
An agenda for action

The policy conclusions of this Report can be tai-
lored to the widely varying circumstances of de-
veloping countries. This chapter highlights the pri-
ority policy issues and actions that are likely to be
most relevant for three groups of countries: low-
income countries in Africa and South Asia, mid-
dle-income countries in Latin America and East
Asia, and the formerly socialist countries of Eu-
rope and Central Asia. It describes the reforms
needed in the health sector and assesses their fea-
sibility, examines the principal obstacles to reform,
and outlines possible strategies for overcoming
these obstacles. Although policy reform must deal
with difficult underlying problems, the experience
of a number of developing countries with imple-
menting significant policy changes shows that suc-
cess is possible.

This chapter also examines the role of the inter-
national community in supporting improvements
in health policies and programs in developing
countries. Despite widespread calls for more do-
nor investment in human resources and in poverty
reduction programs, aid flows to the health sector
declined from 7 percent of total development assis-
tance in the early 1980s to 6 percent in the latter
half of the 1980s. Donors need to match their ver-
bal commitments with actions: the share of aid for
health should be restored to its previous level im-
mediately and should be increased substantially
over the next five years. An additional $2 billion in
aid would help to finance the transitional cost of
health policy reforms, as well as priority pro-
grams, including AIDS prevention. At the same
time, donors and developing countries need to
focus on measures to improve the effectiveness of
external assistance for health. Doing so will re-
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quire donor backing for major reforms in the al-
location of public spending for health and in
health policy more generally.

The effectiveness of donor spending can be im-
proved through increased investment in basic
public health measures and essential clinical care,
steps to strengthen the policy and regulatory
framework for insurance and for delivery of ser-
vices, and backing for research to expand the
range of cost-effective treatments available to the
poor in developing countries. Aid for lower-prior-
ity items, including tertiary care hospitals and
training of medical specialists, needs to be corre-
spondingly reduced or eliminated.

Finally, improved coordination among donors
could raise the effectiveness of aid. Despite the
many serious obstacles, the recent experience of a
number of African and Asian countries shows that
such coordination can be achieved.

Health policy reform in developing countries

The policies that this Report suggests should be at
the top of the agenda for developing countries and
the donor community are summarized in Table
7.1. This section describes those policies and pro-
vides examples of successful policy reforms in var-
ious developing countries.

Low-income countries

Previous chapters have outlined the main charac-
teristics of health systems in low-income coun-
tries. In general, there is little public or private
insurance. Out-of-pocket spending for drugs, tra-
ditional medicine, and user fees usually accounts



Table 7.1 The relevance of policy changes for three country groups

Government objectives and policies

Foster an enabling environment for households to improve health

Pursue economic growth policies that benefit the poor

Expand investment in education, particularly for females

Promote the rights and status of women through political and
economic empowerment and legal protection against abuse

Improve government investments in health

Reduce government expenditures for tertiary care facilities,
specialist training, and discretionary services

Finance and ensure delivery of a public health package, including
AIDS prevention

Finance and ensure delivery of essential clinical services, at least to
the poor

Improve the management of public health services

Facilitate involvement by the private sector

Encourage private finance and provision of insurance (with
incentives to contain costs) for all discretionary clinical services

Encourage private sector delivery of clinical services, including
those that are publicly financed

Provide information on performance and cost

for more than half of total spending for health.
Government financing from general tax reve-
nuesand sometimes substantial donor contribu-
tionsaccount for the remainder. Government
hospitals and clinics provide the bulk of modern
medical care, but they suffer from highly central-
ized decisionmaking, wide fluctuations in annual
budget allocations, and poor motivation of both
facility managers and health care workers. Minis-
tries of health and other government agencies of-
ten have only limited capacity to formulate health
policy, implement health plans, and regulate the
private sector. Private providers (mainly religious
organizations in Africa and private physicians and

unlicensed practitioners in South Asia) account for
the remainder of the health facilities and deliver
most outpatient care. They offer a service that is
perceived to be of higher quality than that pro-
vided by the public sector. Large segments of the
population, especially the rural poor, do not have
access to modern health services. Female literacy
and enrollment of girls in primary and secondary
school are low.

Five policies for better health are crucial in this
environment: providing solid primary schooling
for all children, especially girls; investing more re-
sources in highly cost-effective public health activ-
ities that can substantially improve the health of
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the poor; shifting health spending for clinical ser-
vices from tertiary care facilities to district health
infrastructure capable of delivering essential clini-
cal care; reducing waste and inefficiency in gov-
ernment health programs; and encouraging in-
creased community control and financing of
essential health care.

INCREASED SCHOOLING. Despite the often formi-
dable obstaclesboth in providing access to
schools and in eliminating cultural barriers that
keep girls outa number of low-income countries
have proved that dramatic change is possible in a
short period of time. Between 1970 and 1990 Indo-
nesia and Kenya, for example, achieved rapid and
sustained growth of primary school enrollments
and raised the proportion of girls to nearly half of
all pupils. These gains were brought about by a
combination of high-level political commitment to
universal primary schooling, information pro-
grams that created stronger demand on the part of
parents, and support from the international
community.

INVESTMENT IN PUBLIC HEALTH ACTIVITIES. The
public health activities with the largest payoff will
vary from country to country: vitamin A and io-
dine supplementation in India and Indonesia,
antismoking campaigns in China, and policies to
reduce traffic injuries in urban areas of Sub-
Saharan Africa. Completion of immunization cov-
erage should be a high priority in all low-income
countries, especially in India and in much of Sub-
Saharan Africa, where coverage remains low. Sim-
ilarly, a greatly intensified effort to reduce trans-
mission of HIV and other sexually transmitted dis-
eases is warranted. In the parts of Africa in which
the AIDS epidemic is already widespread, behav-
ioral change through education and condom distri-
bution should be high on the list of public health
actions. And where, as in Bangladesh and Indo-
nesia, the preconditions (widespread commercial
sex and high prevalence of other STD5) exist for
rapid spread of HIV, governments urgently need
to take steps to halt the spread of AIDS from high-
risk groups into the population at large.

BETrER ALLOCATION OF SPENDING ON CLINICAL
SERVICES. Governments should invest in distfict
health infrastructure by (as described in Chapter 6)
expanding training programs for primary care pro-
viders, particularly nurses and midwives; target-
ing construction funds to improve health posts,
health centers, and district hospitals; financing
ambulances and other vehicles needed for effec-
tive emergency transport, together with the neces-
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sary radio and telephone networks; and building
the capacity to plan and manage health services at
the district level and in individual facilities. In
many low-income countries, focusing on district
health infrastructure will mean limiting new in-
vestment in central hospitals and reorienting those
facilities toward research and teaching activities
that are more relevant to key national health prob-
lems. At the same time, there is considerable scope
for improving the efficiency of large government
hospitals, especially through performance-linked
incentives for managers and staff and expanded
cost recovery from the wealthy and insured.

To deliver essential clinical services, a greater
share of government health budgets needs to be
devoted to the operations of lower-level facilities
and especially to nonsalary recurrent items. Initial
emphasis needs to be placed on building capacity
to deliver the services included in the minimum
essential package described in Chapter 5. This is
now happening in a number of countries. Senegal
has set annual targets for increasing its spending
for drugs, transport, and maintenance. Ghana is
trying to reduce the number of civil servants work-
ing for the Ministry of Health. In India, where
state governments account for more than three-
quarters of total public spending for health, the
central government is attempting to act as a cata-
lyst for more cost-effective resource allocation by
earmarking its funds for immunization, treatment
of leprosy and tuberculosis, and AIDS control.

Some low-income countries will need to in-
crease government outlays for health if they are to
finance a package of public health measures and
essential clinical services for the poor. In 1990 gov-
ernment spending for health in low-income coun-
tries averaged only $6 per capita-1.5 percent of
GNP if foreign assistance is excluded and 1.6 per-
cent including aid. The analysis in this Report in-
dicates that provision of a minimum package will
cost about $12 per capita in low-income countries,
or nearly 3 percent of GNP. Effective targeting of
publicly subsidized clinical services to the poor,
and corresponding efforts to encourage cost recov-
ery from more affluent groups, would help stretch
limited government budgets. Modest fees col-
lected at health centers could also be retained and
reinvested locally to improve the quality and re-
liability of basic services.

But even with these efforts, many governments
in low-income countries will have to increase the
share of the budget allocated to health. (In Sub-
Saharan Africa health spending declined during
the 1980s to an average of less than 4 percent of
public expenditure and less than 2 percent of



Box 7.1 Community financing of health centers: the Bamako Initiative

The principal aim of the Bamako Initiative, launched in
1988, is to "revitalize the public sector health care de-
livery system [byl strengthening district management
[andi capturing some of the resources the people them-
selves are spending on health" (UNICEF 1992).

Both revolving funds for drug purchases and com-
munity-managed health centers have existed for many
years in developing countries, but the Bamako Initia-
tive is attempting to implement these schemes on a
much larger scale in Africa and other low-income coun-
tries. The initiative is based on two premises: that
where public institutions are weak, as they are in many
low-income countries, bottom-up action by commu-
nities is badly needed to complement top-down health
policy reforms, and that even poor households are will-
ing to pay for higher-quality and more reliable health
services.

Under the initiative, members of local communities
who use a health center or pharmacy agree to pay mod-
est charges for outpatient care, including drugs. The
revenues generated from fees are retained by the
health centers and managed by local elected commit-
tees. The committees reinvest in additional drugs
(through a revolving fund), in incentive payments for
health workers, and in other improvements. The gov-
ernment and donors assist health centers in purchasing
inexpensive generic drugs, thus increasing the cost-
effectiveness of services at the health center.

The initiative is only five years old, but its achieve-
ments are impressive. Eighteen African countries were
participating as of late 1991, and nearly 1,800 health
centers located in 221 districts were part of the pro-
gram. In Benin the first forty-four health centers tar-
geted by the initiative are covering 42 to 46 percent of
their operating costs with user charges, and in the first
seventeen centers in Guinea's program, user fees cover
38 to 49 percent of expenditures. Utilization of health
centers has increased. In Benin average monthly visits
to pilot health centers rose from 100 in 1987 to 250 in
1989.

Despite the initiative's promising accomplishments,
it is not yet certain that the reforms can be sustained Ofl
a large scale. A number of health centers covered by
the initiative have received both financial and technical
assistance from UNICEF, WHO, and other donors
more than $36 million has come from UNICEF alone.
Problems may emerge when this external assistance
ends, particularly in converting local revenues gener-
ated through user charges into the foreign exchange
needed to purchase imported drugs. In addition, ef-
forts to encourage local private financing of health care
by poor urban and rural households may allow govern-
ments to avoid tackling basic reforms of their health
systems, especially the reallocation of public revenues
from tertiary care hospitals to more basic services.

GNP.) Some countries are already moving in this
direction. Mozambique, for example, is increasing
government outlays for health in 1992 and 1993 as
part of a broader program of economic reform, and
Mauritania is committed to substantial rises in
government health spending during 1992-96.
Since shifts in domestic budget resources between
sectors take several years to implement, donor
funds could play a significant role in increasing
government health expenditures, including recur-
rent spending, in the early years. The budget re-
forms in both Mozambique and Mauritania are be-
ing supported by transitional financing from the
donor community.

REDUCTION OF WASTE AND INEFFICIENCY. There is

substantial scope for reduction of waste and ineffi-
ciency in government health programs, especially
in drug management. Pharmaceuticals, which ac-
count for 10 to 30 percent of public spending for
health in most countries, are the most promising
area for efficiency gains in the short run. Very
large savings can be achieved by improving the
selection and quantification of drug requirements,

in part through the use of essential national drug
lists, and by purchasing drugs competitively. Nu-
merous successes have already been recorded.
Bulk procurement of drugs enabled a group of
church-run African health associations to save 40
percent of their annual drug bill. Similar efforts by
several Caribbean states led to an average reduc-
tion of 44 percent in the price paid for the twenty-
five most frequently used drugs. An essential-
drugs revolving fund for several Central American
nations yielded savings of 65 percent of the costs
of pharmaceuticals.

COMMUNITY CONTROL AND FINANCING. Com-
munity financing, in the form of user charges and
prepaid insurance schemes, has become a practical
necessity in a number of low-income countries.
But community financing is also a virtuous neces-
sity: it can help to improve the quality and re-
liability of services, in part by making health
workers more accountable to their clienteles.

This is the approach being taken in the Bamako
Initiative, sponsored by WHO and UNICEF (Box
7.1). Recent experience from a number of African
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countries shows that rural households are pre-
pared to pay modest charges for drugs in govern-
ment health centers, provided that the quality of
services improves, that fees are retained and uti-
lized at the point of service, and that the local
population has a strong voice in the operation of
the facility. In Guinea, for example, about half of
the country's 350 health centers were practicing
community financing in 1991. Of these, all the ur-
ban-based facilities and a third of the rural clinics
were able to cover their operating expenses with
income from fees. Governments should act cau-
tiously, however. Experience suggests that fees
substantial enough to cover the full cost of clinical
services can discourage utilization by the poor.
Under these circumstances, the poor should be
charged reduced fees or should be exempted from
payment.

PROBLEMS AND PROSPECTS. Health policy re-
forms face formidable obstacles in low-income de-
veloping countries. The health ministry often
makes only a weak case for a larger share of the
(sometimes shrinking) budget. Politicians, doc-

tors, and the urban population exert strong pres-
sures for higher spending on tertiary care facilities
in the major metropolitan areas at the expense of
the district health infrastructure. Professional as-
sociations and trade unions representing doctors
and nurses strongly resist both staff cuts designed
to increase nonsalary spending and efforts to re-
deploy health workers to rural areas. Despite these
obstacles, some low-income countries are cur-
rently carrying out major health policy reforms.
Malawi, for example, is implementing sweeping
changes as part of a World Bank project. It is in-
creasing the share of the government budget allo-
cated to health from 7.1 percent in 1991 to 9.1 per-
cent by 1995, raising the fraction of health
spending for district health services from 15 to 23
percent, and reducing the share devoted to the
country's three central hospitals from 35 to 25 per-
cent. To strengthen the district health system, the
government is also engaging more than 3,500 new
lower-level health workers to serve in rural clinics
and communities. Donor funds are being used to
help pay for these workers.

Middle-income countries

In middle-income developing countries out-of-
pocket payments for health usually account for
less than a third of total spending. Some middle-
income countries, such as South Africa and Zim-
babwe, have private insurance, even though most
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of the population receives services financed
through general tax revenues. Other countries use
social insurance, with part of the population cov-
ered by mandatory employment-based contribu-
tions, usually pooled in a single fund run by a
parastatal agency. The share of the population pro-
tected by social insurance varies widely, from less
than 10 percent in the Dominican Republic, Ecua-
dor, and El Salvador to more than 80 percent in
Brazil, Costa Rica, and Cuba. Brazil and Chile em-
ploy hybrids of private and public insurance. In
Brazil every citizen is legally entitled to services
financed from a combination of general revenues
and social security contributions, and social insur-
ance is deducted from the wages of every salaried
worker. Yet more than one-fifth of the country's
population currently opts for some form of private
insurance coverage.

Middle-income countries need to focus on at
least four key areas of policy reform: phasing out
public subsidies to better-off groups; extending in-
surance coverage more widely; giving consumers
a choice of insurer; and encouraging payment
methods that control costs.

REDUCTION OF SUBSIDIES TO BETFER-OFF GROUPS.

Governments should reduce and eventually elimi-
nate public subsidies to relatively affluent groups.
This can be done by charging full-cost fees to in-
sured persons who use government hospitals and
clinics for services not included in the national es-
sential clinical package and by cutting tax deduc-
tions for insurance contributions. In South Africa
and Zimbabwe privately insured individuals have
been charged less than the full cost of the services
they receive in government health facilities. In ad-
dition, they have been allowed to deduct from tax-
able income part or all of their out-of-pocket pay-
ments for health care, as well as their health
insurance premiums. Employers can also deduct
their insurance contributions. These measures re-
duce the amounts available for financing essential
services. In South Africa individual tax deductions
were estimated to be equivalent to 18 percent of
total public sector health expenditures in 1990. In a
recent effort to reverse a similar situation, Zim-
babwe has sharply limited tax deductions for
health care and insurance, raised fees, and inten-
sified efforts to collect fees from privately insured
patients. Government hospitals have learned that
they can often identify insured patients by offering
them extra nonmedical amenities, such as private
hospital rooms, and can then target them for ag-
gressive cost recovery if they accept.



In countries where social insurance covers only
a fraction of the population, governments can in-
crease the extent to which health services are self-
financing by eliminating public subsidies to social
insurance. These subsidies, which are widespread
in Latin America, mostly benefit the middle classes
and are therefore regressive. Elimination of the
subsidies would free resources for health services
for the poor. Eliminating subsidies also imposes
more financial discipline on the social insurance
agencies, which are often allowed to run deficits
that are later covered by transfers from other social
security programs or from the general government
budget. In Venezuela, for example, the govern-
ment subsidizes contributions to the medical assis-
tance fund within the parastatal social security
agency. Despite this subsidy, in 1990 the fund ran
a deficit equivalent to 37 percent of its health
expenditures.

EXTENSION OF INSURANCE. Where the bulk of the
labor force is already employed, government poli-
cies that extend insurance coverage to the rest of
the populationincluding the self-employed, the
elderly, and the poorremove the inequities in-
herent in multitiered systems of health financing
and expand the content of the universally available
package of care. When insurance coverage be-
comes universal, as in Costa Rica and Korea, sub-
sidies actually end up targeting the poor and are
thus progressive. But only a few middle-income
countries that have adequate financial resources,
political resolve, and administrative capacity will
be able to achieve such universal insurance cover-
age. Korea's bold initiative to create a national
health insurance system from scratch between
1978 and 1989 and Costa Rica's efforts in the 1980s
to universalize a system that had previously cov-
ered only the industrial labor force show that this
is a difficult but achievable goal. Attaining univer-
sal coverage would be more feasible if govern-
ments limited the essential package of insured ser-
vices to those with high cost-effectiveness.

CONSUMER CHOICE. Competition among sup-
pliers of a clearly specified prepaid package of
health services would improve quality and encour-
age efficiency. And even where there is little or no
direct competition among insurance funds, as in
Japan and Korea, multiple semi-independent in-
surance institutions may still have advantages
over a single large parastatal agency. Local insur-
ance funds managed by boards composed of rep-
resentatives of workers, employers, and local

government, as in Germany, tend to be more ac-
countable to their members. In a number of Latin
American countries monolithic social security "in-
stitutes" are already heavily discredited because of
their past inefficiencies and corruption. Greater
competition and accountability are two of the main
objectives of current proposals for reforming social
insurance in Argentina.

COST CONTAINMENT. Copayment by insured in-
dividuals for some services can help to restrain
their use of the services but is unlikely to be a very
powerful cost-containment method. Copayments
amounting to an average 40 percent of expendi-
tures in Korea have done little to slow the rate of
increase in health spending, which grew from 3.7
to 6.6 percent of GNP during the 1980s. Similarly,
the practice, introduced by private U.S. insurers,
of retrospective reviews of utilization of medical
care appears to lead to a modest one-time savings
in health spending but does not have long-lasting
effects on the rate of growth of expenditures.

By contrast, prepayment of health care pro-
viders is a promising approach to containing
health expenditures. Governments could help to
promote such schemes by removing legal barriers
that in many countries prevent the same institu-
tion from acting as both insurer and provider. In
South Africa the government recently decided to
allow the creation of health maintenance Organiza-
tions (HMO5), mainly as a way of containing
health costs. More than twenty such organizations
have been established in just a few years. They
have introduced capitation and negotiated fees,
which limit costs more effectively than did the
open-ended fee-for-service payment arrangements
historically used in South Africa.

Governments can do much to improve the in-
centives created by social insurance. Where the in-
sured use private providers, fee-for-service pay-
ment schemes need to be replaced with an
alternativecapitation or annually negotiated uni-
form fees for doctors and hospitals (based on diag-
nostic-related groups of procedures, for example)
or preset overall budgets for hospitals. Where so-
cial insurance covers services by government hos-
pitals, competition with the private sector can im-
prove performance. Other promising approaches
are to allow government hospitals to compete with
one another as semiautonomous enterprises, as in
the United Kingdom in recent years, and to give
hospital managers financial and career incentives
to meet performance targets, as in Chile.

The example of Chile (Box 7.2) illustrates the
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benefits and perils of health sector reform in a mid-
dle-income country. Chile has been able to im-
prove efficiency, quality of care, and consumer
choice, but the reforms have also created new
problems regarding administration, financing, and
equity.

Formerly socialist countries

Historically, the government was responsible for
both the finance and the delivery of health care in

the formerly socialist countries of Eastern Europe
and the Soviet Union. Health expenditures were
financed from general revenues. In principle, they
were provided free of cost to the population at
government clinics and hospitals and at facilities
run by state enterprises, but in practice, "infor-
mal" payments oiled the wheels of bureaucracy.
Today the health systems in these countries are in
severe crisis. Many doctors and pharmacists are
leaving the government health services to practice

Box 7.2 Health sector reforms in Chile

Over the past fifteen years Chile has undertaken dra-
matic reforms of its health sector, Its experience shows
that reform is a permanent process, not a one-time ef-
fort, and that countries undertaking reform must have
both the capacity and the political will to review and
revise health policies continuously.

Starting in the late 1970s, Chile (then under a mili-
tary government) decentralized the government-run
health system and created private health insurance in-
stitutions. Responsibility for operating primary care
services was devolved to the country's 325 munici-
palities. The Ministry of Health transferred its primary
care budget and about half of its personnel to the mu-
nicipalities, which could also draw for financing on lo-
cal tax revenues and on resources from the central gov-
ernment's Municipal Common Fund. More important,
the government encouraged the establishment of pri-
vately owned and operated health insurance funds,
known as ISAPREs. The roughly 70 percent of the
population covered by social security schemes had the
option of using their payroll deduction to buy a pre-
paid private health plan. The competing plans were
regulated by a new oversight unit (superintendencia) in
the Ministry of Health. By 1990 about 2.5 million peo-
ple, or 18 percent of the population, were covered by
thirty-five ISAPREs.

Both decentralization and the creation of the private
insurers brought about some improvements in the
health system. The municipalities expanded primary
care services. The ISAPREs introduced more competi-
tion and consumer choice into the financing and deliv-
ery of services and spurred growth in the numbers of
private doctors and hospitals.

But the reforms also created new problems. In the
early years of the reforms, when local officials were
appointed by the military regime, municipal health ser-
vices were not responsive to the local population.
Transfers of Ministry of Health staff to the munici-
palities created job insecurity and caused a decline in
staff morale. Many municipalities lacked the capacity
to plan and manage primary health services. The mu-
nicipalities tended to overrefer patients to hospitals,
which were still funded by the ministry. The ministry

had few incentives to help supervise municipal
facilities.

Because municipalities were reimbursed for each
unit of service delivered, they tended to provide too
much high-cost curative care and too few preventive
services, which caused costs to explode. The govern-
ment then moved to cap allocations to local authorities,
using as a basis historical budget shares that favored
the wealthier municipalities.

The ISAPREs, by targeting the richest segments of
Chilean society, impoverished the rest of the social in-
surance system. Each salaried beneficiary who chose to
shift to an ISAPRE cost the public system 2.5 times the
contribution of an average salaried worker. Because the
ISAPREs are permitted to rate individual health risks,
they have "skimmed" the population for good risks,
leaving the public sector to care for the sick and the
elderly.

The democratically elected government that came to
power in 1989 has chosen to maintain the broad thrust
of the health reforms while seeking ways to overcome
their adverse effects. Municipal elections have been
held to ensure that popularly chosen and accountable
officials look after primary health services. Training
programs have been organized for municipal health
officers. Responsibility for hospitals is being decentral-
ized to twenty-seven health service areas that will enter
into management contracts with the Ministry of
Health. Finally, under a new proposal, central funds
would be allocated to the municipalities on a capitation
basis, with a further adjustment to favor the poorest
localities.

The government is also beginning to look at ways to
reduce inequities in the ISAPRE health financing sys-
tem. The superintendencia that regulates ISAPRE is be-
ing strengthened. It is considering requiring the pri-
vate plans to use community risk-rating and to accept
all applicants able to pay the community-rated pre-
miums; making it mandatory for all ISAPREs to offer a
similar basic medical plan in order to promote direct
competition among suppliers (as in the managed care
systems being developed in the United States); and
eliminating the deduction for employer contributions.
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fee-for-service medicine in the private sector. Since
real government spending for health has fallen
dramatically during the recent transition toward a
market economy, the government health system is
also experiencing serious shortages of drugs and
equipment.

Largely because they know all too well the prob-
lems of repressive central government control,
policymakers, medical professionals, and con-
sumers in the formerly socialist countries are look-
ing to systems of public and private insurance in
industrial countries as possible models for reform.
Some countriesfor example, the Czech Republic,
Hungary, and Polandhave much in common
with upper-middle-income countries such as Ar-
gentina, Costa Rica, and Korea. They may be also
able to adapt some features of the systems of the
Nordic countries and the United Kingdom, which
are financed from general revenues, or of the uni-
versal social insurance approaches of Germany
and Japan. Others in this groupincluding the
relatively poor Central Asian republicsface many
of the same issues currently confronting lower-
middle-income and even low-income countries,
such as Pakistan and Yemen.

Despite this diversity, the governments of all the
formerly socialist countries need to consider health
sector reforms in at least three main areas: improv-
ing the efficiency of government health facilities
and services, partly by reducing the size of the
public system; finding new ways to finance health
care; and encouraging private supply of health
services while strengthening public regulatory
capacity.

EFFICIENCY OF GOVERNMENT SERVICES. De-
centralization of government health services is po-
tentially the most important force for improving
efficiency and responding to local health condi-
tions and demands. It will be successful only when
local government health agencies and hospitals
have a sound financial base, solid administrative
capacity, and incentives for improving efficiency
and when they are accountable to patients and lo-
cal citizens. Extreme and hasty decentralization
can create inefficiencies. In Poland, for example,
the government has decentralized health careto
the level of the country's forty-nine provinces. The
average provincial population of less than a mil-
lion is proving too small to make efficient use of
the tertiary care hospitals being built in each pro-
vince, and the available medical personnel are be-
ing spread too thin. For these reasons, the govern-
ment is now experimenting with health regions

covering two to four provinces, but the provinces
are reluctant to finance such regions. Moreover,
there are political pressures for further decentral-
ization to the level of the district governments,
where there is now very little capacity for manag-
ing health systems.

At the same time that they decentralize, govern-
ments will have to reduce the size of publicly
owned health services, which have far too many
hospitals, hospital beds, and physicians. In this
way, governments can free resources for vital pub-
lic health services, including immunization, work-
place and food safety, environmental regulation,
measures such as education and higher taxes to
discourage consumption of alcohol and tobacco,
and quality control of privately delivered clinical
care. The clinical and managerial skills of the re-
maining government health personnel need to be
substantially upgraded and reoriented from the
previous system of centralized bureaucratic con-
trol toward the emerging system of semi-
autonomous health facilities.

NEw MODES OF FINANCING. The examples of
other countries could help the formerly socialist
countries establish insurance systems that pre-
serve the main virtue of their old systemwide-
spread coverage of the population. It could also
help them to recognize the circumstances under
which general government revenues can play a
positive role, as the dominant source of funding
(the pattern in the United Kingdom) or as a com-
plement to insurance (as in Japan). Experience
elsewhere offers important lessons on how to cre-
ate financing systems that are sustainable and that
contain costs by, for example, discouraging fee-
for-service compensation. The formerly socialist
countries will also want to avoid the large and in-
equitable government subsidies commonly pro-
vided to private insurance for the wealthy or to
social insurance for the middle class.

Most formerly socialist countries are already on
the road to reform. The Czech and Slovak repub-
lics and Hungary are experimenting with forms of
social insurance. Because the Czech system in-
cluded a very comprehensive package of health
benefits and paid private doctors on a fee-for-ser-
vice basis, it encountered serious financial diff i-
culties after just a few months of operation. Under
the recently revised Hungarian health-financing
system, public sector doctors will be salaried em-
ployees of the central and local governments, and
private general practitioners will be paid on a cap-
itation basis. Russia and Ukraine are also prepar-
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Box 7.3 Reform of the Russian health system

Before the political upheavals of 1990-91 that led to the
breakup of the Soviet Union, the 3 to 4 percent of GNP
that the Russian republic spent on health care for its
nearly 150 million inhabitants was financed from gen-
eral government revenues and delivered through a
vast network of public facilities, programs, and em-
ployees. This highly centralized and bureaucratic sys-
tem led to excessive numbers of doctors and hospitals.
It gave few incentives for efficiency or for providing
quality care, and it neglected the preventive measures
needed to combat the country's most serious environ-
mental and behavioral problems: industrial pollution,
alcohol and tobacco dependency, and poor nutrition.
Consequently, the health status of Russians stagnated
during the 1970s and 1980s. In 1990 life expectancy for
Russian men was just sixty-four years, a full ten years
less than in Western Europe, and the infant mortality
rate, at twenty-two per 1,000 live births, was twice the
Western European average.

The new Russian government has pursued several
fundamental reforms of the old Soviet health system.
Health financing and management are being decentral-
ized to eighty-eight regions. Much medical practice is
being privatized, and a recent health insurance law
provides for the introduction and regulation of new
forms of insurance. Under the law and its proposed
amendments, each region is to have a social insurance
fund, and a national fund will equalize resources
across regions. These insurance funds will receive a
combination of compulsory payroll deductions and
budget transfers from general government revenues.

They will sign contracts for care with public and private
providers. Individuals can then voluntarily purchase
supplementary private insurance to cover additional
health services.

The health insurance legislation has been in effect
since late 1991, but progress in implementing it has
been slow. Some important issues in the design of the
system still need to be resolved. These include the role
and extent of competition among public and private
insurers; whether risks are to be rated on an individual
basis or across larger pools of individuals; and how the
insurance funds will pay providerson a fee-for-ser-
vice basis, through capitation, or by some other
method or combination of methods.

The practical obstacles to the implementation of the
new system are formidable, partly because of the un-
settled administrative and economic environment. The
regional governments lack the capacity to manage and
regulate the health system they are inheriting. The
economy and the government budget are under severe
strain. Real wages have fallen dramatically in the past
few years. The costs of drugs and equipment have in-
creased faster than inflation, leading to serious short-
ages. Payroll taxes to cover employee benefits already
absorb 38 percent of wages, making it difficult to fi-
nance an affordable package of health services through
the social insurance system. To help overcome these
problems, a number of international agencies, includ-
ing the World Bank, are working closely with Russian
health officials on designing and carrying out health
policy reforms.

ing to implement mixed systems of social insur-
ance and general revenue financing. Box 7.3
describes the current efforts in Russia.

COMPETITIVE PROVISION AND PUBLIC REGULATION.

Although private medical practice is now permit-
ted in most of the formerly socialist countries, the
legal and regulatory environment for private doc-
tors, hospitals, and insurance institutions is often
either nonexistent or hostile. With large numbers
of private doctors establishing practices and pri-
vate hospitals and clinics being created, regulation
of providers will be critical for reducing the inci-
dence of medical malpractice and financial fraud:
It is also essential that regulation encourage the
development of efficient institutions, such as
health maintenance organizations, for financing
and providing clinical care for the bulk of the
population. Already there are signs of poorly con-
ceived regulations, such as Romania's recent deci-
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sion to issue lifetime licenses to doctors without
establishing strict standards of practice or recer-
tification requirements. Since government regula-
tory capacity is likely to be weak in the next few
years, health system reforms should be designed
in ways that minimize the need for direct govern-
ment regulation. Encouraging self-regulation
through associations of private medical schools,
doctors, and hospitals would be one such ap-
proach. In the long run, better regulation will re-
quire both training of government inspectors and
other regulatory personnel and development of
government institutions such as medical licensing
boards and national and local medical ethics
committees.

Directions and prospects for reform

The world's diversity of health care systems is
matched by the diversity of reform movements.



But several common themes are beginning to
emerge. First, governments are increasingly recog-
nizing the centrality of their own role in public
healthfor example, in achieving the enormous
global gains in immunization coverage. Second,
governments are exploring ways to introduce
more competition and foster a diversity of public
and private institutions in the delivery of clinical
services. Third, governments are examining new
approaches to finance and insurance, including se-
lective user fees in the public sector, systems that
discourage third-party reimbursement, systems
that mix finance from compulsory social insurance
and from general tax revenues, and systems that
set fixed budgets for each patient or each case.

Everywhere, health sector reform is a contin-
uous and complex struggle. Neither governments
nor free markets can by themselves allocate re-
sources for health efficiently. As policymakers try
to reach compromises, they must deal with power-
ful interest groups (private doctors, drug com-
panies, medical equipment manufacturers, and
insurers) and strong political constituencies, in-
cluding urban dwellers and industrial workers.

Strategies for overcoming these obstacles to
health sector reform will vary from country to
country, but some common approaches are dis-
cernible. Political leadership, beginning with the
head of state, is an indispensable element in re-
form programs almost everywhere. The 1990
World Summit for Children proved an effective
means for engaging the attention and commitment
of heads of state (see Box 2 in the Overview). Se-
nior officials of ministries of health can be strongly
influenced by the prevailing views of the interna-
tional health community, particularly those of
WHO and other major donors, and by participa-
tion in international meetings and seminars on
health policy and management.

Professional associations may be able to bring
about some reorientation of health workers, espe-
cially physicians. Appeals to the sense of social
responsibility of these associations have helped
advance agendas for preventive health in the
United States and elsewhere. Such groups, how-
ever, are often the sources of the strongest resis-
tance to change. Reshaping the training curricula
of medical and nursing schools to include a greater
emphasis on public health and general practice is
likely to be a more effective way to enlist the sup-
port of physicians and nurses.

Public opinion can be a powerful force for health
reform, not only in industrial countries but also in
developing countries such as Brazil, Chile,

Nigeria, and South Africa and in Eastern Europe.
A free press is important, as are consumer advo-
cacy groups, for conveying a diversity of views on
health reform and for stimulating debate.

In many countries, maintaining the support of
the middle class and of urban groups for health
policy reformsincluding the reallocation of pub-
lic spending from tertiary care to basic public
health and clinical care for the poorwill require a
gradual shift in resources rather than wholesale
changes in just one or two years. For this reason,
universal government financing (or government-
mandated financing) for a nationally defined es-
sential package of services will often be more suc-
cessful than a highly targeted approach that may
undermine the political base for reform. Similarly,
continued government ownership of some hospi-
tals that offer high-quality tertiary care, with a
phased reduction in public subsidies to the
wealthy for this care, may be more feasible politi-
cally than rapid divestiture to the private sector.
External financial assistance can help countries
handle these politically difficult tradeoffs and can
ease the process of policy change.

International assistance for health

After growing rapidly in the 1970s, aid for health
stagnated during the 1980s. As a share of official
development assistance, aid for health declined
from an average of 7 percent for the period 198 1-85
to 6 percent during 1986-90. Total aid flows to the
health sector in 1990 were $4.8 billionalmost $4
billion in official development assistance and $0.8
billion from NGOs and foundations (Figure 7.1).
This amounts to about one dollar per person in
developing countries. (The figure for official devel-
opment assistance is based on reports from donor
governments. Only $3.3 billion of the $4 billion can
be accounted for as receipts by individual coun-
tries; this is the amount that appears in the total
health expenditure estimated in Chapter 3 and in
Appendix table A.9.) Bilateral agencies accounted
for the largest share (40 percent), followed by
United Nations agencies (33 percent), NGOs (17
percent), development banks (8 percent), and
foundations (2 percent).

The trend is for donors to provide aid for health
through multilateral channels. The share of multi-
lateral assistance has grown from 25 percent in
1980 to 40 percent in 1990 and is likely to exceed 50
percent by 1995. As a result of the quadrupling of
World Bank lending for health over the past six
years, disbursements of Bank funds are expected
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External assistance to developing countries for health comes from many sources, public and private.

Figure 7.1 Disbursements of external assistance for the health sector, 1990
(millions of dollars)
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to grow from about $350 million in 1992 to about $1
billion in 1995, making the World Bank the largest
single source of external funding for health. Since
the portion of aid going to middle-income coun-
tries from the World Bank and other development
banks is nonconcessional lending, some of the
projected increase in lending for health will in-
volve a hardening of terms. It would be desirable
for bilateral grant-funding agencies and conces-
sional arms of the development banks (such as the
World Bank's International Development Associa-
tion) to increase their assistance to health as well.

The amount of health aid has stagnated, and its
share in total development assistance has de-
clined, even as donors continue to express concern
about health. Over the past ten years the United
Nations and other international agencies have
called for increased investments in the develop-
ment of human resources, including health, both
by developing countries themselves and by the do-
nor community. The United Nations Development
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Programme (UNDP), in its annual Human Develop-
ment Report, has argued for more donor spending
on health, and in its recent World Development Re-
ports the World Bank has made similar recommen-
dations. World Development Report 1990 proposed a
3 percent annual increase in aid during the 1990s,
to be targeted at poverty-reducing activities, in-
cluding basic health care. The donor community
needs to review these goals and targets in light of
the actual trends in aid flows for health.

The share of aid going to health should be re-
stored immediately to its earlier level of 7 percent
of total official development assistance and should
rise substantially over the next five years. Such an
increase would have a significant impact on the
health status of the poor, particularly if it is di-
rected toward the transitional costs of reallocating
government spending to public health measures
and essential clinical care and to seriously under-
funded disease control efforts such as those for
tuberculosis and AIDS. A rise in donor assistance
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of $2 billion, for example, could finance a quarter
of the estimated additional costs of a basic package
in low-income countries and of strengthened ef-
forts to prevent AIDS. Such an increase, which
would boost from 6 to 9 percent the share of total
official aid going to health, would be feasible if
other donors matched the rise in World Bank dis-
bursements for health that is expected to occur in
coming years. It would also be consistent with the
proposal in the UNDP's Human Development Report
1993 (also endorsed by UNICEF) that 20 percent of
aid be spent on health, education, water and sani-
tation, and environmental protection for the
world's poor.

There are a number of ways, in addition to the
traditional annual and multiyear programming of
aid by individual donors, for the international
community to mobilize more financial resources
for health. Coordinated sectorwide pledging at
consultative group meetings and donor round-
tables has been used successfully in countries such
as Tanzania and Zambia. Another approach is pro-
gram-specific pledging, as illustrated by the
dozens of national AIDS-control donor meetings
chaired by WHO in recent years. The role of debt-
for-development swaps as a means of generating
extra resources for both government and NGO-
provided health services should be assessed in this
context. Ecuador, Sudan, and Zimbabwe have al-
ready carried out swaps, and Nigeria is exploring a
major swap of its debt currently held by donors in
return for increased public spending for essential
health services.

Improving the effectiveness of aid for health

It is crucial that the donor community and devel-
oping countries focus on ways to improve the ef-
fectiveness of existing and future assistance to the
health sector, particularly in the low-income coun-
tries where donor assistance already accounts for a

Table 7.2 Official development assistance
for health by demographic region, 1990

Source: Michaud and Murray, background paper.

large share of health expenditure. In Africa aid
makes up an average 10 percent of national health
spending (Table 7.2), or 20 percent if South Africa
is excluded. Aid covers more than half of all health
expenditures in countries such as Burkina Faso,
Chad, Guinea-Bissau, Mozambique, and Tan-
zania. In these countries donors finance an impor-
tant share of recurrent costs, as well as investment
items. In Mozambique, for example, aid accounted
for more than half of recurrent spending in 1991
and for 90 percent of capital expenditures for
health. Even when aid amounts to 2 percent or less
of total health spending, as in the other develop-
ing regions, improvements in its use would still be
an important catalyst for reform.

General lessons on improving aid effectiveness
apply equally to the health sector (Box 7.4). Do-
nors need to set their priorities carefully and allo-
cate their resources in accordance with these prior-
ities. The productivity of aid would increase
substantially if donors were to direct more of their
assistance to public health measures and essential
clinical services, especially in low-income coun-
tries. They might also usefully focus on capacity
building, research, and reform of health policy.
Countries that show a willingness to improve ac-
cess to health services for the poor and to under-
take reforms of the health system should be strong
candidates for aid.

The World Bank increasingly stresses policy re-
form in its lending for health, which has grown
nearly fourfold in recent years (Box 7.5). For some
donors, adjustment of priorities would mean
spending less on hospitals, sophisticated medical
equipment, and training for medical specialists
During 1988-90 Japan spent more than 33 percent
of its bilateral assistance for health on construction
of hospitals, France spent 25 percent, and Ger-
many and Italy spent nearly 15 percent each.

Within the domain of public health and essential
clinical care, several areas of intervention deserve
greater attention from donors, including tuber-
culosis control, the EPI Plus program, micro-
nutrient supplementation, AIDS prevention and
control, and programs to reduce tobacco consump-
tion. These problems impose a large burden of ill-
ness, in some cases because rapid growth of the
threat has gone unrecognized. Their control offers
large externalities or economies of scale. Often, so-
lutions will require a global effort.

The efficiency of aid for health can be greatly
enhanced through better coordination of donor
projects and policies. Fragmentation of external
support in the health sector is a long-standing
problem in many countries and imposes a heavy
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Health aid
Health aid

as a
received Health aid percentage
(millions per capita of health

Region of dollars) (dollars) expend?ture

Sub-Saharan Africa 1,251 2.45 10.4
Other Asia and islands 594 0.87 1.4
Latin America and the

Caribbean 591 1.33 1.3
Middle Eastern crescent 453 1.31 1.3
India 286 0.34 1.6
China 77 0.07 0.6
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Box 7.4 Health assistance and the effectiveness of aid

Recent evaluations of the effectiveness of aid, includ-
ing a classic 1986 study commissioned by the world
donor community, point toward the same conclusion:
most aid has been successful, but a considerable share,
perhaps a third or more, has been much less so, and a
small percentage has failed completely or has even
been harmful. These broad-brush averages hide signifi-
cant regional differences: in Asia and Latin America
performance has been better; in Sub-Saharan Africa it
has been worse. Aid has been least effective in the
poorest countries, where success is most needed.

The reasons for inferior performance lie with both
donors and recipients. Poor countries and those experi-
encing political conflict and instability constitute a diffi-
cult environment for aid, as they have little administra-
tive capacity or infrastructure. But these difficulties
have in many cases been compounded by unfortunate
policies. Aid projects have been poorly designed, both
technically and because of inadequate understanding
of the human, social, institutional, and political envi-

ronment. When it comes to coordination, both sides
have been at fault. Donors have pursued their OWfl

objectives without attempting to ensure that their aid
complements that of others. And all too often, aid re-
cipients have played one donor off against another,
while ministers and ministries have focused on their
own concerns rather than looking to the national good.

Aid for health has generally had a good technical
record. It has fit in well with development priorities,
especially in recent years, as the concentration on hos-
pitals and high-technology curative medicine has been
replaced by an emphasis on primary and preventive
care. There have also been major successes_mainly
highly focused initiatives such as the program for the
eradication of smallpox, the drive against child mortal-
ity, and the effort to control river blindness in Africa.
What is still lacking is the ability of the aid system to
help set in place and sustain locally appropriate public
health programs and essential clinical services.

burden on already overextended government offi-
cials. In the extreme, fragmentation can lead to
conflicting policies being put into effect. Recently
in one West African country, for example, three
different cost recovery policies, each sponsored by
a different donor agency, were being applied in
separate regions of the country. The dangers of
fragmentation are especially great in poor coun-
tries where different donors choose to focus their
health sector activities on different provinces or
districts and either lose sight of or undermine the
formulation of national policies.

Much can be done to improve donor coordina-
tion, globally and regionally, but especially at the
country level. Donors can agree with countries on
overall national health and assistance strategies.
This is especially effective when the government
takes the lead in planning and in coordinating the
donors, as has happened recently in Zimbabwe.
Another approach is for donors to form large con-
sortia to fund national programs, as in the case of
maternal and child health and family planning in
Bangladesh. (The experiences of these two coun-
tries are reviewed in Box 7.6.) At a minimum, do-
nors should create informal local groups that meet
periodically to review progress and problems in
the health sector, as in Mozambique and Senegal.

The efficiency with which aid for health is spent
depends critically on building local capacity to
plan and manage health systems. This requires
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strengthening the public institutions that finance
and deliver health services, both through broad
civil service reform and through changes within
the health sector. Donors can play an important
role in these areas by supporting decentralization
and other organizational reforms and by assisting
the groups that formulate national health policies.
Additional support is required for initiatives such
as the foundation-backed International Health Pol-
icy Program and for bilateral projects to train
health planners and managers, economists, and
sociologists.

International programs for research and development in
health

Investments in health research and development
have yielded high returns in better health. For ex-
ample, the programs for tropical disease research
and human reproduction funded by donors and
executed by WHO have produced a number of
new or improved drugs and diagnostic tests and
have strengthened research capacity in developing
countries. Yet according to the 1990 report of the
Commission on Health Research for Develop-
ment, only 5 percent of global expenditures on
health research are directed at the health problems
unique to developing countries, and less than 10
percent of donor assistance for health is devoted to
research, both biomedical and in the social
sciences.



The commission identified several serious defi-
ciencies in the international health research and
development system. The expertise of the global
pharmaceutical industry is not being adequately
applied to the development of drugs and vaccines
that could reduce the toll of early childhood dis-
eases. Technology assessment is weak, as is the
health policy research needed to determine more
equitable and efficient ways to finance and deliver
health services. Most important, the commission
noted, local research capacity in developing coun-
tries is woefully inadequate. A number of promis-
ing research efforts, including the Children's Vac-
cine Initiative and programs to deal with acute
respiratory infections, tuberculosis, micronutrient
deficiencies and worm infections, suffer from
weak and uncertain donor funding. In general, the
problems of constrained funding for research are

compounded by donors' limited capacity to stay
abreast of the latest research proposals and to
assess the relative priorities for funding this
research.

To help stabilize funding, to improve the setting
of priorities, and to boost efficiency, developing
countries, donors, and scientists should consider
the development of a global mechanism for better
coordination of international health research. A
number of institutional arrangements are possible,
including well-defined networks of research cen-
ters, informal consultative bodies, and large global
funds that pool donor assistance. Examples of
these institutional arrangements in other sectors,
such as the Consultative Group for International
Agricultural Research and the Global Environment
Facility, may provide models for improving the co-
ordination of international health research.

Box 7.5 World Bank support for reform of the health sector

World Bank support for the health sector has grown
dramatically over the past six years. The number of
new World Bank-financed health, population, and nu-
trition projects approved each year increased from an
average of eight during fiscal 1987-89 to twenty-one
during fiscal 1990-92, and the value of credits and
loans committed each year rose from $317 million to
$1,151 million over the same period. As of June 1992,
eighty-one Bank-financed health projects were being
implemented. As a share of new World Bank lending,
projects for health, population, and nutrition grew
from less than 1 percent in 1987 to nearly 7 percent in
1991.

Whereas most of these projects continue the Bank's
traditional support for basic health servicesincluding
district health infrastructure and personnel, maternal
and child health, and control of infectious diseases
World Bank lending for health is increasingly focusing
on broad policy reforms in the health sector. For exam-
ple, in connection with a recent Bank project, the gov-
ernment of Maurifania has developed a financing plan
to improve the availability of basic health services for
its widely dispersed population. The share of the gen-
eral recurrent budget going to the Ministry of Public
Health will increase from 5.5 percent in 1992 to 7.5
percent in 1996. The project is introducing commurtity-
based cost recovery in three of the country's thirteen
regions as a way of improving the efficiency and qual-
ity of services. Revenues are being raised mainly
through the sale of drugs, organized and managed by
local health communities.

In Tunisia the government is carrying out compre-

hensive reforms, including granting greater manage-
ment autonomy to health facilities and decentralizing
resources to the regional level. Doctors, nurses, and
other health personnel are being encouraged to work
in better-equipped health centers and other basic facili-
ties. And health-financing mechanisms are being re-
vised, with updated fee schedules, new exemption
procedures for the poor, and changes to the health
benefits covered by existing insurance schemes. The
Hospital Restructuring Project, supported by the
World Bank, is assisting the improvement of manage-
ment systems and the quality of health services in the
largest government hospitals, which were recently
granted autonomous legal status. The project dovetails
with the concurrent World Bank-financed Population
and Family Health Project, designed to improve the
quality and efficiency of public health services and es-
sential clinical care, especially for mothers and chil-
dren. It is expected that better basic services at the
health center level will reduce the demand for hospital
care, thus slowing the expansion of the country's
hospitals.

The Rumania Health Rehabilitation Project supports
government efforts to diversify sources of health fi-

nancing and thus to reduce dependence on the public
budget, which is under pressure because of weak and
unstable macroeconomic conditions and rising health
care costs. The government is pilot testing decentral-
ization of health sector policymaking, planning, man-
agement, and evaluation in three subregions. It is also
discussing how to create a legal and regulatory envi-
ronment to support reform of health financing.
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Box 7.6 Donor coordination in the health sector in Zimbabwe and Bangladesh

The Zimbabwe Second Family Health Project (1992-96)
is the culmination of a long period of interaction be-
tween the government of Zimbabwe, the World Bank,
and other multilateral and bilateral donors. The $120
million project, which supports the government's five-
year investment program for population, health, and
nutrition, is designed to benefit directly low-income
households, especially women and children. Zim-
babwe has entered a period of economic adjustment
that will necessitate spending Cuts. The project will
help protect poor and vulnerable households from
some adverse effects of adjustment by mobilizing addi-
tional resources for human resource development and
by improving the equity and efficiency of spending.

Zimbabwean participation was emphasized from the
project's beginning. The project preparation committee
included representatives from various central govern-
ment departments, provincial governments, and the
Zimbabwe National Family Planning Council. The
committee set planning guidelines, including a prelimi-
nary outline of project components, costs, and financ-
ing. Using these guidelines, proposals were prepared
locally and were then reviewed by the committee and
by interested donors.

Virtually all the major donors to the health sector in
Zimbabwe helped with planning the project by assign-
ing agency officials and technical specialists to the do-
nor team that advised the government on design is-
sues. In the end, the project received financing from
Denmark, the European Community, Norway,
Sweden, the United Kingdom, and the World Bank.
Donors monitor project implementation jointly rather
than separately, reducing the time needed for donor

review and the administrative burden on the
government.

In Bangladesh the World Bank and ten bilateral agen-
cies together are contributing $440 million to the Fourth
Population and Health Project, and the government is
providing $165 million, for a total of $605 million over
the five-year project period. The United Nations Popu-
lation Fund, WHO, and UNICEF are supplying project
management, procurement, and technical assistance.
All the partners in the project belong to the Bangladesh
Population and Health Consortium, which has
emerged as an important collective force in the health
sector. The Asian Development Bank has joined the
consortium with a view to ensuring consistency be-
tween the project and its own $60 million investment in
population and health in Bangladesh.

During project formulation the government and the
donors held several workshops in Dhaka and a special
conference in Geneva. These workshops were instru-
mental in forging a consensus on population and
health strategies. The consortium approach enables the
government and the donor community to agree on an
overall strategy and to work out a consistent financing
plan for the sector. The consortium operates on the
basis of strict equality of all the partners, independent
of the size of their financial contributions.

In addition to strengthening Bangladesh's popula-
tion program and its delivery system for family plan-
ning services, the consortium is attempting to reorient
the health care system toward public health, including
maternal health. It is also trying to make basic services
more easily accessible to the rural and urban poor.

Meeting the challenges of health policy reform

If policymakers are to accelerate the substantial
health gains of recent decades, especially for the
poor in developing countries, the agenda for re-
form is clear. It includes increasing overall rates of
economic growth and expanding basic schooling,
particularly for girls; reallocating government
spending for health from tertiary care and special-
ist training to public health measures and essential
clinical services; encouraging more diversity and
competition in the provision of clinical care and
the development of cost-containing approaches to
insurance; increasing the efficiency of government
health services; and fostering greater involvement
of communities and households in promoting
healthier behavior on their own part and in man-
aging their local health services.
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Policymakers in developing countries and off i-
cials of the international donor community face a
number of difficult challenges in pursuing this
agenda. The changing demographic profile of the
developing world, including the aging of the
population, is creating new patterns of disease.
Emerging microbial threats, such as AIDS and
drug-resistant strains of tuberculosis and malaria,
call for changes in personal behavior, new drugs,
and new ways of delivering services effectively.

In virtually every country interest groups will
resist health policy reforms of the kind suggested
in this Report. Health workers will object to
changes that threaten their job security, income
levels, and degree of professional autonomy. Drug
companies, medical equipment manufacturers,
and other suppliers will try to block policies that
they see as having an adverse effect on their mar-



kets, revenues, and profits. Political and economic
elites and organized labor groups will seek to pre-
serve existing public subsidies for insurance and
health services from which they benefit and to
maintain their privileged access to clinical care.

Beyond this, policymakers will have to wrestle
with the reality that in the area of health there is no
simple paradigm for policy choice. Free markets
for public health activities and clinical care often
fail, and when governments intervene in financing
and delivery, as they frequently do, they can fail
just as badly. Effective government regulation of
private suppliers of health services and inputs,
combined with public financing of cost-effective
packages of public health and essential clinical ser-
vices, is needed to deal with these failures. But this
in turn requires strong private and public institu-
tionsand institutional capacity is seriously lack-
ing in many developing countries.

Despite these obstacles, there have been a num-
ber of successes in specific intervention programs
such as polio eradication and river blindness con-
trol and a smaller but still important number of
successes in broader health sector reform in such
countries as Chile, Tunisia, and Zimbabwe, as well
as in many OECD countries. These successes now
need to be multiplied, especially in the area of sec-
tor reform, if countries are to address the acute
weaknesses in existing institutional structures and
to lay the foundation for major improvements in
future living standards.

Developing country governments need to do
more to translate into practice today's rhetoric

about reallocating resources, improving access,
and increasing efficiency. To do this, higher and
sustained rates of macroeconomic growth are re-
quired. In many cases countries will also need to
enact fundamental political reforms designed to
increase participation and to improve the account-
ability of governments for their health spending,
service delivery, and regulatory performance.

The donor community has a major responsibility
to back up with concrete actions its verbal commit-
ment to poverty reduction and to investment in
health and human resources. In particular, donors
should do more to support the formulation of im-
proved health policies and more effective health
sector reform programs in developing countries.
As suggested in this Report, they can do this by
financing some of the transitional costs of real-
locating government budgets to public health mea-
sures and essential clinical care, by building local
planning, management, and research capacity,
and by providing sound assessments of the world-
wide experience with the cost-effectiveness of in-
terventions and with reform of systems.

If developing country governments and donors
accept the challenges and embrace the key health
policy reforms outlined above, improvements in
human welfare in the coming years will be enor-
mous. A large share of the current burden of dis-
easeperhaps as much as one-quarterwill be
prevented. And people around the world, espe-
cially the more than 1 billion people now living in
poverty, will live longer, healthier, and more pro-
ductive lives.
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