings were turned over to the Provincial 
Government in December 2001.To manage this new facility, the PGLU 
committed to transform it from a hierarchical unit of the province into an 
economic enterprise and then eventually into a fully autonomous hospital. 
The Province’s vision for the hospital is for it to be run by professional 
managers working under the structure of a corporate economic entity 
– a vision that could not be realized if it stayed as an appendage of the 
provincial administrative structure. 

3.1.1 Reforms undertaken

The Local Government Code permits LGUs to run their social services as 
economic enterprises i.e., revenue-earning entities. Following the PGLU’s 
vision, on 8 April 2002 the Philippine President Gloria Macapagal Arroyo 
formally closed all operations of the old hospital before opening the 
new and renamed La Union Medical Center.  On 15 April, the President 
subsequently issued Executive Order No. 4 transforming LUMC into an 
economic enterprise for sustainability and development. Finally, LUMC 
was made an autonomous hospital through a special charter of Congress 
(Republic Act 9256) that was signed into law by the President in March 
2004. With this law, LUMC became the first LGU hospital that was turned 
into a non-stock, non-profit local government-owned and controlled 
corporation. So far, it is still the only LGU hospital to have achieved this 
status.

The autonomization of LUMC entailed a range of reforms in governance 
and management, including: a change in vision and mission (as a 
multispecialty centre involved in training and research); the expansion of 
its mandate and catchment area (from a district to a provincial hospital); 
advocacy with the municipal mayors of the province; the formation of an 
independent board of trustees; the creation of management teams in various 
technical fields; the installation of human resources, financial, procurement 
and other support systems; the training and capacity-building of its staff; 
the acquisition of new medical technology through outsourcing and 
public–private partnership (PPP) arrangements; and the implementation 
of a socialized pricing structure as well as the more focused claiming of 
PhilHealth reimbursements.
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3.1.2 Governance structure

The hospital’s enabling Act envisioned a governance structure that was 
transparent and accountable; with a wide latitude to carry out activities; 
efficient; and with a strong political will for change. Through its enabling 
Act, the hospital ceased to be a unit of the PGLU hierarchy and became an 
independent institution governed by a Board of Trustees, with the governor 
of the Province as the Chairman, the Vice Governor as Vice Chairman, and 
15 others as Trustees. The Provincial Governor acting as Chairman of the 
Board was intended to ensure that the PGLU’s commitments, in terms of 
budgetary support (PHP 30 million a year), would continue.

As an autonomous hospital, LUMC is deemed to be a Government 
corporation owned and controlled by the province of La Union. Its charter 
makes it independent and flexible in making decisions pertaining to its 
institutional direction and operations. The changes in accountability and 
decision-making pertained to a wide range of functions including the hiring 
and firing of staff; the procurement of civil works, equipment, goods and 
services; fee setting and retention; the generation/mobilization and use of 
internally generated funds; and contracting arrangements e.g. entering into 
PPP. 

The creation of the Board of Trustees means that the governance of the 
hospital and decisions about its strategic direction were moved from the 
Office of the Governor, which barely had time to deal with hospital issues 
in the past, to a dedicated number of Trustees selected for their knowledge 
of hospital development. The Trustees were selected from among 
Government and private sector leaders who were knowledgeable about 
health sector development. The initial key decisions made by the Board had 
to do with the review and approval of the hospital’s Economic Enterprise 
Sustainability Framework which covered: 

•  the finance and pricing strategy, which defined the overall 
resource mobilization of the hospital including PhilHealth 
reimbursements, patients’ fees and subsidies from the PGLU; 

• human resources development and the alignment of staff and 
incentives along a corporate structure and culture, and the 
increase in the number of employees from 138 to 278 plus 48 
others to implement improved career-path arrangements; 
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•  administrative and operational computerization, including that of 
the hospital’s accounting and financial system; and 

•  centralized procurement and supply chain management. The 
Board and senior hospital managers were also mandated to 
undertake advocacy work with municipalities whose constituents 
will be using the newly corporatized hospital.

The day to day running of the hospital was assumed by a professional team 
along with the 17 hospital committees mandated by the hospital’s enabling 
Act, including the Committees on Staff Promotion and Selection, Training and 
Research, Grievance and Ethics, Therapeutics, Utilization Review and Quality 
Assurance, and others. The management team obtained Board approval 
for the following key elements of hospital operations: i) joint venture (PPP) 
agreements for access to medical equipment, including a haemodialysis 
machine and laboratory equipment. Under these agreements, the private 
investors place their machines on the hospital premises before paying the 
staff, rent and other necessary costs and then share 15% of the revenues with 
the hospital; ii) fee-setting and cost-recovery, which is based on the principle 
of ability to pay,  the implementation of payment in-kind or in-service, and 
the subsidization of the poor; iii) other income-generating activities including 
the operation of a pharmacy, the income from which augments the funds for 
medicines for indigents; and iv) the installation of an integrated information 
system which interlinks computers in billing and cashier sections for easy 
monitoring of cash flow. LUMC has also installed the new Government 
accounting system to ensure transparency and efficiency.

3.1.3 Results of reforms

LUMC was given the prestigious Gawad Galing Pook Award for excellence in 
local governance in 2004, from among 189 entries nationwide. It is frequently 
cited as a model for Philippine hospital autonomization and corporatization. 
Among its key achievements have been the following: i) the total number 
of patient discharges per year has increased from an average of 8 056 in 
1995–2001, prior to the autonomization, to 11 481 in 2002–2008 afterwards; 
ii) within the same period, charity inpatients declined from 84.7% of the total 
number discharged to 53.4% due to the enrolment of a significant number of 
households under the PhilHealth Sponsored Program whose premiums are 
subsidized by the Government; and iii) correspondingly, the proportion of 
PhilHealth inpatients increased from 10.2–38.8%, while private pay patients 
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increased from 5.1–7.8%. Outpatient department patients increased from 
23 856 in 2002 to 49 434 in 2008.  

In terms of financing, the hospital’s PhilHealth collections increased 
several-fold from PHP 1.1 million in 2002 to PHP 19.1 million in 2008. 
Moreover, total collections from all hospital services – inpatient as well as 
outpatient, pharmacy and diagnostic services – increased from PHP 11.1 
million in 2002 to PHP 57.8 million in 2008.   

From the point of view of the PGLU, which owns the hospital, the 
hospital autonomy given to LUMC has freed the LGU of day to day 
operating problems as well as from worries about fiscal issues concerning 
its management. From the point of view of the hospital management, 
LUMC’s conversion into an autonomous corporate entity has been helpful 
in obtaining greater management latitude through the exercise of hospital 
corporate powers; the acquisition of technical expertise in such areas as 
medical technology, organizational management and other scarce skills 
through hospital Board membership; entering into contracts and other 
legal transactions, especially with respect to the acquisition of medical 
equipment through PPP; greater leeway in managing employees, free from 
the constricting civil service regulations; and greater overall stability as 
hospital governance is shielded from changes in local administration and 
elections. From the point of view of the employees, the autonomy and 
improved financial position of the hospital has given them better working 
conditions, more stable jobs and better salary structures, relative to what 
they experienced before the autonomy.

3.2 Leyte provincial hospitals 
Leyte is an island province in Eastern Visayas (or Region 8) with 
40 municipalities and a population of 1.5 million in 2012. Although 
the province is politically independent, two cities are also within the 
province, Ormoc and Tacloban – a highly urbanized area. The Leyte 
Province inherited 12 public hospitals (nine district- or secondary-level 
and 3 community- or primary-level) when these were turned over by the 
DOH in 1992. Until the Province-wide hospital reforms were initiated in 
Leyte in the early 2000s, these provincial hospitals were operated and run 
independently by each hospital director, although they obtained their 
budget from the Provincial Government.
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As in any province that inherited hospitals from the DOH, Leyte’s hospitals 
were poorly funded, mainly because the annual revenue the Province 
received from the national Government was not enough to fund the social 
and other services that the Province inherited. Moreover, Leyte Province 
is not wealthy and has few revenue sources. The Province was spending 
as much as a third of its IRA on running its hospitals, and the costs were 
increasing every year. In 2003, the provincial hospitals had combined 
running costs of PHP 227.3 million but were only collectively generating 
hospital revenues of PHP 7.3 million a year, necessitating a provincial 
subsidy of PHP 220.0 million. In the following year, the hospitals’ costs 
increased to PHP 233.8 million; and, although their revenues also increased 
to PHP 10.4 million, overall the subsidy required increased further to PHP 
223.4 million.

The underfunding manifested itself in the poor condition of the hospitals, 
including dilapidated hospital buildings; poor facilities and services; 
a shortage of doctors who were poorly motivated and who were often 
nowhere to be found; poorly motivated hospital employees; and a lack of 
medicines and hospital supplies. Due to the bad reputation of these public 
hospitals, they tended to cater only to poor and lower-middle-class patients. 
And because of the worsening conditions of these hospitals, their overall 
census declined from 5867 people in 2003 to 5531 people in 2004.

The financial rescue and reform of the Leyte provincial hospitals focused 
on retaining medical doctors.  In the view of the then-incoming Provincial 
Governor, hospitals cannot be sustained without doctors who are not only 
the medical providers but the generators of revenues through their services 
as well. This vision involved hiring full-time doctors and lessening the 
reliance on part-time private doctors, incentivizing doctors by maximizing 
the collection of PhilHealth reimbursements, and imposing reasonable fees 
on users, except the poor.  

3.2.1 Reforms undertaken

There are two complementary flanks of the hospital reform programme in 
Leyte. The first is Leyte’s own provincial hospital reforms, i.e. financing 
and supply-side reforms (Petilla, 2013). The second involves reforms to 
the PhilHealth social health insurance programme, which now provides 
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premium subsidies to the poor and quickens the eligibility verification 
system so that members can access services and make reimbursement 
payments to the provincial hospitals more easily. These reforms are deemed 
innovative in the context of the Philippines. This is because they focused 
not on infrastructure (the usual starting point of many hospital upgrading 
programmes), but on building a self-sustaining system of health financing. 
This makes it possible for physician and human-resource improvements 
to be made on public hospitals without entailing direct budgetary infusion 
from the provincial treasury. 

The Leyte provincial hospital reforms were initiated by Carlos Jericho L. 
Petilla when he became Governor in 2004 and was re-elected for another 
three-year term in 2007. A private-sector business manager by profession, 
he realized that the financial difficulties of these hospitals can only be 
addressed through more aggressive revenue generation, professional 
management and better incentives to doctors and staff. As soon as he 
assumed office, Governor Petilla created the Hospital Enhancement for 
Leyte’s Progress (HELP) programme in August 2004. 

The first flank of this reform programme is fee-generation and the 
earmarking of funds for hospitals with set rules under the Office of the 
Governor for their distribution as staff incentives. This is supported by 
the Special Service Fee (SSF) scheme – a user-fee programme started in 
the Leyte Provincial Hospital in Candahug, Palo and then expanded to 
the other provincial hospitals to generate financing for the retention of 
doctors and upgrading of hospital services. To achieve this, patients are 
asked and assessed by a social worker whether they want to stay in the pay 
ward (PHP 800/day) or free ward, and whether they prefer the services of 
their personal doctor (for which they have to pay) or not. Poor patients, 
as determined by the social worker in the hospital, are not required to 
pay. Patients pay only to hospital cashiers, while payments to individual 
doctors are strictly forbidden (enforced via closed-circuit TV cameras in 
the hospitals). A patient who agrees to these terms signs a consent form 
and a hospital representative issues the corresponding SSF slip. All fees 
are standardized across all provincial hospitals (which were all secondary 
level), and collections are centralized in a single fund under the Provincial 
Government. 
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Other elements of this reform programme include formally allowing dual 
practice among doctors; the setting aside of private wards in Government 
hospitals where paying patients stay; the creation of a dedicated fund 
where hospital fees are collected; and the formulation of rules on how 
these funds should be used.  As stipulated in a 2006 Provincial Board 
Resolution, the SSF revenues are distributed as follows: 70% for the 
attending physician, 20% for the support staff, and 10% for the Province 
(since the hospital continued to receive subsidies from the Province). Of the 
20% given to support staff, 50% was allocated to the assisting physician, 
physician aides, operating room nurses, pharmacist and the chief of clinics.

Leyte’s resource mobilization programme for hospitals also involved 
the more focused claiming of PhilHealth reimbursements (hospital fees 
and professional fees), and the setting of rules for their use (rather than 
discretion). As stipulated in the Provincial Board Resolution, PhilHealth 
hospital income is distributed in a way that corresponds to the expenditure 
of each hospital. This benchmark amount is deducted from the gross 
income of the hospital to yield its net income: 50% of each hospital’s net 
income goes to the provincial coffers (since hospital staff remain provincial 
employees) and 50% goes to the hospital. Of the 50% retained by the 
hospital, 30% is allocated to maintenance and other operating expenses, 
30% to capital outlay, and 40% to employee incentives. Of the 40% 
allocated to employee incentives, 20% is for hospital doctors and 80% is for 
nonmedical staff.

PhilHealth professional fees for doctors are distributed as follows: 20% 
goes to the Provincial Health Development Fund which was established 
to pool funds for the improvement of provincial hospitals, and 80% is a 
professional fee, of which 85% was given to the obstetrician/gynaecologist 
or other specialist (or 75% to a surgeon with assistant), 10% to the assisting 
doctor or nurse, 5% to the chief of hospital, and 10% for the pool to be used 
for other health workers.

The second flank of the hospital financing reforms in Leyte involved 
improving the management of PhilHealth members’ eligibility through the 
creation of a call centre called PhilHealth LINKS in 2010 in Tacloban – the 
regional centre of Eastern Visayas. This was also initiated by Governor 
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Petilla, through close coordination with the regional office of the PhilHealth. 
The PhilHealth LINKS call centre responds to the problem of protracted 
and often missed identification of PhilHealth members, especially those 
who were enrolled quickly under the premium subsidy programme and 
who have not received their membership cards.  

A major problem of PhilHealth is the low demand for benefits by its 
members. The 2008 Benefit Delivery Review indicates that only 6.2% of 
PhilHealth members utilized their membership for inpatient hospitalization 
that year. This problem has been traced to many factors, for example, 
the cost of reaching members through information, education and 
communication campaigns is very prohibitive. Many new members, such 
as poor families whose premiums are paid for by the government under the 
Sponsored Program, were handed out membership cards which contained 
little information on how they should be used. Members often misplace the 
cards, or find it difficult to prove they are members because they are unable 
to produce birth certificates and meet other administrative requirements. 
PhilHealth’s policy on dependents is also extremely complicated (e.g.  the 
children of single mothers are particularly disadvantaged, since single 
mothers and their children are not legally deemed “family”). Households 
are often unaware of the need to renew their membership annually, 
which may have lapsed as a result. Some hospitals prefer cash payments 
rather than delayed PhilHealth reimbursements and may intentionally 
control members’ access to benefits.  Prior to the introduction of case rate 
payments, complicated PhilHealth rules on birth delivery – PhilHealth 
reimbursed delivery expenses only up to the fourth child, for example 
– also disincentivized many health facilities from assisting PhilHealth 
members to claim such benefits. 

To correct these problems, PhilHealth Region 8, through the intervention of 
the Leyte Provincial Governor, initiated the LINK call centre that members 
can contact to assist in the verification of their membership. The Province 
of Leyte pays for an employee (PhilLINK) stationed at the call centre 
who serves as the call-centre agent for all 12 hospitals of the Province. In 
addition, the Province pays for provincial employees (PhilHELP) stationed 
within the 12 hospitals, who assist members when they are admitted 
and provide information on their health insurance benefits until they are 
discharged with completed claims forms.
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Call inquiries from across Leyte to PhilHealth LINKS have increased from 
5815 in 2011 to 24 994 for the first six months of 2013. Correspondingly, 
during the same period, new members have increased from 4856 to 18 918. 
Largely because of this system, as much as 76% of the callers during the 
first six months of 2013 have been confirmed to be PhilHealth members – 
higher than the 74% in 2012. As a result, the PhilHealth claim rate by Leyte 
hospitals has improved dramatically. For instance, data from the Leyte 
Provincial Hospital in Palo showed that only 30% of the patient census in 
2005 consisted of PhilHealth members. This proportion had increased to 
75% by 2011. 

3.2.2 Governance structure

The hospital reform programme was orchestrated under the Office of the 
Governor who created the Provincial Ad Hoc Committee on Health in 
August 2004 to implement the vision laid out in the HELP Program. The 
Committee met and drafted the necessary rules and guidelines on the 
sources and allocation of fee revenues and PhilHealth reimbursements; 
the training and study tours for medical and nonmedical hospital staff; the 
installation of a financial management information system; the acquisition 
of medical equipment; and the approval of hospital facility improvement 
plans. Consequently, the Committee became the de facto governing and 
decision-making body for the HELP Program. The rules and guidelines, in 
turn, were issued as Executive Orders, Provincial Resolutions or Provincial 
Board Ordinances by the Office of the Governor. For regional initiatives, 
the Office of the Governor works very closely with the Regional Office of 
PhilHealth. For example, on the LINKS call centre programme.

Health service devolution transferred the governance of hospital services 
from the national Government to provincial government units in 1992, 
which then funded them largely with meagre IRAs from the national 
Government. This left many hospitals under the de facto governance 
of individual directors.  For many years, this governance function was 
passively dispensed by most LGUs that did not know what to do with these 
assets and deemed them financial liabilities. The Leyte hospital reforms 
are important in the Philippine context for two reasons. First, they were 
the first attempt to deal with hospital financing in a comprehensive and 
politically active manner, using the same governance function that has been 
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available to LGU executives since 1992. Thus, while the Leyte Governor 
did not acquire additional powers, he simply exercised the functions that 
the Local Government Code conferred on him, and which many similarly 
placed LGU executives have difficulty exercising. What does seem to set the 
Leyte Governor apart from the other provincial executives is his vision and 
technical knowledge of how to go about the reform programme.

Second, the Leyte reforms reorganized the governance of LGU hospitals 
from individual directors left mostly on their own, to a governance system 
resembling a holding corporation under the Office of the Governor, issuing 
policies and guidelines to be followed by all hospitals in the Province. It 
is also critical to note the importance of the common fund, obtained from 
all sources and retained by the Office of the Governor – i.e. 10% of the SSF, 
20% of the PhilHealth professional fee revenues and a benchmark amount 
from the PhilHealth hospital reimbursement.  This income is used as an 
equalization fund to ensure that the provincial hospitals do not develop in 
an unbalanced way. To sustain the impetus of the reforms and ensure that 
standards are commonly applied across all provincial hospitals, relevant 
provincial resolutions and ordinances have been passed. These also make 
certain that the reforms will continue beyond the term of office of the 
elected provincial officials. 

3.2.3 Results of reforms

The positive impact of the reforms has been unmistakable. The overall 
budget of the 12 provincial hospitals increased from PHP 227.3 million in 
2003 (at the start of the reforms) to PHP 272.2 million in 2012. During the 
same period, income generated from fees and PhilHealth reimbursements 
increased from a measly PHP 7.3 million to a whopping PHP 118.4 million.  
As a result, the level of provincial subsidy has declined from PHP 220.0 
million to PHP 153.8 million as planned. The subsidy is expected to decline 
further to about PHP 100.0 million in 2013 as PhilHealth reimbursements 
increase. Also, as a result of more citizens being enrolled in PhilHealth, the 
revenues from the SSF have remained stationary at around PHP 4.0 million 
a year since 2011.

Doctors are now much better remunerated. There are no longer any 
vacancies for medical specialists in any of the provincial hospitals. Indeed, 
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there is a queue of doctors wanting to apply. Provincial doctors earn 
anywhere from PHP 40 739–162 169, probably the best-earning provincial 
government doctors anywhere in the Philippines. 

Despite the increase in fees for those with ability to pay, overall hospital 
census among provincial hospitals has nearly doubled from 5867 people 
in 2003 to 9973 people in 2012.The patient profile has also changed: while 
only 29% of the patients were PhilHealth members in 2005, this had risen 
to as much as 74% by 2011.Primarily due to the hospitals’ better technical 
capacity and services, and much-improved physical amenities due to 
capital upgrading, referrals from Rural Health Units have increased from 
849 patients in 2005 to 983 patients in 2011, while referrals to other hospitals 
declined from 337 to 293 patients over the same period, mainly because 
improvement in the hospital allowed it to provide services to these patients 
who used to be referred.

3.3 National Kidney Transplant Institute/Hemodialysis Center– Fresenius 
Medical Care

The National Kidney and Transplant Institute (NKTI) is one of the 
four apex and autonomous hospitals established by the then President 
Ferdinand Marcos in the early 1980s – all located within a kilometre-radius 
of each other in Quezon City’s central business district. Established in 1983, 
NKTI is a Government owned and controlled corporation that has evolved 
into one of the top kidney and liver transplant hospitals in Asia. 

During the first few years of NKTI’s operation, it had five haemodialysis 
machines used by inpatients and outpatients. In response to the rising 
number of dialysis patients, NKTI purchased 16 additional machines in 
1998 through public bidding using the hospital’s budget for capital outlay. 
In 2000, four additional haemodialysis machines were purchased. These 20 
machines provided 144–180 haemodialysis sessions for patients on twice-a-
week treatments. At this scale, NKTI’s Hemodialysis Center was the largest 
in the country. But, at this capacity, the hospital was still turning away three 
new dialysis patients each day. However, in the wake of the Asian financial 
crisis during the late 1990s/early 2000s, the DOH was unable to increase the 
capital and recurrent budget of the hospital, as was also the case with the 
other DOH-retained hospitals.
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The increasing demand for haemodialysis procedures coupled with 
the hospital’s financial difficulties, led to an impending vicious cycle of 
worsening services. An analysis of the problem showed that the daily 
pressures on the capacity of the Hemodialysis Center were creating 
frequent equipment breakdowns which caused logjams in maintenance, 
repair and other technical support (Riego-Javier, n.d.). Owing to the 
complex and protracted government bidding and procurement procedures, 
response times for repair and replacement of spare parts (usually 2–3 days) 
worsened, leading to the cancellation of treatments.  Emergency cases 
could not be accommodated immediately due to the lack of machines; or, 
when they were given priority, other patients had to be dislodged from 
their original schedules, causing patient dissatisfaction. Due to increasing 
demand, the hospital warehouse became unable to accommodate all the 
necessary supplies to support haemodialysis services, leading to further 
delays. The staff were also showing fatigue as they had to juggle patients 
with whatever equipment was available, and staff turnover was becoming 
a problem. The hospital’s ownership of the equipment became a major 
management burden, and their replacement added to the problem due to 
the overall freeze in capital outlay.   

The dilemma of increasing patient load and zero capital financing led the 
hospital’s management and Board to consider other options aside from 
the traditional financing of investments. In 2001, according to hospital 
administrators (led by Dr Aileen Riego-Javier, Executive Director), the 
expansion of the hospital’s Hemodialysis Unit became an essential and 
immediate priority of NKTI. The hospital management, working with 
the hospital Board, developed the following objectives: i) to expand 
the provision of haemodialysis services with a total of 31 machines, 
increasing the number of slots to 372 per week, for patients on twice-
weekly treatments; ii) to establish a world-class haemodialysis centre in 
the country, with a separate facility for inpatients and another facility for 
outpatients; iii) to provide the best quality of haemodialysis treatment at 
an affordable cost; and iv) to provide a regular training programme for 
the hospital’s haemodialysis nurses along with technicians from other 
Government hospitals.
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3.3.1 Reforms undertaken

To solve the problem of the high costs of new equipment and sustaining 
supplies for 180 haemodialysis sessions per day, in addition to removing 
the responsibility for maintenance and repair from management, the 
hospital embarked on a PPP arrangement with an external partner via 
public bidding. The PPP strategy follows the national Government’s Build-
Operate-Transfer (BOT) or long-term lease approach that was being applied 
in large infrastructure projects but had not been tried in the health sector. 
The legal framework for this reform in service delivery and financing 
had already been established under R.A. 6957 (BOT Law), as amended by 
R.A. 7718, which authorized the financing, construction, operation and 
maintenance of infrastructure projects, including health, by the private 
sector.

The BOT scheme is a type of financing for long-term Government 
infrastructure projects, which sees the Government providing a lengthy 
concession to a private partner that arranges the building, operation and 
eventual transfer of the infrastructure. In return, the Government agrees to 
pay an annual unitary payment to the private partner until the concession 
ends. Hospital BOT, or its other variants, is a form of performance-based 
financing, since the concession agreement specifies the benchmark that the 
contractor is legally obligated to meet in exchange for the payment from 
Government.

The NKTI Hemodialysis Center is a PHP 54 million facility constructed as 
a PPP between NKTI and its private partner, Fresenius Medical Care. NKTI 
had a minimum equity contribution of 20% and Fresenius Medical Care put 
up 80%. The contract period initially ran for five years (2003/04– 2007/2008) 
but has since been extended for another five years (2009–2013).  Fresenius 
supplied and replaced the Center’s haemodialysis machines including 
state-of-the-art water treatment and dialysis reprocessing technology; 
provides service technicians at all times; and ensures the around-the-clock 
availability of supplies. NKTI, in turn, pays the lease provider a fee per 
treatment in accordance with the pre- agreed lease payment schedule. It 
also meets the space, staff and utility requirements; monitors the partner’s 
quality performance in accordance with international standards; and 
ensures compliance with relevant Government regulatory health policies.
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3.3.2 Governance structure

The BOT/PPP was put in place largely by the NKTI management team 
based on the decisions of the autonomous hospital Board. Would NKTI 
have succeeded in formulating and carrying out the Hemodialysis Center 
PPP if it were not autonomous? Hospital administrators have reported that 
its autonomy has allowed managers and Trustees to be more open-minded 
about potential options and more flexible in negotiations with potential 
offerors. Autonomous hospitals can also exercise greater latitude in terms of 
the size and modality of procurements and contracts, which non-autonomous 
hospitals cannot. Moreover, by delegating governance and decision-making 
to the Board of Trustees, the DOH has been able to devote more of its time to 
other pressing matters in the health sector.  

However, as the following case study (Southern Philippines Medical 
Center) shows, the lack of hospital autonomy is not a complete deterrent 
to hospital reforms. Certain reforms can still be carried out even if the 
hospital is not autonomous, provided it has visionary leadership, adequate 
technical capacity to formulate and implement the reforms, and set rules and 
guidelines on how specific reform measures and operational aspects are to be 
achieved. Hence, while autonomy can be a facilitating factor for reforms, it is 
not the only key that can unlock potential innovations. 

The major change in accountability and decision-making that resulted 
from this BOT/PPP reform is the delegation of day-to-day management of 
haemodialysis – equipment acquisition, procurement of supplies, scheduling 
of preventive maintenance, training of haemodialysis nurses – to the private-
sector partner (Fresenius), based on the contract that both parties signed. In 
other words, the contract became the governing instrument for the reforms 
to take place. To make such an arrangement work requires a strong and 
high-level regulatory and monitoring capacity within the hospital. It is not 
clear, however, whether this is a governance or a management responsibility, 
although it does seem to be dispensed by both. 

3.3.3 Results of reforms

NKTI was able to acquire the latest haemodialysis technology and expand 
its services to more patients at the same cost of treatment and less risk to the 
Government – such as the risk of project non-completion. The project was 
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formulated and awarded in a short time (about two years). Thanks to more 
machines and greater reliability, haemodialysis treatment has been extended 
to more Filipinos. From 2007–2010, the total number of dialysis patients 
reached 27 522, or around 6880 a year (or 19 a day).  Access among those 
with a limited ability to pay has been enhanced – the fee at NKTI (around 
PHP 2000 per week) is still far more competitive than those in the private 
sector (around PHP  4000 per week). The PPP has also intensified nurses’ 
training programmes and improved the rotation of nursing staff. Nursing 
staff turnover has also been controlled. Finally, while the hospital’s annual 
Government budget has remained fairly constant since 1998, hospital fee 
revenues have increased dramatically and haemodialysis revenues have 
consistently outpaced the payment made to the PPP partner since the scheme 
started.   

3.4 Southern Philippines Medical Center
The Southern Philippines Medical Center (SPMC) is a tertiary referral 
hospital in Davao City – the largest metropolitan area in Mindanao, the 
Philippines’ second largest island. It is one of 72 hospitals retained by 
the DOH when health services were devolved in 1992, and serves as the 
regional hospital for the Davao Region, an agriculturally rich area. It has 
an authorized bed capacity of 600 but its average inpatients per day reach 
1107 – a bed capacity exceeding 226%. The outpatient department attracts, on 
average, 1096 patients per day.

Like most large retained DOH hospitals, it is not autonomous and has 
faced financial difficulties for many years. It has not received a budget 
for capital outlay over the past three years (2010–2012), even though its 
patient-load increases every year. Its recurrent budget barely increased from 
PHP 250 million in 2011 to PHP 261 million in 2012. Given the more pressing 
needs of the DOH, it did not seem likely that the hospital would get relief 
from its financial problems with help from the national Government. The 
zero capital outlay meant the hospital was not able to improve and upgrade 
much-needed diagnostic and therapeutic equipment, much of it in bad 
condition. Given its sizeable patient-load, drug shortage was also common.

In 2008, the hospital conducted a stocktaking exercise which identified 
revenue generation, through the maximization of PhilHealth benefits, as 
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the key strategy to get out of its financial difficulties (Vega, 2013). This 
would also pave the way for the hospital’s future of efficient, effective 
and sustainable service delivery based on medical upgrades and much-
improved human resource development. The chain of problems originated 
with the poor morale of employees, most of whom deemed claims-filling to 
be an additional and needless task, used as they were to passively receiving 
DOH subsidies and not having to actively earn it, as is the case with 
health insurance reimbursements. This staff attitude resulted in inaccurate 
data, miscoding and the computation of claims. This arose, in turn, from 
inadequate receipts; poor and unreadable penmanship, especially of 
doctors; a lack of information among doctors and nurses about the benefits 
of PhilHealth claims; a lack of knowledge among billing clerks on claim 
preparation, prescriptions using non-PNDF (Philippine National Drug 
Formulary) which PhilHealth does not pay, and the use of non-standard 
paper. The combined effect of these problems was a high rate of “return to 
hospital” claims, many of which were denied payment by PhilHealth. Poor 
collection followed, setting off a vicious chain ending with ill-incentivized 
workers.

3.4.1 Reforms undertaken

Three interrelated reforms were undertaken at the SPMC: hospital financing 
reforms to increase the revenue flow; the adoption of drug consignment 
as a system of accessing drugs from the private sector; and PPP as an 
approach to greater access of diagnostic technologies. To break the chain of 
low finances due to a lack of claims submitted to PhilHealth, the hospital 
management adopted a multi-pronged approach to maximize health 
insurance reimbursements, thereby significantly increasing the flow of 
revenues needed to improve the running of the hospital. First, management 
decided to gradually increase the number of PhilHealth billing staff from 7 
to 40; provide regular training to appropriate doctors and nurses in ICD-10 
– a standard for medical diagnosis and billing codes endorsed by the World 
Health Assembly; and assign three doctors as medical adjudicators. Second, 
all nurses were trained in the precise charging of supplies for procurement, 
to be reflected in costs. Third, a quality assurance system was put in 
place for documents to be near-perfect (“PhilHealth friendly”); increase 
compliance among doctors and nurses, while improving the legibility of 
their penmanship; and make all PhilHealth computations accurate.
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To address the recurrent problem of drug shortages, the hospital pioneered 
a drug consignment system in which private pharmaceutical suppliers 
placed their inventories in the hospital and SPMC merely paid for what it 
consumed on a periodic basis. Thus, there was no upfront cash payment 
involved, and the hospital management was freed of the inventory task and 
stock-out problem.

To have access to modern medical equipment without resorting to large 
upfront investment, the hospital management adopted an innovative 
PPP involving a publicly bid, multiyear (usually 3–5 years) consignment 
of medical equipment through unit-cost-per-test payment to the private 
partner. These were put in place for new chemistry and immune-assay 
analyzers (at an estimated cost of PHP 14.8 million), two haematology 
analyzers (at an estimated cost of PHP 6.0 million), dialysis machines 
(at an estimated cost of PHP 14.0 million), computed radiography and 
digital radiography equipment (at an estimated cost of PHP 35.0 million), 
and 50 mechanical ventilators (at an estimated cost of PHP 77.4 million).
The hospital also entered into publicly bid lease-to-own partnerships 
(usually within 5 years) with the private sector which covered: a 16-slice 
computerized tomography (CT) scan (at an estimated cost of PHP 31.0 
million); and a 128-slice CT scan (at an estimated cost of PHP 77.0 million).

3.4.2 Governance structure

The hospital remained non-autonomous before, during and after the 
reforms. Its governance structure remained the same – as a DOH-retained 
hospital. This case study shows that the reforms were facilitated by strong, 
visionary leadership (the hospital Director was in the private sector before 
going into the Civil Service) rather than an explicit change in institutional 
governance. However, the contracts with private suppliers (pharmaceutical 
and equipment consignments) became the basis of the governance 
structure. It also helped that there was strong agreement among hospital 
managers on what needed to be done as well as the approach to get there. 
Finally, the hospital rules and guidelines on PhilHealth claiming and 
reimbursement as well as PPP/consignment provided the institutional basis 
on how to implement the reforms.  
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3.4.3 Results of reforms

The reforms have resulted in an increase in the proportion of PhilHealth-
covered patients, from 32% in 2008 to 44% in 2012. Correspondingly, 
PhilHealth reimbursements have increased dramatically from PHP 170.4 
million in 2008 to PHP 436.9 million in 2012. Due to the 156% increase 
in PhilHealth reimbursements, the hospital has been able to embark on 
a large-scale capital investment programme including: the upgrading of 
two pay wards; the construction of a new pay ward and nurse station; the 
upgrading of the PhilHealth service ward; improvement in the specialty 
wards (obstetrics/gynaecology; ear, nose and throat; internal medicine; 
pediatrics); the installation of a pneumatic tube to carry drugs and other 
vital supplies around the hospital; the improvement of the halal dietary 
provision; and the construction of the canopy and façade of the hospital 
complex.

The drug consignment system has solved the problem of chronic drug 
shortages in the hospital. Private suppliers appear to be happy with the 
arrangement, mainly because the hospital is now generating large revenues 
from PhilHealth reimbursements and is able to pay for the drugs consumed 
by patients. A Department of Health Administrative Order has been drafted 
for the adoption of drug consignment nationwide among Government 
hospitals, based on the pioneering experience of the SPMC. In 2011, the 
system was recognized as a health-market innovation with an award 
from the Philippine Institute for Development Studies, and has since been 
replicated in other Government hospitals.

4.  Environment affecting public hospital governance
4.1 Internal environment 
Active and visionary leadership and management is the most critical 
element of hospital reforms. Where this is missing, reforms cannot be 
initiated and sustained. Given a reform- or health-unfriendly leader, 
Filipino Civil Servants in the health sector tend to simply wait out the end 
of the tenure of the political leader or the reassignment of the appointed 
officer.  
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All the reforms detailed in these case studies relate to financial difficulties. 
While PhilHealth reimbursements have become more available, many 
hospital directors and local government executives are ill-equipped 
to understand and deal with the intricacies of a third-party payment 
system — they would rather rely on budgetary subsidies. Many of the 
internal environmental constraints in public hospitals could be addressed 
if only their leaders understood the nexus of health insurance and reforms, 
e.g. the purchasing of health services, new provider payment system and 
revised administrative procedures.  

Success in hospital reforms hinges on the good relationship between local 
government executives and LGU hospital directors. The short-lived and 
frequent changes in local government due to elections every three years are 
a constraint in this regard. A constitutional amendment has been proposed 
by several groups to resolve this, but the situation is not likely to be altered 
any time soon.

Governance is often thought of only in terms of the institutional 
structure that is put in place. But governance also includes, perhaps 
more importantly, the rules and regulations that are created and agreed 
upon by stakeholders to guide their relationship and way of doing 
things. This is true whether the instrument is a contract, a memorandum 
of understanding, a provincial or municipal ordinance, or an internal 
directive. Indeed, it is these instruments of governance that may be more 
important and lasting than the new personnel appointed or the new 
structures put in place.

4.2 External environment
Changes in demand are being brought about by a growing population, 
changing demographic and health transition which alter the burden of 
disease, at the same time as rapid migration from rural to urban areas 
and persistent poverty lead to significant uncompensated care – all take 
their toll on hospital governance and management. Changes in supply 
brought about by new technologies and medicines, new business formats 
and operating arrangements, new information technology, a mobile and 
often vocal health workforce, and medical tourism – these, too, impinge 
on hospital operations. But many hospital managers may not be able to 
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think through these demand and supply challenges and propose strategic 
solutions. 

The Government’s response to these challenges is often to regulate, as 
indicated by the number of DOH Administrative Orders (AOs). While 
services have long been devolved, a “delivery mentality” lingers at the 
heart of the DOH which often manifests in control and micromanagement. 
As a result, many of the AOs do not get implemented at the local or 
hospital levels, and are sometimes viewed by local health officials as 
nuisance. Indeed, some of the AOs have no teeth, since DOH may not have 
a mechanism for their effective enforcement. An alternative paradigm of 
educating, skilling, facilitating and leading LGUs and hospitals (boards, 
directors, staff) needs to take root, but is often constrained by capacity 
weaknesses at the centre.

5.  Conclusions and recommendations
While full hospital autonomy is an ideal governance structure that 
Government hospitals aspire to, it is clear that smart administrators can 
still introduce a lot of innovation and reforms within their own powers as 
defined by devolution. This is clearly the case with the Leyte Provincial 
Hospitals and SPMC, which operate within the parameters of their 
structures, yet are able to achieve the types of successes that elude others. 

5.1 Governance structure and key reforms affecting performance
For LGU hospitals, the locus of reforms is in the office of the incumbent 
governor or mayor of large cities/municipalities which own the hospital 
assets (e.g. LUMC, Leyte Provincial Hospitals). In the case of DOH-retained 
hospitals, the hospital director and his team are the key reform leaders, as is 
the case at NKTI and SPMC.

Due to the short tenure of elected local officials, hospital reforms can 
be difficult to sustain unless the official who championed the reform 
programme gets re-elected, or a party colleague who thinks similarly 
becomes the next LGU executive. This has certainly been the case with 
LUMC and the Leyte Provincial Hospitals. It also helps if the reform 
programme is laid out formally in LGU ordinances or resolutions so that it 
is institutionalized. 
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The support of health leaders (provincial/municipal health officials, 
hospital directors and doctors practicing in the affected health facilities) 
is important. All of these case studies on hospital reforms were initiated 
in response to a need for a stronger financial base to support better 
services and to sustain them. Given the limited fiscal space that each of the 
hospitals faced, the reforms were achieved primarily via the expansion of 
internally generated (non-budgetary) funds – initially through user fees and 
increasingly through PhilHealth reimbursements. The reforms centred on 
rule setting – around fee schedules, the retention and allocation of revenues, 
the continued infusion of budget subsidies, and the the need to protect 
vulnerable people or charity referrals – as well as on establishing support 
systems for information technology (LUMC, NKTI, SPMC).  

In hospitals that required large investments in technology, PPP 
arrangements were put in place (NKTI, SPMC, LUMC). The PPP approach 
allowed Government health facilities to benefit from the advantages 
inherent in the private sector, which they would have missed had they 
continued to operate within the bounds of a hierarchical budgetary and 
performance structure. The PPP instrument (contract) spelled out the 
legally binding roles and responsibilities of the partners as well as the 
governance structure of the partnerships.

All of the reforming sites enjoyed fiscal autonomy (LUMC, NKTI, SPMC, 
the Leyte Provincial Hospitals) which were used not only to generate much-
needed resources but to incentivize workers and managers, based on strict 
internal rules and regulations. 

5.2 Strengths and good practices
The use of provincial ordinances and resolutions and, in the case of 
LUMC, an Executive Order and a Congressional Act, has made it possible 
for reform programmes to straddle political administrations. Given the 
fractious democracy and short political tenures in the Philippines, this is an 
important element of any hospital reform programme.  

Competitive PPP is increasingly being used as a means of acquiring 
sophisticated medical technology in Government hospitals, sometimes at 
zero cost (in the case of consignment). Best practice documentation should 
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be institutionalized so that cross-institutional learning can occur and 
innovations implemented widely. 

Almost all of the reforms that have succeeded are anchored on the 
centrality of PhilHealth financing, without which internal revenue 
generation (based on user fees and other non-insurance sources) would be 
grossly inadequate. In this regard, PhilHealth and participating hospitals 
need further strengthening to focus on increasing patient utilization and 
access to hospital services, making fair and efficient the level of payment 
and supporting the provider payment process.

In the few hospitals that undertook revenue improvement, the budget 
subsidy – whether from the DOH to its retained hospitals, or the provincial 
government to its LGU hospitals – was maintained until the hospitals were 
able to be self-sustaining. To achieve such degree of financial predictability, 
good negotiation using solid information is needed between the fund-
holders and the fund-recipients.

Internal capacity strengthening, especially in information technology, is an 
essential ingredient of hospital reforms (especially in SPMC, LUMC and 
NKTI). Without it, reforms in finance and procurement cannot succeed. 
Given the Department of Budget and Management and Civil Service 
restrictions on the number of staff in Government hospitals, management 
should find alternative ways to plug this much-needed gap, either through 
outsourcing or part-time workers. 

5.3 Challenges and recommendations
The lack of an overall Government strategy for tertiary care service delivery 
is an important constraint of a more comprehensive hospital reform 
programme in the Philippines. The governance and financing reform 
initiatives are far too few, relative to the total number of facilities, and the 
efforts are rather sporadic and not coherently packaged as an entire reform 
programme. The few that have succeeded or are struggling rely heavily on 
leaders/advocates with individual vision, rather than a Government wide 
recognized necessity to change.
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Part of the sporadic nature of hospital reforms is the lack of critical hospital 
information resulting from the overall weakness of information systems. 
Although hospitals submit their annual capacity and operating profiles to 
the DOH, these are not encoded, aggregated and analyzed. Senior policy-
makers are disadvantaged in not having useful information that would help 
them to see the hospital sector in its entirety. As a result of this gap, plans 
and decisions are often made on a case by case basis.

Sceptics within government hospitals who are affected by the reform 
programme can be its most vociferous critics. Hospital reform initiatives 
in the Philippines are often met with demonstrations and other public 
displays of resistance; frequently abetted by advocacy groups that the 
disgruntled employees seek as allies or champions. The most difficult 
challenge is how to win over the media and other populist actors that are 
sceptical of hospital reforms and prefer the traditional approach of simply 
increasing Government budgets for hospitals. 

In future, the challenge will be how to finance and provide services for 
both communicable and non-communicable diseases, which calls for 
the strengthening of both public health and hospital systems. Hospital 
governance reforms are a key ingredient in strengthening hospitals. While 
a few reforms are underway, they have been sporadic because of resistance 
within and outside the hospitals. Part of this resistance can be addressed 
in the short-term by greater information on key decisions, dialogue or 
mediation. But over the long-term, education of key decision-makers within 
the affected hospitals is critical, including their exposure to similar reform 
programmes elsewhere in the world. More research, documentation and 
sharing of experience should be undertaken.  
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Abstract
The specific purpose of this case study on the All India Institute of Medical 
Sciences (AIIMS), New Delhi, is to increase the understanding of how policy 
reforms linked to social and economic changes in India affect the governance 
and performance of publicly owned hospitals. 

In India, health is primarily a state subject. In principle, the public health care 
subsystem is a three-tier structure comprising primary, secondary and tertiary 
facilities and the predominant source of public financing is general tax (both 
direct and indirect taxes) and non-tax revenues (e.g. service charges, fees, 
grants, rent, etc.) made up of central funding from the Ministry of Finance as 
well as revenues raised by the state governments. However, the system is far 
from balanced in its primary, secondary and tertiary components and out-of-
pocket expenditure by individual households constitutes 60–80% of total health 
expenditure across states. In the last two decades, the private health sector has 
emerged as a major service provider (nearly 80% of total outpatient and 60% of 
total inpatient care). 

AIIMS, established in 1956, is considered India’s premier public-sector medical 
institution. It has undergone numerous adaptive responses to become the 
largest public sector, tertiary-level teaching hospital, with dual patient care 
roles: (i) a specialized referral hospital; and (ii) a large general hospital in the 
country, growing from nearly 750 beds in 1970s to 2328 beds in 2013. From 
the early 1970s to 2013, the bed occupancy rate decreased from around 95% to 
about 80%. Outpatient department attendance rose from around half a million 
people annually in the early 1970s to 2.75 million in 2012–2013. Nearly 55% of 
outpatients come from outside Delhi, reflecting their trust in the quality of care 
provided by the Institute at subsidized rates (the cost to inpatients is less than 
US$ 1 per day and treatment for those below the poverty line is free). 

The level of AIIMS’ autonomy has changed over time. Originally accountable 
only to Parliament, today the Government of India has much closer control 
over AIIMS. Accountability mechanisms have also become broader and more 
complex since the People’s Charter and the Right to Information Act were 
issued, improving transparency. The Government is replicating the model and 
establishing other AIIMS-like institutions in different parts of the Union. This 
case study further confirms the fact that hospital performance is substantially 
influenced by hospital governance, which is in turn related to external and 
internal environments.
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Acronyms and abbreviations
AIIMS All India Institute of Medical Sciences

CHC community health centre

CPA Consumer Protection Act

GDP gross domestic product

MHC maximum handling capacity

MOHFW Ministry of Health and Family Welfare

NRHM National Rural Health Mission

OOP out-of-pocket

OPD outpatients department

PHC primary health centre

PMSSY Pradhan Mantri Swasthya Suraksha Yojana

RTI right to information

WHO World Health Organization
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1.  Introduction
Given the complexity of the country, this introduction is intended to 
provide a basic description of the country and its health system. For the 
case study proper, the reader is referred to Section 2.

1.1 Country context
India is the world’s largest democracy, the second most populous 
country in the world (1.21 billion people according to the 2011 census), 
and the eleventh largest economy, with a gross domestic product (GDP) 
of US$ 1.842 trillion in 2012 (World Bank, 2013). India has undergone 
extraordinary socioeconomic and demographic changes since independence 
in the 1947, the detailed analysis of which exceeds the scope of this case 
study. With a meagre 2.4% of the world’s total area, India supports 17.5% of 
the world’s population. It is, in many ways, a unique country, comprised of 
29 states of varying populations (from 0.6 million in the hilly state of Sikkim 
to almost 200 million in Uttar Pradesh), and six union territories. Population 
density (382 people per km²) also varies widely – Arunachal Pradesh 
having a sparse population of 17 people per km² compared to the capital 
city, Delhi, with more than 11 000 people per km². The urban population 
has almost doubled, from 17.3% in 1951 to 31.2% in 2011. 

India is undergoing a complex process of change. Between 1980 and 2010 
its Human Development Index26 improved by 1.6% annually from 0.320 
to 0.519 and yet the Index ranks the country 119th out of 169 countries 
with comparable data. Although life expectancy at birth increased to 65 
years in 2009 (a gain of eight years since 1990) it remains comparative low. 
Also, despite years of economic development (annual GDP growth rates 
in the years 2004 to 2011 range from 6.8% to 9.6%) and policies focusing 
on areas most in need, poverty remains concentrated in certain states and 
inequalities in terms of purchasing power parity have increased (WHO 
Country Office for India, 2012). Enormous inter-state differences in health 
status remain; for instance, there is an 18-year difference in life expectancy 
between Madhya Pradesh at 56 years and Kerala at 74 years (Balarajan, 

26 The Human Development Index is a composite statistic of life expectancy, education and 
income indices, used to rank countries into four tiers of human development ranging from 0 
(lowest) to 1 (highest).
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2011); and a difference of 44 per 1000 in infant mortality rates between 
Madhya Pradesh at 56 and Kerala at 12 per 1000 live births (Government of 
India, 2013). 

Under the Constitution of India, health is historically a state issue. The 
central government retains aspects of policy-making, planning, guiding, 
evaluating and coordinating the different provincial health authorities and 
also provides funding to implement national programmes, but the states 
are responsible for running their own health care. One of the seminal health 
policy and planning documents, the Health Survey and Development 
Committee Report also known as the Bhore Committee Report (Bhore, 
1946) was published before Independence. The Committee recognized the 
vast rural–urban disparities in India’s health services and developed its 
plan specifically with the rural population in mind. In 1961, the Planning 
Commission of India proposed increasing hospital beds and organizing 
hospitals’ outpatient departments (OPDs) into polyclinics to provide 
much of the treatment. It also encouraged establishing convalescent homes 
and dharamshalas (guesthouses) near hospitals to help reduce pressure 
on hospital inpatient facilities. Nearly twenty years later, however, the 
1983 National Health Policy rated health services development as “urban 
oriented and curative” and brought the focus back to a “comprehensive 
public health system” with a primary health care approach (MOHFW, 
1983). The health sector came under the Consumer Protection Act 1986, 
which provided a mechanism for redressing grievances.

As per the recommendations of the Bajaj Committee Report (1987), 
resources were provided during the early 1990s to set up the Education 
Commission for Health Sciences. Then, in early 1990s, a liberalization–
privatization process enabled the entry of the corporate sector in health. 
This saw some states providing subsidized land, water and electricity to 
private entrepreneurs to set up tertiary care/super-specialty institutions 
on the condition that they would provide outpatient and inpatient care 
free to people below the poverty line. In response, several non-resident 
Indians and industrial/pharmaceutical companies set up super-specialty 
hospitals. The strategy, however, had serious policy omissions: (i) a failure 
to establish a robust regulatory framework and accreditation processes 
for governing the private sector; (ii) an absence of a surveillance and 
epidemiological system, resulting in poorly designed health interventions; 
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and (iii) inadequate investments in developing skilled human resources 
(National Commission on Macroeconomics and Health, 2005). 

India’s ninth Five-Year Plan (1997–2002) highlighted the absence of 
primary health care and the complete reliance on secondary and tertiary 
services even for minor ailments in urban areas (Planning Commission, 
1997). It recognized the growing demand for complex, costly diagnostic 
and therapeutic modalities as well as the lack of staff, equipment and 
consumables to meet demand. Thus the National Health Policy 2002 
focused on the greater involvement of the private sector in public health 
delivery through public–private partnerships and outsourcing, in addition 
to the introduction of social insurance packages. The policy centred on 
regulating the private health sector through statutory licensing and the 
monitoring of minimum standards (MOHFW, 2002). 

The All India Institute of Medical Sciences (AIIMS), established in 
1956, is considered India’s premier public-sector medical institution. 
It has undergone numerous adaptive responses to become the largest 
public sector, tertiary-level teaching hospital. The Government of India 
launched the National Rural Health Mission (NRHM)27 in 2005 aimed at 
strengthening state health system with a special focus on reproductive 
and child health and disease control programmes. The Pradhan Mantri 
Swasthya Suraksha Yojana (PMSSY)28 launched in March 2006 aimed to 
correct the imbalances in the availability of affordable/reliable tertiary 
health services and augment facilities for quality medical education in the 
country. Under the scheme, the Government established six AIIMS-like 
institutions and proposed the upgrading of 13 existing government medical 
colleges in the first phase. This will be followed by two more AIIMS-like 
institutions and the upgrading of six more medical colleges in the second 
phase. There is a third phase of PMSSY, which intends to strengthen a few 
additional medical colleges in India. In addition, the non-contributory 
publicly funded Rashtriya Swasthya Bima Yojna was initiated in 2008 by 
the Ministry of Labour and Employment, Government of India, to provide 
health insurance coverage for families living below the poverty line. 

27 http://nrhm.gov.in

28 http://pmssy-MOHfw.nic.in
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Such events affect the vast majority of workers in the unorganized sector, 
including agriculture. In recent years, a number of states have also started 
to fund health insurance schemes using public money, to ensure the higher 
availability of funds and the sharing of risks within their respective populations.

1.2 Public health subsystem
By design, the public health care subsystem in India is a three-tier structure 
comprising primary, secondary and tertiary facilities. The primary tier 
includes three types of institutions, namely: a sub-centre for populations of 
3000–5000 people; a primary health centre (PHC) for 20 000–30 000 people; 
and a community health centre (CHC), which acts as a referral centre, covering 
populations of 80 000–120 000 people. District hospitals function in turn as 
the secondary tier for rural health care and as the primary tier for the urban 
population. Tertiary health care is provided by institutions in urban areas and 
is equipped with sophisticated diagnostic and therapeutic facilities. Though 
the primary- to tertiary-level facilities (as shown in Figure 1) are expected to 
function as a well-coordinated referral mechanism (with provision for back-
referral), in reality, patients often self-select themselves to any of these facilities. 
This is best exemplified by AIIMS; although it is an apex tertiary institution 
conceived primarily for referral cases, yet nearly 20% of its cases (as in Figure 4) 
are in reality walk-in patients.

Figure 1: Public health subsystem in India

Super-specialty tertiary care hospitals e.g. AIIMS

State medical colleges & hospitals
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Source: Asia Pacific Observatory on Health Systems and Policies; authors’ synthesis
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As of March 2012, the country had 148 366 sub-centres, 24 049 PHCs, 4833 
CHCs and 11 993 hospitals, but there were huge disparities across states 
and districts and between the urban and rural populations. Overall, India 
currently has about nine beds per 10 000 people and there is a shortfall of 
almost 23% of sub-centres, 26% of PHCs and 40% of CHCs (Government of 
India, 2012). 

Including all public- and private-sector human resources, there are 3.8 
allopathic29 doctors, 2.4 nurses and 8 health workers per 10 000 people in 
India (Rao et al., 2011) and public health facilities face a variable shortage of 
health staff (6.5 doctors, 10 nursing and midwifery personnel, 0.8 dentists, 
5.4 pharmacists and 0.5 community health workers per 10 000 people 
(WHO, 2013). Approximately 80% of doctors, 75% of dispensaries and 60% 
of hospitals are located in urban areas, whereas nearly two thirds of India’s 
population still lives in rural areas. 

The 12th Five-Year Plan(2012–2017) along with a number of recent 
publications (e.g. Reddy et al., 2011; Desai et al., 2010) also acknowledge 
ample room for improvement in health financing in India, which features 
low revenue collection, improper funds pooling and relatively low 
government spending. The primary source of public financing is general tax 
and non-tax revenues. Central funding is provided by the national Ministry 
of Finance to the Ministry of Health and Family Welfare (MOHFW) within 
each union, and to states based on the recommendations of the Planning 
and Finance Commissions. State governments also raise their own tax 
and non-tax revenue through sales tax, value added tax, property tax, etc. 
The squeeze on public health spending coupled with the low population 
coverage of health insurance schemes (5.4% coverage) and modest 
benefit package, has forced people to rely on out-of-pocket (OOP) health 
expenditure. OOP constitutes between 60–80% of total health expenditure 
across states. Fragmented resource allocation by both central and state 
governments completes the picture.

Figure 2 shows that at 3.7% of GDP and 28% of total health expenditure, 
the proportion of India’s public spending on health is very low, compared 

29 That is, practitioners of conventional medicine, rather than traditional Indian medicine.
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to other countries with a similar development status and the current global 
averages of 9.2% and 58.9%, respectively.

Figure 2: Health care expenditures (total, public and private) in India and 
selected countries, 2013
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In the 12th Five-Year Plan, the allocation for health increased by 335%, with 
the health expenditure of the central government increasing from around 
0.9% of GDP in the 11th Plan to 1.87% by 2017 (Planning Commission, 
2012). The 12fth Five-Year Plan aims to achieve universal health coverage 
through the government’s various schemes, such as Rajiv Aarogyasri 
Community Health Insurance Scheme and Rashtriya Swasthya Bima 
Yojana, etc. In 2013, the Government approved a National Urban Health 
Mission – a sub-mission under the over-arching National Health Mission, 
which currently has service funding, organization and delivery at different 
stages of development (MOHFW, 2013).

1.3 Private health sector
At the time of Independence, the private health sector provided only 8% 
of all health services, but in the last two decades has grown exponentially 
to emerge as the major service provider (nearly 80% of total outpatient 
and 60% of total inpatient care). As reported by the World Bank in 2001, 
approximately 93% of all hospitals, 64% of beds and 82% of doctors are 
in the private sector (World Bank, 2001), which contributed 70% of new 
beds between 2002 and 2010. During this period, the proportion of private 
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sector beds to total beds increased from 49 to 63%. Today, the private 
sector accounts for 80% of the market in India – the highest proportion in 
the world and worth US$ 23.72 billion, up from US$ 19.21 billion in 2006 
(Gudwani et al., 2012).

The private health sector consists of the not-for-profit and for profit 
sectors. The not-for-profit sector includes nongovernmental organizations, 
charitable institutions, missions, trusts, etc. The for profit sector comprises 
different types of practitioners and institutions including general 
practitioners, super-specialists, consultants, nurses and paramedics, 
licentiates, registered/rural medical practitioners and unqualified providers. 
Private facilities range from clinics, polyclinics, dispensaries and single-bed 
nursing homes to large corporate hospitals, medical colleges, physiotherapy 
and diagnostic centres, blood banks, etc. 

Until recently, only a few states had legislation for private hospitals, but 
many are now in the process of enacting them. Despite the setting up of 
a National Accreditation Board for Hospitals and Health-care providers, 
aimed at improving quality of health care on voluntary bases, the number 
of accredited facilities remains very low. The demand for accreditation has 
increased lately through medical tourism, and by the insistence of health 
insurance companies and third-party administrators for reimbursement 
purposes. The Janani Suraksha Yojana Scheme (JSY) under the NRHM has 
made accreditation mandatory for private health-care facilities wishing 
to participate in institutional deliveries.  In 2010, the Government of India 
enacted the Clinical Establishment (registration and regulation) Act aimed 
at implementing regulations and quality assurance, but to date the Act had 
only been implemented by a few states and union territories.

2.  AIIMS governance and performance
2.1 Historical overview
When India became independent in 1947, the country only had 20 medical 
schools with an annual intake of about 1200 students. Realizing the scarcity 
of trained health workers, the Bhore Committee recommended that an all-
India medical institute should be established immediately to ensure quality 
medical education, research and patient care. It was intended that doctors 
could get a high standard of medical education and research without going 
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abroad. A world-class institution in the fields of medical education, research 
and patient care, AIIMS was intended to excel in postgraduate courses, 
demonstrating high standards to all other medical colleges in India.

The initial funding for setting up AIIMS was provided by the Government 
of New Zealand under the Colombo Plan (a regional organization that 
embodies the concept of collective inter-governmental effort to strengthen 
economic and social development of member countries in the Asia Pacific 
region with a primary focus on human resource development). Technical, 
training and financial assistance came from the Rockefeller Foundation. The 
Institute was established in 1956 with a large measure of autonomy through 
the All India Institute of Medical Sciences Act, 1956, which provides for 
framing rules by the central government and specific regulations by AIIMS 
with government approval (AIIMS, 1956). The Central Civil Services 
(Conduct) Rules 1964 and Central Civil Services (Classification, Control and 
Appeal) Rules 1965 apply to AIIMS employees pertaining to their conduct, 
discipline and penalties. The Public Accounts Committee of the Parliament 
of India regularly audits AIIMS and its functions. The Comptroller and 
Auditor General, Central Vigilance Commission and other government 
bodies also regularly audit AIIMS either suo moto or when specifically 
requested by the Government of India. India’s first Department of Hospital 
Administration was set up in AIIMS in 1962, performing duties aimed at 
efficient and effective hospital performance including risk assessment and 
management strategies.

AIIMS has gone through many adaptive responses to become one of the 
largest public sector hospitals in the country, expanding from nearly 
750 beds in 1970s to 2280 beds today (Figure 3). These are distributed as 
follows: main hospital 1052 beds; Cardiothoracic and Neurosciences Centre 
423; Dr B.R. Ambedkar Institute Rotary Cancer Hospital 180; Dr Rajender 
Prasad Centre for Ophthalmic Sciences 302; Jai Prakash Narain Apex 
Trauma Centre 203; Centre for Dental Education and Research 20; National 
Drug Dependence Treatment Centre 50; and the Comprehensive Rural 
Health Services Project, Ballabhgarh, Haryana 50. 
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Figure 3: Rise in number of beds at AIIMS, 1972–2013
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The increase in beds at AIIMS was largely due to the rapid growth of 
the newly established centres and growing clientele. There has been a 
corresponding transformation of AIIMS into a tertiary-level teaching 
hospital with dual patient care roles: (i) a specialized referral hospital; and 
(ii) a large general hospital. In addition, OPD attendance rose from around 
half a million annually in the early 1970s to 1.2 million in the late 1990s, 
and further to 2.75 million in 2012–2013. In its 2009 Report, the Valiathan 
Committee – which was constituted by the Government of India to study 
the functioning of AIIMS, New Delhi, and make recommendations for 
further development of the Institute – suggested an expansion of the OPD 
at AIIMS as a temporary reprieve and recommended that the OPDs of four 
other medical colleges in Delhi should also be expanded to draw away 8000 
patients a day, thus reducing the pressure on the OPD at AIIMS (Valiathan 
Committee, 2009).

AIIMS interacts constantly with other hospitals, for example, with around 
30 other government networked hospitals with reverse-referrals – referrals 
of patients from higher level hospitals to lower level hospitals – in cases of 
infectious diseases and certain other conditions (e.g. burns, plastic surgery). 
It also provides outreach services to 90 000 people at Ballabgarh in the 
nearby state of Haryana through the Comprehensive Rural Health Services 
Project. In addition to preventive, promotive and curative services, the 
project provides community ophthalmology, demographic surveillance 
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and community-based research. A National Surveillance Unit (NSU) for 
Blindness operates out of the Dr R.P. Centre for Ophthalmic Sciences, while 
AIIMS provides technical support and supervises the network of sentinel 
centres (data collection sites on cataract surgery outcomes) in many states. 
The World Health Organization (WHO) has supported the development 
of a Management Information System at NSU related to blindness in the 
country (Vashist et al., 2012).

Figure 4 shows an analysis of providers referring OPD patients to AIIMS 
and indicates that 47% of all patients the come from private practitioners 
(25%) or as un-referred cases (22%). Only 16% of patients come from 
public health care institutions, possibly indicating an ineffective referral 
mechanism as well as rather inefficient primary and secondary health 
services. 

Figure 4: Referral sources of AIIMS patients, 2011
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The enactment of the Consumer Protection Act (CPA), 1986, increasing 
public empowerment, followed by the Right to Information (RTI) Act, 2005, 
increasing health-care institutions’ accountability, have led to an increase in 
responsibility for patients while making health services more transparent. 
A fall-out of the CPA is the increasing tendency of private-sector health-
care institutions in India to play it safe, so as to reduce the possibility of 
litigation. This has resulted in greater referrals of complicated cases to 
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public hospitals, including AIIMS. The expert opinion of AIIMS doctors is 
also increasingly sought by consumer courts – special-purpose courts that 
deal with cases regarding consumer disputes and grievances.

While accepting the deficiencies due to extreme patient-load and limited 
resources, the Citizen Charter provides a framework through which users 
are aware of the services that are available in the hospital, the quality of 
those services and the way complaints regarding denial or poor-quality 
services are redressed. AIIMS has been, perhaps, more vulnerable to RTI 
findings due to its stature, media glare and patient-load but is responsive to 
feedback, though these efforts are resource-intensive.

2.2 Financial framework
The annual budget for AIIMS, provided by the central government, has 
increased commensurate with patient-load and health-care technology 
development. The raise from US$ 0.6 million in 1972 to US$ 173 million in 
2011–2012 also mirrors India’s GDP increase as seen in Figure 5. Notably, 
even on occasions when the Government of India’s health-care outlay has 
fallen, allocation to AIIMS has continued to rise. Every year, the AIIMS 
Annual Report is tabled in Parliament. AIIMS submits its budgetary 
estimates to the Standing Finance Committee, which then submits it to the 
MOHFW. The Ministry of Finance allocates the annual budget for health to 
the MOHFW, which sanctions the funding for AIIMS as per the estimates 
submitted. This process is same for all centrally funded health-care 
institutions in the country.
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Figure 5: Growth of India’s GDP and AIIMS budget, 1972–2012
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AIIMS maintains a master account of all funds received from any source. 
Its annual statement of accounts is subject to internal audit and by external 
audit by the Comptroller and Auditor General of India. The audited account 
is forwarded annually to the central government and then laid before the 
Parliament for approval. The Standing Finance Committee looks into all 
financial matters and tenders. 

The AIIMS budget comprises Plan and Non-Plan30 components, with the 
former constituting about one-third of the total annual budget. AIIMS also 
receives funds through other resources, including: 

• Intramural resources:

- hospital receipts (revenue receipts)

- patient treatment accounts 

Income generated by revenue receipts is only 8.87% of the allocated budget 
and is excluded from the Demand for Grants forwarded to the Ministry of 
Finance. 

30 Plan components represent expenditure, which has to be planned and approved for each 
scheme or organization by the Planning Commission and indicates the extent to which such 
outlays are met out of budgetary provisions. Non-Plan expenditure is that which does not 
need to be approved every year (i.e. staff salaries).
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• Extramural resources (from governmental and 
nongovernmental agencies and individuals)
- grants for specific research projects

- donations

- poor-patient and patient treatment funds

Figure 6 depicts the budgetary allocations to AIIMS main hospital and 
centres, with main hospital having nearly half the Institution’s beds and 
receiving 62% of the budget.

Figure 6: AIIMS budgetary allocation, 2010–2011
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Source: AIIMS Annual Report, 2010–2011 
JPNA: Jai Prakash Narayan Apex

2.3 Governance factors
AIIMS makes autonomous decisions at institutional level leading to actions 
that are then duly implemented. The autonomy of AIIMS dates back to 
1956 when the Union Health Minister stated in his speech in the Lok Sabha 
(Lower House of Parliament) that, “Subject to such minimum control as 
the Government of India may exercise through its rule-making powers, 
the Institute will enjoy a large measure of autonomy in order that it may 
fulfil the objectives… The Government of India will, of course, make itself 
responsible for providing adequate funds for the maintenance of the 
institute… The future of the Institute will lie ultimately in the hands of 
the Directors, the Professors and other members of the teaching staff and 
students…” (Rajya Sabha Secretariat, 2008).
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Another facet of its autonomy relates to medical education and the move 
to keep this independent of the Medical Council of India, which does not 
recognize certain foreign medical qualifications. This would have resulted 
in the “disqualification” of several AIIMS faculty members who went on to 
establish their own departments during the Institute’s early years. 

The decision-making structure of AIIMS has a top management authority 
called the Institute Body, with seventeen members. The All India Institute of 
Medical Sciences Act, 1956 provides that, “there shall be a President of the 
Institute who shall be nominated by the central government from members 
other than the Director of the Institute” (AIIMS, 1956). The President also 
acts as chairperson of an eleven-member Governing Body, functioning 
under the Institute Body as an executive authority. The Director of AIIMS 
is the Chief Executive Officer who acts as the Member Secretary to the 
Institute Body as well as to the Governing Body. The Director-General of 
Health Services, MOHFW is ex-officio member of the Institute Body. While 
in the early years, there were non-ministerial people serving as President, 
growing political pressure on public authorities resulted in the Union 
Health Minister being nominated as President since 1965. 

There are also five standing committees: Finance Committee; Hospital 
Affairs Committee; Academic Committee; Estate Committee; and Selection 
Committee. There are also two Deans – the Dean of Academics and the 
Dean of Research – heading the academic and research programmes, 
respectively.

The formation of the specialty and super-specialty centres led to a certain 
delegation of authority to the Chiefs of these centres, initially designated as 
the “chief organizers”. The centres enjoy semi-autonomous status within 
the administrative framework of the Institute Body and Governing Body, 
with the various standing committees aligning the objective of the centre 
with the overall organizational goal. 

The AIIMS grievance redressal mechanism has an eight-member committee 
and is accountable to the patients and taxpayers. It also plays a role in 
medical negligence investigations and negotiations with the trade unions. 
This mechanism – mandated to meet twice a year – also addresses the 
grievances of the faculty, residents, students and staff. 
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Efforts to ensure employee satisfaction at AIIMS include information 
dissemination through circulars and mechanisms for feedbacks. 
Information generated from the within the system (i.e. Infection 
Control Committee reports and maximum handling capacity studies) 
is forwarded to the appropriate department in order to make relevant 
operational changes.

The 1960 Employee Health Scheme provides access to the medical and 
health-care facilities for all employees of the Institute, including those 
on deputation. Family members can also gain access on a contributory 
basis that is paid monthly. The Scheme has also been extended to resident 
doctors, students and temporary employees. 

2.4 Management and technical capacity of AIIMS
AIIMS plans its staffing requirements based on its patient-load, teaching 
and research requirements, independent of the Medical Council of India’s 
Minimum Standard Requirements for Medical Colleges. However, the 
Seventh Report of the Public Accounts Committee (2004–2005) observed 
that in 2000 there were only 324 faculty members in AIIMS against a 
sanctioned strength of 471 (MOHFW, 2005). The sanctioned strength 
was also increased to 823 in 2011–2012, after some delays due to legal 
proceedings. AIIMS faculty members increased from 195 in 1972–1973 
to 628 in 2011–2012; and non-faculty members from 4701 in 1987–1988 to 
9312 in 2011–2012. 

Each faculty is required to perform adequately in patient care as well as 
in academic and research areas. Annual confidential reports are raised 
for each faculty and similar mechanisms exist for other employees, 
including those employed under outsourced services. AIIMS recently 
introduced the Assured Promotion Scheme – a time-bound assured 
career progression initiative – in accordance with Government of India 
regulations to enable high employee morale, but with appropriate checks 
in place, such as a minimum number of research publications, annual 
performance appraisal, etc.

The Centre for Medical Education and Technology was established 
for conducting training and development programmes and providing 
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technology-based educational facilities to the staff and students. A 
telemedicine facility has also been established for remote consultation and 
educational purposes. Many departments within AIIMS are established 
WHO collaborating centres and two departments are ISO certified: the 
Department of Hospital Administration and the Centre for Community 
Medicine (CRHSP).

The AIIMS Result Framework Document (AIIMS annual reports) is a 
measure of the performance of the departments and has two purposes: 
firstly, to shift the focus from process-orientation to results-orientation, 
and secondly, to provide an objective basis from which to evaluate 
the department’s performance. The document incorporates all three 
components of education, research and patient care. 

2.5 AIIMS performance
An AIIMS study has measured the Institute’s performance in terms of 
clinical effectiveness and efficiency through the average length of stay and 
average bed-occupancy rates. As Figure 7 shows, the average length of stay 
has significantly decreased from 18 days in 1972–73 to 5.5 days in 2012–13. 
Adherence to the standard operations procedures for infection control, a 
shift towards short-term and day-care based surgeries, and technological 
advances are likely to have contributed to this reduction. However, this 
result should be viewed in the context of other departments where the 
average length of stay is inherently higher, for example, neurosurgery, 
orthopaedics, pulmonary medicine and geriatric medicine. Further, the 
bed-occupancy rate was brought down by 2012–2013 to near the globally 
acceptable level of 80% (Figure 8). 
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Figure 7: Average length of stay (days) in AIIMS, 1972–2013
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Source: AIIMS Annual Reports 1972–1973 to 2012–2013

Figure 8: Average bed occupancy rate in AIIMS, 1972–2013
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In its efforts to be patient-centric, an around-the-clock pharmacy has been 
set up in the AIIMS premises to provide quality medicines at affordable 
rates for AIIMS prescriptions. The vendor currently offers a 56% discount 
for all medicines and surgical consumables. A package system has been 
developed by AIIMS for surgical procedures, especially cardiac and 
neurosurgical procedures with the costs determined by studies conducted 
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by the Department of Hospital Administration (Singh et al., 2006). The 
package system enables patients to arrange their finances and make a one-
off payment. It has also improved accountability. Recently, a prepaid cash-
card system, introduced in the cardiothoracic and neurosciences centre, 
has enabled patients to pay for investigations and treatment by swiping the 
card at various portals, thus avoiding long queues.

As shown in Figure 9, nearly 60% of patients admitted at AIIMS have 
a monthly family income of less than 10 000 Indian Rupees (US$ 200) 
indicating their dependence on publicly funded health care. To address the 
requirements of poor patients at AIIMS, India’s National Illness Assistance 
Fund contributed US$ 2.2 million, in addition to allowing the exemption 
of levy charges for more than 2200 patients. Over 4500 patients considered 
below the poverty line were exempt from all treatment charges in 2012, as 
mandated by the Government (AIIMS Annual Report 2012). 

Figure 9: Family income per month of inpatients (US$), YEAR (2011)
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Source: Study on Patient Profile of AIIMS conducted by the Department of Hospital 
Administration, AIIMS (2011)

Remarkably, despite this subsidized treatment, 75% of admitted patients 
had to make OOP payments (Figure 10).
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Figure 10: Source of payment for patients admitted to AIIMS, 2011
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As 70% of AIIMS patients come from outside Delhi, three dharamshalas 
(guesthouses) have been established nearby to provide accommodation for 
patients and family members at nominal cost. A railway reservation facility 
at AIIMS provided travel concessions for about 7 000 patients in 2012. A 
branch of the national bank is also available. 

The educational status of patients admitted to AIIMS in 2011 is given in 
Figure 11 and shows that more than 60% of them are educated above 
primary school level, indirectly reflecting their awareness of the facilities 
available at AIIMS.
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Figure 11: Education status of patients admitted to AIIMS, 2011
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The results of three patient satisfaction studies carried out by AIIMS over 15 
years (1996–1997, 2006–2007 and 2011–2012) shown in Figure 13, reflect an 
increasing level of satisfaction on most dimensions, a notable achievement 
in light of the increasing workload, a more discerning clientele, and the 
availability of private-sector hospitals.

Figure 12: Trends in patient satisfaction with AIIMS, 1996–1997, 2006–2007 
and 2011–2012

2011-12 85% 93% 88% 89% 92% 95% 84% 65% 66% 81% 85% 80%

2006-07 93% 77% 89% 97% 93% 85% 86% 71% 65% 76% 83% 82%

1996-97 96% 71% 57% 96% 87% 66% 75% 44% 38% 70% 75% 83%

0%

20%

40%

60%

80%

100%

120%

B
eh

av
io

ur
 o

f
ad

m
is

si
on

 s
ta

ff

M
ed

ic
al

 C
ar

e

In
fo

rm
at

io
n 

pr
ov

id
ed

by
 d

oc
to

rs

B
eh

av
io

ur
of

 d
oc

to
rs

B
eh

av
io

ur
of

 n
ur

se
s

N
ur

si
ng

 c
ar

e

Q
ua

lit
y 

of
 f

oo
d

H
yg

ie
ne

 o
f 

w
as

hr
oo

m
s

B
eh

av
io

ur
 o

f 
ho

sp
it

al
an

d 
sa

ni
ta

ry
at

te
nd

an
ts

Li
ne

n

C
le

an
lin

es
s 

of
w

ar
ds

S
ec

ur
it

y 
se

rv
ic

es

Source: Study on Patient Satisfaction at AIIMS conducted by the Department of Hospital 
Administration, AIIMS (2012)



Public hospital governance in India

245

The three most common reasons for dissatisfaction – i.e. quality of food, 
hygiene of washrooms and linen – have shown significant improvement 
over the years. However, satisfaction with regard to the behaviour of 
doctors has declined from 96% to 89%, probably reflecting the increased 
workload and decreased consultation time (Comstock et al., 1982). Patient 
satisfaction is also related to the maximum handling capacity (MHC)31 of 
an OPD. As seen in Table 1, doctors at AIIMS see more patients than double 
their MHC in some departments.

Table 1: Average OPD patient load per day vis-à-vis maximum handling 
capacity (MHC) in selected departments of AIIMS, 2008–2009

Department MHC per day Average patient-load per day

Paediatrics 140 250

Surgery 77 215

Ophthalmology 288 650

Cardiology 286 650

Neurology 133 257

Neurosurgery 51 167

Source: Study on Maximum Handling Capacity of Select Departments at AIIMS conducted by 
Department of Hospital Administration at AIIMS, 2008–2009

Figure 13 shows that the proportion of patients from outside Delhi admitted 
by AIIMS increased to nearly 55% in 2011–2012 and these increasing 
numbers could have contributed to the identified need for establishing 
AIIMS-like institutions across India.

31 The MHC of an OPD is the maximum patients who can be effectively examined by doctors 
per day without compromising the quality of care and is calculated with the formula: Total 
OPD time = Total no. of patients x time per patient = (Total no. of directly referred patients 
x time taken per referred patient) + (Total no. of directly referred patients x time taken per 
direct non-referred patient) + (Total no. of follow-up patients x time taken per follow-up 
patient). The number of patients handled per OPD will be determined by multiplying this 
value by the total number of doctors available per OPD day.
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Figure 13: State of origin of patients admitted to AIIMS, 2004–2005 and 
2011–2012

Delhi
Uttar 

Pradesh
Haryana Punjab Rajasthan Bihar

Other 
states

Other 
countries

2004-05

2011-12

53.7% 16.1% 11.3% 0.8% 1.9% 7.3% 0.1% 0.1%

45.2% 22.4% 10.5% 0.5% 1.7% 11.2% 8.0% 0.3%

Source: AIIMS Annual Reports 2004–2005 and 2011–2012Administration, AIIMS (2012)

A multi-hospital patient safety study in Delhi was conducted in 2010 with 
respect to hand hygiene practices in operation theatres. It showed that hand 
hygiene compliance at AIIMS (85%) is comparable to three leading private-
sector hospitals (80–87%) and much better than two other public hospitals 
(68% and 70%).

Another AIIMS study assessed employees’ satisfaction (see Figure 14). This 
showed that 85% of lower and middle level employees had high overall 
satisfaction, despite being paid less than their colleagues. The overall 
satisfaction of consultants was 60% followed by technicians (58%), nurses 
(52%) and resident doctors (52%). However, the study showed that in terms 
of their work environment, doctors (consultants 24% and residents 22%) 
were the least satisfied. 
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Figure 14: Employee satisfaction at AIIMS, YEAR (2012)
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3.  Lessons learnt and conclusion
India’s uniqueness is also reflected in its health system. In short, 
relationships between stakeholders and between the different levels of care 
in India have affected hospitals and health care in general, sometimes in 
rather unexpected ways. While, for example, more resources, information, 
technology and doctors etc. have brought improved quality and choice 
in recent years, as the economic situation of the country improved, they 
have also made governance more complex. This has been accompanied 
by an extraordinary development of private-sector health-care providers 
and a change in the role played by some hospitals – AIIMS being a most 
illustrative example. A “Then (1969–1970) and Now (2013)” macro-analysis 
of AIIMS showing the relationships between external and internal factors as 
well as AIIMS governance is given in Table 2.
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Table 2: Summary-analysis of factors related to AIIMS governance in 
1969– 1970 and 2013

Components AIIMS (1969–1970) AIIMS (2013)

1. Primary mandate Education, research, and 
patient care, in that order. 
Developing patterns of 
teaching in medical educa-
tion to demonstrate a high 
standard of medical education 
to all other medical institu-
tions in India. 

The focus on education continues while 
the research component has increased 
manifold. Increase in patient load over 
the decades has resulted in allocation of 
a large proportion of resources for patient 
care.

2. Patient care Referral institution Referral and general institution

3. Organizational 
behaviour

a) Centralized, close-knit and 
smaller institute.
 b) Outsourcing not mandated.

a) Partial decentralization due to 
emergence of various centres and super-
specialties. 
b) Beginning with security services in 
1980s, many services including sanita-
tion have been outsourced. Accountability 
and responsibility frameworks have 
shifted. Interaction of permanent employ-
ees with contracted staff is complex.

4. Autonomy Largely autonomous as 
enshrined in the AIIMS Act. 

Complete autonomy not deemed desirable 
by successive national Governments.

5. Accountability Primarily to Parliament 
through the MOHFW.

To Parliament, MOHFW, various regulatory 
bodies and to the public at large through 
laws including the RTI and CPA.

6. Role of the Govern-
ment

Providing adequate funds. 
Minimal control

In addition to funding, exercising control 
over policy-making, performance auditing 
and accountability.



Public hospital governance in India

249

Components AIIMS (1969–1970) AIIMS (2013)

7. Relation to external 
environment

(i) Patients’ perspec-
tive

Considered primarily for 
research and education. 

An institute for rendering accessible and 
affordable, quality patient care.

(ii) Private hospitals 
and increased 
paying capacity of 
the consumer

Few private hospitals to 
match the quality of AIIMS, 
thereby having no direct effect 
on functioning of AIIMS.

Affluent patients have, to an extent, been 
largely attracted by private hospitals. 
However, the continued respect of AIIMS 
doctors results in second opinions being 
sought at AIIMS and, sometimes, patients 
initially treated at private hospitals are 
transferred to AIIMS due to untreatable 
complications or spiralling costs. 
Yearly attrition rate of doctors in AIIMS 
is nearly 5.5%. The attrition of nurses is 
higher due to better opportunities abroad 
(and, to a lesser extent, due to the 
private-sector boom in India).

8. Limiting factors for 
growth

Limited funding, scarcity 
of trained staff, lack of 
technology, absence of global 
networking.

Land, limitations in infrastructure, 
complex administrative processes, older 
systems hindering modernization, growth 
of medical science, and attrition.

9. Patient demograph-
ics

Limited to patients from Delhi 
and referral cases from other 
parts of country.

Large influx of patients from Delhi, neigh-
bouring states and countries.

Source: Asia Pacific Observatory on Health Systems and Policies

The AIIMS Act mandates the Institute a role as an apex tertiary care, 
research and medical education centre in which patient care plays a 
supportive role. However, over the years, the pressures of an inadequate 
primary and secondary health-care system in the country, compounded 
by the absence of a structured referral system, has gradually led to the 
diversion of a substantial amount of AIIMS resources into patient care 
services – namely education and research. 

Over that period, the functioning of the AIIMS has gradually shifted from 
a purely “referral” role to a “referral and general” role. Having started as 

Table 2: Summary-analysis of factors related to AIIMS governance in 
1969–1970 and 2013 (cont.)
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a single centralized Institute, AIIMS has branched out with a number of 
super-specialty, secondary and even (almost) primary care centres within 
its framework, supported by budgetary allocations and necessitating 
adjustments to autonomy at different levels. Limitations in funding and 
the availability of trained staff have been crucial factors in the present 
growth of AIIMS and need to be resolved in order for it to continue to fulfil 
expectations.

This case study on the evolution of AIIMS from a governance perspective 
highlights that AIIMS as a hospital was given the mandate to develop itself, 
enabled by its autonomy, and provide clinical and academic leadership. In 
order to become efficient, however, AIIMS has often had to make its own 
space; and, as a result, many changes have taken place, as much a matter 
of need as a matter of design. The level of its autonomy has also changed 
over time – the Institute was originally accountable to the Parliament 
only but is now more closely controlled by the Government. In tandem, 
the accountability mechanisms have become broader and more complex 
and other mechanisms – such as the People’s Charter and RTI – ensuring 
accountability have been introduced.

It is interesting to note how AIIMS has managed to cope with its increasing 
workload while still maintaining and even improving quality, efficacy and 
efficiency in patient care services. Various factors have contributed to this 
achievement, the most important being the highly qualified and motivated 
faculty, staff and students. The ability of AIIMS to attract and retain the 
best of the medical profession in India could be attributed to the Institute’s 
reputation and central location with connectivity by rail, road and air. The 
trust afforded by politicians and officials, together with its proximity to 
India’s political power centre, could also have enabled the Institute to make 
quick decisions, bypassing numerous bureaucratic hurdles.

The existing semi-autonomous governance structure at AIIMS has served 
it well since its inception in 1956. However, there have been increasing 
demands for its revamp, including greater stakeholder participation 
in decision- and policy-making, i.e. the adequate representation of the 
faculty, staff and students in the Governing and Institute Bodies as well as 
insulation from the political environment, performance-based appraisal, 
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etc. These measures would enable the Institute to continue to attract and 
retain the best talent from across the globe. This is even more pressing 
in the current health care scenario, where the private-sector has grown 
manifold and is beginning to act as a counter-magnet to AIIMS and similar 
medical institutions in India. The Government is replicating the model and 
establishing other AIIMS-like institutions in different parts of the Union, 
which means both recognizing the validity of the model and ending the 
uniqueness of the original scheme.

In conclusion, AIIMS cannot be studied as an entity separate from the 
health system of India. Instead, the performance of AIIMS is strongly 
related to a number of institutional arrangements in addition to its own 
managerial and governance arrangements. It is evident that any attempt to 
develop health services in India should take into account how the service 
delivery institutions are interconnected and how they are organized 
internally. AIIMS is a robust health-care institution with reasonable 
autonomy to achieve its objectives, but it needs to adjust its relationships 
with other components of the health system both at state and national 
level by restoring its referral status in the hierarchy of the public health 
system in India; instead of just becoming another walk-in tertiary care 
hospital like many others in the country. This shall also enable enhanced 
focus on research and education at AIIMS, which over the years has been 
overshadowed by the ever-increasing patient care load and demands.

Finally, this case study further confirms the fact that hospital performance 
is substantially influenced by its governance, in turn related to its external 
and internal (managerial) environment.



252

References
All India Institute of Medical Science (AIIMS) (1956). All India Institute of 
Medical Sciences Act, 1956. New Delhi (www.aiims.edu, accessed 20 July 
2013).

All India Institute of Medical Sciences (various years). AIIMS annual reports 
1972–1973 to 2012–2013 (starting from 2004–2005, the annual reports are 
available at www.aiims.edu, accessed 20 July 2013).

Bajaj Committee Report (1987) (http://www.nhp.gov.in/sites/default/files/
pdf/Bajaj_Committee_report.pdf, accessed 26 August 2013).

Balarajan Y, Selvaraj S, Subramanian SV (2011). Health care and equity in 
India. Lancet. 377:505–15.

Bhore J, editor (1946). Report of the Health Survey and Development 
Committee. New Delhi: Government of India Press; 1946 (http://nihfw.org/
NDC/DocumentationServices/Reports/bhore%20Committee%20Report%20
VOL-1%20.pdf, accessed 12 August 2013).

Comstock LM, Hooper EM, Goodwin JM, Goodwin JS (1982). Physician 
behaviors that correlate with patient satisfaction. J Med Educ. 57(2):105–12.

Desai SB, Dubey A, Joshi BL, Sen M, Shariff A, Vanneman, R (2010). Human 
Development in India – Challenges for a Society in Transition. Oxford: 
Oxford University Press.

Government of India (2012). National Health Profile of India. Central 
Bureau of Health Intelligence, Ministry of Health and Family Welfare 
(http://cbhidghs.nic.in/index2.asp?slid=1256&sublinkid=1163, accessed 17 
August 2013).

Government of India (2013). Census of India: sample registration 
system bulletin. New Delhi: Office of the Registrar General and Census 
Commissioner (http://censusindia.gov.in/vital_statistics/SRS_Bulletins/
Bulletins.html, accessed 11 September 2013).



Public hospital governance in India

253

Gudwani A, Mitra P, Puri A, Vaidya M (2012). Healthcare systems and 
services: India healthcare: inspiring possibilities, challenging journey. 
Prepared for Confederation of Indian Industry (CII). New Delhi: McKinsey 
& Company Inc. (www.mckinsey.com, accessed 10 September 2014).

Ministry of Health and Family Welfare (MOHFW) (1983). National 
Health Policy 1983. New Delhi: Government of India (http://www.
communityhealth.in/~commun26/wiki/images/6/64/Nhp_1983.pdf, accessed 
4 September 2013).

Ministry of Health and Family Welfare (MOHFW) (2002). National Health 
Policy 2002. New Delhi: Government of India (http://MOHfw.nic.in/
WriteReadData/l892s/2105179110National%20Health%20policy-2002.pdf, 
accessed 7 August 2013).

Ministry of Health and Family Welfare (MOHFW) (2005). Seventh report 
of the Public Accounts Committee (14th Lok Sabha) – 2004–2005: All India 
Institute of Medical Sciences. New Delhi: Government of India.

Ministry of Health and Family Welfare (MOHFW) (2013). National Urban 
Health Mission (NUHM) as a sub-mission under the National Health 
Mission (NHM). Press Information Bureau, Government of India (http://pib.
nic.in/newsite/erelease.aspx?relid=95385, accessed 10 September 2014).

National Commission on Macroeconomics and Health (2005). Report of the 
National Commission on Macroeconomics and Health 2005. New Delhi: 
Government of India, Ministry of Health and Family Welfare.

Planning Commission (various years). Five-Year Plans. New Delhi: 
Government of India (http://planningcommission.nic.in/plans/planrel/
index.php?state=planbody.htm, accessed 8 September 2013).

Rajya Sabha Secretariat (2008). Report on All India Institute of Medical 
Sciences Regulations 1999: Committee on Subordinate Legislation 178th 
Report. New Delhi (http://rajyasabha.nic.in/rsnew/annual_report/2008/
SubLegis.pdf, accessed 10 September 2014).



254

Rao M, Rao KD, Shiva Kumar AK, Chatterjee M, Sundararaman T (2011). 
Towards universal health coverage, human resources for health in India. 
Lancet. 377:587–98. 

Reddy KS, Patel V, Jha P, Paul VK, Kumar AK, Dandona L; Lancet India 
Group for Universal Healthcare (2011). Towards achievement of universal 
health care in India by 2020: a call to action. Lancet. 377:760–8. 

Singh M, Vaishya S, Gupta S, Mehta VS (2006). Economics of head injuries. 
Neurol India. 54:78–80. 

Study on Employee Satisfaction conducted by the Department of Hospital 
Administration, AIIMS (2012).

Study on Maximum Handling Capacity of Select Departments at AIIMS 
conducted by Department of Hospital Administration at AIIMS, 2008–2009.

Study on Patient Profile of AIIMS conducted by the Department of Hospital 
Administration, AIIMS (2011). 

Study on Patient Satisfaction at AIIMS conducted by the Department of 
Hospital Administration, AIIMS (2012).

Valiathan Committee (2009). Report on AIIMS (http://www.aiims.edu/aiims/
report.pdf, accessed on 21 August 2013).

Vashist P, Gupta N, Rathore AS (2012). Sentinel surveillance of blindness: 
an initiative of the National Programme for Control of Blindness in India. 
Indian J Community Med. 37:139–41.

World Health Organization (WHO) (2013). World health statistics 
2013. Geneva (http://www.who.int/gho/publications/world_health_
statistics/2013/en/, accessed 26 August 2013).

World Health Organization (WHO), Country Office for India (2012). 
Country Cooperation Strategy 2012–2017. New Delhi: WHO, Country Office 
for India.



Public hospital governance in India

255

World Bank, Health, Nutrition and Population Unit, South Asia Region 
(2001). Raising the sights: better health systems for India’s poor. New Delhi: 
World Bank.

World Bank (2013). GDP India 2012 (http://data.worldbank.org/indicator/
NY.GDP.MKTP.CD/countries?display=default, accessed 28 August 2013).



256

G. Public hospital governance in Sri Lanka
A case study on processes and performance 
Shanti Dalpatadu, Prasadini Perera, Ruwani Wickramasinghe, Ravindra P. Rannan-Eliya



Public hospital governance in Sri Lanka

257

Abstract
Public sector health services have been, and continue to be, the backbone 
of the health sector in Sri Lanka. This case study describes the governance 
processes and performance of secondary- and tertiary-level public hospitals 
in Sri Lanka. 

Identifying governance processes involved a literature review of official 
Government publications and other published and unpublished literature, 
as well as focus group discussions and in-depth interviews with directors 
of secondary and tertiary hospitals. Assessing the performance of 
public hospitals was also achieved using data from official Government 
publications and the Medical Statistics Unit.

The central Ministry of Health (MOH) has a predominant role in the 
governance of public hospitals; although, administratively, the majority 
of these institutions were decentralized to the Provinces (in 1987). These 
relationships arise from the central disbursement of financing based on 
historical budgets and the MOH keeping control over functions such as 
national policy formulation and health legislation; the procurement of 
essential drugs and medical supplies; and the recruitment, assignment and 
promotion of medical officers and medical administrators.

There have not been any major changes to hospital governance since the 
decentralization of power to the provinces in 1987. Nevertheless, there 
have been recent adaptive policy responses such as the upgrading and 
re-categorization of hospitals, the introduction of quality improvement 
programmes and the establishment of a post-graduate qualification in 
medical administration. These however, are all centrally driven initiatives 
with little change in the governance structure at the individual hospital 
level. Hospital directors have limited autonomy in terms of the strategic 
and financial direction of the hospital, although they have sole authority 
to carry out day-to-day operational management within the resources 
provided. The performance of public hospitals has shown improvement 
over the years through a number of efficiency indicators. In Sri Lanka, 
stewardship and centre-dominated governance processes appear to have 
made a substantial contribution to the observed level of improved hospital 
performance, while the operational level contributors are harder to identify.
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Acronyms and abbreviations
ALOS  average length of stay

BOR  bed occupancy rate

BTOR  bed turnover rate

NHDC  National Health Development Committee

PMOH  Provincial Ministry of Health 

RDHS  Regional Director of Health Services 
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1.  Introduction 
This case study focuses on secondary- and tertiary-level public hospitals in 
Sri Lanka that provide curative care services. These include the categories 
of teaching hospitals, provincial general hospitals, district general hospitals 
and base hospitals (type A and type B). Secondary hospitals provide four 
basic specialities (medicine, surgery, paediatric, obstetrics and gynaecology) 
and manage patients needing specialist care that are not available in 
primary care hospitals, while tertiary hospitals provide added specialties. 
Divisional hospitals and primary medical care units (i.e. maternity homes 
and central dispensaries), which are primary-level facilities, are excluded 
from the study. In addition, some specialized teaching hospitals or apex 
referral hospitals for specific diseases/organ systems (e.g. cancer, eye, 
paediatric etc.) are also excluded from the case study because they lack 
generalizability with the patient mix in the other secondary- and tertiary-
level hospitals. Additionally, there are two semi-autonomous board-
managed public hospitals in Sri Lanka (Sri Jayawardenapura General 
Hospital and Vijaya Kumaratunga Memorial Hospital). These are similarly 
excluded from the case study because semi-autonomy for these hospitals 
was granted due to donor request, and not due to a specific intervention or 
policy change. Thus, the focus of this case study is a total of 98 secondary- 
and tertiary-level hospitals, which constitutes more than 9% of all public 
sector healthcare facilities in Sri Lanka (MOH 2010, 2013).

The focus on these secondary-and tertiary-level hospitals is due to several 
reasons. First, as a group, this 9% of hospitals accounts for the majority of 
total bed capacity and treats two thirds of total inpatients and a third of 
total outpatients that seek services from the public sector (Figure 1). Second, 
these hospitals are managed by medical administrators in administrative 
grades, have more complex governance structures considering their larger 
budgets, more advanced facilities, and a larger range and level of staff 
involved in service delivery. The expectation, therefore, was to glean more 
focused information on hospital governance pertaining to these higher-tier 
hospitals. 
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Figure 1: Bed capacity, inpatients treated and outpatient attendance at 
secondary- and tertiary-level hospitals (% of total), 2010
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attendance in public-sector health facilities 

Source: Medical Statistics Unit (data obtained in 2014)

The objectives of the case study were met with both secondary and primary 
data collection. Secondary data collection included a literature review 
of: a series of Government commissioned reports on the organization of 
medical and public health services and health administration; official policy 
documents, laws, regulations, health plans and supporting documents; 
and relevant published work on public hospitals and the health system in 
Sri Lanka and hospital governance literature in general. Additionally, the 
performance of public hospitals was assessed using a number of sources 
of information from the Medical Statistics Unit, MOH; MOH publications 
and Government-published statistics, including data from the Institute 
for Health Policy, Sri Lanka along with the Sri Lanka National Health 
Accounts database (Institute for Health Policy 2012a) and private hospitals 
and nursing homes database (Institute for Health Policy 2012b); and, for 
international benchmarking, the Organisation for Economic Co-operation 
and Development (OECD) health database (OECD Health Data 2014).
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Importantly, the case study findings are expected to represent all 
secondary- and tertiary-level public hospitals in Sri Lanka, excluding the 
specialized hospitals and two semi-autonomous hospitals as explained 
earlier. This is due to the homogeneous bureaucratic way that public 
hospitals are administered, as well as the limited major reforms that have 
been implemented with a transforming impact on governance. 

Primary-data collection is also an important component of this case study. 
Information on practical experiences, implications and manifestations of 
existing governance structures on processes and performance is partly 
tacit knowledge within public hospitals. This knowledge is available to 
those directly involved in running public hospitals at the supervisory and 
administrative levels. Focus group discussions and in-depth face-to-face 
interviews were carried out among administrators to gain an insight into 
the degree of authority over important inputs and resources as well as the 
possible reasons for observed levels of hospital performance. Focus group 
discussions were carried out with medical administrators from secondary- 
and tertiary-level central MOH hospitals. A total of 12 hospital directors, 
from among those who attended the bimonthly central MOH medical 
administrators’ meetings, were able to stay on to participate in two further 
focus group discussions. The first group consisted of five administrators: 
four teaching hospital administrators and one provincial general hospital 
administrator. The second focus group consisted of six district general 
hospital administrators and one base hospital administrator. Discussions 
focused on: the level of decision-making authority available to the hospital 
administrator with regard to different staff categories, the hospital budget 
and the procurement of medicines; hospital performance target-setting, 
monitoring and evaluation as well as incentives; external pressures; training 
and the capacity of hospital administrators to function in their current 
role; constraints in implementing process changes to improve hospital 
performance; and the role of the Japanese 5S tool in improving hospital 
performance. 5S is an approach to implementing total quality management 
(TQM) originally developed by Japanese manufacturers, drawing on work 
by both Japanese and American researchers, but adopted in a range of other 
industries around the world.
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In addition to focus group discussions, in-depth face-to-face interviews were 
carried out with the following present and former medical administrators: 

• three hospital directors: one each from a teaching hospital, 
district general hospital and a base hospital;

• one regional director of health services;

• one senior medical administrator from the MOH; and

• five retired senior medical administrators.

The administrators were selected as key informants based on their 
availability and agreement to participate in the case study. The interviews 
were designed to obtain in-depth information on strategic direction, decision-
making authority, supervision and support, management and leadership, 
capacity, motivations, and challenges to performance.  

2.  Country context
Sri Lanka is a small tropical-island nation (65 610 km²) in South Asia with 
a population of 20.5 million in 2013 (Department of Census and Statistics  
2014). The population consists of multiple ethnicities and religions, and 
is predominantly rural. Sri Lanka has one of the fastest-growing ageing 
populations in Asia, with the share of the population aged 65 years or 
more expected to increase from 8% in 2011 to 13% by 2025 (United Nations 
Population Division 2013). Fertility has declined to near replacement level, 
and Sri Lanka is close to completing its demographic transition. (United 
Nations Population Division 2013). However, Sri Lanka is still dealing with a 
double burden of disease, with communicable disease in addition to poverty 
(e.g. malnutrition, low birth weight, etc.) still taking their toll, along with 
an unprecedented rise in the incidence of noncommunicable disease (NCD) 
(Medical Statistics Unit 2010). Some key demographic statistics are presented 
in Table 1. 
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Table 1: Key demographic indicators for latest available year

Indicator

Population 0–14 years (%), 2011 24.9

Population 65 years and above (%), 2011 8.4

Human Development Index, 2012 0.715

Female literacy rate (%), 2010 90.8

Male literacy rate (%), 2010 93.2

Average life expectancy at birth (years), 2011 74.9

Source: Central Bank of Sri Lanka 2013

2.1 Historical 
Initial contact with western (allopathic) medicine in Sri Lanka was during 
Portuguese occupation in the sixteenth century. However, it was during 
British colonial rule (1796–1948) that western medicine proliferated 
and became established alongside the local systems of medicine 
(Uragoda, 1987). The creation of a separate Civil Medical Department 
in 1858 is considered a major milestone in the establishment of a robust 
health service in the country (Uragoda, 1987). The development of a health 
infrastructure was to ensure a healthy population of immigrant plantation 
workers, and to create a relatively healthy place for expatriates. In response, 
health institutions were initially established in major cities, on immigrant 
worker routes and plantation districts. The network of institutions, ranging 
from hospitals (including specialized hospitals) to dispensaries and other 
administrative institutions, created a sound health infrastructure upon 
which the present healthcare system has been established and expanded 
(Uragoda, 1987). 

2.2 Economy 
Sri Lanka first liberalized its economy in 1978, and at present is a recent 
entrant (in 2010) to the World Bank’s lower-middle income country status. 
The economy has reached lower-middle income country (LMIC) status 
(Table 2), with a GDP per capita of US$ 3280 in 2013 (Central Bank of 
Sri Lanka, 2014). The service sector had the highest proportion of labour 
force participation (42.9% in 2012) and is the main contributor to the 
economy (57.5% of GDP in 2012) (Central Bank of Sri Lanka, 2014). Table 2 
provides some key economic indicators for Sri Lanka in 2000 and 2013.
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The economy has shown steady improvement over the last decade, with an 
average annual GDP growth rate for the past 10 years of 6.5% (Central Bank 
of Sri Lanka, 2014). Notably, Sri Lanka has been able to lift a substantial 
proportion of people out of poverty. The poverty headcount ratio decreased 
from 22.7 in 2002 to 6.5 in 2012 (Department of Census and Statistics 
Sri Lanka, 2013a). Nevertheless, income inequality in the country is high with 
a Gini index of 0.48 in 2012 (Department of Census and Statistics Sri Lanka, 
2013a).

Table 2: Key economic indicators for Sri Lanka, 2000 and 2013

Indicator 2000 2013

GDP at current market prices (US$ billion) 16.6 67.2 

GDP per capita at current market prices (US$) 899 3280 

GDP per capita, PPP (current international $) 2675 9736 

GDP average annual growth rate for last 10 years (%) 5.2 6.5 

Public expenditure as percentage of GDP 26.7 19.2 

Unemployment rate (% of labour force) 7.6 4.4 

Notes:  
(i) PPP – purchasing-power-parity. 
(ii) GDP at current market prices (US$ billion) was calculated using GDP (Sri Lankan Rupees 
billion) and the annual average exchange rate reported in the Annual Report 2013, Central Bank 
of Sri Lanka. 
(iii) GDP average annual growth rate for last 10 years (%) was calculated using annual growth 
rates reported in the Annual Report 2013, Central Bank of Sri Lanka. 
Source: Central Bank of Sri Lanka 2014

2.3 Political 
Sri Lanka is a democracy, with the sovereignty of her people and legislative 
powers vested in a 225-member Parliament. The Executive is the Cabinet of 
Ministers (selected from elected Members of Parliament), which is presided 
over by an Executive President. Prior to independence in 1948, Sri Lanka was 
a British colony for over a century and gained universal suffrage in 1931, 
whereby peoples’ representatives were elected to a State council that had 
control over domestic affairs. This had a positive and long-lasting impact on 
social infrastructure such as health facilities and schools, and consequently 
on health and education (Rannan-Eliya and Sikurajapathy, 2009).
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Since Independence, two major political parties have continued to swap 
power and political orientation. One party has been centre-left, while 
the other has been comparatively centre-right. Sensitivity of elected 
representatives to voter concerns has continued to garner bipartisan 
support for a strong public sector healthcare delivery system without user 
fees and driven by the principal of universal access. 

In recent decades, Sri Lanka has fought an armed internal conflict that 
lasted for over 25 years (1983–2009), with the North and East of the island 
predominantly bearing the brunt of the debilitating struggle. In spite of 
this, elections at the local, provincial, parliamentary and presidential levels 
have been held continuously in many parts of the island; and, for the most 
part, public hospitals have operated continuously in the conflict areas 
throughout this period. 

2.4 Institutional 
At present, for general administration the country is divided into nine 
Provinces, 25 Districts and 331 Divisional Secretary areas, with further 
divisions at the local level. Although Provinces have been in existence since 
the 19th century, they gained importance administratively in 1987 with 
the 13th Amendment to the Sri Lankan Constitution. The amendment was 
in response to external pressure to decentralize the Government. The nine 
provincial councils  subsequently established were autonomous entities and 
not under any Ministry, and were granted the authority to write their own 
legislature in a number of areas including health (Sri Lanka Constitution 
13th Amendment 1987, Provincial Councils Act No. 42, 1987). 

However, in practice, power has remained largely centralized and continues 
to be a source of political and administrative dissatisfaction. Although the 
main authorities of the public health system are the MOH along with the 
Provincial Ministries of Health (PMOHs), the issues that arise due to the 
(insufficient) devolution of power are also relevant to the public health 
system and, consequently, to public sector facilities.
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3.  Public sector health services
3.1 Current health care system
Sri Lanka’s healthcare system today is mixed. Public services are funded by 
taxation, and private services mostly financed by household out-of- pocket 
payments. In 2010, total health spending was equivalent to 3.5% of GDP 
(Institute for Health Policy, 2012a), just under half (44%) of which was 
financed by public sources, and the rest by private financing. Funding 
by external donors is small, averaging 2.2% of total spending in the past 
decade (Institute for Health Policy, 2012a). Hospital spending accounts for 
70% of the government’s recurrent health budget, a proportion which has 
changed little since the 1950s and which is one of the highest in the region 
(Rannan-Eliya 2008). 

3.2 Organization
Government health services are separated into two functional 
arms – curative and preventive. Two parallel hierarchies of managers 
administer each, although sitting within the same organizational structure. 
The preventive services operate an extensive, countrywide network of 
around 300 physician-led, standalone health units, which deliver preventive 
and routine MCH services to their catchment areas. The curative services 
comprise all the hospitals and other outpatient-only facilities, ranging from 
primary care units to tertiary and specialized hospitals. These are owned 
and operated by MOH and the nine PMOHs. They are organized into a 
hierarchical, pyramidal network, in which higher-level facilities act as 
referral centres for lower level ones in their catchment areas. 

The infrastructure for the curative health care system consists of an 
extensive network of health care facilities. On average, a public health 
care facility is located less than five kilometres from a person’s residence 
(Medical Statistics Unit, 2010), and range from primary medical care units 
that provide only outpatient services to tertiary-level and specialized 
hospitals. Further details on the hospitals are provided in section 3.  
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3.3 Utilization
Health care utilization in Sri Lanka is high, even reaching levels and 
exceeding some developed nations, particularly for inpatient care (OECD 
Health Data 2014; OECD-World Health Organization 2012). In 2011, total 
inpatient use was 275 discharges per 1000 population, with the public sector 
accounting for over 95% of total inpatient care (Institute for Health Policy, 
2012b). In terms of equity, public sector inpatient use was generally equal 
across socioeconomic groups in 2003/04, with no evidence of a change 
in more recent years (Figure 2). Public sector hospitals, therefore, play a 
crucial role in reaching and providing inpatient hospital services to the 
large majority of Sri Lankans.

Figure 2: Utilization of inpatient care (total, public and private) by 
socioeconomic group, 2004 and 2009
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(HIES 2009/10.
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In 2011, outpatient utilization was 5.1 doctor consultations per capita 
(OECD–World Health Organization, 2012). Although this utilization rate 
is lower than the OECD average, it is higher than most countries in the 
Asia-Pacific region (OECD–World Health Organization 2012). Furthermore, 
the public sector provided 45% of total outpatient care. In terms of equity, 
although total utilization has tended to be pro-rich, total public sector 
outpatient utilization as well as hospital outpatient utilization has been pro-
poor (Figure 3).

Figure 3: Utilization of outpatient care (total, total public, public hospital 
and private) by socioeconomic group, 2004 and 2009
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Source: Central Bank of Sri Lanka’s Consumer Finances and Socioeconomic Survey (CFS) 
2003/04 and Department of Census and Statistics’ Household Income and Expenditure Survey 
(HIES 2009/10).

4.  Hospital system
The public sector institutions that provide curative care services are 
presented in Table 3. The secondary and tertiary hospitals that are the 
focus of this case study are highlighted (Note: Under the teaching hospital 
category Table 3 includes the 10 specialized hospitals and the semi-
autonomous hospital, although they are not part of this case study).  
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The catchment areas of the secondary and tertiary hospitals are demarcated 
by provincial and district boundaries, not on population basis.   

Table 3: Number and bed strength of curative care institutions, 2011

Classification Description Number Beds

Teaching hospital 
(including special-
ized teaching 
hospitals)

Tertiary Apex referral hospitals 21 21 350

Provincial general 
hospital

Tertiary Similar facilities as teaching 
hospitals located in provincial 
capitals that lack teaching 
hospitals

3 4203

District general 
hospital

Tertiary One or two hospitals in each 
district where there are no provin-
cial general hospitals

18 10 423

Base hospital – 
Type A

Secondary Has four basic specialties and 
some other finer specialties (e.g., 
ear, nose and throat, eye)

26 8306

Base hospital – 
Type B 

Secondary Has few basic specialties and 
is earmarked to be upgraded to 
type A once basic specialties are 
available

41 6458

Divisional hospital 
– Type A

Primary 46 4763

Divisional hospital 
– Type B

Primary 134 8732

Divisional hospital 
– Type C

Primary 311 7168

Primary medical 
care unit

Primary 476 271

Total 1076 71 674

Beds per 1000 
population

354

Note:  
The 10 specialized teaching hospitals and one semi-autonomous hospital under the teaching 
hospital category account for approximately 31% of total teaching hospital bed-capacity

Source:  MOH, Health Facility Survey (2013)

For each level and type of institution, MOH defines the expected level 
of staffing and equipment, and mix of services that must be delivered 
(Ministry of Health 1995, 2002), although services may often fall short 
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owing to gaps in available staffing or equipment (Nagayama, 2004). In 
terms of service configuration, all facilities – irrespective of type and level 
(with the exception of some specialized hospitals) – are expected to provide 
outpatient care, maternal and child health services and family planning. In 
addition to these primary care services, the secondary care facilities must 
provide radiology and comprehensive pathology services; have surgical 
theatres and intensive care units; and have the four basic specialties of 
medicine, paediatrics, surgery, and obstetrics and gynaecology.  Base 
Hospitals are categorized as Type A or Type B, according to the availability 
of other specialist services, such as ENT, eye, dermatology, and psychiatry. 
Higher-level facilities provide more extensive specialist services, with 
teaching hospitals providing the most comprehensive range. Human 
resources in secondary and tertiary hospitals are given in Table 4.

Table 4: Human resources in secondary and tertiary public hospitals, 2011

Number Population per provider

Total number of medical specialists 1486 13 636

Physicians 192 105 540

Paediatricians 140 144 741

Obstetricians 135 150 102

General surgeons 112 180 926

ENT surgeons 41 494 237

Eye surgeons 54 375 254

Pathologists 113 179 325

Radiologists 71 285 405

Cardiologists 36 562 881

Maxillo-Facial surgeons 33 614 052

Psychiatrists 46 440 516

Consultant judicial medical officers 28 723 704

Notes: 
(i) Includes human resources in specialized teaching hospitals 
(ii) Medical officers, nursing officers and professions supplementary to medicine have not been 
included due to difficulty in disaggregating to secondary and tertiary hospitals only

Source: MOH, Health Facility Survey (2013)
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Taken together, the public sector facilities are organized in a hierarchical 
manner that implies a referral system, although referral as implicitly 
intended is not realized in practice. As indicated in Table 3, divisional 
hospitals and primary medical care units only provide primary-level care, 
and these consist of nearly 90% of total public sector health care facilities. 
However, as noted earlier, all other hospitals (e.g., teaching, provincial 
general, district general and base hospitals) are also expected to, and do, 
provide primary care through the hospitals’ outpatient departments (OPD). 
The provision of facility-based primary care in the public sector is through 
this network of public sector institutions only. Patients are free to, and do, 
access care from any public sector institution of their choice, irrespective of 
district and provincial boundaries; and public sector facilities cannot deny 
services to anyone who turns up on their doorsteps.    

Because a referral system was not explicitly implemented and because 
facilities at all levels provide primary care (including tertiary care 
hospitals), the bypassing of the lower-tier health care facilities by patients is 
a problem. This results in underutilization of the primary care institutions 
and overcrowding in higher-level institutions. The enforcement of a referral 
system is politically unpopular and has taken a back step in response to 
patients’ perceptions of the quality of care and their expectations of care 
and provider choice. This is in addition to the lack of an organized system 
of General Practitioners to act as gatekeepers to secondary and tertiary 
hospital services (Rannan-Eliya and Sikurajapathy, 2009). Furthermore, 
better access to roads and transportation has facilitated the bypassing of 
lower-tier institutions closer to patients’ homes. Patients that opt to receive 
first contact health care from secondary- and tertiary-level hospitals do 
so from general OPDs, which can facilitate referral to specialized clinics. 
In response to the bypassing issue, over time, the Sri Lankan health care 
system has shifted resources to hospitals with larger capacities (Ministry 
of Health, 2002). Additionally, a policy decision was made to upgrade 
a hospital in each district to a tertiary care district general hospital, 
particularly in districts without a teaching hospital or a provincial general 
hospital. 

The private sector in Sri Lanka plays an important role in the delivery of 
health services, particularly in terms of outpatient care. Private hospitals 
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along with a large number of private General Practitioner clinics and 
specialist channelling centres provide outpatient care. In comparison to the 
public sector, the private sector accounted for 17% of total hospitals, 6% of 
total bed capacity, and 4% of total inpatients in 2010 (Table 5). The private 
hospitals are located predominantly in urban and suburban centres. The 
Western Province (with the most urbanized areas in the country) accounts 
for 51% of all hospitals in Sri Lanka, of which more than half are located 
in Colombo district alone (Institute for Health Policy, 2012b). The several 
thousands of private General Practitioner clinics and channelling centres 
have wider coverage throughout the island. Sri Lanka, like many other 
countries, allows its public sector medical officers to conduct dual practice 
– i.e. many private sector doctors are predominantly public sector medical 
officers who practice in the private sector in their off-duty hours. A referral 
system has also not been implemented in the private sector, so patients are 
able to select the specialists of their choice. 

Table 5: Hospital ownership, beds and discharges, Sri Lanka 2010

Type Hospitals Beds Inpatient discharges

Number % of total Number % of total Number % of total

Public

Tertiary 32 4.3 28 459 37.1 2 476 947 42.4

Secondary 66 8.0 13 919 18.1 1 312 964 22.5

Special 11 1.5 6523 8.5 266 134 4.6

Other 507 68.5 23 609 30.8 1 535 180 26.3

Subtotal 616 83.1 72 510 94.5 5 591 225 95.8

Private 124 16.8 4 188 5.6 245 366 4.2

Total 740 100.0 76 698 100.0 5 836 591 100.0

Note: Public hospitals include all facilities with inpatient beds.

Source: Ministry of Health 2010, Institute for Health Policy 2012b, Medical Statistics Unit (data 
obtained in 2014).

Since 1990, the private hospital sector has shown a considerable expansion, 
particularly in the mainly urbanized Western Province of the country, and 
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these trends are expected to continue (Table 6). Even within the Western 
Province, the Colombo District predominates in the delivery of private 
sector hospital services (Rannan-Eliya et al. 2012). The majority of hospitals 
(73%) have less than 50 beds, with 7% of hospitals having over 100 beds. 
The latter accounts for 40% of total bed capacity, 56% of total inpatient 
admissions, and 42% of total outpatient visits in the private sector (Institute 
for Health Policy 2012b). These large hospitals are multi-specialized, 
sophisticated and rival the tertiary-level public hospitals. Anecdotally, the 
establishment of these hospitals alongside better hotel services has attracted 
the non-poor to seek health care from these institutions. These market 
forces have contributed to the implementation of total quality management 
programmes and improvements in cleanliness and other amenities in the 
public sector.

Table 6: Key statistics from private sector hospitals in Sri Lanka, 1990 and 
2011

1990 2011

Sri Lanka 
(total)

Western 
Province (as 
% of total)

Sri Lanka 
(total)

Western 
Province (as 
% of total)

Colombo 
District (as 
% of total)

Number of hospitals 66 49% 125 51% 27%

Number of beds 2 004 54% 4 326 65% 50%

Number of admissions 100 211 59% 257 747 72% 58%

Number of outpatient visits 1 126 953 62% 5 094 222 66% 46%

Revenue (₹ million) 426 80% 19 941 89% 82%

Capital expenditure        

(₹ million) 77 77% 3 192 83% --

Source: IHP 2012b

5.  Public hospital governance
The network of public sector facilities fulfils two important policy objectives 
in the Sri Lankan public health system. First, it acts as the backbone for 
delivering primary to tertiary care hospital services to improve the health 
of all citizens, irrespective of socioeconomic status, urban/rural location, 
ethnicity and other factors. Second, it removes barriers to access, both 
physical and financial, by ensuring a substantive network of facilities is 
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spread throughout the nation and by providing adequate risk protection 
with no user charges for the services delivered. 

The structure for describing public hospital governance in Sri Lanka 
draws extensively from several publications on public hospital governance 
(European Observatory on Health Systems and Policies, 2011) and health 
system governance (Barbazza and Tello, 2013; Steel et al., 2008). These 
illustrate that public hospital governance is multi-dimensional, with 
complex interrelationships between the different dimensions, each of 
which must be given due consideration to understand their effect on the 
behaviour, management and performance of public hospitals. 

At the macro level, governance of public hospitals is shaped by a nation’s 
politics, economy and history, as well as its population structure, disease 
patterns, and changing patient expectations. Each of these macro-level 
components was described earlier under ‘Country context’. The public 
hospital system is one component of the overall (public) health system. 
At an intermediate level, policies, rules and regulations, health personnel 
and training, professional organizations, trade unions, monitoring and 
evaluation, and the organizational and administrative power structures 
influence both the overall health system and hospital system within it. All 
these players exert influence on the management and performance of public 
hospitals. 

Public hospitals must constantly attempt to improve their technical 
efficiency; provide clinical care that fulfils quality, safety and effectiveness 
criteria; and be responsive to changing disease patterns and patient 
expectations – all within the constraints mentioned previously. At the 
individual hospital level this can be challenging, depending on the extent to 
which a hospital has the managerial, technical and financial capacities and 
autonomy to make necessary adjustments. Thus, the strategic direction of 
a hospital, including its goal setting, establishment of performance criteria, 
supervision of hospital management and monitoring performance, as 
well as financial sustainability and accountability, become important. The 
structures in place that guide these strategic directions are an integral part 
of hospital governance. 
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5.1 Organizational structure
An overview of the organizational set up and two main external influences 
of the public hospital system in Sri Lanka are provided in Figure 4. The 
central MOH is headed by the cabinet minister for health in the central 
Government and the PMOHs are headed by the ministers of health in the 
provincial governments. 

Figure 4: Set up of public hospital system and influencing agencies
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Source:  Asia Pacific Observatory on Health Systems and Polices

The above diagram illustrates the link between the health ministries and 
other agencies such as the Ministry of Higher Education, which trains 
all physicians and hospital administrators, and the Ministry of Finance, 
which provides financing. These are two examples of other Government 
agencies that can influence the public hospital system. The Public Services 
Commission, the Sri Lanka Medical Council, and the Ministry of Public 
Administration and Home Affairs are some of the other agencies that could 
influence the system. 

The Director General of Health Services in the MOH, along with the 
various departments (Figure 4), is directly responsible for central MOH 
hospitals. They are also responsible for providing technical assistance to the 
provincial institutions when required. Similarly, the Provincial Director of 
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Health Services, along with the Provincial Department of Health Services, is 
directly responsible for provincial institutions. 

Of the secondary and tertiary hospitals of interest to this case study, in 
2010, nearly 30% came directly under the central MOH (all teaching and 
provincial and some district and base) while the rest were under the 
provincial ministries.  

The transfer of hospital ownership to the nine provinces took place with 
the decentralization of the Government under the 13th Amendment to 
the Constitution in 1987. However, in practice, some of the important 
administrative functions remain under the direct control of the MOH. The 
procurement and allocation of essential drugs and medical supplies, as well 
as the recruitment, assignment and promotion of physicians and medical 
administrators also remained under the MOH. The provincial ministries 
can assign all other health staff and allocate drugs to individual hospitals. 
The provincial ministries also have the power to procure and maintain 
medical equipment.

5.1.1 Financing

The provinces fund their own hospitals, but all public sector health 
institutions are essentially funded by the central government from general 
taxation. Although the provincial councils have the authority to raise their 
own tax revenue, they raise less than 26% (2007-2010) of their budgets from 
their own revenues (The Finance Commission, 2012), and they remain 
dependent on central government transfers, which are made via the Finance 
Commission, a constitutional body established to determine fiscal transfers 
to provinces. 

This reality and other features in practice limit the space for PMOHs to 
independently modify the funding and resources provided to individual 
hospitals. Hospital capital budgets are held and allocated centrally by 
MOH, although provincial ministries have some powers to procure hospital 
equipment. Although provinces are free to set the levels and composition of 
their own hospital recurrent budgets, in practice this is tightly constrained 
for four reasons. First, wage schedules and terms and conditions for almost 
all hospital staff are set centrally. Second, the doctors assigned to each 
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hospital are determined centrally, with the provincial budget required 
to fund the associated wage costs. Third, the centre makes the bulk of 
its fiscal transfers to provinces in the form of block grants, which are 
computed on the basis of the number and salary grades of all provincial 
workers currently in post, which reduces the flexibility of each council to 
substantially change staffing numbers in the province. Fourth, the bulk of 
the public sector budget for medicines and supplies is held centrally, with 
all items being centrally purchased and distributed, and only secondary 
and tertiary hospitals have some limited self-purchasing authority.

5.2 Strategic direction
The goal of the central MOH is the “provision of curative, preventive, 
rehabilitative and promotive services of optimum quality accessible to 
the entire nation”. Producing health legislation, formulating national and 
provincial health policy and strategy, providing operational guidelines for 
policy implementation, and monitoring and supervising policy execution 
is carried out by the central and provincial MOHs. While the provincial 
ministries can produce their own legislation and policies, in practice, the 
central MOH produces national-level health policies and legislation, which 
are also implemented in provincial ministry hospitals. The centrally driven 
policy interventions described in the following section are some examples 
of the direction provided by the central MOH to the overall hospital system. 

5.3 Hospital reforms
There have not been any major changes to hospital governance since 
the decentralization of power to the provinces in 1987. Some policy 
interventions that were introduced to the hospital system in the last two 
decades are described below.

A notable public hospital reform has been the implementation of quality 
assurance programmes in all hospitals. The Japanese 5S programme to 
improve productivity and efficiency was first implemented at a maternity 
hospital in 2000 under the central MOH’s productivity improvement 
initiative. Since its successful implementation (Kaluarachchi, 2009), the 
programme has been implemented in all public hospitals island-wide. 
With the aim of expanding and institutionalizing this initiative, Quality 



278

Management Units have been set up in every secondary and tertiary 
care hospital over the past two years (2012/2013). These units, which are 
accountable to the Quality Secretariat in the central MOH, are expected to 
perform the following functions (Ministry of Health, 2009):

• implement and monitor quality improvement programmes;

• develop tools for productivity and quality improvement;

• conduct employee satisfaction and patient satisfaction surveys to 
identify problems and take corrective action;

• prepare patient care guidelines and protocols in consultation 
with relevant stakeholders;

• maintain information systems with data on staff training 
on quality assurance and performance reviews, patient care 
and medical devices and equipment, including repair and 
maintenance;

• develop annual procurement plans;

• publish annual reports providing feedback to patients, employees 
and other stakeholders; and

• promote studies, research and medical audits in the hospital. 

The upgrading of hospitals, especially in areas that did not have tertiary care 
facilities, was another policy reform that was implemented in the early 2000s. 
One secondary care hospital in each district was selected and earmarked or 
upgraded to a tertiary care district general hospital. This was based on the 
National Health Policy developed in 1996 and recommendations in the 1998 
Presidential Task Force report on Health Policy Implementation (Ministry of 
Health, 2002). At present, each district in Sri Lanka has at least one tertiary-
level hospital either as a district general, provincial general or teaching 
hospital.

The introduction of Master of Science (MSc) and Doctor of Medicine (MD) 
qualifications in Medical Administration in 1993 through the Postgraduate 
Institute of Medicine, and the stipulation in the 2007 Medical Services 
Minute (Ministry of Health 2007) that new medical administrators must 
hold a postgraduate qualification in medical administration or community 
medicine in addition to a clinical degree is another notable initiative. In 2013, 
55% of hospital directors already had an MSc or MD specifically in medical 
administration(Wickramasinghe, Kugadas, and Dalpatadu 2013)
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5.4 Management authority
The degree of autonomy that hospital directors have to make decisions over 
inputs is limited. The budget and staff are assigned to each hospital from 
the centre. The former is based on a historical budget and the latter is based 
on hospital type and the facilities available. However, within the structure 
of the given inputs, hospital directors have the authority to: 

• initiate disciplinary proceedings against hospital staff – 
however, they do not have the power to terminate employment, 
which lies in the hands of the ministries; 

• assign staff who have not been assigned a job description by the 
ministry – typically these are mid-level to low-level employees; 

• approve staff increments; 

• conduct in-service training for staff; 

• manage the hospital budget and allocate resources within the 
hospital – directors also have the use of a daily petty cash fund 
for emergency expenses; 

• purchase of essential drugs locally, within the budget provided; 

• lobby donors in the local community for contributions to the 
hospital; and 

• develop medium-term hospital development plans and make 
requests to the MOH for capital investment or to seek the 
approval of locally donated capital improvement investments.  

In focus group discussions with hospital directors, their limited power 
to take disciplinary action and terminate employment is frequently 
mentioned, and some directors express frustration and imply that this 
restricted authority is a limiting factor for their performance. However, 
directors in practice can and do use other approaches to manage staff. These 
include persuasion-based methods to reduce negative behaviour in staff, 
and conducting in-service training programmes with the aim of promoting 
positive staff attitudes. Hospital directors also report that having specialist 
training in medical administration contributes to empowering them with 
such strategies.
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5.4.1 Management of inputs and outputs

The public hospital system not only focuses on inputs, which are controlled 
and provided to all hospitals by central and provincial authorities; hospital 
directors have limited or no decision-making authority to determine the 
patients they serve, core services and prices charged. The formal hospital 
budget allocated to each hospital is developed on a historical basis largely, 
taking into account the hospital type, available facilities and staffing levels. 
However, directors do have considerable authority over use and allocation 
of provided inputs to deliver services. The limited control of inputs and 
the outputs demanded and expected from public hospitals, have led to 
directors looking for more efficient ways of managing patient flows. For 
example, one hospital set up a preliminary care unit with less than 20 
beds (a system which did not exist in other hospitals at the time) in the 
OPD, which reduced overcrowding in the wards by more than 50%. This 
led to an ongoing drive by MOH to set up preliminary care units in all 
secondary and tertiary care hospitals throughout the country (Ministry of 
Health, 2012). 

However, because centralized policies govern health care delivery, 
individual hospital directors do not have the authority to make capital 
investments to expand health care services, if those services have not been 
prioritized under national health plans, and are subject to the availability of 
funds. 

5.5 Accountability and supervision
Accountability is ensured by direct administrative control exercised by 
the central and provincial ministries (Figure 5). Financial accountability 
is maintained through the submission of monthly expenditure reports, 
and performance accountability through the submission of the quarterly 
Indoor Morbidity and Mortality Schedule (IMMS) which provides detailed 
information on patient turnover, mortality and operations. All secondary 
and tertiary care hospitals also have Quality Management Units that are 
accountable to the Quality Secretariat in the central MOH for maintaining 
quality standards. 
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To ensure action on the routine reports, line managers hold regular 
meetings with their subordinate hospital directors to review performance 
and discuss issues. In the case of MOH hospitals, directors are required 
to attend both the bimonthly meeting of MOH medical administrators,as 
well as the bimonthly National Health Development Committee (NHDC) 
meeting. The provincial and regional directors of health also attend the 
bimonthly NHDC meetings. Both meetings provide a platform to share 
experiences as well as discuss performance and operational problems. 
At the provincial level, some individual regional directors of health 
services (RDHS) hold monthly team meetings of their hospital directors 
to review performance and discuss operational issues, although this is not 
mandated. These meetings and the ultimate accountability to a single RDHS 
promotes hospital cooperation and networking at the district level, in effect 
transforming each area’s hospitals into a single network that can share 
resources, information and experience.

Our study’s in-depth interviews revealed that central MOH hospital 
directors are able to bypass the chain of command illustrated in Figure 5 
and directly contact the Director General of Health Services for advice and 
support if needed. 

Hospital directors of provincial ministry institutions are directly 
accountable to the RDHS. However, all hospital directors, whether they 
are appointed to central ministry or provincial ministry institutions, are 
recruited centrally and are finally accountable to the Director General of 
Health Services in the central MOH. 

There is limited accountability to patients at the hospital level, as there is no 
clear mechanism for complaints.
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Figure 5: Supervisory process of public sector hospitals
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5.5.1 Supervision

The in-depth interviews revealed that there is very little scrutiny of how 
hospital directors manage the day-to-day operations of the hospital. 
Regular hospital inspection visits by the central MOH, about which retired 
administrators spoke at length, also appear to have declined in the recent 
past. Hospital directors revealed that they feel a sense of teamwork and 
encouragement from the ministries rather than a sense of strict supervision. 

5.6 Leadership and management
Hospital directors can make a key contribution to better public hospital 
governance and performance through good clinical and administrative 
leadership and management practices. Provided below is a brief review 
of the influences that were revealed through the in-depth interviews as 
factors that enhance, as well as undermine, the director’s leadership and 
management capacity. 
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Clearly communicated roles and responsibilities provide clarity and 
direction and can help to improve a director’s performance. The central 
MOH has published a manual defining the roles and responsibilities of 
hospital directors (Ministry of Health 1995).Although this manual is not 
widely distributed among hospitals, and only a limited number of physical 
copies are available at MOH, hospital directors interviewed stated that they 
had a clear understanding of their roles and responsibilities and knew what 
they were expected to achieve. 

Management training can help to improve internal processes and enhance 
managerial professionalism. In its 2007 Medical Services Minute, MOH 
(2007) gave formal recognition to these qualifications by mandating 
that new medical administrators must hold a postgraduate qualification 
in either medical administration or community medicine. It is likely 
that eventually the requirement for postgraduate qualifications in 
administration will be made mandatory for most hospital and senior level 
management positions in MOH.  Hospital directors stated that their clinical 
knowledge was important for informed and effective decision-making 
when taking certain budgetary decisions. As qualified physicians, there is 
also a sense of belonging to a profession, which facilitates better cooperation 
and understanding between hospital directors and physicians. The 
interviewees also emphasized that the training in medical administration 
was invaluable for improving their leadership skills and management 
practices. They particularly noted that it enhanced their ability to better 
manage hospital staff and operations.  The postgraduate qualification in 
medical administration, in addition to the clinical training, has also given 
them higher status within the hospital than previously. This is important 
for engaging effectively with medical officers and specialist physicians.

A clear career pathway was found to be a motivating factor, as it laid down 
procedures for promotions, providing a sense of security. Furthermore, as 
all medical administrators are recruited centrally, there is no distinction 
between central ministry administrators and provincial ministry 
administrators. Directors serve for a term of four years in a hospital until 
they are assigned by the central MOH to another administrative position, 
either in the provincial ministry or central ministry, on the basis of seniority 
and performance record. Therefore, all directors and other medical 
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administrators have the opportunity to work their way up the ladder to 
the very top of the administrative chain at the central MOH. Directors 
identified this pathway as a motivating factor. 

In terms of their political influence, political interference is a pervasive 
feature of the public sector in Sri Lanka, having grown incrementally 
since the 1960s. Interference particularly targets resource allocation, 
and the recruitment, promotion and placement of public servants. Most 
independent observers cite this interference as being the key factor behind 
the perceived deterioration in public sector performance in Sri Lanka since 
the 1960s. 

Although political interference is least in the public health sector, because 
of strong trade unions, which resist political interference in decision-
making, it is still a reality for hospital managers. The central recruitment 
and placement of hospital directors by the MOH appears to provide some 
protection for individual directors, but interviews indicate that local 
politicians are still able to wield their influence over hospital management 
through the highly politicised hospital development committees, which 
are mandated to work together with directors to ensure community needs 
are met.The committees made up of local community representatives, 
are often not knowledgeable about the healthcare system and work to 
serve particular political interests. Nevertheless, directors also indicate 
that they have some capacity to resist interference of these committees, 
taking advantage of social respect for their status. Having greater impact 
is the efforts of local politicians to exert patronage over appointments of 
minor staff at hospitals. Interviews revealed that these employees could be 
challenging to manage, and sometimes undermine the authority of hospital 
directors.

Trade unions present a different challenge. At the hospital level, they 
can limit the authority of directors, and industrial disputes can become a 
significant source of friction, even in rare cases threatening the functioning 
of the institution. However, interviewed directors indicate that these issues 
can be handled much of the time with appropriate management, for which 
prior management training often helps, although several mentioned the 
need for a separate human resource management unit at the Ministry level, 
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which could deal with pressures from different trade unions. At the same 
time, the main doctors union (Government Medical Officers Association 
(GMOA)) does play a positive role at the national level in exerting constant 
pressure on MOH to follow personnel regulations and to ignore political 
pressures.

5.7 Policies for better outcomes
Sweeping reform of the centrally controlled health care system described 
above is not under discussion at present. A World Bank study (World Bank 
2011), which has analyzed the international experience with hospital reform 
and hospital autonomy from 1980–2009, finds that reforms should be 
accompanied by the following policies for a successful outcome: 

•  a credible budget constraint for the hospital;

•  hiring and promotion of managers based on qualifications and 
track record;

•  hospital management training;

•  good information systems for clinical and financial 
management and reporting;

•  complementary reform to strengthen the accountability of 
managers for the performance of the hospital through the 
creation of a board of external directors or trustees, or a hospital 
authority to supervise the manager; and

•  increased managerial authority with freedom to recruit, 
promote, set tasks and work hours, and decide on performance 
rewards and sanctions.

The first three policies exist in the current system to a satisfactory extent, 
while the last three policies do not. Therefore, without pursuing further 
major reforms, it may be beneficial to consider incorporating the fourth, 
fifth and sixth policies within the existing system, in order to improve 
outcomes. 
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5.7.1	 Good	information	systems	for	clinical	and	financial	
management and reporting

While the policy of good information systems exists to some extent, it is 
an area that could be further developed and strengthened by building 
information technology (IT) capacity (software and human resources) 
within the public hospital system. Strong institutional IT systems in 
secondary and tertiary hospitals are needed to generate timely and reliable 
data for measuring the performance of each hospital, which can be readily 
and easily accessible to the management. 

5.7.2 Complementary reform to strengthen accountability of 
managers for the performance of the hospital through creation 
of a board of external directors or trustees, or a hospital 
authority to supervise the manager.

Lack of accountability to the community at the hospital level is an area 
of weakness in the current system. At present, the hospital development 
committees (mentioned in section 4.6) do not appear to be fulfilling their 
mandate.  The committees’ ability to achieve this is limited by their basic 
knowledge of the health care system, as well as the pressure to serve the 
interests of local politicians. It is important for the MOH to recognize 
the importance of these committees and their potential contribution to 
improving the performance of public hospitals. It should be ensured that 
external committees constitute a mix of community representatives and 
health care professionals who meet the stipulated criteria, and that the 
appointment process, as well as committee functioning, are not undermined 
by political interference. 

5.7.3 Increased managerial authority with freedom to recruit, 
promote, set tasks and work hours, and decide on performance 
rewards and sanctions.

Within the centrally controlled system, hospital directors do not have 
the freedom to recruit, promote, set tasks and work hours, and decide 
on performance rewards and sanctions. Given that the management has 
been empowered with greater knowledge and skills through postgraduate 
training in administration, finding areas where management authority can 
be increased could lead to better performance outcomes 
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6.  Performance
As described previously (section 3), the public sector plays a major role 
in the delivery of health care to Sri Lankans. Inpatient utilization in Sri 
Lanka is very high compared to many developed nations, but generally 
equitable overall – particularly in terms of public-sector inpatient 
utilization. Total outpatient utilization is also reasonable compared to 
some developed nations and is high compared to most Asian countries 
of similar or better socioeconomic status to that of Sri Lanka. Although 
total outpatient utilization increases with greater income, public-sector 
outpatient utilization is higher among the lower income groups. Together, 
these indicators suggest that the public-sector facilities have been successful 
in reaching the population of Sri Lanka, particularly the financially 
disadvantaged. 

The following section provides information on the performance of hospitals 
for a limited set of indicators that assess hospital efficiency. Due to 
limitations in the data, performance indicators are not always presented for 
the hospitals that are the focus of this case study. These instances are clearly 
stated. 

6.1 Efficiency in utilization of hospital resources
Utilization efficiency is assessed in terms of average length of stay (ALOS), 
bed turnover rate (BTOR) and bed occupancy rate (BOR). This information 
is presented for two time points (1997 and 2009) for the sample of hospitals 
included in this case study. The sample is based on hospital statistics that 
were available for both years. Additionally, for 2009, ALOS is also presented 
for all case study hospitals overall as well as by type of hospital. 

ALOS decreased from 1997 to 2009 for the 14 hospitals (relevant to the 
case study) for which data were available for both years (Figure 6). This is 
consistent with the worldwide trends in decreasing ALOS as observed in 
other developed nations (OECD Health Data, 2014). In 2009, the ALOS for 
the case study hospitals was 2.4 days (89 of 98 hospitals). But the case-mix 
unadjusted ALOS differs by type of hospital (Figure 6). Not unexpectedly, 
a longer ALOS is observed for the highest-level referral hospitals (teaching 
and provincial general), while the lowest ALOS is observed for secondary-
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level base hospitals (type B). However, it is notable that ALOS in public 
hospitals in Sri Lanka is one of the lowest in Asia as well as other OECD 
nations, along with a very high rate of inpatient admissions (OECD–World 
Health Organization, 2012)

Figure 6: Average length of stay (days) for 1997 and 2009 and by hospital 
type in 2009
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When ALOS is too short it can raise quality of care concerns. A comparison 
of ALOS for a number of selected diseases (acute myocardial infarction, 
asthma, diabetes, infectious diarrhoea and gastroenteritis, and single 
spontaneous delivery) with selected OECD countries (Australia, France, 
Japan, United Kingdom and the United States of America) indicates 
comparable ALOS for most of the conditions evaluated (Perera et al., 2009). 
A lower ALOS is likely due to admissions of non-trivial conditions that 
are best treated on an outpatient basis. In 2005, more than 19% of total 
discharges were same day discharges while another 22% were discharged 
the day after admission (Perera et al., 2009).
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An indicator of utilization of available hospital beds is BTOR– a measure 
of the productivity of hospital beds. BTOR provides information on how 
often, on average, a hospital bed changes occupants during a defined period 
of time (e.g. number of patients per bed per year). BTOR has increased 
from 1997 to 2009 for all 14 hospitals (relevant to the case study) for which 
data were available in both years (Figure 7), suggesting that more patients 
are being treated per available bed. BTOR is lowest for teaching hospitals 
and base hospitals type B (Figure 7), but for different reasons. Low BTOR 
in teaching hospitals is likely due to longer ALOS resulting from treating 
patients with greater disease severity and complexity, while in type B 
base hospitals, low BTOR is likely due lower occupancy levels and shorter 
lengths of stay (Figure 6, Figure 8).

Figure 7: Bed turnover rate for 1997 and 2009 and by hospital type in 2009
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Another often-used indicator of hospital efficiency is BOR – a measure of 
the utilization of available bed capacity (i.e. percentage of total bed-days 
in which beds are used in a year). From 1997 to 2009 bed occupancy was 
remarkably stable among the 14 secondary and tertiary hospitals relevant 
to the case study, for which information was available for both years 
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(Figure 8). Assessing average bed occupancy by hospital type indicates that 
all tertiary-level hospitals and type A base hospitals have bed occupancies 
of 70% or more (Figure 8). Close to half of the individual hospitals within 
these categories also reach the optimal level of bed occupancy of 80–85%. 
Close to 80% of individual hospitals also have bed occupancies of more 
than 70%, the OECD average (OECD Health Data, 2014). However, type 
B base hospitals have low bed occupancies, indicating underutilization of 
hospital resources in these hospitals. Because these hospitals do not have all 
the facilities of higher-level hospitals, patients prefer to bypass them.

Figure 8: Bed occupancy rate (%) for 1997 and 2009 and by hospital type in 
2009 
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Each of these measures of hospital efficiency can sometimes be misleading 
when considered in isolation. The Pabon Lasso technique assesses 
the relative performance of hospitals using all three of the above ratio 
indicators (Pabon Lasso, 1986). Figure 9 illustrates a general trend toward 
higher BTOR and BOR from 1997 to 2009, suggesting increased efficiency 
and fewer vacant beds for the 14 hospitals common to both years. 
However, there are some reasons for concern, with some hospitals having 
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a high BTOR but low BOR, indicative of unnecessary admissions and the 
oversupply of beds. Analysis by hospital type for 2009 (Figure 10) indicates 
that the majority of hospitals with low BTOR and BOR are type B base 
hospitals, the lowest level secondary hospitals among those of interest in 
this case study. These hospitals have more beds than existing demand, 
due in part to bypassing, which results in the underutilization of available 
capacity of these hospitals.

Figure 9: Pabon Lasso diagram for 14 hospitals in 1997 and 2009 
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Figure 10: Pabon Lasso diagram by hospital type, 2009
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6.2 Effectiveness of care
One indicator of the effectiveness of care is in-hospital mortality. From 
1997 to 2009, hospital mortality was similar for the 18 hospitals for which 
mortality data were available (Figure 11). Hospital mortality was higher 
among the tertiary hospitals compared to secondary hospitals. This is likely 
due to the case-mix, with patients with greater illness severity being treated 
in the tertiary-level hospitals. 
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Figure 11: Hospital deaths (per 1000 cases) for 1997 and 2009 and by 
hospital type in 2009
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6.3 Costs
It is notable that the relatively good performance of public hospitals has 
been achieved with productivity improvements. This has been observed 
through the estimation of unit costs for both a patient discharge and 
outpatient visit (whole public-sector) in relation to per capita GDP, which 
has shown a declining trend from 2003 (Rannan-Eliya 2008), but has largely 
plateaued in more recent years (Figure 12). These estimates, however, are 
not quality adjusted; and, for inpatient care, should take into consideration 
the very high inpatient admissions rate, which is in part likely due to 
unnecessary admissions.    
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Figure 12: Estimated average unit costs of public sector inpatient admissions 
and outpatient visits (1936-2011)
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7.  Conclusions
Even though, administratively, the public health sector in Sri Lanka is 
decentralized, the control of public hospitals remains highly centralized. 
The centre, in particular, holds control of key functions, which include 
policy formulation, health legislation, direct control of approximately 30% 
of all secondary and tertiary hospitals (including all of the highest tier 
referral hospitals), training and the assignment of medical officers and 
administrators, and the bulk purchase and distribution of medical supplies 
and drugs. Financing is almost entirely through general tax revenue, with 
allocation based on historical hospital-level budgets and predominantly 
disbursed from the centre, with limited financing from provincial and 
local governments. Irrespective of this command and control governance 
structure, public hospitals have shown improvements in performance over 
the years in terms of utilization efficiency, productivity improvements, 
albeit with constraints on resource availability. Furthermore, the public 
hospitals have been the bulwark for the delivery of curative care services 
to the population, with good coverage and service reach. Additionally, 
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with no user fee charges, the public-sector hospitals provide financial risk 
protection to the entire population, particularly the poor. 

In a system that has seen no sweeping reforms in the public health system 
since the 1950s and the devolution of power to provinces in 1987; several 
adaptive policy interventions can be identified in the past two decades. 
Through voter pressure, political commitment to the public health system 
has been consistent over the years, irrespective of party lines. This is 
particularly evident in terms of the commitment to improving the health 
of the population through financial risk protection and ensuring access 
to health care services through the continued functioning of a network 
of smaller hospitals, most of which are often bypassed and therefore 
underutilized. Although not stated explicitly, the enforcement of a referral 
system has consciously taken a back step, giving into patient demands and 
expectations of hospital choice and perceived quality of care. An adaptive 
policy intervention to bypassing has been to upgrade a hospital in each 
district to a tertiary level general hospital in those districts not already 
served by a tertiary level facility. 

Other policy interventions driven by the centre, such as the quality 
improvement drive, have been important in improving the orderliness and 
cleanliness of hospitals in response to market demands within resource 
constraints. 

Another policy decision was to ensure that higher-level medical 
administrators (including hospital directors in secondary- and tertiary-level 
hospitals) who are already qualified medical officers should also have an 
MSc or MD in medical administration or community medicine. Given their 
limited autonomy, the main function of hospital directors is the operational 
day-to-day management within the resources allocated to them (e.g. 
budget, staff, medical supplies and drugs, the local purchasing of drugs). 
Supervision of hospital directors is conducted by their respective central 
or provincial MOHs. Additionally, the bimonthly hospital development 
committee meeting among all hospital directors of secondary and tertiary 
hospitals under the central MOH, and the provincial and regional directors 
of health services of the provincial system provide a forum to share 
experiences. 
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Within the predominantly centrally controlled system, pinpointing 
reasons for why public hospitals have managed to achieve considerable 
productivity gains are harder to identify, particularly in light of the limited 
monetary incentives granted to hospital directors and health workers. 
Identifying these reasons will need more extensive research and is beyond 
the scope this case study.

While Sri Lanka performs well within given resources, changing 
demographics, disease and treatment patterns, and patient and provider 
expectations continue to challenge the system. The response to NCDs and 
related morbidity as well as to the increasing rates of injury and road traffic 
accidents through the existing structure of the public health system has 
been a challenge. The current double burden of disease, along with the 
complexity of treating NCDs that involve lifelong monitoring and treatment 
from the time of detection, has the potential to place the system under 
increased pressure due to the associated costs. 
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This concluding chapter seeks to reflect across the individual case studies, 
to identify commonalities and differences, and to identify emerging key 
issues or lessons. The chapter commences by examining how the case 
studies contribute to answering the four research questions described in the 
introduction. 

This is followed by an examination of the underlying themes proposed in 
the conceptual framework for the studies, and a consideration of the extent 
to which the case studies align with the framework. Finally, key issues and 
lessons for further investigation and consideration by policy-makers are 
identified.

1.  Case study perspectives
As a group, the case studies confirm some of the assumptions put forward 
in the introduction as the basis for the studies. They demonstrate that 
significant hospital reforms are being undertaken over long periods in 
many countries of the region, with increasing autonomy being a major 
component or theme in most (but not all) of the reforms. In general, the 
reforms show a trend towards increasing marketization, exposure to 
competition, and autonomy in public hospital management.

The case studies illustrate the diversity in scope and range of reforms, and 
their impacts on hospital performance. In content and scope the case studies 
themselves demonstrate a range of approaches to addressing the terms of 
reference. The key elements of the terms of reference were: a description 
of recent policy developments and reforms in regard to public hospital 
governance, an assessment of the state of public hospital governance and 
performance, and an analysis of how policy reforms have impacted on 
governance and performance. 

In approaching this task, the case studies provide us with a series of 
“snapshots” ranging from close-ups of a single large tertiary facility in 
India, to group shots of representative hospitals in Sri Lanka and Indonesia, 
and some long-range overviews of the whole system, such as in Thailand or 
Sri Lanka. Some studies focus on the performance of hospitals specifically 
(Indonesia, Viet Nam, and India), while others examine hospitals as part 
of local health systems (Philippines, New Zealand). The studies also vary 
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in the extent of detail on the broader health system and the contribution of 
hospitals to system-wide objectives.

These variations reflect the decisions of study authors in individual 
countries on how best to describe and represent the key reforms and their 
impact on hospital performance:  whether to focus on the outstanding 
exceptions, to compare across different subnational contexts, or to describe 
how the system responds as a whole.

In so doing, the studies situate public hospitals, their governance and 
performance, within each country’s overall reform context. For some, 
public hospital reforms were a part of larger government reforms such as 
the decentralization of authority to lower levels of government, or broader 
public administrative reforms (Indonesia, Philippines, Viet Nam). In others, 
reforms were more specific to the health sector, such as in Thailand and Sri 
Lanka. They also reflect differences in historical legacies, with a history of 
reforms extending for decades in many cases, and relatively recent reforms 
in others. The studies also address the differences in operating contexts, 
such as in the mix of public and private ownership of hospitals and the 
variations in operating contexts within countries, particularly between 
urban areas and rural and remote areas.

2.  Research questions
As described in the introduction, the case studies aimed to answer four 
key research questions, which explore the key factors that link reforms 
with changes in governance, and these changes in governance with 
improvements in performance. We begin by considering each of the 
research questions in turn. 

What and how are policies affecting governance of publicly-owned hospitals 
and what recent reforms have been undertaken?
The reforms described in the case studies address a number of areas, 
including governance (autonomy and decision space), financing, 
accountability, internal management and performance. 
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Table 1 provides a summary of the reforms described in the case studies. 
The reforms introduced in most countries have changed the status of 
hospitals and shifted them along the continuum from budgetary units 
towards semiautonomous bodies (Jakab et al., 2002). As Table 1 indicates, 
reforms providing increased autonomy in the management of hospital 
finances have been common. But the degree of autonomy provided in other 
management areas varies, with some extending autonomy to management 
of the workforce (Indonesia, Philippines, Viet Nam), while others have 
retained central control over this area (Thailand, Sri Lanka).  Autonomy in 
decision on the mix and level of services provided also varies, with some 
allowing considerable autonomy to introduce new services (Viet Nam, 
Indonesia, Philippines), while in others, autonomy in this area is limited. 

Reforms in the area of accountability were less marked, with several 
countries requiring accountability at the central level (Sri Lanka, New 
Zealand and Thailand), while in others, accountability (and ownership) 
of some subnational-level hospitals has been delegated to local levels of 
government (Indonesia, Philippines and Viet Nam).

But even where central control is retained, reforms have given increased 
management autonomy to hospital directors, such as in Sri Lanka and 
New Zealand, and encouraged hospital managers to introduce innovation 
and manage resources within centrally-determined budget envelopes. The 
Indian case study describes how a centrally-owned hospital has balanced 
relative autonomy in growing service provision and developing specialized 
services, while responding to increasing accountability requirements 
introduced by government such as the Charter of Patient Rights. 

Financing has been a key element of most reforms, with an emphasis 
on controlling costs, increasing utilization, and gaining efficiencies. 
Many of these reforms involve a shift from direct budgetary financing 
by government towards third party purchasing of hospital services, and 
introduce a range of financial incentives to which hospitals have the 
opportunity to respond through their increased financial autonomy.

In Thailand, Philippines and Viet Nam, financial reforms have also included 
the introduction of UHC schemes which have provided hospitals with 
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another avenue to broaden their revenue sources and to increase service 
utilization by the poor. 

In New Zealand and Thailand, financing and payment reforms 
strengthened the role and authority of the district health service in 
integrating hospital and primary care services. The district health network 
purchases services from hospitals in Thailand; while the District Health 
Boards allocate funding to hospitals within their area and purchase services 
from primary care providers in New Zealand. 

Reforms in the area of internal hospital management appear to be less 
common and more a response to the management needs generated by the 
financing, autonomy and accountability reforms. A recurring theme is 
the balance between clinical and administrative leadership capability in 
hospitals. In many of the countries, clinicians continue to predominate as 
hospital leaders, and Sri Lanka and Thailand have introduced reforms to 
require greater management skills among hospital directors. On the other 
hand, New Zealand has focused more on increasing clinician engagement 
in management and leadership alongside generalist managers. 

Other common management reforms have been undertaken more 
internally, such as aligning hospital staff remuneration with performance, 
investing in information technology and more use of information in 
decision-making.

Finally, reforms in the performance area are still emerging. New Zealand 
demonstrates the most focus on this area, with a range of centrally-
determined performance requirements being used to guide and direct 
hospital operations. However, explicit performance requirements in other 
countries are just emerging. Central reporting requirements have been 
introduced in several countries, including Indonesia and Viet Nam, while 
Thailand and Sri Lanka have introduced quality assurance requirements. 

The case studies thus demonstrate the breadth and the depth of reform 
being undertaken in the region, and the extent to which reforms address 
hospital governance and accountability. The next research question 
examines the complex factors which determine how hospitals have 
responded to these reforms.  
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Table 1: Summary of reforms described in the case studies

Governance 
(autonomy)

Governance 
(accountability) Financing Internal 

management Performance

Increased 
autonomy and 
decision space for 
hospital manage-
ment
Management 
of finances 
(Viet Nam, Indone-
sia, India (central 
hospital), Philip-
pines, Thailand

Ownership
Delegation of 
ownership of 
some hospitals 
to subnational 
levels of govern-
ment (Philip-
pines, Viet Nam, 
Indonesia)

Introduction of 
social health 
insurance 
payments to 
hospitals (Philip-
pines, Thailand, 
Viet Nam, 
Indonesia)

Requirement for 
hospital directors 
to have manage-
ment competen-
cies (Sri Lanka, 
Thailand)
Encouraging 
engagement 
of clinicians in 
management and 
leadership (New 
Zealand)

Requirements 
for performance 
measurement 
and reporting on 
centrally deter-
mined priorities 
(New Zealand)

Autonomy in 
expansion of type 
of clinical services 
provided (India – 
AIIMS, Viet Nam, 
Indonesia, Philip-
pines)

Introduction 
of supervisory 
hospital boards 
(Indonesia, 
Thailand, Philip-
pines – reform 
of such board in 
India) 

Purchasing of 
hospital services 
by district health 
service authorities 
(Thailand, New 
Zealand) 

Performance-
based remunera-
tion of hospital 
staff (Indonesia, 
Viet Nam, Philip-
pines) 

Quality assurance 
programs (Sri 
Lanka, Thailand)

Limited autonomy 
in management of 
HR (Thailand, Sri 
Lanka); greater 
autonomy in 
management of 
HR (Indonesia, 
Philippines, 
Viet Nam, India – 
AIIMS) 

Major account-
ability retained by 
central ministry of 
health (Sri Lanka, 
Thailand, New 
Zealand) 

Decreased 
government direct 
financing of hospi-
tals (Philippines, 
Viet Nam)

Increased invest-
ment in and use 
of IT (Thailand, 
Philippines, New 
Zealand) and use 
of information in 
decision-making

Defining 
performance and 
reporting require-
ments (Indonesia, 
Thailand, New 
Zealand) 

Source: Asia Pacific Observatory on Health Systems and Policies
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What and how do external factors interact with hospital governance and 
clinical care?
The role of external factors in influencing hospital responses to reforms is 
brought out in several of the case studies. 

A key external factor is how the hospital relates to the other health facilities 
within its area of operation, particularly other primary care or ambulatory 
care facilities, and lower-level hospitals. This emerges in the problem of 
“hospital bypass” whereby patients present directly to hospital without 
passing through a primary care level gatekeeper, or avoid attendance at a 
lower-level district hospital and self-refer to a central hospital (Sri Lanka 
and Viet Nam). This results in overload at the central level, and under-use 
of peripheral facilities. As a result, in both Sri Lanka and Viet Nam, more 
investment is being made to upgrade district-level hospitals in an effort to 
reduce bypass. 

The Thai health insurance system with its stricter controls on gatekeeping 
at lower levels and purchase of services by the district health network 
is better able to control and reduce bypass. Similarly, the NZ system of 
District Health Boards managing district budgets provides greater control 
over hospital referral, although it also creates problems of waiting lists for 
referral when hospital capacities are exceeded.

Other aspects of the external environment that were identified include the 
accountability and control relationships with higher levels of government 
and with subnational levels of government in decentralized systems (see 
specifically India). 

Several case studies demonstrate the role of local government in enabling or 
constraining hospital autonomy. In the Philippines, despite being delegated 
the responsibility and authority to manage local hospitals, most local 
governments have not taken up the opportunities offered by autonomy, or 
fulfilled their responsibilities. The Philippine case study focuses rather on 
the exceptions, the still relatively rare examples of local government and 
hospital administrations that have responded to the opportunities and new 
demands generated by the reforms.
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In Viet Nam, hospitals have been able to take advantage of revenue earning 
opportunities offered by financial autonomy, but have lacked adequate 
oversight or control by local governments. This has resulted in sometimes 
inappropriate investment in new services and medical technology with the 
aim of increasing revenue, rather than addressing population health needs.

Conversely, in Indonesia, the case study describes how hospital autonomy 
provisions in some areas have been constrained by interpretations of local 
governments. These examples demonstrate how autonomy granted in 
policy and law (de jure) translates into variation in practice (de facto) in the 
interaction with local contextual factors. 

In Sri Lanka and Thailand, despite some decentralization of authority to 
provincial or district health offices, the central Ministry of Health retains 
significant control, particularly of health workforce distribution. Hospitals 
need to operate within a more limited “decision space” (Bossert 2008) and 
work out how to manage their resources to achieve the best results.

Other key aspects of the external environment that impact on how 
hospitals manage autonomy are related to the availability of other 
sources of financing to supplement reduced direct government budgetary 
allocations. In the Philippines, the introduction of the Philippine Health 
Insurance Corporation (PhilHealth) provided hospitals with a potential 
funding stream, and the case studies describe how some hospitals were 
able to access these funds to increase their financial resources and improve 
service provision. In Thailand, hospitals now receive the majority of their 
government funding through third party payments from the national 
health insurance scheme. However, in Viet Nam, delays in payment and 
insufficient allocation from the national health insurance system have 
reduced the contribution of this source to hospital revenue. 

Financial autonomy in Viet Nam has enabled hospitals, particularly in 
urban areas, to raise revenue from patient fees, and to expand services 
with private investment. However, this further exacerbates urban-rural 
inequalities, as urban hospitals in major cities have much greater capacity 
to raise investment funds, and to increase and diversify their services, than 
hospitals at provincial or district levels. As a result, provincial and district 
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hospitals are unable to generate as much revenue, and have difficulties in 
funding services and retaining staff. 

Similarly in Indonesia, the growing divergence in fiscal capacity among 
provinces and districts means that hospitals located in areas of high fiscal 
capacity enable staff to increase their incomes through private practice 
(dual practice being allowed), while those in low fiscal capacity areas 
have difficulty attracting or retaining staff due to limited opportunities for 
private practice. 

The extent of competition from the private sector varies, and has not yet 
emerged as a major influential factor, except perhaps in the Philippines 
and Indonesia. In most of the countries studied, the public sector remains 
the dominant provider of hospital services. The Thai study notes that the 
Thai private sector provides about 21% of hospital beds and is largely for 
profit, with growth responding to economic opportunities and fluctuating 
depending on the economic context. On the other hand, the private sector 
in Indonesia contributes a similar proportion of total beds, but is largely not 
for profit (75%), with many hospitals operated by religious and charitable 
organizations. Even in Sri Lanka, where the private sector contributes only 
6% of hospital beds, the case study notes recent growth in the private sector, 
and a tendency to attract the wealthier patients. 

What and how do different internal factors, including organizational 
capacities (technical and managerial), contribute to quality and efficiency?
A key aspect of the internal organizational capacity that emerges from the 
case studies is the management and leadership capacity of the hospital 
directors. In many cases it appears that it is the capacity of the hospital 
leadership to operate within the expanded “decision space” of autonomy, 
and to identify opportunities and work around constraints, that enables the 
hospital to translate reforms into actual change.

This is particularly brought out by the Philippine case study, which 
describes how more entrepreneurial leaders in a few hospitals and in local 
governments were able to transform poorly performing hospitals through 
changes that were accommodated within the governance system, but which 
other hospitals or local government areas had not taken advantage of. The 
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study speaks of the “delivery mentality” which persists in some hospitals 
and inhibits thinking beyond providing services as instructed. 

The Sri Lankan study describes innovations developed by individual 
hospital directors within the constraints of the more centrally-controlled 
system, while the Indonesian study describes how hospitals with BLUD 
status were able to expand services and change their operations. 

Similarly, the Indian case study describes how the AIIMS hospital 
leadership was able to negotiate with the central government to maintain 
their budget and expand operations. 

In most cases, hospital leadership in these countries is still in the hands 
of clinicians. Several countries have introduced management training for 
clinician leaders, including Sri Lanka and Thailand, in response to the 
perceived need to have better performing and more competent hospital 
leaders. 

New Zealand, as a higher income country, has already transitioned 
from clinical leadership to professional management leadership, but it is 
interesting to note how the case study emphasizes the need for reforms that 
engage clinicians more in leadership and management. 

While the New Zealand study describes the central role that the District 
Health Boards have in internal governance and management, the case 
studies in the other countries demonstrate that the role of elected or 
appointed supervisory boards is still limited. The Sri Lankan study refers 
to local hospital development committees as “highly politicized” and 
notes that local politicians influence the appointment of local staff, creating 
problems in management for the hospital directors. While  the Thai study 
refers to the lack of community or civil society representation on hospital 
boards appointed by hospital directors, and their relatively minor role in 
internal governance. The Indonesian study also refers to the establishment 
of supervisory boards, and to their poor effectiveness.

Given the weakness of hospital internal and local governance systems, the 
accountability of the hospital director becomes a key issue in determining 
hospital function. The case studies indicate that hospital leaders face 
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competing accountability demands – from government in relation to 
managing within budget; from staff wanting increased allowances and new 
services; and from patients, expecting a higher standard of service. 

How is hospital performance measured (internally and relative to other 
hospitals) and how is this information used by policy-makers, hospital 
managers and the public?
The case studies in general do not provide a comprehensive assessment 
of the performance impacts of the various reforms. While not specifically 
discussed by the case study authors, an important limitation to the 
assessment of performance is the limited availability and often poor quality 
of information on hospital performance. This reflects the low investment 
in information systems within hospitals, and the relative lack of focus on 
performance in accountability. 

A second factor relates to the design and implementation of the reforms 
themselves, which were often largely politically motivated, and did not 
include specific performance objectives, or invest in methods of data 
collection and analysis which would enable an assessment of performance 
changes resulting from the reforms. 

Performance information where provided tends to focus on revenue and 
utilization measures. The Indian case study refers to reductions in Average 
Length of Stay (ALOS), increased bed occupancy and increase in outpatient 
visits as a result of the growth and development of the AIIMS; interestingly, 
these improvements in measuring and monitoring have been promoted 
as much by the hospital management as by the controller. The Philippines 
study refers to increases in hospital revenue, while the Viet Nam study also 
focuses on revenue issues. 

Only the Sri Lankan and Thai studies provide detailed information on 
hospital performance. The Sri Lankan study provides more comprehensive 
information on the performance of hospitals across the system, including 
the ALOS, bed turnaround rates and bed occupancy rates, as well as 
average costs. The Thai study provides information on usage of hospitals 
by socioeconomic status, indicating high levels of usage by the poor; as well 
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as comparison of hospital efficiency at different levels using Pabon-Lasso 
diagrams. 

The New Zealand study provides an interesting example of multiple 
performance measures and multiple accountabilities. District Health Boards 
need to report on the priority targets determined nationally, as well as 
on their own selected balanced score cards. Performance is recorded and 
reported through annual reports to Parliament, and patient safety and 
quality are reported to the National Quality and Safety Centre. Despite, 
or because of, such a multitude of performance measures and reporting, it 
remains difficult to assess performance changes.

However, in general it appears that performance tends to focus on financial 
and utilization measures, with some measures of utilization equity. 
Measures of quality appear to be neglected, although both the Thai and Sri 
Lankan studies describe quality improvement reforms. 

Several case studies, notably the Thai study, refer to the IT investments that 
are needed in order for hospitals to measure and report on performance. 
The introduction of diagnosis-related group (DRG) and case mix payments 
is stimulating these investments in order for hospitals to claim payments 
from health insurance agencies.

3.  Performance outcomes
As proposed in the introductory chapter, the key performance objectives of 
interest are efficiency, quality and patient responsiveness. A fourth area of 
interest for many of the reforms has been equity.

The case studies have shed some light on the effectiveness of the reforms in 
achieving these performance objectives.

The Thai study provides perhaps the most comprehensive review of 
achievement of performance objectives, demonstrating high levels of 
equity of utilization, with the poorest income quintile having higher levels 
of use of hospital inpatient and outpatient care than the richest quintile. 
In terms of efficiency, however, while the average bed occupancy rate is 
83%, and bed turnover 20%, there is considerable variation in efficiency 
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among hospitals.  Pabon-Lasso graphs of bed occupancy and bed turnover 
demonstrate that district hospitals had lower levels of efficiency than 
regional and central hospitals. As the authors note, this reflects an explicit 
commitment from the Thai government to favour equity of access as 
opposed to efficiency, and to ensure availability of services to the rural poor 
through district hospitals.

The Sri Lankan case study demonstrates a similar pattern, against a 
relatively high rate of utilization of inpatient care (275 discharges per 1000 
population in 2011). Utilization of hospital inpatient care by income quintile 
demonstrates relatively equal proportions across the income quintiles, 
while utilization of outpatient care is slightly higher among the richest 
quintile overall, with higher utilization of public services by the poor, and 
of private services by the rich.

In terms of efficiency, while overall there are indications of improvements 
in efficiency, with a reduction in average length of stay from 3.7 days (1997) 
to 2.7 days (2009), there is a considerable scatter of hospitals when plotted 
on the Pabon-Lasso diagram, with a tendency to less efficiency in the type 
B (lower-level) secondary hospitals. This again may represent a trade-off to 
achieve equity before efficiency. 

Data on hospital inpatient care utilization in Indonesia demonstrate 
much higher rates of utilization of both public and private inpatient and 
outpatient services by the richest decile than the poorest decile, indicating 
lower levels of equity in utilization. The introduction of the Universal 
Health Coverage programme should result in improvements in this area. 
Among the study hospitals, bed occupancy rates ranged from 60% to 
92%, and length of stay between 4–5 days, indicating significant scope to 
improve efficiency.

The New Zealand case study reports data which demonstrates some 
improvements in efficiency (with reduction in average length of stay from 
4.4 days in 2002 to 4.0 days in 2012), but concerns in regard to equity and 
quality with Maori patients having higher rates of readmission and death 
within 30 days of discharge. A multi-indicator assessment against 64 
indicators of quality, equity, access and efficiency gave an overall score of 
71%, but lower scores on equity and access.
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Performance data from the other studies do not provide such a 
comprehensive picture of achievement against objectives, but indicate 
improvements in utilization, revenue generation, and efficiency in several 
examples (India, Philippines and Viet Nam).

A common theme emerging from the examination of impacts on 
performance is the need to balance increasing revenue, and improvements 
in efficiency, with quality and equity in access and utilization.

4.  Overarching themes and conceptual framework
The conceptual framework described in the introductory chapter proposes 
an interaction between governance, conceived of as combining decision 
rights and accountability, and internal management and capacities in 
leading to performance, within specific operating contexts.

The importance of this interaction has been confirmed in the country case 
studies, and some light is shed on the nature of the interactions among the 
elements of the framework.

Reforms have tended to focus on the delegation of autonomy to hospitals, 
particularly in terms of raising and using revenue. Reforms in autonomy in 
terms of other resources, particularly management of workforce, have been 
variable, with authority over the workforce retained by the central ministry 
of health in Thailand and Sri Lanka, but delegated in Indonesia and the 
Philippines. 

Accountability has been split between accountability upwards towards the 
central authorities; accountability to local governments where authority or 
ownership has been decentralized to local governments, and accountability 
towards funders, particularly health insurance agencies or third party 
payers. This often seems to leave hospitals with conflicting accountabilities, 
something which emerges from the New Zealand studyin particular.

A key weakness in reforms which transfer accountability to the local level 
has been the lack of capacity in local governments or local community 
structures to hold hospitals accountable for their performance. The 
Philippines study refers to the “service mentality” that inhibits innovation 
or accountability. This applies both to the service providers (those 
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managing hospitals) and to those responsible in local governments or local 
communities.

There has in general been less attention paid to the governance of the 
system as a whole, and in particular, to the internal governance within the 
hospital, its relationship with other surrounding health care facilities and 
providers, and with the community it serves. Reliance has instead been 
put on the hospital director as the manager and leader, most of whom are 
clinicians. 

The New Zealand system demonstrates the most explicit governance 
arrangements at the district level, with a district board representing the 
local community and responsible for all services within their area. But in 
most other examples, there has been little attention paid to mechanisms or 
requirements for accountability to local communities. Supervisory boards 
may have local community representation, but these are generally regarded 
in the case studies as opportunities for political patronage and interference, 
rather than avenues of accountability to local communities. 

Reforms have also not always been explicit about their performance 
objectives, nor taken into account the full range of roles and functions 
of a hospital (including the role in training and education, research, in 
supporting the local economy, and as the supervisory and referral apex 
of the local health system). This has created opportunities for hospitals to 
pursue their own agendas, and to develop services and roles that are not 
always consistent with the needs and best interests of their communities. It 
has also tended to separate hospitals as autonomous units from their role 
and function within district health systems.

In some countries, more control has been retained by the central level, such 
as in Thailand, Sri Lanka and New Zealand, and the role of the hospital 
and its connection with the local health system has been given more 
prominence. In others, notably Indonesia and the Philippines, despite 
nominal accountability towards local governments, the link with district 
health systems is weak.

The role and function of the district health system and its governance 
emerges as a key theme which has not been identified in the conceptual 



Public Hospital Governance: Emerging Issues and Key Lessons

315

framework. This relates to different views of the role of the hospital: as a 
public service delivery organization, with the focus of reform on efficiency 
and responsiveness to users; or as a component of a local health system, 
with the focus of reform on the functioning, efficiency and responsiveness 
of the system, and the hospital’s role in that system. 

Several studies demonstrate a convergence between these approaches, 
particularly notable in New Zealand, where the drive for greater 
efficiency in hospital operation has led to a need to better engage with 
and use primary care services in order to limit the use of more expensive 
hospital services to those patients and conditions that require it. This 
relies on integration between the hospital as the referral centre managing 
complications and acute episodes, and primary care managing the ongoing 
care of patients. As populations move along the epidemiological transition, 
and chronic non-communicable disease becomes the major cause of ill-
health, the need for integrated care between hospitals and primary care will 
increase. 

An interesting commonality among the case studies is the divergence 
between the design and intention of reforms, and their actual 
implementation. This is particularly apparent in the Philippines study, 
where despite being given the opportunities of autonomy and local 
ownership to improve performance, the “delivery mentality” inhibits 
hospital and local government officials from taking advantage of this 
autonomy. 

On the other hand, despite rather limited autonomy, some hospital 
directors have been able to introduce innovations and respond flexibly to 
local opportunities and needs in Sri Lanka.

In these circumstances particularly, the capacity and competence of the 
hospital leadership is of prime importance in determining the priorities and 
performance of the hospital. In some cases this has enabled significant local 
innovations (see examples from the Philippines, Indonesia and Sri Lanka), 
but in others there has been a tendency to expand services to maximize 
revenue, rather than to respond to community needs (Viet Nam).
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The external operating environment provides the constraints or 
opportunities within which the hospital can develop, with the risk that 
variation in local economic capacities can lead to inequities in access to 
resources between hospitals in richer urban areas, and those in poorer, rural 
areas. The Indian experience is a case in point.

5.  Lessons learnt and issues arising
5.1 Governance of public hospitals needs to balance autonomy with 

accountability to achieve performance objectives.
Saltman, Duran and Dubois, editors (2011) distinguish three levels of 
governance or decision-making around hospitals:

• the macro level, or decisions by national governments on the 
“basic structure, organization and finance of the entire health 
system, and the hospital sector within it”;

• the meso level, or decision-making at the “institutional level of 
the hospital”; and

• the micro level, or day-to-day operational management of staff 
and services within the organization.

This lesson relates to the role of the national government at the macro level, 
and the capacity of the government to steer the health system, that is, the 
process of “coordinating and goal setting” for the health system.

The case studies in this volume demonstrate that national governments in 
the region have already begun the transition from direct management of 
the delivery of (mainly public) services, to the management of a complex, 
mixed, public-private system. The complex reforms that have been 
initiated encompass the broad range of governance activities described by 
Jakubowski and Saltman in the governance role of national governments 
(Jakubowski and Saltman, editors, 2013).

However, the case studies also demonstrate the challenges of this role, 
particularly in the context of complex, mixed health systems of low- 
and middle-income countries. These have been characterized as having 
blurred boundaries between the public and private sector, weak regulatory 
capacity, and high levels of out-of-pocket expenditure (Nishtar, 2010). 
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The case studies demonstrate that while governments in the region have 
adopted a variety of approaches in their governance of the health system, 
they have not always balanced autonomy and accountability, or aligned 
these with the financial incentives and regulatory controls. In addition, 
they have not always been sufficiently explicit in defining the performance 
goals to be achieved, or the balance between equity and efficiency expected. 
At the same time, limited hospital or local government leadership and 
management capacities – and local operating constraints – may limit or 
prevent the reform intentions from being translated into action. 

Health systems are dynamic, and hospitals as key elements of health 
systems adapt and respond to their operating environments, governance 
and accountability frameworks, and availability of resources in achieving 
performance objectives. Reforms are thus ongoing, and need continual 
monitoring and adjustment. Governments have not always demonstrated 
the capacity to learn from experience and to modify and revise reforms in 
the light of evidence on outcomes. 

Further investigation is needed to identify key principles in effective 
governance of reform of health systems, and in balancing the various 
factors that influence hospital performance.

5.2 Reforms of hospital financing need to balance improvements in 
efficiency with ensuring equity of access and maintaining quality of care.

Changes to the financing of hospitals have been a key component of most 
of the reforms presented in the case studies. Financing reforms typically 
involve a reduction in direct budgetary funding of hospitals, and a shift 
towards third party payment, accompanied by increases in delegated 
autonomy to manage finances locally. In a number of countries, these 
reforms are part of broader reforms to financing of health systems and the 
shift towards universal health coverage. 

The impact of these reforms on hospital performance has been variable, 
with improvements in efficiency and maintenance of equity in some 
countries, while in others, the pursuit of increased revenue by hospitals has 
contributed to increased overall health expenditure, while failing to address 
inequities in access and financial protection. In these cases, there has been a 
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failure of oversight and accountability, particularly by local governments. 
As Kutzin points out in his review of financing reforms in countries in 
transition in Europe, alignment between financing and other aspects of 
reforms is crucial to achieving desired performance outcomes (Kutzin, 
2010). 

Given the importance of financing, further investigation is suggested into 
the impact of reforms on hospital performance, particularly in association 
with different governance and accountability arrangements. 

5.3 Hospital management and leadership 
The case studies have demonstrated the critical role of hospital managers 
and leaders in determining how hospitals respond to the governance 
and accountability arrangements, the financial incentives and resource 
constraints, and in determining the achievement of performance objectives. 
This is the meso and micro level of the governance arrangements in the 
structure proposed by Saltman, Duran and Dubois (2011).

This area provided an interesting contrast between the situation in most 
of the low- and middle-income countries where clinicians are primarily 
the hospital leaders, and the situation in the high-income country studied 
where a separate professional hospital management cadre has arisen, and 
efforts are focused on engaging clinicians in hospital management. Reforms 
have been introduced in several countries to strengthen the management 
capacities of clinician hospital leaders, and to introduce hospital-level 
governance structures such as hospital supervisory boards. 

However, further investigation is needed of appropriate methods to 
strengthen hospital supervisory boards, and to build the management 
capacity of clinicians. 

5.4 Integration of hospitals with local health care systems
A further difference among the case studies is the extent to which reforms 
focused on hospitals as independent service delivery units, as opposed to 
their role as providers of referral services within district health systems. 
The impact of some reforms has been to view hospitals as individual units, 
responsible for achieving individual institutional objectives; in other cases, 
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hospitals are viewed as parts of a local or district health system, and it is the 
system as a whole that needs to achieve the objectives. 

Failure to integrate hospital services within functioning district health 
systems can lead to unnecessary and expensive hospital treatment of 
patients that could be managed in lower-level hospitals or in primary 
care (bypassing), as well as inequities in access, long waiting times, and 
overcrowding of hospitals which can undermine the quality of care. As 
hospitals also provide specialized primary health care through outpatient 
departments, and with the increasing predominance of chronic diseases 
requiring shared management between primary care and hospital services, 
strategies to improve integration of hospitals into district health systems are 
increasingly vital. 

5.5 Quality of care
One aspect of performance that has not received as much attention in 
reforms has been the quality of care. While New Zealand has specific 
performance objectives around patient safety and quality of care, other 
countries are just commencing with hospital accreditation requirements 
(Thailand, Sri Lanka, Philippines and Indonesia), as a consequence of the 
expansion of national health insurance. 

Further investigation is needed into how high quality of care and 
patient safety can be incorporated into performance objectives, and how 
governance arrangements and financial and regulatory incentives can 
encourage improvements in quality of care.

These are issues that will be followed up Phase 2 of these studies, and 
become the topic of further publications. 
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