
Clinical services

This chapter analyzes the roles of the public and
private sectors in paying for and delivering clinical
services. It examines in depth an important con-
clusion of Chapter 3: that governments have a fun-
damental responsibility for ensuring universal ac-
cess to an essential package of clinical services,
with special attention to reaching the poor (Table
5.1). The choice of services to be included in such a
package for each country will be strongly influ-
enced by information on the distribution of dis-
ease and the relative cost-effectiveness of clinical
interventions. A minimum package of clinical ser-
vices could reduce the present burden of disease
by about one-quarter in low-income countries and
by about one-tenth in middle-income countries.
This package is affordablebut only if govern-
ments carry out significant health-financing re-
forms that will affect the allocation of public funds
and the roles of insurance and of user charges.

Only by reducing or eliminating spending on
clinical services that are outside the nationally de-
fined essential package can governments concen-
trate on ensuring essential clinical care for the
poor. Two key ways to reallocate government
spending are to increase cost recovery, especially
by charging the wealthy for services in govern-
ment hospitals, and to promote unsubsidized in-
surance for middle- and upper-income groups.
Governments can avoid the explosive increases in
health expenditures that many countries are now
confronting by encouraging competition among
providers and prepayment for care, generating
and disseminating information on providers' costs
and insurers' products, and, in some cases, setting
limits on compensation of physicians and
hospitals.
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Although both the public and the private sectors
have important roles in the delivery of clinical ser-
vices, government-run health systems in many de-
veloping countries are overextended and need to
be scaled back. This can be done through legal and
administrative changes designed to facilitate pri-
vate (NGO and for-profit) involvement in provi-
sion of health services, by public subsidies to
NGOs for supplying the essential package, and by
curtailment of new investments in public tertiary
hospitals. At the same time, the efficiency of pub-
lic sector health services can be greatly enhanced
through decentralization and improved manage-
ment of government hospitals and programs.

Public and private finance of clinical services

Around the world, clinical services are financed
through four main channels. Twoout-of-pocket
payments and voluntary insuranceare private.
The other two are public: compulsory insurance
(sometimes known as social insurance) that is
either publicly managed or heavily regulated by
governments, and funding from general govern-
ment revenues.

In the poorest countries total health expenditure
may be as low as $2 per person a year, and more
than half of this comes from private sources,
mainly in the form of out-of-pocket payments. In-
surance mechanisms in those countries are weak,
and the amount of government revenues devoted
to health is low. As incomes increase, so do both
the percentage of income spent on health (as
shown in the upper panel of Figure 5.1) and the
share of health spending that comes from public
sources (illustrated in the lower panel). In the for-



Table 5.1 Rationales and directions for government action in the finance and delivery of clinical
services

Area

Essential clinical services

Clinical services outside the
essential package

Conditions that may call for
government action: market failure

and poverty

Failure to treat, for example,
tuberculosis and STDs
creates risks for the general
population. Public
financing can help offset
the additional external
costs to society. Poor
people have limited ability
to save or borrow to meet
unexpected and uninsured
health expenses. Families,
including children, can fall
into poverty because of ill
health.

In insurance markets
selection bias leads to lack
of coverage for high-risk
groups. "Moral hazard,"
by insulating patient and
provider from the cost
implications of their
decisions, results in
overuse of services. The
asymmetry of information
between patient and
provider can cause
suppliers to induce excess
demand.

merly socialist economies and the established mar-
ket economies (excluding the United States) public
spending accounts for a full three-quarters of total
health expenditure.

In addition to the four sources of health financ-
ing, there are three ways of organizing clinical
health services: public, private nonprofit, and pri-
vate for-profit. All national health systems use at
least two of the twelve possible combinations of
financing method and health service organization,
and sometimes the different combinations serve
sharply differentiated populations. Even so, it is
possible to group countries according to income
level and the predominant system of providing
health care. A principal distinction is whether in-

Directions for government action

Finance essential clinical services by reallocating current
government spending. In low-income countries this may
mean increasing public expenditures for health.

Require through legislation that social insurance or
mandated private insurance cover an essential package.

Encourage more private and NGO provision of essential
services, through appropriate legislation and targeted
public subsidies.

Reduce or eliminate subsidization of clinical services outside
the essential package. Subsidies for public provision of
services at less than cost and tax relief for employer and
employee health insurance payments often cover services
with low cost-effectiveness and primarily benefit the
wealthy.

Legislate compulsory social insurance or mandated private
insurance, or define the national essential package
comprehensively.

Limit government involvement in delivery of nonessential
services and encourage competition in service delivery by
government, NGOs, and the private sector.

Regulate private insurance by, for example, requiring
community risk-rating and forbidding the rejection of
high-risk consumers.

Define the exact content of prepaid packages of care to serve
as the products bought and sold in the insurance market.

Encourage the use of prepayment or salary-based
approaches to provider compensation.

Foster improvements in the quality of private provision by
encouraging self-regulation of hospitals, medical schools,
and physicians and by disseminating performance
indicators.

surance pays for much care and, if so, what is the
dominant type of insurance (Table 5.2).

In low-income countries private out-of-pocket pay-
ments account for more than half of the mere $2 to
$40 per person spent each year for health care.
Most of this sum goes for doctors' fees, payments
to traditional healers, and drugs. NGOs, particu-
larly those related to religious institutions, make
important contributions to the provision of health
services in many low-income countries. In Tan-
zania and Haiti NGOs operate nearly half of the
hospitals, and in Cameroon and Uganda they
manage 40 percent of health facilities. In Ghana
and Nigeria about a third of all hospital beds are
located in mission hospitals. Government spend-
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As countries get richer, the i spend more of their income on health, and the public share grows larger.

Figure 5.1 Income and health spending in seventy countries, 1990
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Table 5.2 Clinical health systems by income group

Low-income (100-600)

Middle-income (600-7,900)

Health expenditure, 1990

2-7 2-40 High private spending for traditional
medicine and for drugs

Public services financed from general
revenues

Little insurance

Private insurance 2-7 20-350 Government services for middle- and low-
income groups financed from general
revenues

Private insurance and private provision for
affluent (less than 10 percent of
population)

Social insurance 3-7 20-400 Public health and clinical care for low-income
groups financed from general revenues

Social insurance for wage labor force, with
mixed provision

Formerly socialist 3-6 30-200 Public services (which are low in quality or
economies of Europe collapsing) financed from general revenues
(650-6,000) Large underground market in privately

provided services
Established market 6-10 400-2,500 Universal or near-universal coverage through

economies, excluding general revenue financing or compulsory
United States social insurance
(5,000-34,000) Use of capped third-party payments and

global budgets

United States (22,000) 12 2,800 Combination of private voluntary insurance
and use of general revenue from taxes

Unregulated and open-ended fee-for-service
compensation

High administrative costs associated with
health provision and insurance

South Africa,
Zimbabwe

a. Although China is a low-income country, its health system is closer to that of a middle-income country with social insurance.
Source: For expenditure, Appendix table A.9.

ing from general tax revenues generally amounts
to less than half of the 2 to 7 percent of GNP allo-
cated to health services. There is little or no
insurance.

Until recently, China was an important excep-
tion among low-income countries. There, between
1960 and 1980, state enterprises provided health
care directly to their workers or contracted with
government hospitals to do so. Rural communes
were required to earmark a portion of their finan-
cial resources for health services for all their mem-
bers. By the late 1970s insurance covered virtually
all the urban population and 85 percent of the rural
populationa unique achievement for a low-
income developing country. Since the elimination
of communal agriculture and the liberalization of
industry in the early 1980s, however, these forms
of health insurance and service delivery have

Bangladesh, India,
Pakistan, most
Sub-Saharan

African
countries

Costa Rica, Republic
of Korea, Turkey

Czech Republic,
Poland, Slovak
Republic, republics
of former U.S.S.R.

France, Germany,
Japan (social
insurance); Norway,
Sweden, United
Kingdom (general
tax revenues)

United States

weakened considerably. The rural population in-
creasingly relies on a system of government-
provided health care financed in part out of gen-
eral revenues, but with substantial cost recovery
through user charges, not unlike systems prevail-
ing in other low-income countries.

In the middle-income countries there are two major
types of health systems, distinguished by whether
the government or the private sector provides
health insurance. Health spending, at $20 to $400
per capita, is higher than in low-income countries,
and both public and private managerial capacity is
stronger. In countries with private insurance, such
as South Africa and Zimbabwe, the government
uses general revenues to pay for health care for
middle- and low-income groups, while upper-
income households (less than 20 percent of the
population) use private insurance to pay for pri-
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vate physicians and hospitals or for private rooms
in government hospitals.

In countries with social insurance, mandatory
contributions from employees and employers, and
sometimes government funds, finance insurance
for part of the population, including most middle-
class workers. Health care for the poor is financed
from general revenues. This is the system that pre-
vails in Korea, Turkey, and most of Latin America.

In the formerly socialist economies of Eastern Eu-
rope and the Soviet Union, general revenue
financing with government provision of health
services was until recently the only officially recog-
nized form of health care. Public spending on
health now accounts for 3 to 6 percent of GNP in
these countries, or $30 to $200 per capita. Prior to
the period of political and economic liberalization
in the late 1980s, private payments were fre-
quently made for "public" health services (for ex-
ample, gratuities were given physicians in govern-
ment hospitals), and drugs often leaked from the
public sector into private markets. Since the politi-
cal and economic reforms that swept across these
countries in the late 1980s, the health systems
there have been in crisis. Dwindling public fund-
ing and deteriorating government services have
created strong pressures for new forms of public
and private insurance.

The established market economies, with the excep-
tion of the United States, rely on one of the two
types of public financing for more than three-quar-
ters of their health expenditures, which range
from $400 to $2,500 per person per year. Norway,
Sweden, and the United Kingdom use general tax
revenues to pay for health services that are pro-
vided directly by the government. In France, Ger-
many, and Japan, among others, social insurance
is the dominant mode of financing. The United
States, with annual health spending of about
$2,800 per capita, has a bewildering combination
of systems, including voluntary private employ-
ment-based insurance, compulsory insurance for
federal workers with each employee having a
choice of alternative insurers and packages, and
full public finance and provision for veterans. A
single-payer approach financed from general reve-
nue is used at the federal level for health care for
the elderly (Medicare) and at the state level for thd
poor (Medicaid).

Selecting and financing the essential clinical
package

A basic responsibility accepted by governments al-
most everywhere is to ensure access to a package
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of essential clinical services. But what should be
the content of this package? Although political
considerations will inevitably affect the decision,
the most important factors in selecting the essen-
tial package should be the relative cost-effective-
ness of interventions, the size and distribution of
the health problems affecting the population, and
the resources available.

Defining the essential package

A patient's health needs often require several in-
terrelated interventions. A child with fever and di-
arrhea may require treatment for both acute respi-
ratory and gastrointestinal infections. A pregnant
woman needs to receive both prenatal and deliv-
ery care. For this reason, it makes sense to group
certain interventions when analyzing their costs
and benefits. Five groups, or clusters, of clinical
interventions are likely to be important in every
country's essential clinical package: prenatal and
delivery care; family planning services; manage-
ment of the sick child; treatment of tuberculosis;
and case management of sexually transmitted dis-
eases (STD5). The first two groups are often dis-
cussed under the umbrella of "safe motherhood"
activities, but for the purposes of cost and benefit
estimates they are presented separately here. All
five sets of interventions are highly cost-effective;
each costs $50 or less per DALY in low-income
settings and $150 or less per DALY in middle-
income settings. Moreover, they deal with wide-
spread health problems that affect the poor.

Details on the health problems that these five
groups of clinical interventions help to resolve, on
ways of delivering the interventions efficiently to
patients, and on the cost-effectiveness of the inter-
ventions are given in Boxes 5.1 through 5.4. The
problems addressed are among the largest afflict-
ing developing countries. Four preventable or eas-
ily treatable infectious diseases of children account
for nearly 7 million child deaths annually. Unsafe
childbirth is responsible for half a million maternal
deaths each year. Tuberculosis kills more than 2
million people annually, making it the leading
cause of death among adults. More than 250 mil-
lion new cases of debilitating and potentially fatal
STDs occur each year.

In addition to these five groups of clinical inter-
ventions, in any realistic setting an essential pack-
age would have to include treatment of minor
infection and trauma, as well as advice and allevia-
tion of pain for health problems that cannot be
fully resolved with existing resources and technol-



Box 5.1 Making pregnancy and delivery safe

Under optimal conditions, about 990 of every 1,000
pregnancies that reach the seventh month of gestation
conclude with a healthy newborn and a healthy
mother. For most women in the developing world,
however, childbirth is unsafe. About one in 50 women
in developing countries dies as a consequence of com-
plications of pregnancy and childbirth, compared with
only one in 2,700 in the established market economies.
Maternal mortality has profound consequences within
the household; the chances of dying for children under
5 increase by up to 50 percent when the mother dies.

In [987 the international health community, includ-
ing the World Bank, WHO, the United Nations Popula-
tion Fund (UNPF), and agencies in forty-five countries,
launched the Safe Motherhood Initiative. The prime
goal is to reduce by half the number of maternal deaths
by 2000. The health programs recommended under the
initiative include family planning and pregnancy-
related care, prenatal care, and delivery care. (Family
planning and abortion services are discussed more
fully in Chapter 4.) The marginal cost-effectiveness of
pregnancy-related care varies with circumstances, but
the World Bank has estimated that the average cost per
DALY is between $30 and $110, the equivalent of less
than $2,000 per death averted.

The extension of prenatal, delivery, and postpartum
care to 80 percent of the world's population would re-
duce by 40 percent the burden of disease associated
with unsafe childbirth, at a cost of between $90 and
$255 per birth attended, or $4 to $9 per capita. A rea-
sonable program of pregnancy-related care would in-
clude three components:

Information, education, and communications designed
to create demand for clinical services, alert women and

others to danger signs that may occur during preg-
nancy and childbirth, and mobilize communities for
transport of women with complications to district
hospitals

Community-based obstetrics with trained nurse-mid-
wife staff to provide prenatal care, including tetanus
toxoid immunization, treatment for syphilis, provision
of micronutrients (iron, folate, and iodine), and detec-
tion of complications of pregnancy and delivery; nor-
mal delivery, including prophylactic application of an-
tibiotics against gonorrheal ophthalmia; obstetric first
aid, including sedatives for early eclampsia (preg-
nancy-related seizures) and manual removal of the pla-
centa; effective early referral of severe complications;
and safe abortion.

District hospital facilities to provide essential obstet-
ric services (cesarean section, anesthesia, blood re-
placement, manual procedures, and monitoring of la-
bor) and neonatal resuscitation (aspiration of secretions
and assisted respiration with oxygen).

The emphasis given the different components will
depend on local conditions. At one extreme are dis-
tricts where resources are limited and women are
highly isolated. Here, high priorities would be prenatal
care aimed mainly at correcting micronutrient deficien-
cies and infections such as STDs and malaria. At the
other extreme are urban and periurban areas where
referral centers are overwhelmed with normal deliv-
eries and the quality of care is typically low; here,
health centers should be improved so that they can
deal with normal births, and the quality of hospital care
should be enhanced to provide better treatment of ob-
stetric complications.

ogies. Hospital capacity would be sufficient to
handle some emergency care, including most frac-
tures and infrequently needed procedures such as
appendectomies. Local discretion in the provision
of these services would depend on the availability
of inputs and on day-to-day capacity. This "lim-
ited care" and the five groups of interventions to-
gether constitute a minimum package of essential clin-
ical services. Efficient delivery of these essential
services requires a well-functioning district health
system consisting of health posts and health cn-
ters as the first point of patient contact and district
hospitals as referral facilities, with the two levels
linked by emergency transport.

Governments must ensure that publicly pro-
vided facilities have the necessary inputsdrugs,
supplies, facilities, equipment, and properly

trained staffto deliver essential services and that
inputs for services outside the nationally defined
package are not supplied. A district hospital with
about one bed per 1,000 population served is
needed to provide inpatient and specialized out-
patient care, but the hospital would have to per-
form only basic surgery. No higher-level hospital
is required for delivery of the minimum package.
Although doctors are needed for supervising es-
sential clinical care and handling more compli-
cated cases, most of the services in the minimum
package can be delivered by nurses and midwives.
A ratio of fully qualified nurses to physicians of
between 2 and 4 to 1 (estimates vary to accommo-
date the availability of physicians and nurses in
different regions) and 0.1 to 0.2 physician per
1,000 population would be adequate. Although
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Box 5.2 Integrated management of the sick child

Four groups of infectious diseasediarrhea! diseases,
acute respiratory infections (ARIs), measles, and ma-
lanaaccount for more than half of the 12.7 million
deaths every year of children under age 5. In the devel-
oping world measles alone causes 860,000 deaths in
children under age 5 and accounts for 6 percent of
DALYs lost in that age group. Malaria causes 4 percent
of the disease burden in the under-five group. Sick
children taken by their mothers to health centers for
diarrhea! disease and for ARTs such as pneumonia of-
ten receive inappropriate diagnosis and treatment,
leading to unnecessary complications and deaths.

Whereas preventing diarrhea! diseases and ARIs has
proved difficult and is probably not cost-effective, case
management in community-based programs is feasible
and extremely effective. WHO and UNICEF have re-
cently begun to support national programs on the Inte-
grated Management of the Sick Child. This initiative
builds on more than fifteen years of experience with
case management of diarrheal diseases, mainly by oral
rehydration therapy (ORT), and about seven years of
research on and program implementation of case man-
agement of ARIs.

In Nepal a controlled intervention trial that relied
exclusively on indigenous community health workers
(CHWs) to detect and treat pneumonia without hospi-
talization led to a 28 percent reduction in the risk of
death from all causes by the third year of service. Addi-
tional benefits were obtained from the reduction in
deaths caused by diarrhea and measles. Other research
on similar community-based strategies for children un-
der age 5 indicates decreases of approximately 50 per-
cent in infant mortality from ARTs. In Egypt the use of
ORT has in some areas led to a reduction of 50 percent
in mortality from diarrhea and 40 percent in overall
mortality among children ages I month to 5 years. The

experience with these two disease clusters can be ex-
panded to include children with malaria, measles, and
malnutrition. Evidence that malaria and pneumonia
overlap in their clinical presentation and can be treated
with the same antibiotic strengthens the case for treat-
ing several diseases together.

Under the integrated management approach, the
sick child is initially assessed by means of a limited
range of questions and observation of easily recognized
symptoms. The child's nutritional and immunization
status is measured, and immunization is given if
needed. The child's condition is classified according to
disease grouping and severity guidelines, which are
used as a basis for treatment and possible referrals. The
final step is to give the mother advice Ofl follow-up
care.

The core of the package is to train primary health
care providers to diagnose diseases and prescribe the
appropriate treatment at the health center level or refer
immediately to a district hospital those cases with com-
plications. An adequate supply of antibiotics, anti-
malarial drugs, and other drugs is critical for success.
The integrated cluster of treatments, including hospital
services, would cost between $30 and $100 per DALY
saved. Since the walk-in component accounts for ap-
proximately 60 to 70 percent of the reduction in the
disease burden, district hospitals are not indispensable
for starting the program, but their presence and proper
functioning add substantial health benefits. If high
rates of health service use can be achieved, child deaths
in high-mortality communities, according to WHO esti-
mates, could be reduced by between 50 and 70 percent.
This fact and the relatively low technology involved
make the management of the sick child a high priority
in countries with child mortality rates of more than
thirty deaths per 1,000 children under age 5.

many developing countries can already deliver the
minimum package, some low-income nations
would require additional investments in person-
nel, equipment, and facilities.

In developing countries with the financial re-
sources and political will to go beyond the mini-
mum clinical package, a more comprehensive set
of services could cover other interventions with
slightly lower cost-effectiveness than those in the
minimum package. This set might include a num-
ber of interventions for chronic disease, such as
use of oral hypoglycemics or insulin to control dia-
betes, medical treatment for schizophrenia and
manic-depressive illness, screening and treatment
for breast and cervical cancer, measures (for exam-
ple, use of aspirin and of simple antihypertensive
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drugs) to reduce the risk of cardiovascular disease
in high-risk individuals, and inexpensive manage-
ment of angina and heart attacks. Other treat-
ments that might fit into an expanded package in-
clude hernia repair, meningitis treatment for
children, management of gastrointestinal ulcers,
cataract removal, and treatment of moderately se-
vere injuries and of complications of diabetes.
Given the large contribution of disability to the
burden of disease, inclusion of low-cost rehabilita-
tive measures will often be a priority for interven-
tions beyond the minimum essential package.
These interventionsmost of which respond to
conditions that will become increasingly common
with the epidemiological transition documented in
Chapter 1can cost as little as $200 to $300 per



DALY. Including them and other interventions of
similar cost-effectiveness would reduce the current
disease burden by 5 to 10 percent.

Many health procedures have such low cost-
effectiveness that governments should exclude
them from the essential clinical package. In low-
income countries these might include heart sur-
gery; treatment (other than pain relief) of highly
fatal cancers of the lung, liver, and stomach; ex-
pensive drug therapies for HIV infection; and in-
tensive care for severely premature babies. It is
difficult to justify using government funds for
these medical treatments when much more cost-
effective services that benefit mainly the poor are
not receiving adequate financing.

Several developing countries that have been
highly successful at improving the health status of
their populations have emphasized access to an

essential package of services in their allocation of
public spending on health. In Botswana and Zim-
babwe the rapid decline in infant mortality and
rise in life expectancy during the 1980s were
strongly influenced by government action to ex-
pand the health infrastructure and by the use of
general tax revenues to finance an array of public
health and clinical services. Some key services that
were initially left out of the package but are now
being incorporated include vitamin A supplemen-
tation and improved control of STDs. Similarly,
dramatic health gains in Costa Rica in the 1970s
were largely brought about by new basic public
health and clinical services, financed almost en-
tirely by the Ministry of Health and the national
social security agency. The remarkable improve-
ments in health status in China, Kerala State in
India, and Sri Lanka are attributable in part to gov-

Box 5.3 Treatment of sexually transmitted diseases

Sexually transmitted diseases (STDs) are extremely
common infections: according to a 1990 estimate by
WHO, there are more than 250 million new cases each
year worldwide. These diseases have severe and often
irreversible consequences that disproportionately af-
fect women, who bear 80 percent of the total DALYs
lost to STDs (excluding HIV). Women are more likely
than men to acquire STDs because of the greater effi-
ciency of male-to-female transmission for most STD
pathogens, the lack of female-controlled preventive
methods, and, in many settings, gender power dy-
namics that limit women's ability to determine the con-
ditions under which sexual intercourse occurs. Women
are less likely than men to obtain care for STDs because
the majority of infected women are asymptomatic and
those with symptoms may be deterred by fear of social
stigma. Since STDs also inflict a heavy burden of ill-
ness on men, and since men are responsible for much
STD transmission, disease control measures, to be ef-
fective, must be targeted to both sexes.

Because STDs increase the efficacy of transmission of
HIV, controlling these infections is one of the most im-
portant interventions for containing the spread of
AIDS. But even in the absence of AIDS, STDs cause
substantial morbidity and mortality. They usually af-
fect people in the 15-44 age group, the most economi-
cally productive ages. One of the main causes of .neo-
natal morbidity and mortality in some countries is
congenital syphilis. Because treatment is simple (one to
three injections of penicillin) and inexpensive, screen-
ing and treatment for syphilis during prenatal care has
been recommended for the minimum package. De-
pending on the prevalence of disease, on whether the

person affected is a member of a "core" group and
hence likely to transmit syphilis to others, and Ofl the
case-detection strategy used, curing a case of syphilis
can cost as little as $0.10 or as much as $40 per DALY. In
Zambia a syphilis treatment demonstration project for
pregnant women achieved a two-thirds reduction in
stillbirths, low birth weights, and neonatal deaths as-
sociated with syphilis, even though attendance,
screening, and treatment were not optimal. The cost
was $12 per adverse outcome prevented, or less than
$1 per DALY. In a similar program in Kenya prevention
of one neonatal death cost $50. Unfortunately, in most
countries a comprehensive program of perinatal syph-
ilis screening has not been implemented.

Effective interventions exist for other STDs, but lack
of simple, appropriate, rapid, and inexpensive diag-
nostics for use in the field have made these measures
much more difficult and expensive to implement. Con-
sequently, when resources are limited, such interven-
tions must be targeted specifically to core groups to be
cost-effective. In these groups, case management of
chlamydia (a bacterial infection of the reproductive
tract) and gonorrhea can be highly cost-effective ($10 to
$40 per DALY), as can treatment of chancroid in areas
where it is common. Much of the cost of intervention
for these diseases is related to diagnosis. Calculations
suggest that if prevalence of an STD is more than 10
percent, treating everyone in the risk group may be
more cost-effective than screening. This, however,
does not take into account the problems of widespread
use of the antibiotics used to treat STDs, including ad-
verse reactions, development of microbial resistance,
and change in microbial flora.
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Box 5.4 Short-course treatment of tuberculosis

Tuberculosis (TB) kills or debilitates more adults ages
15-59 than any other disease and is responsible for
about 2 to 4 percent of the burden of disease. It is the
single leading cause of death in developing countries,
accounting for about 2 million deaths a year, or ap-
proximately 5 percent of all deaths and 25 percent of
preventable adult deaths in those countries. More
women of childbearing age die from TB than from
causes associated with pregnancy and childbirth. More
than half of the world's population is infected with the
TB bacillus. People who are malnourished or have an-
other severe illness are at particular risk for TB, as are
those infected with HIV. The relationship between TB
and HIV is highly significant, as each person infected
with HIV and TB could infect twelve other persons
with TB per year.

Annual incidence rates of all forms of clinical TB vary
from 50 to 260 per 100,000 in the developing world;
more than half of these cases are infectious (sputum-
smear-positive). For most forms of TB, 50 to 60 percent
of those infected will die if untreated. All ages are at
risk, but the peak is in young adulthood. In Sub-
Saharan Africa the annual risks of infection remain
high, partly because of poverty and overcrowding
(which are risk factors for TB) and partly because any
decrease in the annual risk of infection is offset by the
HIV epidemic. In India and Sub-Saharan Africa TB is
the leading cause of death and the biggest contributor
to the disease burden; it is responsible for about 8 to 11
percent of the DALYs lost in the 15-59 age group.

There are two effective approaches to treating TB:
short-course chemotherapy, which uses three to five
drugs over six to eight months, and the "standard"
course of two to three drugs taken over twelve to eigh-

teen months. Drugs for the short course cost about $50
to $80 per patient. Those for the standard course cost
only $10 to $15, but the cost per death averted is higher
because only 30 percent of patients complete treatment
and are cured, as against 60 percent for the short
course. Other benefits of the short course include a
smaller number of resistant organisms and less need
for expensive retreatment. (This discussion applies to
the treatment of sputum-smear-positive TB. Once
other forms of TB have been identified, treatment costs
should be similar except for serious forms of smear-
negative TB.)

Walk-in treatment is less expensive than hospitaliza-
tion, but if this care cannot be closely monitored (as in
many rural areas), hospitalization may be more cost-
effective. The program described is modeled on pas-
sive case investigation, assuming that a person with TB
will have symptoms such as cough and weight loss and
will seek care and that infected persons discovered by
active searches will be less likely to continue treatment
than those who seek care. Although the BCG vaccina-
tion is important in TB control for children, its effec-
tiveness in adults is still under investigation.

The cost of treatment is less than $10 per DALY in all
chemotherapy scenarios. It is estimated that tuber-
culosis treatment of infectious (smear-positive) individ-
uals prevents one to four new cases by stopping trans-
mission. The positive externalities of short-course
chemotherapy explain in part the extremely favorable
cost-effectiveness and justify government intervention.
Because the cost of drugs, at $50 to $80 per patient, is
probably too high for the poor, public subsidy is espe-
cially warranted for low-income households.

ernment policies that emphasized the financing of
cost-effective clinical services directed especially at
the rural poor.

Benefits, costs, and financing of the essential clinical
package

Widespread adoption of the minimum clinical
package would have a tremendous positive effect
on the health of people in developing countries. If
80 percent of the population were reached, 24 per-
cent of the current burden of disease in low-
income countries and 11 percent in middle-income
countries could be averted (Table 5.3). When the
minimum clinical package is combined with the
public health package outlined in Chapter 4, the
share of current illness that could be eliminated
rises to approximately 32 percent in low-income
countries and 15 percent in middle-income coun-
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tries. This reduction in the burden of disease
would be equivalent to saving the lives of more
than 9 million infants each year.

Delivery of the minimum clinical package would
cost an average of about $8 per person each year in
low-income countries and about $15 in middle-
income countries. Approximately half of these
amounts would be for prenatal and delivery care
alone. When the cost of selected public health in-
terventions is added, total costs rise to $12 per cap-
ita in low-income countries and $22 in middle-
income countries. The differences are the result of
different demographic structures, epidemiological
conditions, and labor costs in the two settings.

In low-income countries, where governments
typically spend about $5.50 per person for health
and where total health expenditures are about
$14 per person (Figure 5.2), the affordability of the



Table 5.3 Estimated costs and health benefits of selected public health and clinical services in low-
and middle-income countries, 1990

Note: Figures assume coverage of 80 percent of the population.
Average costs.
Marginal benefits.
Includes EPI Plus; school health including deworming, micronutrient supplementation, and health education; information on health, nutrition,

and family planning; tobacco and alcohol control programs; monitoring and surveillance; vector control; and programs for prevention of AIDS.
Benefits were calculated assuming an AIDS epidemic comparable to that in Sub-Saharan Africa today.
Limited care includes assessment, advice, alleviation of pain, treatment of infection and minor trauma, and treatment of more complicated

conditions as resources permit.
Source: World Bank calculations.

Because the poorest countries spend far less on health than do middle-income countries and the public share is

smaller, thei have fewer resources available for reallocation.

Figure 5.2 Public financing of health services in low and middleincome countries, 1990

El l'ublic and private spending Public spending

Health spending per capita
(1990 dollars)

120 100 80 60 40 20 0

Source: Appendix table A.9.
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countries
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countries

Percentage of GNP
0 1 2 3 4
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Country group and package

Annual cost (dollars)' Per capita cost
as share of
income per

capita (percent)

Disease burden
averted

(percent)"
Per case or

per participant Per capita
Per

DALY

Low-income (per capita income = $350)
Public health packager 4.2 - 1.2 8
Minimum essential package of clinical services - 7.8 - 2.2 24

Short-course chemotherapy for tuberculosis 500 0.6 3-5 1

Management of the sick child 9 1.6 30-50 14
Prenatal and delivery care 90 3.8 30-50 4
Family planning 12 0.9 20-30 3
Treatment of STDs' 11 0.2 1-3 1

Limited caree 6 0.7 200-350 1

Total, public health and clinical services 12.0 - 3.4 32

Middle-income (per capita income = $2,500)
Public health packager - 6.8 0.3 4

Minimum essential package of clinical services - 14.7 - 0.6 11

Short-course chemotherapy for tuberculosis 275 0.2 5-7 1

Management of the sick child 8 1.1 50-100 4

Prenatal and delivery care 255 8.8 60-110 3
Family planning 20 2.2 100-150 1

Treatment of STDsd 18 0.3 10-15 1

Limited care' 13 2.1 400-600 1

Total, public health and clinical services - 21.5 - 0.9 15



$12 minimum package is problematic. Paying for
the package would require an increase in public
spending for health (part of which could be fi-
nanced by donors in the short term), as well as a
reorientation of current government expenditure
for health from discretionary to essential care. In
middle-income countries, where public spending
for health averages about $62 per person, the
$22 minimum package is financially feasible if
there is adequate political commitment to shift ex-
isting resources in the direction of public health
and essential clinical care. Indeed, upper-middle-
income countries can afford public finance of an
essential package that goes well beyond this
minimum.

Who should pay for the essential clinical pack-
age? There are strong efficiency arguments for di-
rect financing by developing country governments
of the selected public health interventions dis-
cussed in Chapter 4. A number of the essential
clinical services, including treatment of tuber-
culosis and STDs, have large positive externalities.
What is more important is that the poor are dispro-
portionately affected by the disease burden of the
conditions listed in Table 5.3 and that, because of
larger family sizes, they would benefit dispropor-
tionately from prenatal, delivery, and childhood
services. Public finance of a basic package of ser-
vices is an effective mechanism for reaching the
poor.

The main problem with universal government
financing of an essential package is that it leads to
public subsidies to the wealthy, who could afford
to pay for their own services, with the result that
fewer government resources go to serve the poor.
A policy of concentrating public resources on ser-
vices for the poor and requiring others to pay all or
part of their own costs makes sense on equity
grounds but also has some disadvantages. Often,
the administrative costs of targeting are high, and
the exclusion of wealthy and middle-income
groups can erode political support for the essential
package, causing a decline in funding and quality
of care. Furthermore, problems of cost escalation
and access to insurance on the part of high-risk
groupsdiscussed in Chapter 3can complicate
reliance on private finance. Perhaps for these rea-
sons, most member governments of the OECD fi-
nance (or mandate finance of) comprehensively
defined essential packages for virtually all their
citizens.

In low-income countries, where current public
spending for health is less than the cost of an es-
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sential package, some degree of targeting is almost
inevitable. In countries where the wealthy do not
use government-financed services because of the
greater quality and convenience of privately f i-
nanced services, targeting may be fairly easy. In
other cases, however, user charges will have to be
applied selectively, relying on means testing and
other targeting devices (see Box 5.5). Special ame-
nities in teaching hospitals, for example, can be
priced at or above cost, since they will be con-
sumed exclusively by the wealthy. User charges
can help generate additional revenues for the es-
sential package, amounting to perhaps 10 to 20
percent of total government spending for health.
Finally, directing donor funding to public health
and essential clinical care can significantly expand
the total resource basket available for the mini-
mum package.

User charges for public health services in devel-
oping countries have sparked much debate since
the World Bank endorsed the concept in 1987 in a
policy study on health financing. Critics argue that
fees restrict access to care, especially for the poor.
Yet many developing countries, particularly in
Sub-Saharan Africa, have been forced to rely in-
creasingly on fees to supplement strained budgets.
Studies on the effect of user fees are inconclusive
and contradictory. One reason is that some re-
searchers have failed to calculate the true cost to
patients of treatment at government clinics. People
often pay dearly for supposedly "free" health
care. Recent household surveys in India, Indo-
nesia, and Viet Nam indicate that each visit to a
government health center actually costs patients
two to three times the amount of the low official
fees. Bribes aside, the indirect costs such as trans-
port and the opportunity cost of time spent seek-
ing care are substantial.

Since patients are already paying for supposedly
free or low-cost health care, new user fees, when
accompanied by a reduction in indirect costs and
improvement of services, may increase utilization.
Recent studies in four African countriesBenin,
Cameroon, Guinea, and Sierra Leoneindicate
that this is the case and, encouragingly, that the
poor benefited most from these changes. Since fa-
cilities used fees to fund services not previously
available locally, poor patients avoided costly
travel, and the actual cost of care declined. Studies
indicate that user fees amounting to less than 1
percent of annual household income have little im-
pact on the utilization of health services, even by
the poor. Because higher fees do decrease utiliza-



When public spending on health is not targeted to the
pooras often happens, according to numerous
studiesno other source of funds is likely to compen-
sate. Which targeting mechanisms work best in prac-
tice will depend on their impact on demand, their ad-
ministrative costs, their technical and managerial
requirements, and the level of political support. In
countries where incomes are too low for a minimum
essential package to be provided universally, there are
four main mechanisms for targeting the essential pack-
age of services:

Assess individuals seeking services on the basis of
income, nutritional status, or other criteria and, de-
pending on the assessment, provide services from the
essential clinical package free of charge or according to
a sliding scale of fees. In evaluating income, direct
measurements or proxies (such as housing characteris-
tics) can be used, but this tends to be more adminis-
tratively costly than other mechanisms.

Subsidize essential clinical services for easily iden-
tified subgroups of the population (for example, all
those living in certain low-income regions or neighbor-
hoods or all children in public schools). Where social
insurance mechanisms (usually financed through pay-
roll taxes) exist, they generally tend to cover the rela-

Box 5.5 Targeting public expenditure to the poor

tively well-off. Targeting public finance to those not
participating in social insurance will reach the poor,
and administration will be relatively simple. In coun-
tries with established social insurance mechanisms,
this targeting mechanism will often prove best.

Let individuals self-target. The essential services
are available free of charge to all, but the program is
designed in such a way as to deter the better-off from
using them. Time costs, stigma, and fewer amenities
associated with services are the usual mechanisms for
encouraging self-targeting. Unfortunately, these same
characteristics may discourage the poor as well as the
better-off. Low-income working mothers, for example,
may find that the time, for themselves and their chil-
dren, involved in using subsidized services is an insur-
mountable obstacle.

Target by type of service. Offer free of charge, or
subsidize heavily, services that are needed dispropor-
tionately by the poor. This sort of targeting mechanism
is inherent in much of the essential package of clinical
services. Prenatal and delivery services, management
of the sick child, and STD and tuberculosis treatment
are all services that, if universally available, would es-
pecially benefit the poor.

tion, reducing charges or exempting the poor from
the fees may be warranted.

In middle-income countries, where a significant
part of the population may be covered by private
or social insurance, governments can target public
monies to essential clinical services for the poor by
legally defining and mandating that the national
essential package be covered in all insurance poli-
cies, thereby freeing government resources to tar-
get the poor. Surprisingly, emerging managed care
institutions in developing countries often fail to
cover benefits that would be in such an essential
package. In the 1980s in Brazil, for example, many
health maintenance organizations failed to include
immunizations and family planning in the basic
benefits package for their clienteles.

Insurance and finance of discretionary clinical
services

Public financing of a national essential clinical
package can be justified because the package cre-
ates positive externalities and reduces poverty.
The case for government financing of discretion-

ary clinical health careservices outside the essen-
tial packageis far less compelling. In fact, gov-
ernments can promote both efficiency and equity
by reducingor, when possible, eliminating
public funding for these services. Doing so re-
quires recovering the cost of discretionary services
provided in government health facilities and cut-
ting subsidies to private and public insurance
schemes that finance discretionary care. By reduc-
ing spending on these services, governments can
concentrate public expenditure where it will do the
most goodin public health and cost effective clin-
ical services.

Out-of-pocket payments are the main source of
financing for discretionary care in low-income
countries. They remain substantial in middle-
income countries, but insurance becomes increas-
ingly important as incomes rise. Because, except
for the very rich, out-of-pocket financing cannot
cover expensive care or deal with catastrophic ill-
ness, widespread financing of discretionary care is
possible only through insurance. Countries have
two main options for meeting a growing demand
and need for insurance. One is to move toward the
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current U.S. system, which relies substantially on
private voluntary insurance. The other is to follow
the examples of Canada, Japan, and most Eu-
ropean countries, where general government reve-
nues or social insurance cover the cost of relatively
comprehensive essential packages, leaving only a
small discretionary residual for private insurance.

Government policy can improve the functioning
of insurance markets in three ways. It can strive to
eliminate unfair subsidies to insurance. It can
work to maximize the population covered by in-
surance by preventing selection biasthe ten-
dency of insurers to discriminate against bad
health risks. And it can help to eliminate another
potential problem with insurance: the explosive
increases in health care costs that are closely asso-
ciated with fee-for-service payment of health pro-
viders by third-party insurers.

Redirecting public funding from discretionary care

There is substantial scope in the developing world
for redirecting current public spending away from
discretionary services. Cost recovery in govern-
ment hospitals, especially from the wealthy and
insured, is one important mechanism. Even in
low-income countries, where insurance may ac-
count for less than 5 percent of total health spend-
ing, as in Ethiopia, Kenya, Lesotho, Pakistan, and

Table 5.4 Social insurance in selected countries, 1990
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the Philippines, a combination of limited private
insurance and the ability of upper-income groups
to pay makes it feasible for governments to charge
for discretionary care delivered in public hospitals.
In Kenya the government is currently attempting
to recover the cost of caring for the insured at the
national referral hospital in Nairobi. In Lesotho
charges in the private ward of the central hospital
in Maseru were increased in 1990 to recover costs
from wealthier patients.

In middle-income countries insurance becomes
more important as a mechanism for financing dis-
cretionary services. In South Africa private insur-
ance covers about 15 percent of the population and
accounts for more than a third of total health
spending. In Brazil, even though everyone is eligi-
ble for publicly financed health services, about a
fifth of the population is also privately insured.
Social insurance, in which payroll deductions are
earmarked for health care, is widespread in mid-
dle-income countries, especially in Latin America.
Such payroll taxes account for a quarter or more of
national health spending in Costa Rica, Korea, and
Panama (Table 5.4). In countries with broader in-
surance coverage there is even greater potential for
cost recovery than in poorer countries. Public hos-
pitals in Chile are now being encouraged to
charge, particularly for patients who have private
insurance.

Source: World Bank data; Mesa-Lago 1991; de Geyndt 1991; Vogel 1990; Brotowasisto and others 1988; Ikegami 1992; Hurst 1992; and Solon and
others 1992.

(percent)

Social insurance as share of
Share of population covered public sector health Social insurance as share of Health expenditure as

Group and country by social insurance expenditure total health expenditure share of GNP

Low-income
India 5 9 2 6.0
Kenya 10 7 4 4.3
Indonesia 13 17 6 2.0
Middle-income
Dominican Rep. 6 9 6 3.7
Ecuador 9 11 7 4.1
Colombia 15 18 8 4.0
Paraguay 18 24 13 2.8
Philippines 38 12 6 2.8
Panama 50 55 43 7.1
Turkey 58 26 14 4.0
Costa Rica 82 85 62 6.5
Korea, Rep. of 90 50 25 6.6

High-income
Germany 75 76 63 8.0
Japan 100 64 56 6.5
France 100 95 71 8.9
Netherlands 100 94 73 7.9



The other way to redirect government spending
away from discretionary care is to phase out public
subsidies to insurance. These subsidies, which are
large and widespread, take the form of both direct
budgetary transfers to insurance institutions and
tax concessions for employers' and employees' in-
surance contributions. They benefit the better-off
and are therefore regressive.

In Latin America governments in Guatemala,
Honduras, Mexico, Nicaragua, and Venezuela
contribute a percentage of individual workers'
wages to social security sickness and maternity
funds. In Chile and Uruguay the government cov-
ers the operating deficits of the funds, and in Co-
lombia and El Salvador it pays directly for a part of
the cost of social security health services and ad-
ministration. Private insurance in South Africa
and Zimbabwe receives large public subsidies in
the form of tax deductions for employer and em-
ployee contributions. Fees to insured patients
using government hospitals in Zimbabwe are set
at perhaps a third to a quarter of actual costs, pro-
viding another subsidy to the better-off.

Once subsidies to private and public insurance
are established, they are extremely difficult to
eliminate. Recipientsgenerally the better-off-
view them as an important benefit. The current
debate in the United States over reducing the em-
ployer tax deduction for contributions to medical
insurance illustrates this strong political resis-
tance. To date, very few developing countries have
successfully cut subsidies. An exception is Zim-
babwe, where major political shiftsnational inde-
pendence and the advent of a democratically elec-
ted government in 1980led to a significant
scaling back of tax breaks for medical aid pre-
miums. The Chilean government is actively con-
sidering eliminating the existing tax concession for
employers' contributions to social insurance.

Subsidies to insurance systems that cover only
part of the population are invariably regressive,
but subsidies can be progressive when insurance
has become universal. At that point, public sub-
sidies end up benefiting mainly those outside the
formal labor force, notably the elderly and the
poor. Examples of progressive subsidies are the 30
percent of national social insurance funding that
the Korean government contributes on behalf of
low-income households and the 20 percent of Ja-
pan's social insurance spending that derives from
government budget transfers for retirees and the
poor. Governments could provide equally pro-
gressive, targeted subsidies to buy regulated pri-
vate health insurance for the poor, but there is no

experience with such arrangements in developing
countries.

Eliminating unequal access to clinical care
under insurance

A serious problem with relying on insurance to
pay for discretionary care in developing countries
is that individuals and groups often have unequal
access to insurance coverage. The problem is espe-
cially acute with voluntary private insurance be-
cause of selection bias. When insurers rate individ-
ual risks, they often either refuse to insure the sick
and elderly or make insurance prohibitively ex-
pensive for these clients because their expected
costs are so high. They also commonly exclude
many health conditions that should ideally be cov-
ered. In Brazil, for example, where government
regulation of insurance is weak, private insurers
frequently refuse to enroll persons who are poor
health risks, and they fail to cover costly risks such
as HIV-AIDS. In South Africa and Zimbabwe pri-
vate health insurance schemes known as medical
aid societies have historically covered entire indus-
tries and occupational groups, but the recent mar-
keting of individual insurance policies has intro-
duced discrimination based on risk. Selection bias
is an important reason for the incomplete insur-
ance coverage in the United States, where 37 mil-
lion people, or about 15 percent of the population,
are uninsured.

Very few countries, developing or industrial,
have managed to eliminate selection bias under
private insurance, even though it could theo-
retically be done by prohibiting insurers from rat-
ing individuals' health risks and requiring them to
rate only large groups, or "communities," in
which high risks are spread over a large number of
people to minimize the cost effect of the risks.
Eliminating selection bias is easier with social in-
surance because contributions are compulsory and
are normally a fixed percentage of wages for all
employees regardless of their number of depen-
dents or their individual health risks. The snag is
that since compulsory insurance generally uses
employment-based contributions, it is able to
achieve broad coverage only when most of the eco-
nomically active population is in the formal labor
force.

Where only part of the population is covered by
insurance, as in most developing countries, access
to clinical services for the uninsured poor can be
much more difficult than for insured, better-off
people. The quality of care, including essential
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clinical services, may also be vastly inferior for the
poor. In low-income Africa the wealthy consult
private doctors for their clinical care while the poor
are often forced to use understaffed government
health centers that lack the most basic drugs and
equipment. In much of Latin America middle-class
families receive better care in hospitals and clinics
belonging to the social security agency than the
poor are given in the badly deteriorated facilities
run by the ministry of health.

One way to eliminate these disparities would be
to put all health facilities under a single adminis-
tration and open them to all. Few countries have
taken on this politically and administratively diff i-
cult task. Costa Rica, in which the social security
agency manages all government hospitals, is a rare
exception. Another solution is for the government
to focus spending on the poor by investing heavily
in the infrastructure (facilities, equipment, and
transport) needed to improve essential clinical care
for the poor and spending substantially more on
the associated personnel and drugs. By focusing
investments on peripheral health units (health
centers, subcenters, and health posts) and on staff
for these facilities, Malaysia and Zimbabwe have

successfully upgraded separate clinical services
targeted to the poor.

Containing the costs of clinical care

Escalating health spending is perceived as a crisis
when it begins to crowd out other sectors of the
economy or to raise the cost of labor, threatening a
country's international competitiveness. This is
currently happening in the United States and to a
varying extent in other high-income countries (Box
5.6), and it is about to happen in several middle-
income developing countries, including Chile and
Korea.

The sources of excess health costs and growth of
costs are complex and much debated. Health ser-
vices have a high labor content, and their produc-
tivity has grown slowly in comparison with that of
other areas of the economy. In the United States
relatively high levels of underlying morbidity and
greater amenities in hospitals are part of the rea-
son, but inefficiencies are also important. Two
types of inefficiency stand out: high administrative
costs and unnecessary use of an ever-expanding
array of sophisticated and ever more costly tech-
nologies for diagnostic tests and surgical pro-

Box 5.6 Containing health care costs in industrial countries

In 1990 the United States devoted 12.7 percent of its
GNP to health, as against 9.1 percent in Canada, 8.9
percent in France, 8.0 percent in Germany, 6.5 percent
in Japan, and 6.1 percent in the United Kingdom. The
2.7 percent annual increase in the health-to-GNP ratio
for the United States during the 1980s was the highest
among the OECD countries. U.S. health expenditures
of $2,800 per person in 1990 were nearly $1,000 above
the average for the OECD countries. The price of
health care services in relation to other goods and ser-
vices also rose much more rapidly in the United States
(2.2 percent per year) than in the other OECD
countries.

An important factor in explaining the rapid growth
in health care costs in the United States is that doctors
and hospitals are paid predominantly on a fee-for-ser-
vice basis. Countries experiencing moderate spending
growth (Canada and Japan) also use fee-for-service fot
outpatient physician care but have devised other ways
of controlling expenditures: a uniform fee structure
and aggressive peer review of doctors' spending pat-
terns in Japan and fixed overall budgets for hospitals in
Canada. Countries with low levels of spending (the
United Kingdom) or low recent growth of costs (Den-

mark, Germany, and Sweden) set overall limits on pay-
ments to both doctors and hospitals. In the latter
group, the method of limiting payments to doctors
varies widely: capitation in Britain, fee-for-service in
Germany, and salaries in Sweden. In Germany, as a
means of controlling expenditure, fees are reduced if
the volume of services exceeds the anticipated level. In
general, the OECD countries that have contained costs
better have greater government control of health
spending and a larger public sector share of total health
expenditures. This is also the case in eleven developing
countries with income per capita of more than $6,000.
In the poorer countries there is no apparent link be-
tween the public and private shares of health expendi-
ture and the proportion of income devoted to health.

In the U.S. health insurance system, with its large
numbers of insurers reimbursing providers at different
rates, administrative costs absorb about 15 percent of
health expenditures, compared with 5 percent or less
in the other OECD countries. If the United States re-
duced its administrative outlays to the level in these
other countries, a total of $80 billion annually could be
saved, equivalent to about a third of total health spend-
ing for all developing countries combined.
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cedures. These two kinds of inefficiency appear to
be closely linked to basic features of the U.S.
health system. Open-ended fee-for-service com-
pensation for health providers encourages the de-
velopment of new equipment, drugs, and pro-
cedures and leads to exploding costs because
neither providers nor patients have strong incen-
tives to hold down utilization or spending. A com-
plex system of multiple insurance institutions and
other payers, each with its own procedures, raises
administrative overheads substantially.

The findings concerning health cost escalation in
the United States and other industrial countries
are especially relevant for middle-income develop-
ing countries. Those countries are under pressure
from medical professionals, manufacturers, and
consumers to use new medical technologies, and
they face difficult policy choices related to insur-
ance institutions and compensation of providers.
Korea's problems with escalating health expendi-
tures parallel those of the United States and may
hold important lessons for other developing
countries.

The Korean social insurance system is a nation-
wide network of "sickness funds" covering occu-
pational and regional groups. Worker payroll con-
tributions are compulsory. All Koreans are
covered, and the government subsidy to extend
coverage to the elderly and indigent is highly
progressive. As in the United States, Korea's
health providers are predominantly private-72
percent of physicians and 80 percent of hospital
beds are in this categoryand they are paid on a
fee-for-service basis. There is little control of the
acquisition of medical technologies. Korea already
has more sophisticated new medical equipment,
such as imaging machines and lithotripters (used
to treat kidney stones), per capita than either Can-
ada or Germany. During 1989-91 spending for
medical devices and diagnostic products grew by
more than 20 percent a year. As in Japan, physi-
cians often sell the drugs they prescribe, and in-
surance reimburses the cost of nonprescription
drugs, which creates strong incentives to over-
prescribe and overuse drugs. Prescription phar-
maceuticals now account for 36 percent of health
spending, one of the highest shares anywhere. Fi-
nally, the administrative costs associated with the
more than 300 independent insurance funds are 10
to 20 percent of operating expenses, which is simi-
lar to the administrative burden of private insur-
ance in the United States.

All these causes contributed to a dramatic in-
crease in health spending in the past decade, far

outstripping Korea's robust overall economic
growth. The share of GNP devoted to health rose
from 3.7 percent in 1980 to 6.6 percent in 1990. By
1990 Korea was spending $377 per capita for
health, putting it 50 percent above the expected
level for its income.

To control health care costs, countries need to
limit payments to health care providers (Table 5.5).
One approach is to pay a fixed amount for each
person, as is now done by health maintenance or-
ganizations in Brazil and the United States and by
the British National Health Service. Another
method, used in several OECD countries, is to
give each hospital or network of physicians a fixed
total budget (Box 5.7).

Insurers may jointly negotiate uniform fees for
physicians, as is done by Japan's social insurance
system and by Zimbabwe's private insurance sys-
tem. They can also set fixed payments for specified
medical procedures or standard per diem pay-
ments for hospital stays. Brazil's social insurance
system, for example, is paying standard fees for
hospital care according to a modified version of the
system of diagnostic-related groups that was de-
veloped in the United States for Medicare, the
government-funded system for the elderly. Chile's
public health system is introducing comparable in-
ternal prices for its hospitals.

As worldwide experience amply demonstrates,
there is no perfect insurance system: every coun-
try's insurance institutions have their problems.
But there are two important generalizations: third-
party insurance leads to cost escalation, and, in
general, social insurance and regulated private in-
surance with community rating avoid selection
bias far better than voluntary private insurance. It
is difficult to achieve wide coverage of the popula-
tion in most developing countries, and without
wide coverage, public subsidies to insurance will
inevitably be regressive. Countries, whether they
use social or private insurance, are finding it ex-
tremely hard to eliminate these deeply entrenched
subsidies. Once widespread insurance coverage is
achieved, costs can easily spin out of control un-
less provider compensation is tightly regulated or
determined in ways that give incentives for cost
containment. Developing country governments
must be prepared to deal forthrightly with this dif-
ficult set of interlocking issues.

Delivery of clinical services

Policies related to the delivery of health services in
developing countries should have two main objec-
tives. The first is to improve access to essential
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Table 5.5 Strengths and weaknesses of alternative methods of paying health providers

Payment method

Fee for service

Per case
(for example, using
diagnostic-related
groups)

Capifation
(per patient under
continuous care)

Salary
(straight payment per
period of work)

Strengths

Provider's reward closely linked to
level of effort and output

Allows for easy analysis of
provider's practice

Provider's reward fairly well tied to
output

Gives provider incentive to minimize
resource use per individual treated

Administratively simple; no need to
break down physician's work into
procedures or cases

Facilitates prospective budgeting

Gives provider incentive to minimize
cost of treatment

Allows for consumer clout if patient
can select own provider

Administratively simplest

Facilitates prospective budgeting

Weaknesses

Tends to cause cost inflation

Creates incentives for excessive and
unnecessary treatment

Technical difficulty of forcing all cases
into standard list can lead to mismatch
between output and reward

Providers may misrepresent diagnosis
in order to receive higher payment

Gives provider incentive to select
patients based on risk and to reject
high-cost patients

May create incentives for provider
to underservice accepted patients

Difficult to analyze provider's practice

Loss of patient influence over provider
behavior unless patient choice links
provider salary to patient satisfaction

Can easily create incentives for provider
to underservice patient and to reduce
productivity

Source: Adapted from Reinhardt 1989.

clinical services, especially for the poor. The sec-
ond is to increase the efficiency with which ser-
vices are delivered. In the public sector inefficiency
is widespread. Clinics and outreach programs op-
erate poorly because of shortages of drugs, trans-
port, and maintenance. Hospitals are poorly orga-
nized and managed and keep patients longer than
necessary. Countries pay too much for drugs of
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low efficacy, and drugs and supplies are stolen or
go to waste in government warehouses and hospi-
tals. Although the problems are many and deep,
appropriate government policies can do much to
reduce or eliminate these kinds of inefficiency.

Most countries have mixed systems of both pub-
lic and private delivery of clinical services and both
public and private financing. The type of financing



a country chooses does not dictate the kind of
health delivery system it should have, or the other
way around. Some countries, such as Botswana,
Malaysia, Sweden, and the United Kingdom, have
mainly public financing and public delivery; some,
including Brazil and Korea, have public financing
and private delivery; and still others, such as the
Philippines, the United States, and Zaire, rely pri-
marily on private financing and private delivery.

The private health sector typically serves a di-
verse clientele, and it typically delivers services
that are perceived to be high in quality and more
responsive to consumer demand than the govern-
ment's. But there are also examples of highly effi-

cient public sector health centers and district hos-
pitals (for example, in Chile, China, Sri Lanka, and
Zimbabwe), and there are circumstances in which
it is impossible or too costly to persuade the pri-
vate sector to deliver careparticularly in geo-
graphically remote or extremely poor areas.

The existence of alternative suppliers, both pub-
lic and private, creates pressure for improved per-
formance. In developing countries where the pub-
lic system has a near-monopoly on health care
delivery, a mixed system that exposes the public
services to competition is likely to be more efficient
and to improve quality of care. Furthermore, in
countries where government health services are
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Box 5.7 Health care reform in the OECD

The OECD countries face persistent difficulties in the
financing and delivery of health services. Problems in-
clude inequitable access to services, gaps in insurance
coverage, unacceptably rapid increases in health ex-
penditure, inefficiency, and poor quality. These diffi-
culties are partly the result of circumstances outside the
control of governmentsfor example, demographic
and technological change. To some extent, however,
they arise from flaws in the design of the financing,
payment, and regulation systems for health care. Dur-
ing the 1980s most OECD countries initiated moderate
or major reforms of their health care systems to correct
these flaws.

Three principal types of reforms can be distin-
guished. Several countries, including Ireland, the
Netherlands, and Spain, have taken steps to extend eli-
gibility for public medical care, bringing the last remain-
ing groups of their populations into the public system
of coverage for basic medical care. Despite widespread
calls for privatization of finance, no country has re-
duced its commitment to public coverage.

Many governments have taken important initiatives
to contain costs, through increased cost sharing or
through supply-side reforms. Belgium, France, Ger-
many, and the Netherlands have set fixed budgets for
hospital expenditure. Virtually all the OECD countries
greatly reduced the rate of growth of health expendi-
tures during the 1980s. The biggest exception was the
United States. Those countries that still relied to some
extent on the reimbursement of patients for medical
bills, with no connection between insurers and pro-
viders, were less successful in containing costs han
those in which insurers had direct contracts or in which
a public agency was both public insurer and health
provider.

Probably the most important reforms of the 1980s
involved the introduction of improved incentives and reg-
ulations for providers and insurers, with the aim of rais-

ing the productivity of rationed resources. There has
been some convergence of systems toward contracting
between public insurers and private providers. Bel-
gium and France have introduced tighter contracts into
their reimbursement systems, and the United King-
dom has moved away from its integrated National
Health Service and toward more autonomous and
competitive physicians and hospitals. Other countries
reformed the contractual model itself by emphasizing
consumer choice, active informed purchasing rather
than passive funding by third parties, and managed
competition among providers. These reforms are most
marked in Germany, but elements of such changes
have also been implemented in Belgium and the
Netherlands in the form of mixed payment systems
that combine budgetary caps with work-related pay-
ment of providers.

Finally, the Netherlands and the United Kingdom
have embarked on differing experiments to introduce
competition within their public systems. In the Nether-
lands it is envisaged that consumers will be able to
choose among quasi-public sickness funds and private
insurers, with a central health care fund taking income-
related premiums and paying out risk-related pre-
miums to the competing insurers. This amounts to a
sophisticated health voucher scheme. In the United
Kingdom part of the hospital budget is given to large
(competing) general practices, which will enable gen-
eral practitioners to purchase certain hospital services
on behalf of their patients. Since the reforms were in-
troduced only recently in the United Kingdom and are
being carried out gradually in the Netherlands, it is not
yet possible to evaluate them fully. There are, however,
already signs that general practitioner "Iundholders"
in the United Kingdom are using their new purchasing
power to negotiate a higher quality of hospital services
for their patients.
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Table 5.6 Policies to improve delivery of health care

Provider and policy

Public sector

Protect nonsalary recurrent spending

Complete the district health delivery infrastructure

Retain fees at point of collection

Decentralize financial resources and operational authority

Subcontract ancillary services to private sector

Improve drug selection, procurement, and use

Nongovernmental organizations

Legalize and simplify registration

Provide government subsidies (per case, per diem, or block grants)
for essential clinical services

Subsidize training for district health workers

Private (for-profit) sector

Remove legal barriers to practice

Promote health maintenance organizations

Establish managed competition among suppliers

Regulate private hospitals and physicians

Provide public subsidies for essential clinical services and selected
public health interventions

both overextended and excessively concentrated
on discretionary care at the expense of essential
services for the poor, the public system needs to be
scaled back. This means reducing public invest-
ment in tertiary care facilities and specialist train-
ing and, in some cases, transferring discretionary

Potential impact on/
/ o

care facilities to the private sector. At the same
time, governments have to improve the equity and
efficiency of their remaining health programs and
facilities, through selective and progressive user
charges, decentralization, managerial incentives,
and better information systems. The key policies

Significant U Moderate 0 Modest 0 No significant impact



for improving delivery of clinical services by gov-
ernment, NGO, and private for-profit providers
are shown in Table 5.6.

Delivering the essential package

In a competitive health system, people seeking
health services can choose from a diversity of pro-
viderspublic, private nonprofit, and private for-
profit. As developing countries move toward such
a competitive system, they face a wide range of
policy options that can improve the delivery of the
essential clinical package.

THE PUBLIC SECTOR. For many countries an im-
portant step in improving access to government-
provided essential clinical services is to complete
the basic district health infrastructure by building
health centers and health posts and training more
nurses, midwives, and other providers of primary
care. Provision of good-quality housing for rural
health workers as part of the district health infra-
structure can improve efficiency by encouraging
staff to move to rural areas. Zimbabwe doubled
the number of its rural health centers, from 500 to
more than 1,000, during the period 1980-90 with
the goal of making essential clinical services avail-
able within 8 kilometers of home for the whole
population. When housing for rural physicians
and nurses was added to the district health pro-
gram in the mid-1980s, the effect on staff recruit-
ment and retention was enormous: vacancy rates
for physicians and nurses in the areas with new
housing fell to zero, as against 20 to 30 percent
elsewhere.

Government recurrent spending for primary
care inputs other than salaries is particularly vul-
nerable to budget cuts. When revenue shortfalls
occuror tertiary care hospitals overspendser-
vices in peripheral facilities and communities often
suffer. In countries such as Chad, Haiti, Mozam-
bique, and Nepal there are widespread reports of
health centers that have staff but few or no drugs
and of mobile health teams with little or no gas-
oline for their vehicles. Under these circumstances
technical efficiency falls to near zerogovern-
ments continue to pay staff salaries, but virtually
no meaningful health services can be delivered.

Protecting the nonsalary part of the budget is
extremely difficult but critical. In Senegal the gov-
ernment is currently committed to increasing its
budgetary allocation for drugs and medical sup-
plies by 10 percent a year in real terms during
1992-96. Mauritania has set targets for annual gov-
ernment spending on drugs and other nonsalary

operating expenditures for its thirteen predomi-
nantly rural health regions. Countries can also
protect nonsalary spending by introducing more
flexibility into their hiring arrangements. In India
the Ministry of Health is planning to hire 8,000
workers for a leprosy control project on a per diem
basis rather than engage them as civil servants
with virtual lifetime guarantees of employment.

Another policy for ensuring adequate spending
on essential clinical services for the poor is to allow
primary care facilities to retain user charges and
spend these revenues on drug supplies and incen-
tive bonuses for health workers. In Cameroon
when fees were introduced in a group of rural
health centers and the revenues collected were
used to replenish drug supplies, utilization of the
centersespecially by low-income familiesin-
creased substantially. The percentage of sick peo-
ple living near those centers who sought care rose
by more than 25 percent compared with the areas
where fees were not charged, demonstrating that
user fees can actually increase services for the
poor.

NONGOVERNMENTAL ORGANIZATIONS. Private
nonprofit institutions, both local and foreign, pro-
vide a significant share of health services in devel-
oping countries, delivering essential clinical ser-
vices to low-income households in the poorest
countries. NGOs provide a third or more of all
clinical care in Cameroon, Ghana, Malawi,
Uganda, and Zambia. They own a quarter of the
health facilities in Bolivia's three largest cities, and
they supply more than 10 percent of clinical ser-
vices in India and Indonesia. Although it is diffi-
cult to compare the performances of NGO and
government health facilities, recent data from Af-
rica suggest that NGOs are often more efficient
than the public sector. In Uganda physicians in
church mission hospitals treated an average of five
times as many patients as physicians in govern-
ment facilities, and NGO nurses attended more
than twice as many patients as their government
counterparts. Governments that have excluded
NGOs or heavily restricted their operations have
seen essential services deteriorate. When Mozam-
bique decided after independence in 1975 to ban
NGO health activities in favor of government-run
facilities, a wide range of health services in rural
areas suddenly disappeared. Where such bans or
barriers to NGO activity exist, they should be
removed.

Beyond this, there are important opportunities
for governments to form constructive partnerships
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with NGOs to deliver essential clinical services.
One approach being followed in Sub-Saharan Af-
rica and in some states of India is to incorporate
NGO health centers into the network of public f a-
cilities by nominating appropriately located NGO
hospitals as district (first level of referral) hospi-
tals. The NGOs are expected to provide a range of
public health and clinical services and to perform
specific districtwide functions such as health plan-
ning, supervision of lower-level clinics and com-
munity activities, and maintenance of emergency
transport. In return, the government pays some of
the NGOs' costs.

This kind of government-NGO collaboration
takes a variety of forms. In Lesotho nine of the
country's eighteen health service areas (districts)
are headed by a church mission hospital that car-
ries out comprehensive health planning and man-
agement for its entire area. In Zimbabwe govern-
ment funds for rural health improvement are
being used to expand mission ("designated dis-
trict") hospitals and to purchase ambulances for
the NGOs. Ministries of health pay the salaries of
nursing staff in mission hospitals in Zaire and
most of the recurrent costs of NGO facilities in
Botswana. Government donation of free vaccines
and contraceptives to NGO health providers has
also become a common way to target public sub-
sidies to specific health intervention programs.

THE PRIVATE SECTOR. In recognition of the grow-
ing importance of the modern private sector in
developing countries' health systems, some gov-
ernments have begun to encourage private practi-
tioners to deliver essential services. In India sev-
eral states and nonprofit groups are working with
the private sectorincluding the country's 1 mil-
lion semiqualified urban and rural medical practi-
tionersto improve the quality and effectiveness
of basic care. Some innovative approaches are be-
ing tried: private distribution outlets are being
stocked with condoms and oral rehydration solu-
tion to make both more widely available, and the
Indian Rural Medical Association is trying to im-
prove the skills of rural private practitioners
through education on such subjects as family plan-
ning, immunization, and oral rehydration. In
Mali, one of the world's poorest countries, the lo
cal medical school has started a program to train
graduates to set up private practices in small
towns of 15,000 to 50,000 inhabitants. Although
experience is recent, a number of physicians have
already established successful private practices in
these towns, and they have demonstrated that
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small-town families are prepared to pay for good
care. The average outpatient visit costs $2 and a
normal delivery $8.

In Africa and Asia traditional medicine remains
an important part of the health care system, some-
times accounting for more than 10 percent of total
spending. The number of traditional healersin-
cluding herbalists, bonesetters, faith healers, and
traditional birth attendantsis typically many
times larger than the number of medical physi-
cians. The ratio of traditional to modern health
practitioners has been estimated at nine to one in
Sri Lanka, seventeen to one in Indonesia, twenty-
five to one in Ghana, and twenty-eight to one in
Nigeria. Under these circumstances there may be
opportunities for governments to improve the de-
livery of essential health services by using tradi-
tional practitioners. Successful examples include
the use of traditional healers to screen for malaria
and to distribute antimalarial drugs in Thailand, to
promote modern contraceptives in Kenya, and to
distribute condoms to reduce HIV and STD trans-
mission in Uganda and Zimbabwe. Traditional
birth attendants have also been enlisted to im-
prove pregnancy outcomes in many countries, in-
cluding Bangladesh (Box 5.8).

Making delivery of clinical services more efficient

There are many routes by which developing coun-
tries can improve the efficiency of clinical services.
Policies to increase the efficiency of government
health services through decentralization and better
hospital management could have an especially
large positive effect, as could policies for strength-
ening government regulation of a more competi-
tive private sector.

DECENTRALIZATION. A policy that can improve
both efficiency and responsiveness to local needs
is decentralization of the planning and manage-
ment of government health services. In Africa
some central ministries of health have given pro-
vincial and district offices responsibility for plan-
ning, day-to-day management of funds, person-
nel, training, maintenance, and other functions.
Many problems have arisen: local governments or
local offices of the central health ministry have not
had the capacity to plan and manage health activ-
ities; devolution of responsibility has not always
been accompanied by allocation of the needed
funds; and local officials have not necessarily been
accountable to their constituents. There have been
some successes, however, that offer lessons for
other countries.



Box 5.8 Traditional medical practitioners and the delivery of essential health services

Many simple health activities do not require extensive
professional training or major facilities and equipment.
Health workers based in clinics or in their own commu-
nities play an important role in delivering these ser-
vices. The millions of community-based traditional
health practitioners have enormous potential as public
health workers and providers of essential clinical ser-
vices if governments can give them the appropriate
training, information, and incentives.

Thus far, the experience with modern-traditional col-
laboration has been mixed. A number of projects have
failed because of poorly designed training and inade-
quate supervision, and many governments need to do
more to curb unnecessary and dangerous practices by
traditional healers. But there have also been instructive
successes.

An evaluation of workers participating in a volun-
teer program for detection of malaria in northern Thai-
land found that the performance of volunteers who
were traditional healers was superior to that of other
volunteers. The program, which began in 1961, had by
1988 more than 40,000 malaria-control volunteers dis-
tributed across 34,000 Thai villages. Volunteers trained
by the Ministry of Health are expected to examine vil-
lagers, take blood samples, prepare smears to be sent
to the district malaria clinic for analysis, and treat fever.
They also provide malaria-related education to the vil-
lagers. In comparison with alternatives such as paid

outreach workers, the volunteers improve case detec-
tion and save the government considerable expense.

A WHO study found that traditional healer volun-
teers in Thailand were more active in pursuing and
identifying malaria cases than other volunteers and
that they tended to remain in the program longer be-
cause their service enhanced their standing in the Com-
munity. Villagers indicated that they felt more confi-
dent about having someone they already knew as the
village traditional healer draw their blood and adminis-
ter treatment.

In western Kenya the African Medical and Re-
search Foundation (AMREF) has trained male and fe-
male traditional health practitioners who live in remote
villages to dispense drugs and some types of contra-
ceptives. Since the project began, the share of women
of reproductive age using modern contraception in six
pilot sites has risen from less than 10 percent to more
than 25 percent. The Kenyan government has asked
AMREF to expand the project.

In Bangladesh a program to train and support mid-
wives to work with traditional birth attendants helped
to lower maternal mortality rates by 60 percent over a
ten-year period. The results of the program indicate
that, given adequate support systems, community-
based services could bring about a substantial decline
in maternal mortality.

In Ghana, until recently, decisions on health
spending were highly centralized, with inflexible
expenditure levels set by the Ministry of Health for
specific "vertical" programs such as immuniza-
tion, control of tuberculosis and leprosy, and fam-
ily planning. In the late 1980s the ministry agreed
to delegate financial authority to health teams in
each of the country's 110 districts. Unfortunately,
most district health officials did not know the pro-
cedures for obtaining and accounting for funds. To
remedy this problem, members of the district
health management teams were given training
that enabled them to make more timely budgeting
and spending decisions, and expenditure levels in-
creased as much as fivefold. In districts where ear-
marked funds from the center were pooled and
reallocated according to local priorities, technicil
efficiency improved because of joint planning of
work schedules and sharing of transport for out-
reach services and supervision.

In Botswana, although secondary and tertiary
health care is the responsibility of the central Min-
istry of Health, the government has devolved re-

sponsibility for primary care to local district coun-
cils. The process began on a pilot basis in 1973 and
was gradually expanded to cover the entire coun-
try. To support decentralization, the Ministry of
Health funded the creation of district health teams
consisting of a medical officer, a public health
nurse, and a health inspector. The central govern-
ment continues to finance, through annual block
grants, most of the recurrent primary care expen-
ditures of the district councils, and the councils'
proposals for capital spending are included in the
ministry's investment budget. But the day-to-day
management of primary care centers, including
purchases of supplies and hiring of personnel, is
in the hands of the councils.

Those countries that have gone furthest in de-
centralization have devolved responsibility for
health servicesincluding implementation of gov-
ernment health programs and management of
government health facilitiesto subriational levels
of government. Such devolution has been going
on for many years in some large developing coun-
tries with federal systems of government (for ex-
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ample, Brazil, India, Mexico, and Nigeria), but it is
also becoming increasingly common in a number
of other Latin American countries and in the for-
merly socialist economies.

The gradual devolution of Chile's health system
over the past decade suggests that success can be
achieved through a measured process accom-
panied by training and institutional development.
Chile began the progressive decentralization of its
publicly provided health services in 1979, when
twenty-six health service areas (HSAs) were estab-
lished to cover the country's thirteen administra
tive regions. Each HSA was given responsibility
(and, to go with it, additional personnel and a
share of the health budget) for managing all the
government health facilities in its area. The second
step in decentralization was taken in 1987, when
management of the primary care network (consist-
ing of more than 2,500 urban and rural clinics,
rural health posts, and rural medical stations as
well as about 14,000 health personnel) was trans-
ferred to the local government or municipalities.
The HSAs were responsible for monitoring the
municipalities' actions. In a third phase of the de-
centralization process, scheduled to begin in late
1993, the central Ministry of Health will withdraw
completely from service provision, leaving this
task entirely to the HSAs, which will enter into
formal performance contracts with the ministry.

But not all decentralization has been a success.
Countries such as Colombia that have devolved
responsibility in a short period of time, without
the requisite financial resources and institutional
capacity at lower levels of government, have
found that decentralization can be counterproduc-
tive, aggravating existing inefficiencies and ineq-
uities in the health system. In Brazil the munici-
pality of Rio de Janeiro refused to accept
responsibility for all the "decentralized" federal
health facilities within its borders on the grounds
that federal budget transfers to the municipality
were inadequate.

IMPROVEMENT OF HOSPITAL MANAGEMENT. Low
rates of hospital utilization in developing countries
point to significant inefficiencies in the use of
buildings and equipment (to which scarce capital
has been devoted). Most common medical condi-
tions can be treated in relatively simple facilities.
In a well-run hospital system district hospitals
would have the highest turnover rates and the
shortest stays, while tertiary hospitals would have
the lowest turnover rates and the longest stays.
Some countries, including China and Fiji, have ef-
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ficient systems that conform to the expected pat-
tern. But in others, such as Indonesia, Jamaica,
and Lesotho, there are no significant differences
between the different types of hospitals. In Papua
New Guinea the ideal pattern is reversed: the low
turnover rate for district hospitals implies that the
hospitals either have too many beds or offer such
poor services that patients go directly to higher
levels. The shorter average stay at the tertiary hos-
pital suggests that many patients who do not re-
quire tertiary care are treated there.

Disparities in average length of stay across hos-
pitals with a similar mix of cases are another indi-
cation of substantial inefficiencies. Data from Latin
America for 1980-85 show that average stays in
hospitals run by ministries of health varied from
five days in Colombia to thirteen days in Uruguay,
and stays in social insurance hospitals varied from
five days in Mexico to twelve days in Peru. In pub-
lic hospitals in Argentina the average length of
stay ranged from eight to twenty-seven days. In
Malawi average stays in six government hospitals
with a similar case mix varied from five to thirteen
days.

To remedy these inefficiencies, major steps to
improve the organization and management of
public hospitals are required. One approach
would be to delegate responsibility for health ser-
vice delivery to individual public institutions, but
doing so will require changes in accounting and
management practices. Government health bud-
gets are now often highly aggregated, covering all
facilities and programs in a given district, region,
or even country. This prevents any detailed analy-
sis of spending and services. Tracking costs should
become part of the responsibility of the facility
manager and the district management team. Cost
analysis would make it easy for these managers to
monitor areas of over- or underfunding and for
higher-level officials to compare cost profiles and
unit costs.

Some countries have converted public hospitals
into semiautonomous foundations or public enter-
prises in order to improve performance by grant-
ing greater budgetary and management auton-
omy. These foundations or parastatals are under
fewer restrictions than public facilities in manag-
ing their budgets and sometimes in hiring and fir-
ing. They can recover costs and collect charitable
donations. The Tunisian government, for exam-
ple, has converted eleven large public hospitals
into semiautonomous entities over the past two
years and will convert another ten in the next few
years. Under the new arrangement, each hospital



manages its own operational budget and is free to
reassign funds across budget categories as needed.
To ensure accountability, the hospital is required to
operate within its annual budget and to provide to
the Ministry of Health detailed reports about ser-
vices provided and unit costs. Autonomy in per-
sonnel matters is more limited. All staff except the
general manager are still governed by civil service
regulations. The hospital management cannot fire
employees, but it can ask the ministry to reabsorb
staff and can use contracted personnel instead.
The effect of these reforms will be fully assessed
over the next few years, but some gains in effi-
ciency are already apparent. One of the first hospi-
tals converted has fully contracted out all food,
cleaning, and security functions and now obtains
services of much higher quality, at similar or even
lower unit cost.

Elsewhere too, an increasing body of evidence
suggests that the technical efficiency of govern-
ment health facilities can be improved by contract-
ing out ancillary services. In Venezuela, for exam-
ple, Health Ministry hospitals contract out
maintenance of large equipment, and social secu-
rity hospitals frequently contract for laundry, gar-
dening, food services, and security, as well as for
maintenance. This arrangement has several ad-
vantages. It can be less costly than publicly pro-
vided services; services can be of better quality;
and they can be more reliable (because less subject
to strikes and other industrial action).

COMPETITION AND REGULATION. Competition
among health providers in developing countries
can improve the quality of services as perceived by
patients and thus increase consumer satisfaction.
This applies to the poor as well as the rich: compe-
tition among private physicians in the slums of
Bombay, for example, is intense, with private prac-
titioners offering convenient evening hours, short
waiting times, and readily available drugs to win
patients from other private practitioners and from
public clinics.

It is much less clear, however, whether competi-
tion among suppliers of health services always
leads to greater efficiency. In fact, the contrary
sometimes happens, especially when competition
among private providers is combined with third-
party reimbursement of fees paid for services. Ex-
cessive tests, procedures, and drugs are supplied,
and costs increase. This supplier-induced ineffi-
ciency takes place because most patients are un-
able to judge the value of specific services or to
compare prices among suppliersall the more so

when they are already sick or have a pressing
health problemand because, in the case of third-
party reimbursement, they do not bear the full
cost of the services they consume.

Governments can encourage efficiency-pro-
moting competition among suppliers of health ser-
vices by requiring them to offer a standard pack-
age of services at a price fixed in advance.
Consumers can then pick the supplier that offers
the most attractive combination of price, service,
and quality, with competition spurring suppliers
to improve quality and reduce costs. This is the
basic approach taken in "managed competition"
proposals for health care reform in the United
States (Box 5.9). Although managed competition
requires a high degree of government administra-
tive capacity to set the rules and to monitor pro-
vider performance, it may be relevant in some
middle-income developing countries.

As developing countries take steps to encourage
a diversified system of health service delivery, in-
cluding use of NGOs and private providers, they
will also need to strengthen their governments'
capacity to regulate the private sector. Regulations
are required to ensure that quality standards are
met, that financial fraud and other abuses do not
take place, that those entitled to care are not de-
nied services, and that confidentiality of medical
information is respected. Regulation can be carried
out in a number of ways: by inspecting private
health facilities; by accrediting medical schools; by
licensing physicians, nurses, and other health pro-
fessionals; and by prohibiting certain insurance
practices such as exclusion of prior medical condi-
tions. When the government allocates funds to
NGOs, reimburses private providers under public
insurance schemes, or subcontracts with the pri-
vate sector for ancillary services such as catering
and laundry, it can require an independent audit
of these private contractors.

In practice, few developing countries have es-
tablished such regulatory mechanisms, but the sit-
uation may be changing. In Brazil, where social
insurance finances the bulk of health care, and pri-
vate hospitals and physicians provide 80 percent
of hospital services and half of all outpatient care,
important regulatory changes are now under dis-
cussion. These include comprehensive accredita-
tion of facilities by state governments, standard
licensing examinations for medical school gradu-
ates, and the inclusion of representatives of citi-
zens' groups and consumer advocacy organiza-
tions in medical ethics boards, which are currently
composed exclusively of physicians. The private
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Box 5.9 "Managed competition" and health care reform in the United States

'Managed competition," which has attracted wide-
spread interest in the United States, refers to a health
services purchasing strategy designed to promote com-
petition and to reward those health care providers with
the best performance in terms of cost, quality, and pa-
tient satisfaction. The strategy is designed to address
the fundamental problems of the current health care
financing and delivery system in the United States.
There, health care coverage is mainly employment-
based and is far from universal: approximately 37 mil-
lion people under age 65 lacked insurance coverage in
1990. Costs are increasing rapidly; if current trends
continue, spending is expected to grow from 12 to 18
percent of GNP by 2000. Under third-party insurance,
provider reimbursement methods often create financial
incentives to provide more care. Insurers seek profits
by excluding higher-risk individuals rather than by ag-
gressively pursuing greater efficiency in providing
health services. A major indirect cost of the system is
reduced labor mobility as a result of the risks of exclu-
sion from insurance at a new place of employment.

Under managed competition, a health insurance
purchasing cooperative (HIPC) would be formed to or-
ganize purchasers of health care within a region. The
HIPC would establish standards for the region's health
plan by, for example, defining a basic benefit package
of comprehensive health services, and would contract
with eligible providers for this basic package. During
the annual open-enrollment period the HIPC would
provide information about the price of the basic pack-
age from different providers and about the quality of
care offered. Equity would be improved by requiring
providers to open their rolls to all consumers, regard-
less of risk. Universal coverage would be achieved
through public subsidies to those not otherwise cov-
ered so that they could purchase packages. Standardi-

zation would enable consumers to choose among com-
peting packages in an informed and more price-
conscious way. One example of "managed competi-
tion" is the California Public Employees Retirement
System, which operates like the proposed HIPC, ar-
ranging health coverage and managing competition on
behalf of almost I million state employees and retirees
and their families.

Analysts expect that over time competition would
force third_party insurers to drop out or move in the
direction of managed care networks because these net-
works can use financial incentives and management
tools to achieve efficient care. Indeed, insurers are al-
ready shifting in this direction: nearly half of all health
insurers now offer some sort of plan involving man-
aged care. Competition would also give health care
providers clear incentives to become more efficient.
One question about the managed competition model is
whether it would work in rural areas and areas of low
population density, and, if not, what alternatives
would be best. Another concern is the cost of extend-
ing universal coverage.

Although this proposal was developed to respond to
the particular problems of the U.S. system, it has rele-
vance elsewhere. The Netherlands, which is introduc-
ing choice of insurer under a universal social health
insurance scheme, faces the same challenges regarding
control of risk-selection behavior on the part of in-
surers. Chile has, since 1981, encouraged the growth of
private prepaid health insurance schemes, known as
ISAPREs. (Box 7.2 provides details on these plans.)
Problems have come up with Chile's reforms, how-
ever: the lack of a standard package has limited effec-
tive competition, and weak regulation has allowed pri-
vate insurers to deny coverage to high-risk individuals.

Brazilian Association of Hospitals is debating the
establishment of its own accreditation system, and
the medical association in São Paulo has begun a
voluntary pilot effort to certify hospitals in that
state on the basis of adherence to norms, assess-
ment of patient data, and patient satisfaction sur-
veys. Qualifying examinations for licensing physi-
cians are being tested in another state where, at
present, all medical school graduates are automaf-
ically licensed for life, without requirements for
continuing education or recertification. And the
Federal Council of Medicine has proposed legisla-
tion that would expand its authority to monitor the
quality of health care and to discipline poorly per-
forming doctors and hospitals.
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Reorienting clinical services and beyond

It is a fundamental responsibility of governments
everywhere to ensure access to a package of essen-
tial clinical health care, with special attention to
the poor. Utilization of a minimum package de-
fined by its high cost-effectiveness would reduce
the total burden of illness in developing countries
dramatically, by an average of 25 percent. Such a
package is affordable in low-income countries if
governments reallocate current health expendi-
tures and increase public spending and if they im-
plement policies that encourage selective pay-
ments directly from better-off patients and from
existing insurance schemes. Middle-income coun-



tries could easily pay for the minimum package,
using the resources currently devoted to health,
and might wish to enrich the package by adding
services.

Government efforts to improve health insurance
should be aimed at increasing the portion of the
population covered, reducing subsidies for insur-
ance that benefit primarily the wealthy and the
middle class, and controlling health care spending
financed from insurance. This will require stronger
regulation of private insurance and policies to ex-
pand compulsory social insurance based on pay-
roll taxes. It also means shifting provider payment
away from open-ended fee-for-service methods to
prepayment through capitation and preset bud-
gets for hospitals.

Greater diversity and competition in the supply
of health services can do much to improve the de-
livery of an essential clinical package and raise the
technical efficiency of doctors, hospitals, and other

providers. Key government measures include
strengthening legal and financial support to
NGOs that provide health services and creating a
positive environment for the private sector com-
bined with important regulatory safeguards
against abuse. Gains in technical efficiency can be
achieved through a combination of careful decen-
tralization of government health services and im-
proved management of public hospitals.

These efforts to reorient government recurrent
spending toward essential clinical care and to pro-
mqte diversity and competition in the supply of
health services must be accompanied by changes
in longer-term investments in health inputsfacil-
ities and equipment, health personnel, phar-
maceutical management systems, health informa-
tion, and health research infrastructure. Policies to
bring about this reorientation are taken up in
Chapter 6.
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